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LETTERS OF TRANSMITTAL

A-UGUST 15, 1974.

To the mnembers of the Joint Economic Committee:
Transmitted herewith for use by the Joint Economic Committee, the

Congress, and the interested public is a factual and interpretative
assessment of the policy and performance of the East European econ-
omies at home and abroad entitled, "Reorientation and Commercial
Relations of the Economies of Eastern Europe." This is a compilation
of invited papers designed to meet the interests of the committee and
the Congress in an up-to-date body of data and interplretative comment
On the domestic and foreign economic relations of the countries of
Eastern Europe, primarily Biulgaria, Romania, Hlungary, Czeclloslo-
vakia, Poland, the German Democratic Republic (G.D.R.), and
Yugoslavia.

'Throughout history, the Middle European States have been buffeted
by Great Power politics from the East and W\est. Their soil often has
been the field of conflict for their nmore powerful neighbors. In the
post-World War 11 period the political-militalv struggles of the cold
war have been centered onl this region. Noow the emierging d6teunte
aniongr the Great Powers, increases the possibilities Eastern European
states may be pernhitted to play a larger role in the %iorld economy.

It is hoped, that this volume, drawing Onl reseaich of United States
and Canadian acaclemii specialists as well as p)rofessio(uals iii the U.S.
(Governmiient wvill serve as an aid and a stilllul11s to scholarship onl this
subject. The conmnmittee is cleeply indebted to the scholars who gave so
generously of their tiiiie and expertise. They are listed in the execu-
tive director's niemoraiiduin to nme, and 1 would like to express on
behalf of the comm111ittee our gratitude for their invaluable cieorts.

Finally, we wvish to take this op)portunity to express our1 gratitude
to the Congressional Research Service for iiiakinig available the serv-
ices of *John P. Ilardt, who helped to plan the scope of the research
andcl coordinated and edited the conitributions for tle present study.

It should be understood that the views contained in this study are
not niecessarilv those of the Joint Economic Comumuiittee nor of inl-
dividual members.

Ii 'r AT2ANUG RCIIT'I' I)AIANI
Chairman, Joint L'aonon1;n Cognmbittee.

AI w: SI 12, 1974.
Hon1. WRG HT P.XTMAN-,
0h airman, Joint Economic Committee,
U.S. (Couigress8 WVashington, D.C.

D)EA AIR. Citmniz-%rx\ : Transmitted herewith is a voll ime of mate-
rials on the economies of Eastern Europe entitled, "Reorientation and
(Comumercial Relations of the Economies of' Eastern Europe." The
stuady contains papels written by scholars and specialists wv-ho, as rec-
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ognized authorities on Eastern Europe, were invited to contribute.
The specialists in question have been drawn from the ranks of various
-universities here and abroad, private research institutes, several de-
partments of the Federal Government, and the Library of Congress.
The papers they have submitted, in response to our request, cover the
broad range of topics dealing with the recent performance of East
European economines. Included anmong these topics are economic policy,
the defense burden, agriculture, industry, population, manpower-, edu-
cation, technology, chemical and petroleum industries, commercial re-
lations, the balance of payments, industrial cooperation, and tourism.

The Joint Economic Committee released a predecessor volume to
this entitled, "Economic Developments in Countries of Eastern
Europe," in 1969. The committee has in recent years followed a pat-
tern of periodic assessments of the economies of socialist states:
"People's Republic of China: An Economic Assessment" in 1972, and
"Soviet Economic Prospects for the Seventies" in 1973.

Encouraged by expanding commercial relations with the West, but
buffeted by the prospect of rising raw materials prices and reduced
deliveries from the Soviet Union, the East European economic
planners are striving to steer a course between balance-of-payments
deficiencies with the West and runaway raw material prices from
the East.

The contributors to the studv have been most considerate of our
nieeds and generous in giving of their time and expertise to provide
mot onlv basic information but also an essential analytical perspective.
The individual scholars who have participated in the preparation of
the present study are:

Thad P. Alton Harold Lent
Elizabeth M. Bass Mona F. Levine
Lawrence J. Brainard Paul Marer

e. V. Burks Ivan Matusek
T. T. Crawford T. M\[. Montias
Laszlo Czirjak Paul F. Myers
Andrew Elias Egon Neuberger
Zbigniiewv M. Fallenbuchl Patrick J. Nichols
Michael Gamarnikow Bonnie M. Pounds
I)avid Granick Marjory E. Searinig
John 11 aberstroh Edwin M. Snell
Gregor Lazarcik John W. Tilley
J. Richard Lee

In addition. the committee received the whlolehearted cooperation
from the following private organizations and Government agencies:

Bureau of Intelligence and Research, Department of State
,Office of Economic Research, Central Intelligence Agency\
Department of History, Wayne State IJniversity'
Department of Economics, University of *Windsor (Canada)
International Development Research Center, University of

Indiana
Economic Analysis Section, Radio Free Europe (Munich,

Germ an\y)
*9 Economic Group, Chase Manhattan Bank

Department of Economics. University of Wisconsin (Madison)
. W. International Financial Research, Inc. (New York, N.Y.)



v

Foreign Demographic Analysis Division, Department of
Commerce

Bureau of East-West Trade, Department of Commerce
Department of Economics, State University of New York (Stony

Brook)
Department of Economics and Management Sciences, State Uni-

versity College of Arts and Sciences (Geneseo, N.Y.)
Department of Economics, Yale University

It should be clearly understood that the views expressed in these
papers are those of the individual contributors and do not necessarily
represent the position of their respective government, or nongovern-
ment institutions, the Joint Economic Committee, individual mem-
bers thereof, or the committee staff.

The Library of Congress made available the services of John P.
IHardt, senior specialist in the Congressional Research Service, who
bore major responsibility for planning the scope of the research, and
coordinating and editing the contribution. He also wrote the summary
for the present study. Dr. Hardt was assisted by George D. 1-olliday,
also of the Library staff.

JOHN R. STARK,
Executive Director,

Joint Economic C'ornnittee.
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SUMMARY

By Jollx P. HARDT

U.S. interest in Eastern Europe has been heightened in the past by
Soviet military actions designed to assert political control over the
affairs of the area, for example, the Berlin blockade in 1948, the 1956
Hiullgarian uprising, the 1968 Soviet invasion of Czechoslovakia. More
recently, however, American attention has been directed to Eastern
Europe because it represents a potentially new and expanding market.
Payment requirements for financing expanding shopping lists of high
technology Western products promise to open the East European econ-
omies to East-W~Vest industrial cooperation and tourism. Thus, satis-
faction of currently felt economic needs promises to replace military
and political confrontation with a more Western reorientation of the
countries of Eastern Europe. The commercial opening of the Soviet
market to the West has gone far toward reducing the pressures for
continued economic isolation of the economies of COMECON 1 from
the world market. Even less constrained by Soviet influence, Yugo-
slavia has gone farther and faster toward developing economic inter-
del)eiidence with the West.

In 1969 the Joint Economic Committee released its first volume on
Eastern Europe, Economic Developmnents in Countries of Eastern
LEieope. Since then the prospects have been enhanced for reorientation
of the economies of Eastern Europe toward more domestic concern
with technological change and satisfaction of consumer needs. These
domestic requirements, in turn, have rekindled East European desires
for economic ties with the West. As the economic planners begin the
formulation of their new plans for the 1976-80 period, they are
troubled not only by the proliferating domestic resource claimants and
onerous *Western balance-of-payments deficits, but by sharply rising
raw material costs from the Soviet Union, especially for oil and
natural gas.

In the 22 chapters in this compendium, some 25 specialists from
governmnental and academic institutions in the United States and
Canada have assessed East European economic policy, performance,
and prospects for the future. Special attention is given to changes in
East European priorities and economic institutions, especially as they
relate to commercial relations with the West. While the countries of
COMECON provide the central focus of the compendium, little at-
tention is given to Albania, Mongolia, or Cuba, and Yugoslavia-not
a full member of COMECON-is given considerable emphasis. The
Ge iman Democratic Republic (G.D.R.) ,2 Poland, Czechoslovakia,
h[ungary, Romania, and Bulgaria form the core nations of COME-
CON. The U.S.S.R. is dealt with only to complete a frame of reference
for analyzing policy and performance.

1 COMECON, or the Council of Mutual Economic Assistance, Is also abbreviated CMEA
or CEMA In various papers of this compendium.

2 The German Democratic Republic is commonly called East Germany.

(1)
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The chapters have been divided into three sections: Policy and
Planning, Performance and Resource Allocation, and Commercial Re-
lations. The authors have provided their own summaries and the reader
may wish to make up his own mind on differences of professional
viewpoints. The following are some of the major questions raised by
the papers with an indication of answers and where in the volume the
appropriate analysis may be found.

1. Is the post-World War II division of Europe coming to an end?
Does the Soviet Union now feel that a degree of disengagement from
Eastern Europe is desirable? And, has the quality of Eastern control
and East-Vest competition shifted from political security to economic
af airs?

Although qualitative changes are taking place in the politics of
Eastern Europe, loosening of economic control may be offset in some
cases by tightening of ideological directives.

The postwar division of Europe may be coming to an end. But the process has
been sporadic and the progress registered thus far confined largely to the normali-
zation of foreign relations, increasing trade, and tourism. At the same time,
Communist ideological constraints have been stiffening, and the chances that
exchanges of people, ideas, and information will be allowed on any major scale
seem distant at best.

While no longer the "iron curtain" of more than two decades ago, the dividing
line between the East and the West, rooted in a different world outlook, an
incompatible system of rule, and an adversary foreign policy in many parts of
the world, still remains formidable (Matusek, p. 17).

Whether the new emphasis on economic factors will lead to Soviet
disengagement or reassertion of control in a new form is not clear.

The Soviet Union and East Europe constitute a relatively closed system facing
a modernization crisis of special severity. For the Soviet Union the problem is
compounded by subtle but real challenges to its imperial power. Russia's military
and political role in East Europe is threatened by economic, social, and intellec-
tual forces not susceptible to the controls which have proved effective in the
Soviet Union. These forces include growing nationalism; youthful populations
with significant anti-establishment elements and ideas; an intellectual and philo-
sophical vacuum, as Marxism-Leninism is seen as less and less relevant for
solving contemporary problems; and the example of the economic vitality of
Western Europe, from which East European societies are no longer isolated be-
cause of tourism, other forms of travel, and over varieties of communication. * * *

What effect would expanded U.S.S.R.-West trade have on Soviet-East European
relations? At first glance it appears that detente offers a permissive framework
for political changes within East Europe. But detente and increased contracts
with the West also stimulate centrifugal forces within the bloc. Given the way
such pressures are handled domestically in the U.S.S.R., countering policies by
the Soviet Union vis-a-vis East Europe may also be expected. Furthermore, if the
Soviets gain larger markets for their primary-product exports in the West and
new opportunities to import machinery from the West, this may further weaken
East Europe's commercial bargaining power with the U.S.S.R. Whether this will
prompt significant changes in trade patterns will depend largely on how the
Soviets view the tradeoff between the economic cost of continuing heavy com-
mercial involvement in East Europe and the political gain from such involvement
through the "influence" effect (Marer, pp. 159-160).

P. fow do East European leaders and planners see the economic
issues facing them in the current (1971-75) and prospective 5-year

plans (1976-S0)? What political costs and benefits are related to their
perceived alternative courses of action?

Mr. Crawford and Mr. Haberstroh provided a survey of economic
issues and policy in Eastern Europe drawing on the subject areas of
many of the other papers (pp. 32-50). Mr. Burks, in turn, assessed
some of the political pitfalls in the new economic strategies (pp.
51-78).
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As the 1970's began, a new pragmatism settled over the economic policyamakers:
in Eastern Europe. Most of them had finally shelved -the all-out growth philosophy
of the 1950's and were beginning to come down from the highly touted but largely
disappointing economic reforms of the 1960's. In the wake of the Czech crisis in.
1968 and then of the Polish worker riots in 1970, the leaders were looking for-
stability, hoping to find it in a return to more central controls on the economly-
and on overzealous reformers.

Four years into the 1970's, the leaders have achieved considerable stability
but they still face the dilemmas of the 1960's-the hard choice between invest-
ment in upgrading industrial efficiency or in raising the standard of living, and
the crossfire between pressures for economic integration within Comecon and
the growing role of imports from the West in sustaining East European develop-
ment. And like the West, Eastern Europe has an energy question to answer. o * v

If the fuel import bill is as large as expected, some programs, especially for
petrochemicals and possibly for autos and imports of consumer manufacturers,
will have to be scaled down or suspended in the upcoming plan period. As of
March 1974, Romania, not dependent on Soviet oil, was the only country to have
said anything concrete about the next plan period and it was hinting at reduced
growth rates in 1976-SO.

These problems may detour but not derail the planners from the track laid out
for this decade and beyond. By the 1980's they can begin counting oln a payoff
from investment in Soviet materials, and they certainly will take pains to keep
the flow of Western technology coming. The same industries that have led growth
since the mid 1960's-autos, chemicals, electronics-ought to be back at the top
of the list in the 1981-85 plan (Crawford and Haberstroh, pp. 32. 49-5(0).

Political hazards also must be considered by East European planlers
in any change in resource allocation and reform in planning and
management.

From the Communist point of view a principal difficulty with economic reform
is that it inevitably involves some degree of decentralization. This is true regard-
less of the type of reform, whether it would mean sonme reliance o01 market
forces, as in the case of Hungary, or whether, as in East Germanly, only such
matters as the organization of trusts are under consideration. Any important
step toward decentralization of the economy constitutes a threat because it brings
with it some loss of political control. Given the narrow base of popular support
which the East European regimes possess, and the limited degree of positive
popular response they can expect, any major reduction of central control must
be taken seriously by the leadership. * * *

Thus the opening of the domestic market to Western coempetition, an inevitable
accompaniment of marketization, can have political side effects which, from
the viewpoint of the regime, are highly deleterious. There lurks in such a situa-
tion the possibility of a reduction or even a loss of control. There is, moreover,
another sense in which the autonomous firm operating in a semnimarket situation
may bring with it a diminution of political control. For insofar as there is conli-
petition, so that the consumer has the possibility of choice, and insofar as prices
are related to scarcities, so that consumer choices have an impact uponl produC-
tion, the Party will have given hostages to the consumer and will have abdicated
that immediate control of economic processes which has become the heart of
Marxism-Leninism. * * *

Finally, there is the fact that enterprise autonomy tends to point in the direc-
tion of trade union autonomy. If basic decisionmaking authority is vested in the
enterprise manager, and the manager is to measure his success by the amount
of profit his enterprise earns, then assuredly an easy way to increase returns are
to hold wages down, reduce expenditures for safety devices, speed up assembly
lines, and the like. Such practices can be pursued with relative ease when all
unions are controlled by the Party, the Government, or management itself. A
Socialist state which permitted the working class to be gouged by autonomous
management would soon find itself in political trouble. Consequently, if autonomy
is given to the managerial class, it follows that the regime will probably find
itself under pressure to grant some form of autonomy to the unions, in order
that the workers may defend their interests (Burks, pp. 51, 65).

3. Is the much discussed policy of reformn of the East European econ-
onzies a dead issue? Has the maniager of the East European enter-
prises gained any more stature Or influence since the Stalinist days?
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The East European leadership appeals to accept the need for change
in planning and management. However, they have apparently rejected
both a return to the Stalinist command economic system of the 1950's
and the grandiose economic reform programs of the 1960's.

The most apparent reason for this increasingly critical approach was the
growing realization that the traditional command economy system has outlived
any economic usefulness is ever had. * * *

Having accepted the need for change, the understandable reaction of East
European ruling elites has been a tendency to contain the unavoidable economic
reforms within the existing political and economic system. Although the ob-
jective economic conditions put them into the position in which they had no al-
ternative but to initiate substantive changes in the 'methods of planning and
management, the party establishments have shown every intention to control bltth
the scope and the momentum of economic reforms in order 'to preserve the
orthodox political and economic institutions which insured their monopoly of
power. They did not really want a new economic model, but would have been
perfectly satisfied with a more efficient and rational version of the old one. * * °

Wimen all is said and done, only a qualitatively different system of planning
and management can meajiingfully improve both the productive performance
aind economic efficiency of East European economies. Gamarnilkov. pp. 1(4,
16i.-1i6C, 212).

MIoreover. in enterprise management there are quite different reac-
tions of the leadership to economic pressures. David G-ranick in his
survey of managerial variations in Eastern Europe found the man-
a-er in Romania and the G.D.R. still operatim, in a cent ally controlled
environment, while their counterparts in Hungary and Yugoslavia
operated in a market-type system (Granick, pp. 229-247).

4. Have the recent steps toward integration of the East European
economies in Com?)7econ been beneftieal to their economic performance?
May ice now expect a Common Mlarket-like development in terms of
specialization, nobility of labor and capital, and performance?

Comecon has changed from a group of individual economies emulat-
ing the Soviet Stalinist pattern with primarily bilateral connections to
the center, to a more specialized, multilateral trading, integrated group
of nations. However, it does not appear likely to emulate the spitit of
the Treaty of Rome or the characteristics of the *West European
Common Market.

It is doubtful that this will be an efficient integration, certainly no more efficient
than the dominant economy with which gradually smaller economies will be
integrated. It will not, therefore, contribute much toward the establishment of
an 'intensive pattern of development" throughout the bloc, but it will probably
keep costs relatively low because of economies of scale inherent in producing
for the bloc *as a whole, a certain degree of specialization and cooperation in
production, established mainly through administrative measures "from above"
rather than through microeconomic decisions of enterprises "from below," and
some division of responsibilities in scientific and technical research.

It will not be a socialist economic integration through the market, as many
East European economists have been hoping. Nevertheless, there will be a move-
ment toward establishing one economy, which will be directed by the strongest
partner, although for political reasons smaller partners may continue to receive
many concessions (Fallenbuchl, p. 134).

5. How have the economies of Eastern Europe performed in recent
years? Is economic growth retardation a major current issue in East
Europe? Has economic instability or cycles become an East E.uropean
problem?

Economic growth in Eastern Europe has not been the problem it was
a decade ago.



5

Judged on the basis of comiparative rates of growth, the econonmies of Ewadern
Europe onl the whole more than held their own in the second half of the 1P00'ss
as compared with the first half. Performance in 1971, 1972, and 1973, to the
extent that results have been pulolished, has been soniewlhat unevenr, but on the
whole, the tempos of the 1965-70 period have been maintained. Bulgaria shows
some siI-; of slight slackening of its rate of growth in 1971-72, but is still grow-
in- at a fadt rate. Czechoslovakia has eased the pace hut is growing faster in
1971-73 than in 1960465. East Germany in 1971-72 seemns to have maintained the
average rate of the preceding half decade; Hungary does likewise in 1971-73.
Poland and Romania in 1971-73 are apparently enjoying an economic boom in
comparison with either half of the decade of the 1960's. The six countries; of
Eastern Europe as a whole grew about as fast as the European Economic (Coin-
munity (EEC) during the 1960's, but one might expect them to have grown sonme-
what faster in view of their lower level of development. If Bulgaria and Romania
are excluded, the average performance of the remaining four countries of Eastern
Europe is belowv that of the EEC (Alton, pp. 283-284).

Future continuation of the current growth rates is more problematic:
What are their future prospects? Their prolenis are numerous : grolwing labor

scarcities: unsatisfactory rates of growth of lablor productivity, despite the high
rates of investment obsolescent technology ; misdirected investment. allora ti ls
of the '1950's an(l 1960's. incon4istent and conflicting elements in their systemkls of
planining and management: apathy on the part of employees: rising exuectationis
of consumers confronting governments taint are less aide thami in the pad: to
ignore them in favor of increased investments; inefficiency in prodluction ind
stagnation of techlinological plr>gress induced by sheltere(l markets at hoin a nd
in the socialist Council of Mutual Economic Assistance (OMEA) blloc: limited
poassibilities for wvider participation in world trade because of dependence on
Soviet sources of raw materials (iron ore. oil, gas, cotton, etc.) : pressures to
shorten the workweek to catch up with sueh reductions achieved much earlier
in oWher countris ;: anticipated risinz cost,; for protecting the environment from
pollution : and i isiug costs of imported l raw mnaterials, to niame some of the more
immedliate ones (Alton, p. 284).

The East European economies have been subject in the past to agri-
cultulral investmnllt. anid policy cycles (Brainard. l)p. 214-228). As
tOey expand their industrial exports to world markets and become
expose(l to wvorld pricingy in raw materials, even more economic
instabilit Inay be their lot.

6. Wi hat p;oioity resource c7ainants now command East Euro Pean
outpuit? IH as the burden of defen7se on output and manpower been
re duced ?

Modernization of East European industry and improvement in con-
suunier in(omie have led to more emphasis on sophisticated industries,
such as chemical production, and traditional economic sectors, such as
a~griculturle.

Chemical production in Eastern Europe tripled between 19(00 al d 1972. Iln-
vestment and growth followed the example set by the United States. Western
Europe, and JaTpan in emphasizing synthetic fibers, plastics, and fertilizers. Per
capita output of a few products like fertilizers now equals or exceeds output
in Western Europe, although in most lines of production, Eastern Furope has
a long way to go to catch up.

The development of East Enropean chemical industries in the 1960's was baSsed
to a large degree on technology andl efluipment imported from the United States,
Western Europe, and Japan. Alost of the imported technology supported expanded
production of fertilizers, synthetic materials, and intermediate chemicals derived
from petroleum and natural gas. In addition, the chemical industries relied
heavily on raw material supplies from the U.S.S.R.-especially oil, natural gas,
and aipatite concentrate.

Reqpuirements for chemicals and chemical production in Eastern Europe gen-
erally have grown faster than production. Imports from non-Communist countries
in particular exceed exports by a far larger margin than a decade ago. Eastern
Europe has, however, developed a substantial export balance in fertilizer trade
with the West (Lent, pp. 394-395).
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Agricultural output, in turn, will depend on a continuation of past
priorities for investments and importation of critical goods such as
feed grains.

Progress in mechanization of agriculture has been very impressive in Eastern
Europe, but its level, except in Czechoslovakia and East Germany, is still sig-
nificantly behind that of Western Europe. Yugoslavia and Romania have the
lowest level of mechanization. However, the application of commercial fertilizers
is in general closer to the Western European level, and in Czechoslovakia, East
Germany, and Hungary the use of fertilizers per hectare of land is higher than
in Western Europe as a whole.

The introduction of higher-yielding varieties of wheat, corn, barley, rye, and
oats along with the increased use of fertilizers brought about rapidly increasing
yields per unit of land in all the Eastern European countries, especially during
the last 8 to 10 years.

Considerably greater emphasis has been placed on animal output in recent years
in order to better satisfy rapidly increasing demands for products of animal
origin in all the Eastern European countries. Yields per unit of livestock have
increased significantly in the last 10 years.

All the East European governments are putting increasingly stronger emphasis
on increasing agricultural output and the productivity of land and labor. To effect
this, they are channelling more resources into agriculture in the form of increased
investment in machinery and equipment, better technology on farm, technical
education, more flexibility and incentives to managers of farms, and pricing sys-
tems more responsive to changing scarcities, especially as shown in sharply
increased prices paid to farmers.

An international comparison of agricultural outputs showed that Eastern
Europe as a whole, excluding Yugoslavia, accounted for about 45 percent as
much output as the U.S.S.R. and about 39 percent as much as the United States
in 1970. * * * In terms of per capita levels of agricultural output, the United
States ranks the highest followed by Hungary, Poland, East Germally, Bulgaria,
the U.S.S.R., Czechoslovakia, and Romania in descending order. " * *

The outlook for East European agriculture seems to be good through 1975.
Prospects for the 1976-80 period will depend heavily on the determination of

the East European governments to continue to provide and increase production
incentives to farmers. Most likely there will be continuing emphasis on livestock
production in view of the increasing demand for meat products caused by rising
incomes of the population. Hoowever, the domestic feed base is now inadequate
to sustain the current rates of growth of animal output (Lazarcik, pp. 5-36 6).

In spite of increasing claims for resources for modernization and
consumer program, the defense share was not diminished.

Based on valuations in dollars, defense spending grew at approximately the
saime rate as GNP. In most of the countries, defense spending grew at a slower
rate in the 1960-67 period than in the 1967-73 period. For Eastern Europe as a
whole, the average annual rate in the latter period (10.6 percent) was double
that in the former (5.3 percent).

In all Eastern European countries, the nonpersonnel and R. & D. costs grew
at substantially higher rates than personnel costs. The high annual percentage
rates of growth of nonpersonnel costs that occurred in Bulgaria, East Germany,
Hungary, and Romania in the last 6 years apparently indicate rapid progress in
mechanization and modernization of their armed forces.

Comparison of Eastern Europe with the U.S.S.R. shows that the rate of growth
of GNP' was the same in 1960-75 in both countries, and, likewise, the rate of
growth of defense spending was the same in both. * * -

In the last 6 years the average annual rate of growth in military spending
has been higher in Eastern Europe than in the U.S.S.R.

Comparison with the United States, however, shows distinct differences. The
average annual rate of growth of defense spending in current dollars from 1960
to 1973 has been significantly lower in the United States than in the U.S.S.R.
or in Eastern Europe. The contrast is greatest for the 1967-73 period, whenm tlhe
U.S. GNP grew at an average annual rate of 8.4 percent, while the military
expenditures grew only at 1.5 percent. The respective percentages for the U.S.S.R.

vere 8.9 and 7.9, and for Eastern Europe, 11.6 and IC.( (Alton et al., p. S(',uJ.

7. Wlat resource constraints inhibit East European efforts to imn-
prove economic perforwmance? In whic countHies will mnanpower con-
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straignts be major economic problems? How does the investment in
education help improve the labor quality? What may the inflation in
raw material prices and limitations on supply do to the economies of
East Elurope?

The labor supply problems vary widely from country to country:

At present, the six countries differ markedly in the degree to which there is a
labor shortage or labor surplus. Both Czechoslovakia and East Germuany are
severely short of labor and have been for some years. The labor supply situation
in Bulgaria and Hungary is somewhat ambiguous. It has been reported from
Bulgaria that there are shortages of experienced manpower in many sectors, that
there are seasonal shortages in agriculture and -permanent shortages in construc-
tion, and that shortages of qualified manpower are acute in construction, tranis-
portation, and mining. At the same time, it is acknowledged that agriculture caa
still supply sufficient workers. Reports from Hungary indicate alternatively that
there is a serious manpower shortage, that the alleged manpower shortage is
highly exaggerated, and that manpower shortages and surpluses exist side by
side. 4 * * Poland and Itoinania appear to have abundant manpower, and the
prtmary labor problem, especially in Poland, is the creation of enough jobs for
new workers entering the labor force (1Myers, p. 453).

Labor mobility or migration is a logical development but it would
be a new development in East Europe.

There have been numerous reports of various numbers of foreign workers in
Czechoslovakia aad East Germany, but the only reliable data are for Czechoslo-
vakia where 18,000 foreigners were reported to be working in 1972. Western news-
paper stories give the numbers of foreign (maiinly Polish) workers in East
Germany as ranging from 20,000 to 100,000; the exact numbers have never been
publisaed. Whatever the nuiabers are, they are relatively small and there is a
great reluctance to increase them in alny of the labor-short countries because of
ethnic differences, the costs involved, the shortage of housing, and the many
social problems that may be anticipated based on Western European experience.
There is also the political-ecoliomic argument against migration of labor between
the Socialist countries in that these countries are supposed to be able to provide
employment to all who require it, and consequently there is no need to move to
another country to find work. Whether or not these and other considerations
rule out large-settle international labor migration as a viable proposition is open

to question at this time. This writer expects, however, that manpower supply
and demand will be so out of balance in Czechoslovakia, East Germany, and
Hungary that these countries will feel compelled to import the labor necessary
to maeet their needs. It may very wvell be that such labor could comle from such
countries as Greece, Italy, Spain, Turkey, and Yugoslavia, all of which have been
exporting labor to Western Europe. This would seemu to be a much more drastic
step, however, than rationalizing labor supply and demand among the luelllber
countries of the Council for Economic Mutual Assistance (CEMA) themselves.
Precedents for future labor migration on a relatively large scale have beea estab-
lished, this solution to labor imbalances is being discussed more and nmore openly
in the various countries, and it would seeat to be only a matter of tizue ndl allaute
need before bilateral or CE.\1A-wide agreemelits are reached in this regard
(Myers, ppl -153-454).

Other authors express more skepticism on the potentiality of large
scale worker migration (Marer and Neuberger, pp. 574-575).

Investuient in professional or job-oriented education is more ex-
tensiv-e in East Europe than the West. Elhective educational investment
may reduce labor supply imbalance (Searilng, p. 48(0-'S;).

Raw materials-oil, gas, metals, grain, etc.-- ave all become scarce,
high cost products for the East European economies. And in most
cases the Soviet Union has been their prinmary supplier. Now, however,
the U.S.S.R. has indicated that the East European countries miust look
elsewhere for some of their sul)ppies and expect 1h1,igher 1 li-(pcs:

By 19S0, Eastern Europe might have to get as much as 40 percent of its oil
iaports-perhaps 50 million tons-from the Middle East and North Africa.
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The U.S.S.R. is now selling oil to Eastern Europe at about $2.50 per barrel,.about one-fourth of the world market price. According to present trade agree-ments this Soviet price is fixed through 1975, so that the bulk of East European
oil supplies will be provided considerably below world market prices. Thus, mostof the East European countries will be relatively immune from large increases
in their oil import bills through 1975. Although the Soviets'would like to takeadvantage of higher prices and sell more oil to the West to earn badly needed
hard currency, they are unlikely to renege on their commitment to deliver oil to
Eastern Europe.

East Europeans anticipate that Soviet oil and gas prices will rise significantly
during the next plan period (1976-S0). To pay the higher prices these countries
will have to export more manufactured goods to the U.S.S.R. and/or investheavily in developing Soviet fuels and raw materials. For example, a CEMAagreement concluded in February 1974 calls for joint development of natural gas
deposits in the Orenburg region of the U.S.S.R. and construction of a pipelineto Eastern Europe for increased gas deliveries. * * *

A staggering import bill for oil faces the East European countries unless majorbarter arrangements can he made for the futlure. If as much as 50 million tons ofcrude oil were purchased for har(d currency from Arab olniltries in 1980 at present
prices-about $10 per barrel-Ihe increased import hill for oil alone could rea(lhmore than $2.5 billion. This would add some 1-5 percent to total estimated hard
currency imports from the West in 1980. Any oil obtained in barter deals would,of course, reduce these hard currency expenditures. However, imports of more
than 1.5-20 million tolls per year by 1980 on barter arrangements are unlikely ascountries that could he major oil suppliers, such as I raq and Libya, problably
will be seeking hard currency rather than East European goods and services.
Even with barter or other special a rrangements, some countries in Eastern Europe
will find it difficult to avoid increasing balance of paiyments problems (Lee,
p1). 415-416).

8. What ego str)atey?/ of cogimmeiia7 re7atioms with the West has
ev'olved in East Ezuvope9 lhat are the potetial7 7erels of traride between
the countrzes of East Eaurope and the United .tates?

In order to secure cxpanlding new mairkets in East Europe it must.
be profitable trade, and ways must be found to finance U.S,. exports.

U.S. firms are continually searching for new, relatively undeveloped markets.Despite the rilse in U.S. sales to EE during reeent years. this region still repre-sents one of the untapped market areas *of the world. While the d*omestic marketsof individual EE countries are smiall by West European stanldards, this is eounter-
balanced to somie extent by two considerations. First, as one advantaze of dealini-gwith state organizations, a Western lirm has a good opportunitv to calpuire alarge share of the total import.; of an El- country. Alore importantly, mnarketing,in a single EE country can often le etile entering wedige into the other EE coml-tries, and perhaps more im.portantly. also to the much larger Soviet market.Among the potential benefits to U.S. firms are gains of expertise and marketinigeconomies of scale in dealing wvita state-trading countries., enhaiieed by the"demonstration effect" on other CEMA countries of a Western partner ibeting'
successful in EE. * * *

Given 'the expeetation that both the U.S. and the EE countries will wish toincrease 'the flow of goods from the U.S. to EE, what ai'e the options for financing
this flow?

Thoe lmost obvious option to consider is a potenitial inciease in EE exports to theU.S. In this connection. we examine the imi-pact of the prospective granting of'AFFN by the 1J.S. to the EE countries that lo not now receive this treatment. WVefind that Elast Europeans place great stress on this issue as a precondition for
eniLgaging in the massive cosis of entering 'the l.S. market. Another factor thatmight bring about an increase in the level of IE exports is economiic reformns inEE. However. there is insufficien~t evidence,. at this point, to forecast the psoteidtialimpact of such reforlms on the level of El exports to the U.S.The second option is the increase in EE exports of invisibles. There appears tobe small likelihood of EE countries following in the footsteps of Yugoslavia wherethe remittances of Yugoslav woorkers abhroad play a major role in finuancineg Ymnia-slav imports. On the other hand, increased earnings of ham'd currencies froni
Western tourists, represent a large potential source of financing of commnodity
imports from the West.
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A third option for finlneing import.s from thle United States is to utilize for-
eign exchange earned frontI potential export sulpluses of commodities or in-
visildes to third countries. ° * * Our analysis of EF trade with individual OE('C
countries indicates that there does not exist a strong possibility that, even if
payments are multi'lateral, EE, would have surpluses large enough to provide an
important means for financing imports from the United States. particularly
since some of these surpluses would be needed to repay past credits. ']'his conclu-
Sion is seconded by the assessments provided by our East European respond(lents.

Thie fourth, and perhaps most significant, option is to be found it) the capital
accouit. The nature of U.S. exports, with capital equilpimelit accounting for a
large proportion of present and future exports to EE, requires that the United
States grant credit facilities. It is customary in international trade to sell capital
equipmaent oin credit and our competitors have used credit terms as an effective
competitive weapon. ° * * A primary factor behind the increase in recent l'.S.
exports to C'EMA has been the change in U'S. Government polivy onl credits.
All of our EE respondents have stressed the importance of 1.S. Government
action in removing restrictions on credits, as well as tariff and nontariff barriers.
The forecasts of future levels of UTS. trade with EE have also slhowvn that a
major expansion is tied to the simultaneous removal of export controls on high
technology items and the granting of credit facilities to finance their exports. ° °

The fifth Option closely connected wvith credits, is the provision to EE of West-
eru ealpital. tehlinology. organizational know-how, as well as marketing facilities.
by means of industrial cooperation agreements and joint ownership (Ma rer-
Neubherger. pp. 5187-588).

EFromn this assessment the U.S. tracle with East Europe would ex-
ceedi $1 billion aid perhaps reach as high as $1..) billion bv 1980.

An especially difficult choice for the East European countries is
whether to import maminufactu rers f rom other CEMAM count ries or from
Western sources.

For several members of the bloc, including particularly the G1)1D and BulgaIrij.
loyalty to the Soviet Union. to (')OMEC('ON, or to both nliust influence these de-
cisiois. For Romniain, on the othel hill(d it may well lIe thniat eni igittened self-
interest is the only guiile to the choice of suppliers. But, for all members, it is
evident that the ability to generate hard currencies must have something to do
wvith the decision to import fromt advanced capitalist countries. lard currency
credits represent one source of purchasing power in tile West. Anothler consists
of "hard got;ds"-raw inmterials. senlifabricated goods-that are readily sale-
alde onl Westeril malrketm. A country's potential earnings of hard currencies will
theut in part le determined by its surplus in hard goods nwith the world as a
whole. Wheni this surplus increases (or ithe deficit in liardl goods deereases). a
CMEA inember is capalle, if it wishes. to sell mlore hllard goods to and buy niore
manufa cturedl goods front "'adva nced capitalist stiates' titan would otlierniso
lie possible. But it mlay feel its loyalty to CO C'OXllN hinders it front taking ad-
vantage of this opportunity.

These arguments suggest the following hypothesis. The percent age sharev of'
machinery and equipment or of finished manufactures (mnachinery plus indus-
trial consumer goods) varies positively wvith (1) Western credits and net earn-
ings in the West from tourism and other services; (2) the differences betweevi
total exports and total imports of hard goods in trade with the entire world
annd (31 loyalty to the Soviet bloc (AMontias, pp. 672-673).

9. If the tariff restrictions wvere reduced, that is if Jfost-Faeolvd
N(t'oti treatmen~t were extended to the nations of East Eutrope by the

tritedl 8tates, itho 'm vwit might the exports from East Eutrope be
increased? W~hat other legislatipe andl institu8tiotnal barriieis to

increased commercial relations might be removed?
Although in the very short run extension of MEN anci other ste ps

to normalize trade between the United States and Eastern Europe
might have modest effect, the changes during the next planning period
(1976-1980) might well be significant.

The total dollar value loss of socialist countries' exports to the l'S. due to
U.S. trade restrictions on imports discussed in this study was estinutted to have

32-765-74-2
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been $321 million in 1966 and $524 million in 1971, with more than one-half of
the 1966 total loss and about one-third of the 19T1 loss borne by the U.S.S.R. Of
the above totals, it is estimated that $124 million in 1966 and $2992 million in
1971 were caused by the tariff differential (lack of MFN) and the remainder by
other factors such as quotas or embargoes. * * * In dollar figures, however, the
increase would have been largest for the Soviet Union ($174 million), Czecho-
slovakia ($111 million), Romania ($90 million), and Hungary ($74 million).
Large as these estimated increases appear, when compared 'to U.S. imports from
the traditional trading partners, they are still relatively small. For instance, our
actual imports from Belgium-Luxembourg in 197,1 were about 25 percent larger
than the estimates of our "normalized" imports from -the total of all six socialist
countries for that year.

The commodity group that would have ranked first from Eastern Europe and
the U.S.S.R. was iron and steel. It is estimated that, under 'normalized" condi-
tions, in 1971 we would have imported about $')2 million of this commodity from
all six countries. This would have represented slightly less than 3.4 percent of
our actual iron and steel imports in 1971.

The second ranked group of our "normalized' imports from the socialist coun-
tries, in terms of value, would have been petroleum and petroleum products, pri-
marily (88 percent) from the Soviet Union, followed by clothing, meat and meat
preparations, nonferrous metals, and miscellaneous manufactured articles. * v *

Assuming that the trade relations between the United States and the six
socialist countries will be normalized in the near future, our imports from this
area may reach "$946 million in 1976, and $1,183 million in 1980. These projected
volumes are probably conservative in view of the increase in the formation of
joint ventures and the expansion of production for the U.S. market that are
expected to occur in Eastern Europe and the U.S.S.R. with the normalization
of our trading relationships.

The fastest growth in exports to the United States between 1973 and 1976 is
expected to be achieved by Bulgaria, closely followed by the German Democratic
Republic, and Hungary. During the 1976-80 period, Romuanian exports to the
United States are expected to grow most rapidly-SO percent, followed by an
increase in shipments from Hungary and Czechoslovakia-around 27 percent
each; U.S.S.R.-23 percent; German Democratic Republic-22 percent, anrd Bul-
garia-17 percent. In terms of the dollar increase of U.S. imports from the
socialist countries under "normalized" conditions, the Soviet Union ranks first
and Bulgaria last during both the 1973-76 and 1973-S0 periods (Elias-Searing,
pp. 601-603).

Government financing, export controls, and exchange of informa-
tion continne among the legislative and negotiating issues aifecting
commercial relations between East European countries and the United
States (Pounds-Levine, pp. 531-555).

10. Financing increased commercial relations poses both unique and
comnmon problems for the countries of East Europe. How have they
dealt with their balance-of-payments problems? flow critical has
short, medium, and long-term credit been to the trade levels of the
countries of East Europe?

Their balance of payments with the West has become the touchstone
for East European planners in projecting commercial relations and,
indeed, formulating their domestic plans. Financing payment deficits,
in turn, has become a critical bottleneck for insuring plan fulfillment.

From .1960 to 1971, while trade with the West tripled (from some $3 billion to
nearly $10 billion), indebtedness to the West rose to almost six times 'the original
level (from less than $1 billion to well over $5 billion). * * *

Since the mid-1960s, if not before, East European leaders have made their
decisions about trade with the West in the balance of payments context, consid-
ering not only trade balances but earnings andl expenditures on invisibles and
scheduled repayments on outstanding debt. * '

About 25 percent of Eastern Europe's outstanding indebtedness represents
mediurm- and long-term suppliers' credits, the greater part backed by Government
guarantees. More important since the ind-1960's has been indebtedness of East
European banks to commercial banks in the West, under even more flexible ar-
rangemients. A considerable amount is financed by short-term supplier credits



(sometimes running longer than 1 year), which have become quite acceptable for
discounting by commercial banks. The rest is accounted for by special sources,
including State instrumentalities (notably U.S. deliveries to Poland under Public
Law 480 through 1964), swing credits (mainly in intra-German trade), Euro-
dollar bonds and borrowing by CEMA banks, which have since become significant,
scarcely figure in the period through 1971 (Snell, pp. 682, 685).

11. Is East-West industrial cooperation a solution to the domestic
efficiency and balance of payments problems of East Europe? Have the
extension of rights of equity participation in management, and favor-
able tax arrangements materially increased the level of industrial
cooperation?

In order to stimulate trade with the West and increase domestic eco-
nomic efliciency many East European countries have resorted to E]ast-
West industrial cooperation. In this development Yugoslavia is the
pathfinder.

Romania, Hungary, and presumaably Poland have essentially emulated ;the
Yugoslav format for investment. Nonetheless they present 'the investor with a
considerably different investment equation. First, their economies are more stable
than is Yugoslavia's and second, the enterprises in all these countries are subject
to more central control and red tape; t -may prove to be just as hard to insulate
investors in these countries from bureaucratic frustrations as it has been to
isolate them from the impact of inflation and confusing policy changes in Yugo-
slavia. Aside from these basic obstacles, however, the future of foreign invest-
ment in Eastern Europe will depend to a large extent on how these countries react
to the lessons -of Yugoslav experience.

At a minimum, the limited response of Western firms to the opportunity of
operating in the relatively open environment in Yugoslavia ought to have made
the East Europeans more realistic about foreign investment. 'They now should
expect that most Western firms will be intent on making sales, investing it mini-
mum of equity, and marketing as little of the venture output in 'the WVest as
practicable.

'To counter this problem and attract more productive and rational investment,
the CEMA countries-and Yugoslavia-imight well recast their investment laws
in the light of import substitution rather than export promotion. After carefully
determining industrial priorities, goveraments could allow foreign companies to
set up joint ventures which rest upon an adequate raw mnaterials base and use
locally produced inputs to make products for domestic consumption (Nichols,
p. 742).

12. Will the significant earnings from tourism, and foreign wtorkers
in the Y'ugoslav balance of payments 'with the WVest provide a guide
for other Last European countries? Are the political costs of tourismz
likely to of/set the ecogwmic benefits in the view of the East E'uropean
leadershi ?

Faced with persistent balance-of-payments deficits the East Euro-
pean COMECON nations have explored the Yugoslav solution: large-
scale tourism and foreign workers. Man-y countries are committed to
an expansion of tourism. Worker migration has not yet begun.

East Europe has emerged during the last decade as one of the most dynamic
new tourist areas of the world. * * a

The average annual growth rate of visitor arrivals in the five CEMIA countries
from 195.5 to 1972 was 13 percent. During this same period visitor arrivals in
13 OECi) countries wvhiclh also record according to frontier arrivals increased
only 9 pIxrcent lkr annum.

During this 7-year period the number of arrivals increased more than fourfold
In Romiania, about threefold in Bulgaria aniid Hungary, anid twvofold in Yuigo-
slavia. Rtelatively sinalil incureases wvere registered by Czechoslovakia ailld Polaini,
an ld no informadit i is available ifor ]East Gerima ny. * ° °

We fiund that lEast European countries are far behind West Europe and Yugo-
slavia. In 1972 Spailn led all West Eluropean countries with $2.6 billion tourist
revenue T7 percent of its coniilnodity exports-followed by Austria, the United
Kingdom, a tid S vitzerlaid. The five CEMA countries and Yugosllvia combined
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earned less revenue than Switzerland alone. suggesting iN a rough anrd readly
way, that tourism is still an infant industry in Eastern Europe (Mlarer-Tilley,.
pp. 752, 767-76S).

DATA AND STATISTTCAL RELIABILITY

More info niation is nowv being published on the economies of East
Europe. An annual statistical handbook for the member countries of
COMECON is now being published. Moreover, considerably more in-
formation is being provided through international media, such as the
ECE, bilateral government commissions, and private WXTestern Comn-
mercial and financial channels. However, the data disclosed still falls
far short of that commonly available among Western trading nations.
This lack of data raises the cost and risk for WIestern corporations
dealing in Eastern markets. Especially important for governmental
and commercial banking institutions is better information on the bal-
ance of payments, outstanding debts (especially in hard currency
areas) and financial assets. If other East European countries join the
International Monetary Fund (IN[F), some of this financial informa-
tion common to the world economic community may become avail-
able. Romania joined the DIF in December 1972, and other East
European nations are said to be considering the move. This is not to
suggest that Western practice need be accepted by the East European
nations in toto. Rather, they should provide reliable data to answer
the legitimate questions of commercial and financial interests in the
W~est:

(1) Wet hat are the current and future market prospects?
(2) How much is owed to other creditors by a debtor nation?
(3) *What are the debtor nation's other assets if deliveries can-

not be made as agreed ?
In assessing economic performance in East Europe, there are still

differences in methodology. 11Western concepts of national accounting
require adjustment of data reported by the statistical agencies in East
Europe. The methodology used in this compendium by Thad P. Alton
and associates builds on that of Mamrice Ernst (in his studies of East
European accounts) and Abram Bergson (ill work on Soviet ae-
counts). The necessity to estimate for imissinig data and to make sub-
jective judgments precludes the developnient of a fully defined, ob-
jective set of accounts. However, the reconstruction of Thad Alton
and associates probably best parallels those national accounts comn-
piled by WlIestern economists for the Western industrial nations. As
the statistical reporting of the East European nations imupioves ill
coverage and comparability, more reliance may be placed on the pri-
mary source data.

PROBLEMS AN-D PROSPECTIS

The proliferation of economic climnants for goods and services run1s
vell ahead of the ability of the output increases to satisfy demands.

Modest economic growth in the face of rising expectations is not
unique to East Europe. -lowever. the options for improved perform-
ance are especially limited, and the mixture of costs and benefits, par-
ticularly coniplex. For example:

(1) Imports from the West may facilitate improvement in tile qual-
ity of output and generate exports capable of earnbig hard currency..
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However, levels of imports are sharply restricted by balance of pay-
ments deficits, and exports compete with orders fromn the Soviet Union
and their own domestic economy.

(B) Increased priority to agriculture and consumer goods output
may provide incentives for higher labor productivity and increasing
real income for political stability. However, investment resources may
not be easily shifted fromn defense and export industries to modernize
and expand consumer related activities. Likewise, modest econonlic
growth limits the incremental resource supply to be shared among the
various resource claimants.

(3) Tourism earnings n ay provide more hard currency needed to
expand 11W'estern imports. However, investment in tourist facilities
1may compete writh leeded domestic progranls, anmd conspicuous tourist
expenditures may increase consumer dissatisfaction even though real
incomes are rising.

The above litany of "rob Peter to pay Paul" type choices presents
too pessimistic a picture of East European economic prospects.
Althougrh the economies of East Europe are small, have insufficient
rawv materials and human resources, su ffer from a technology lag with
their Western neighbors, and must satisfy a revolution in rising con-
sumer expectations, they 0do have assets. Many of their current leaders
and planners are pragminatic and flexible. MAany of their economists,
statisticians, bankers, and managers are ingenious and highly profes-
sional. Middle or Eastern Europe has always survived by persistence,
ingenuity, and determination when surrounded by superior political
and military powers. In spite of its precarious position between eco-
nomic colossuses-the Soviet Union in the East, with its raw material
monopoly, and the Common I Market, Japan and the United States in
the West with their formidable technological leadership-East Europe
may not only survive, but prosper.
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EASTERN EU3ROPE: THE POLITICAL CONTEXT

By IVAN MATUSEK

The postwar division of Europe may be coming to an end. But the
process has been sporadic and the progress registered thus far confined
largely to the normalization of foreign relation, increased trade, and
tourism. At the same time, Communist ideological constraints have
been stiffening, and the chances that exchanges of people, ideas, and
information w-ill be allowed on any major scale seem distant at best.

While no longer the "iron curtain" of more than two decades ago, the
dividing line between the East and West, rooted in a different world
outlook, an incompatible system of rule, and an adversary foreign
policy in many parts of the world, still remains formidable. Concur-
rently, the nuclear parity of the two superpowers and the conceded
futility of thinking in terms of mutual annihilation should confronta-
tions become intractable, continue to provide impetus for a new, more
rational East-West relationship. Most notably, Stalin's old dream of
a constantly expanding Soviet bloc, autarkic in natural resources and
indigeous manufactures, has stalled in a one-way street of techno-
logical backwardness, consumer disillusionment, and world interde-
pendence in face of shrinking resources.

The area of what is commonly called Eastern Europe-comlposed of
the eight countries I athwart the U.S.S.R.'s western boundary-is a
revealing weathervane in the detente process. Initially nothing more
than a group of satellites doing Moscow's bidding and represelntilng, on
its scale of values an important geographical buffer needed to protect
it from any future Western incursion, the area has soon become one of
Moscow's major headaches because of the resurgence of national as-
pirations and of a life of its own.

Embracing countries with well developed and varied national cul-
tures, the area has had long experience with foreign domination. be it
I-lun, Ottoman, Germanic, or Russian. Some of the East European
peoples were under various types of foreign domination for almost
1.000 years and did not gain national independence until the beginning
of the 20th century. National survival under such conditions creates
not only an inborn resilience in conditions of adversity, but a pro-
nounced tenaciousness in clinging to national heritage. The imposition
of Soviet tutelage and of its Communist system following the defeat
of the Nazi war machine by Soviet armies oln their territory was
greeted with resentment if not downright hatred on the part of most
East Europeans. They remain to this day preponderantly anti-Soviet
and anti-Communist in outlook. Resented was not only the initial

IThese Include from north to south: Poland, East Germany, Czechoslovakia, Hungary,
Romania, Bulgaria, Yugoslavia, and Albania.
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feudal nature of the Soviet domination, but the suppression of per-
sonal liberties and of the right to political expression which-in con-
trast to conditions in the U.S.S.R.-were the accepted norm in most of
Eastern Europe in the interwar period. The severance of virtually all
contacts with the West, whose culture has always been closer to the
East European than to the Soviet way of life, was another major
grievance. No wonder then that the resentment of Soviet hegemony
and of the artificially imposed Communist system welled up periodi-
cally in the area.

In 1948 Yugoslavia broke with the Soviet bloc to pursue an inde-
pendent foreign policy, and a domestic path more permissive toward
its citizenry than any now in existence in the area; at the same time
the economic structure borrowed from the West to create a hybrid of
"market socialism." In 1961 Albania defected to join China in the
Sino-Soviet conflict in another defiance of Soviet supremacy. The 1956
national upheavals in Hungary and Poland were similarly motivated
but did not result in defections from the Soviet bloc. In Hungary,
because of the Soviet military intervention. In Poland, because the
dismal economic conditions of the worker rather than the Soviet-
Polish inequities were the paramount grievance. In 1968, another asser-
tion of national aspirations by Czechoslovakia was considered a throw
to the Soviet system and crushed by the force of arms.

Two years later the Polish workers' riots once again highlighted the
plight of the population under the Communist system. But there was
no Soviet intervention since the events had but few anti-Soviet over-
tones. The less spectacular but very effective defiance of Soviet over-
lordship by Romania-particularly since 1964-involved the Commu-
nist leadership, rather than the population, and earmarked Romania
as the only Warsaw Pact 2 country with an independent foreign policy
but an orthodox internal system.

Given the instability of the alliance one is forced to ask what if any-
thing Moscow has done to forestall further dissent and upheaval. Has
it in effect remained completely insensitive to recurrent evidences of
discontent? The answer is an ambiguous yes and no. Of the three Soviet
leaders faced with the problem, Stalin remained the least flexible,
given to brutal, bullying reactions. Khrushchev appears to have been
the most responsive, while Brezhnev falls somewhere in the middle. In
attempting to reshape Stalin's feudal approach to Eastern Europe,
Khrushchev seemed to be the most farsighted and' inspired. This de-
spite the setbacks some of his initiatives suffered and despite the fact
that he was at least in part responsible for the crushing of the 1956
Hungarian revolt and for the 1961 erection of the Berlin wall. His
1955 apology to Tito and the concessionary Belgrade declaration he
signed foreshadowed the eventual acceptance of "different roads to
socialism" by Brezhnev 10 years later. Khrushchev's October 30, 1956,
Soviet Government declaration which invited the East Europeans to

2 Includes all East European countries except Yugoslavia and Albania.
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discuss their economic grievances, unequal treatment, and the presence
of Soviet advisers and troops on their territory. not to mention the
1958 withdrawal of Soviet troops from Romania, represented major
innovations in policy, many of which still remain to be accepted by the
successor Brezhnev regime. One wonders how much of Khrushchev's
subsequent backtracking on these issues was the result of his own
second thoughts and how much was due to pressures from dogmatic
elements in the Soviet and East European leaderships. It is no wonder
that a number of East European leaders considered Khrushchev's
ouster a real personal loss.

Following Khrushchev's ouster in 1964 most of these innovations
were ouickly forgotten. For instance, the October 30, 1956, govern-
ment declaration is never referred to, and the 1955 Belgrade declara-
tion was reaffirmed only belatedly and with reluctance. Soviet troops
were introduced into Czechoslovakia in 1968 without Prague's
approval, and Romania has been for a decade avoiding Warsaw Pact
maneuvers on its territory to forestall a similar fate. On the other
hand, the Soviet-East European terms of trade appear no longer
replete with crass inequities, and the 1971 Council of Mutual Eco-
nomic Assistance (Comecon) complex program seems to concede the
principle of East European sovereignty in economic decisionmaking
for which Romania has fought for so long. Compared to the 1950's,
Eastern Europe's uphill battle for a greater amount of say-so in their
own affairs has on the whole registered more gains than losses.

While anti-Soviet sentiment prevails among the populations and
crops up here and there in the leaderships there are also centripetal
forces which induce the area's adherence to Moscow. Among these are
the common basic ideology, the similarity of the party and govern-
ment systems, the economic dependence on the U.S.S.R. as a source of
raw materials and a market for the area's often substandard manufac-
tures,3 and-most importantly-the reality of Soviet geographic prox-
imity. As a result the East European regimes have over the years
vacillated between a subservience to Moscow as a guarantor of their
continuation in power and the desire to assert greater independence in
response to national or popular aspirations. Yugoslavia, which dem-
onstrated that a Communist regiime can survive despite Moscow's non-
support and outright hostility, served to rationalize the latter course.

Shortly after the post-W1rorld War II installation of Communist
regimes in East Europe, largely on the Red Army's bayonets, each of
the eight countries dismantled existing political institutions-be they
a form of democracy or monarchy-and replaced them with a politi-
cal and economic structure which was a close replica of the Soviet
model. This happened not only because the new Communist leader-
ships lacked experience, or were not willing to experiment, but

aThe U.S.S.R. provides its allies In Eastern Europe with some 75 to 90 percent of their
Imports of crude oil, iron ore, pig Iron, lumn)er, and wheat, and over 50 percent of their
Imports of coal, coke, and cotton. Eastern Europe supplies some 75 percent of Soviet
imports of machinery and equipment.
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rather-and primarily-because Moscow insisted that this be done in
order to facilitate its control. In each country Moscow originally
installed a number of Soviet "advisers" who in effect directed and
supervised the most important national institutions. It was only fol-
lowing the death of Stalin in 1953 that the dismantling of the crassest
aspects of Moscow's control system began, culminating in 1956 in
response to the shock of the upheavals in Hungary and Poland. The
Communist Information Bureau (Cominform), which until then
served as a multilateral control mechanism over all other Communist
parties also became a casualty. From then on Moscow had to rely on
bilateral party contacts and on its domination of the two remaining
multilateral organizations: the Warsaw Pact and the Council of
Mutual Economic Assistance (Comecon) for asserting its-by now
diminished-political, military, and economic control over the area.

The ideological underpinnings for Soviet domination are provided
by its concept of "socialist-or proletarian-internationalism" which
in essence demands the subordination of national interests to those of
the Communist movement-that is, Moscow's. The so-called Brezhnev
doctrine of "limited sovereignty" makes essentially the same demand.
Both concepts foster and rationalize Moscow's hegemony over other
parties in the area. Despite the theory, however, Moscow's influence
over Eastern Europe has come to rest increasingly on a relationship of
mutual advantage, rather than the dictate of force. It would also
appear that Moscow has become progressively more willing-possibly
because of a lack of feasible alternatives-to reach compromises which
take into account some of the East European aspirations and/or needs.

All policymaking power in Eastern Europe. as in the UT.S.S.R., rests
with the Communist parties whose organizational structure, despite
some differences in terminology, is practically identical with that of
the U.S.S.R. (see fig. 1). Througlh an intricate system of cells reaching
down to individual city blocks, factories, and offices the party not only
exerts its influence over most of the daily life, but also maintains its
hand on the pulse of the society. At all administrative levels it actually
maintains a shadow government which from behind the scene leads
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FIGUREI. TYPICAL PARTY HIERARCHY
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ministries, drafts laws, and hands down court sentences long before
the responsible legislative, executive, or judiciary organs address the
subject (see fig. 2). In some cases the party men actually hold both

FIGURE 2. TYPICAL PARTY AND GOVERNMENT
STRUCTURE
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positions: behind the scene in the party, and in full public view as the
President, the Prime Minister, or the Chairman of the Parliament.
SomeI countries-for example Romania, Poland-have attempted to
streamline the structure by merging a number of party and govern-
ment bodies below the national level.

The approximately dozen full members and about half-a-dozen
candidate members of the Politburo (or Presidium) represent the
highest party authority and are the real policymakers in such varied
fields as foreign or military affairs, economic matters, cultural policy,
et cetera.

The somewhat smaller Secretariat supervises the execution of their
decisions, directs the party's current work, and controls the movement
of mnembers up or down the party ladder. The First (or General) Sec-
retary heads both the Politburo and the Secretariat and is in effect the
most powerful man in the party and the country. All of the Politburo
and Secretariat incumbents are also members of the some 100-memriber
strong central committee-a sort of party parliament -which by statute
is the highest party authority when the party congresses (held each
4 or 5 years) are not in session. In practice, the central committee
plenums usually serve no other role than to rubberstamp Politburo
decisions. However, whenever factional infighting develops in the party
hierarchy, the central committee assumes crucial importance in that
it decides the political survival or demise of one or the other warring
Politburo or Secretariat factions. (For instance, the Czechoslovak
Party Central Committee decided in 1968 to oust First Secretary No-
votny and to replace him with Dubcek; the 1970 replacement of UJo-
niulka with Gierek in Poland was similarly the result of a central comn-
mittee action.) The statutory responsibility of the central committee
or of the party congress to elect the Politburo or the Secretariat meni-
bers are thus at times actually discharged. For the most part, how-
ever, decisions of this type are usually made by the Politburo itself
and rubberstamped by the party parliaments.

The Council of Ministers, composed of a prime minister, some half
a dozen deputy premiers, and 10 to 35 ministers is according to the
constitution the "supreme organ of state administration." Actually,
it is no more than the executor of party policies and instructions.
According to the constitution, the Council of Ministers is appointed
or recalled by the national parliaments or the state president. In fact,
the selection of incuimibents is made by the party ]ong before the par-
liament acts upon them. According to the constitution, the individual
ministers "direct" specific branches of state administration, while the
Council of Ministers can "rescind an order or regulation" issued by a
minister. In practice, the unwieldly Council of Ministers hardly ever
acts as a body, leaving this function to its Presidium (or Bureau) com-
posed of the Prime Minister and his deputies.

The parliaments, known as National or People's Assemblies are for
the most part unicameral bodies (in Yugoslavia the parlialmient has
5 chambers, in Czechoslovakia 2) composed of some 250 to 400 dep-
uties. The latter are elected usually for a 4- or 5-year term on a single
national front slate. The slate includes some independents and puppet
party candidates-where noncommnunist parties exist-but in every
instance the Communists retain a majority on the slate, despite the
fact that the nonparty candidates are handpicked and no less reliable
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than authentic party members. While according to the constitution the
parliamients are the "highest organ of state authority" they are in fact
the lowest, and, except in Yugoslavia, simply ratify legislation drafted
by the party.

The principle of parliamentary representation is carried down the
ladder of territorial organization in a, way of that of the party. Thus,
on the regional, district, and local levels there is a system of local gov-
eninient made up of what are in essence miniaturizations of parlia-
ments and Councils of Ministers under such names as Peoples Coun-
cils. National Committees, and so forth. These are usually elected at
the same time as national parliaments.

Each Council exercises government authority over the area of its
Tesponsibility and each lower level reports and is responsible to its
immediately superior level and ultimately either to the parliament or
to the Council of Ministers.

Under the principle of no separation of powers and despite the con-
stitutional claim that all judges are independent and subject only to
the provisions of the law, the judiciary in Eastern Europe is nothing
more than an extension of the authoritarian party rule.

The purpose of this system is to provide the regimes with the most
varied control over the population which, since the Communist take-
over. has been an unwilling captive of the system. The institutional
frainevork of the system is designed to provide close supervision of
each individual by government and party agencies and is further aug-
menited by an extensive network of secret and regul ar police, informers,
mass organizations (trade unions, youth unions, and so forth), and a
systelm of indoctrination by public media and schools.

YAuoslavia. which broke wvithl the Soviet bloc some 25 year s ago, is a
notable exception to this system. While it also does not allow opposi-
tion parties, it has evolv-ed since 1948 a system of rufle Avwhich, while
institutionally similar to the one described above (see fiurules 3 and 4),
is significantly more decentralized, permissive, and reslponsive to pub-
-lie opinion pressure-especially from the half a dozen constituent na-
tionalities. Apart from a total rejection of Soviet hegemony and a pusr-
suit of a. "nonaligned." foreign policy the most notable delpIarturles from
the Soviet-type system are the "guiding" rather than "cdirecting" role
of the Party; a systemn of "workers' managemient" whihli ogives vorlkers
in each enterprise a voice in managerial decisionmakinig, includingr a
dismissal or the appointment of a manageer; and an e(onoomic system
-which assigns the market forces, profit, and the individual nmanlager a
substantially greater degree of influence than anywhere else in Eastern
Enrope. Another earmark of the system is the markedly greater will-
i nrniess to experiment with existing institutions and to make frequent
changes in the political and economic strucnture on a, trial-and-elrror
basis. Over the vears, hout especially since Khlrushlhev's conciliatory
195.5 Belgrade Declaration conceding that there are "separate roads to
socialism" these Yugoslav pmactices have attracted a numiber of imi-
tators elsewhere in Eastern Europe (notably in Poland. Czechoslo-
valkia. and 1lngarv) . Most of these, howeever, rl oved rather sliortlive7d.
once. thev ran into Moscow's opposition.

Conlsideringr the similarities of the political struetuire the extent to
wlheli the various FEast European nations differ is surprising-to say
the least. Some-particuflarly Hungary and Poland-have been. despite
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FIGURE 3. STRUCTURE OF THE LEAGUE OF
COMMUNISTS OF YUGOSLAVIA, 1973
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FIGURE 4. YUGOSLAV GOVERNMENT STRUCTURE, 1973
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notable exceptions, considerably more permissive in the treatment of
their citizens. In Poland, agriculture is still primarily the domain of
the private farmer and the Polish Catholic Church has never lost its
adherents or its backbone. Hungary's New Economic Mechanism
(NEM) reform, which allows limited operation of market forces, has
decentralized decisionmaking in the economic structure to a greater
degree than in any other Warsaw Pact country. There has been, how-
ever, some retrenchment over the years, and recent reshuffles in the
party hierarchy affecting NEM's exponents have raised questions as
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to NEM's future course. Poland, Hungary, and Czechoslovakia-the
three countries most plagued by assertive and dissident popular and
intellectual currents-have in recent years promoted consumerism
which caters to material needs of the population to a degree not
matched anywhere in the Warsaw Pact area. On the other hand,
Romania, which pursues an orthodox and spartan domestic course,
has especially since 1964 indulged in an independent foreign policy
exemplified by deviations from the Soviet line unimaginable in Stalin's
times. It has refused to support Moscow in the Sino-Soviet conflict or
to acknowledge Soviet leadership in the Communist movement. Bucha-
rest established relations with the FRG long before U.S.S.R. and
Poland normalized their relations with Bonn, it defied Warsaw Pact's
wishes by not breaking relations with Israel after the 1967 six-day war,
and refused to participate in the 1968 invasion of Czechoslovakia.

At the maximum extremes of nationalistic assertiveness vis-a-vis
Moscow are the two geographically most remote countries: Yugo-
slavia and Albania. Yugoslavia has since 1948 withstood threats, ostra-
cism, as well as blandishments of Moscow and its allies and pursued
an independent domestic and foreign course while hoping for Mos-
cow's friendship on its own terms. Albania has since the early 1960's
associated itself with People's Republic of China and maintains an
unflinclhable hostility toward Moscow.

The imposition of the Soviet system also brought with it a number
of typically Soviet characteristics. Most prominent among these is the
cumbersome bureaucratic structure with its pronounced drag on the
economy. Party meddling in economic affairs, managerial iiefliciency,
and low labor productivity have traditionally plagued the economy of
the East European countries in very much thie same manner as in the
U.S.S.R. No wonder then that the desire to acquire admired tech-
nology and managerial skills from the West is strongly in evidence.

To justify and protect the system the regimes of Eastern Europe-
with the notable exception of Yugoslavia and lately of Romania-have
consistently assumed a posture of hostility toward the West. Party
propaganda has belabored the evils of alleged Western imperialism
and the decadence of capitalist institutions. To deter its generally pro-
'Western populations from too much contact with 'Westerners and their
ideologically subversive culture the regimes have protrayed the West,
and the United States in particular, as the main enemy. The importa-
tion of Western newspapers and publications is either prohibited or
carefully curtailed to a selected few in the political or technocratic
elite. The importation of Western films, TV programs, or the transla-
tion of Western books and plays is limited to those which are ideologi-
cally tolerable. Exchanges in the academic and artistic fields are in
mnost countries similarly circumscribed.

'While the signal for d6tente, highlighted by President Nixon's
1972 meeting with Secretary General Brezhnev in Moscow, pene-
trated the area and raised the hopes and expectations of populations
eager for greater contact with the West, it also evoked in the regimes
new fears of ideological contamination and new efforts for internal
strengthening of the system. At the same time, the prospect of greater
trade exchanges, of importation of coveted Western technology, and
of various forms of production or marketing cooperation have been
welcomed. The fear that the U.S.S.R. will prefer to trade with the
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West at the expense of Eastern Europe has become an openly voiced
concern, impelling a number of East European countries to a deter-
mined scrambling for a larger share of Western trade and a search
for cooperative ventures as a method of entry into difficult and un-
fantiliar Western markets. The effort has been strong enough to leave
its imprint in statistics, and the regional distribution of East Euro-
pean trade is beginning to show a new trend toward a greater East-
West balance.

TABLE 1.-NONCOMMUNIST WORLD'S SHARE OF EAST EUROPE'S TRADE, 1965-73

[Percent of turnoveri

1965 1970 1972 1973 1974 plan

Yugoslavia -65 75 71 73 --
Romania -35 44 49 46 50
Poland- ------------- 35 34 38 143
Hungary 32 35 32 34 -
Czechoslovakia -27 30 29 132 41
East Germany -26 28 29 1 31
Bulgaria ------------- 23 22 19 1 20

I Estimate.
Source: East European national statistical handbooks.

During 1973 Eastern Europe's trade with the United States has
recorded particularly marked increases. In several countries the 1973
trade volume with the United States approximately doubled the 1972
levels, due to a major increase in imports of technology and agricul-
tural products. The difficulties that Eastern Europe has continued to
experience in penetrating the U.S. market, however, persisted and
accounted for the sizable East European trade deficits that accumu-
lated in 1973.

TABLE 2.-VOLUME OF U.S. TRADE WITH EASTERN EUROPE

[Turnover in millions of U.S. dollarsi

1965 1970 1972 1973

Poland -101.3 167.9 252.8 531.9
Yugoslavia -211.0 264.1 318.8 420.5
Romania -8.2 79.8 100.9 172.3
Czechoslovakia -44.4 46.4 78.0 107.3
Hungary -11.4 34.5 35.3 49.4
East Germany -19.0 42.6 27.8 38.5
Bulgaria 5.3 17.7 6.4 11.0
Albania -.- .2 .7 .17

Total -400.7 653.2 820.7 1,313.6

Source: U.S. Department of Commerce.

Most of the growth in East-West trade was financed by short and
medium-term credit. As a result, the cumulative indebtedness to the
West grew noticeably, particularly in Romania, Poland and Bulgaria,
ranging up to 40 percent of the annual volume of exports. The current
debt servicing ratios for the area as a whole, however, remain at man-
ageable levels.

The progress in the trade field was matched by an improvement in
political relations with the West. Following protracted negotiations
a Polish-FRG treaty was concluded and diplomatic relations estab-
lished in 1972. Thereafter, a treaty normalizing relations between FRG



29

and Czechoslovakia was signed in November 1973, after a compromise
was reached on the nullity of the -Nazi-imposed 1938 Munich agree-
ment. By the end of 1973 the FRG established diplomatic relations
with Czechoslovakia, Hungary, and Bulgaria. This left Albania as
the only country in Eastern Europe with wvhich Bonn has not restored
relations.

The signing of the Quadripartite agreement on Berlin and the con-
clusion of FRG's basic treaty and other agreements with East Ger-
malny during 1972 set the framework for improvements in another
troublesome area. Most importantly, the Berlin wall and the East
German territory wvas opened to the long-prohibited visits of West
German relatives and friends. According to official East German
claims close to 7 million West Germans and West Berliners visited
East Germany in 1972-more than double the 3 million in 1971. East
German travel to the FRG-mostly by pensioners-was only about
one-sixth of this figure, and in gross disproportion to the 13 million
who visited Poland and Czechoslovakia. Both West and East Germany
were admitted to the United Nations in 1973 and East Germany gained
recognition by some 70 non-Communist countries shortly after the basic
treaty was concluded.

Elsewhere in the area, progress was also marked in the development
of economic ties with the West. Romania and Hungary joined AwTT
(General Agreement on Trade and Tariffs) leaving only East Ger-
many, Bulgaria, and Albania outside the framevwork of this institu-
tion. Romania took a major step in joining the International Monetary
Fund (IAfF) and the International Bank of Reconstruction and De-
velopment (IBRD), the first Warsaw Pact member to do so. Buchla-
rest also requested and obtained a preferential tariff status fromn the
Common lMarket-another first for a Warsaw Pact country. Romania
has thus come to resemble Yugoslavia more and more in its independ-
ent and varied ties with the West. The financial authorities in Imun-
gary floated several bond issues in the Eurodollar area, maneuvering
skillfully in a "capitalist"' environment usually treated with distrust
and reservation by most Warsawv Pact nations.

Unfortunately p rogress registered in East-West relations remained
largely restricted to activities of the officialdom and devoid of broader
human relations content which is so crucial in giving meaning to re-
lations between nations. While the flow of Western tourists into the
area continued to expand, visits from Eastern Europe to the West re-
mained a fraction of this number. The barriers the East has erected
to the flow of individuals, ideas and information remained in place
and official statements and propaganda branded WN~est's efforts to pro-
mote such exchanges in the CSCE discussions as an "interference in
domestic affairs." There were also pronounced efforts to bolster East
Europe's ideological and internal security defenses against the feared
vulnerability of the communist systems. While it is difficult to gage
attitudes on this issue, the fearfulness of some East European regimes
appeared to exceed that of the U.S.S.R.

Saddled with the disadvantage of having been branded the main
enemy, the United States has traditionally lagged behind the other
Western nations in developing its relations with Eastern Europe.
Shortly after the Communist takeovers, and reacting to the mounting
hostility which accompanied the outbreak of the war in Korea, the
United States during 1951 withdrew the most-favored-nation tariff
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treatment (MFN) from the East Europen countries. Yugoslavia,
which by then had been excommunicated from the Communist move-
ment and subject to harsh Soviet bloc attacks and pressure, was the
only exception. To this day, MFN continues to be denied to the area
except for Poland which had it restored in October 1960, following
the emergence of a more independent posture in that country. The
withdrawal of MFN has since that time become one of Eastern Europe's
major grievances. The outpouring of propaganda on this issue assumed
a specific anti-United States character because Eastern Europe's major
trading partners in Western Europe, as well as Canada and Japan,
extend MFN treatment to East European imports. The attitude reflects
the belief that the 7- to 30-percent higher duty assessed on East Euro-
pean exports reduces their competitiveness and/or earnings in U.S.
markets. While their ability to export to the United States would be
only marginally affected by the granting of ZIFN the attitude is of
considerable importance in the present period when East Europeans
are deciding how and where to purchase desired Western technology.

From the U.S. point of view the question of restoring MFN to
Eastern Europe is only one of the many issues to be resolved in the
mutual search for an eventual normalization of relations. While
relations with some countries have already advanced significantly
toward this goal, there are others where a number of hurdles remain
to be overcome. No diplomatic relations exist with East Germany and
Albania. There has been as yet no settlement of nationalization and
financial claims with Czechoslovakia, East Germany, or Albania. And
Bulgaria, Czechoslovakia, Hungary, and Romania have yet to reach
a settlement with private U.S. holders of pre-World War II bonds of
these countries. Practically everywhere the lack of access or communi-
cation with Eastern Europe's closed societies remains a problem. Sim-
ilarly, the plight of divided families still beclouds relations with a
number of countries.

Nevertheless, following two decades of cold war, U.S. relations with
Eastern Europe have already registered considerable progress. While
President Johnson's effort in October 1967 to move relations from
sterile coexistence to peaceful engagement met with dee suspicion
and was aborted by the 1968 military suppression of the "Prague
Spring," changing conditions by 1969 made a new approach to the
area feasible. In August 1969 President Nixon visited Romania-the
first visit by a U.S. President to a Warsaw Pact country-stating that
"we stand ready to reciprocate the efforts of any country that seeks
normal relations with us." Relations with nonalined Yugoslavia, which
the President visited in 1970, had been, of course, "normal" and
"friendly" for many years.

In his 1970 report to the Congress, the President again extended a
hand to Eastern Europe stating that:

We are prepared to enter into negotiations with nations of Eastern Europe
looking to a gradual normalization of relations. We will adjust ourselves to
whatever pace and extent of normalization these countries are willing to sustain.

The East European response to this message was cautious and with
the exception of Romania awaited a signal from Moscow.

The President's 1972 Report to the Congress amplified the earlier
concept to a definition of U.S. posture under conditions of d6tente:

As the forces of change have begun to loosen postwar political rigidity, new
expectations and aspirations have arisen in both Western and Eastern Europe.
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The benefits of relaxation must extend to both. The Soviet Union has a right to
its own security. But neither a durable peace nor an era of cooperation in Europe
can be built on principles that divide the continent and violate the sovereignty
of its nations and the freedom of its people. * * * Every nation in Europe has
the sovereign right to conduct independent policies and therefore be our friend
without being anyone's else's enemy. * * * The use or threat of force by the
Soviet Union in East Europe can only lead to European crises. It is therefore
incompatible with detente in Europe and detente in United States-Soviet rela-
tions.

In Mfay 1972 President Nixon visited the U.S.S.R., initiating a major
breakthrough in relations with that country. On his return journey, he
visited Poland, reaching an understanding with Warsaw on a number
of basic economic and commercial issues. These provided for an in-
terim settlement for U.S. holders of pre-World War II Polish bonds,
extension of Export-Import Bank facilities to assist in financing ex-
ports to Poland, reciprocal establishment of trade centers, commercial
representation of U.S. firms in Poland, third country arbitration of
trade disputes, and the establishment of an American-Polish Joint
Trade Commission.

There followed a near floodtide in the improvement of relations
with Eastern Europe. In January 1973 United States and Yugoslavia
signed an agreement on guarantees for U.S. private investment in
Yugoslavia, backed by the Overseas Private Investment Corporation
(OPIC). A similar agreement was signed with Romania in April. In
March, Hungary settled outstanding U.S. financial claims, while simi-
lar negotiations were begun with Czechoslovakia in September. In
July, former Secretary of State Rogers visited Prague to sign a con-
sular convention with Czechoslovakia. A consular convention with
Bulgaria was initialed in December, while conventions with Poland,
Hungary, and Romania had already been signed in 1972. In August
the United States began preliminary discussions with East Germany
which could lead to eventual establishment of diplomatic relations.
And in December Romanian President Ceausescu repaid President
Nixon's 1969 visit, signing a joint statement of principals on relations
between states and a joint statement on economic, industrial, and
technical cooperation, in which the United States restated its commit-
ment to seek MFN authority for Romania. The only negative note was
the failure of Albania to respond to U.S. interest in the normalization
of relations with Tirana, signaled in an April 1973 speech by Deputy
Secretary of State Kenneth Rush.

For the first time in 25 years U.S. relations with Eastern Europe
seemed to be making major strides toward normalization.
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IN:TRODUCTION

As the 1970's began, a new pragmatism settled over the economic
policymakers in Eastern Europe. Most of them had finally shelved the
all-out growth philosophy of the 1950's and were beginning to come
down from the highly touted but largely disappointing economic re-
forms of the 1960's. In the wake of the Czech crisis in 1968 and then of
the Polish worker riots in 1970, the leaders were looking for stability,
hoping to find it in a return to more central controls on the economy-
and on overzealous reformers.

Four years into the 1970's, the leaders have achieved considerable
stability but they still face the dilemmas of the 1960's-the hard choice
between investment in upgrading industrial efficiency or in raising the
standard of living, and the crossfire between pressures for economic in-
tegration within Comecon and the growing role of imports from the
West in sustaining East European development. And like the West,
Eastern Europe has an energy question to answer. This paper will
look at the main legacy of the last decade-the overlay of Western
technology on the old blueprint for East European development-and
its implications for policies governing growth, trade, and the consumer
in the remainder of the 1970's.

TECHNOLOGICAL CIHANGE AND EcoNo-mic REFORM:

The so-called "scientific-technical revolution" began to hit Eastern
Europe with full force about 1960. Policymakers began to realize that
catching up with Western levels of output and efficiency would involve
much more than simply increasing output of the standard industrial
products, or even "chemicalization." The stress on heavy industry was
making the East Europeans more and more dependent on the U.S.S.R.
and less competitive with the West while at the same time leaving them
with greater appetites for Western machinery and stronger consumer

(32)
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resistance to the goods and services turned out domestically. Growth
was rapid but expensive-investment costs in terms of resource use
were much higher and labor productivity lower than in *Western
Europe. And early in the 1960's, even the growth rate in most countries
began to slip behind Western Europe (see the graph). Estimated GNP
by country is given in table 1.

The slowdown gave both the reformers and the "tecluiocrats" their
chance. Teclmological change-and the institutional adjustment
needed to accommodate it-was a way for the leaders to regain rapid
growth, satisfy growing demand for new and better product lines, and
make headway in increasing economic efficiency. Some idea of the ex-
tensive structural change that was involved can be seen in table 2,
which clearly shows the rapid ascendancy of the newer industries-
electrical equipment, synthetic materials, aluminum, and automobiles
during the 1960's.
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Growth of Gross National Product,1950-1972
(in Constant Prices, 1960 = 100)
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a Including Yugoslavia.

b European OECD members exc'ept Yugoslavia,

Calculations from U.S. Department of Commerce, Bureau of East-West Trade,
Selective USSRandEt ast European Data, June, 1973 p. 48.



TABLE 1-EASTERN EUROPE: ESTIMATED GROSS NATIONAL PRODUCT AT MARKET PRICES

[in billions of 1970 U.S. dollarsi

1972 per
capita1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972 GN P

Eastern Europe-124.0 131.0 134.0 138.0 144.0 152.0 160.0 167.0 175.0 182.0 192. 0 203.0 212. 0 1, 670 XBu~rloaria ------------------ 6.1 6.2 6.6 6.8 7.2 8.2 9.0 9.5 10.1 10.9 11.8 12.7 13.5 1,570 CA
Cechsloerakia--------------- 25.2 26.1 26.6 26.1 26.1 26.9 28.1 29.5 30.5 31.3 32.7 34. 0 35. 2 2,430
Hungary ------------------ 1. 13 1. 23 1. 33 1. 45 1. 154 6. 16. 172 1 5Polnd -------------------------- 29.1 31.9 31.4 33.2 34.6 37. 5 39.6 41.1 42.8 44.2 46.2 48.6 52.0 1, 565Romania.-13.7 14.9 15.5 16.3 17.5 18.1 19. 7 20.9 22. 0 23.3 24.2 26.6 28.8 1, 395Yugoslavia-11 1 11.8 12.2 13.5 15.0 15.3 16.4 16.8 18.0 18.7 19.9 21.2 22.0 1, 060

Source: U.S. Department of Commerce, Bureau of East-West Trade, "Selected U.S.S.R. and East European Economic Data," p. 48.
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TABLE 2.-EASTERN EUROPE: LEADING AND LAGGING SECTORS OF INDUSTRIAL OUTPUT IN THE 1960's

Percentage rates of growth

196145 1966-70

Leading sectors:
Oil products -. 65 53
Aluminum -26 91
Synthetic ammonia -81 114
Synthetic fibers -194 94
Electronic equipment --- 154 149
Automobiles -62 71

Lagging sectors:
Coal 18 11
Cement -39 33
Rolled steel -29 33
Textile fabrics -16 14
Leather footwear -36 28
Metalworking equipment -- 2 19

Total industrial output -43 46

Curiously it was the U.S.S.R. that made it feasible for the East
Europeans to adopt the Western blueprint for industrial development
by beginning early in the 1960's to deliver more crude oil and less tra-
dlitional materials like coal, ferrous metals, cotton and wool, and wood.
This shift in supply immediately increased the need for expensive new
kinds of investment goods-especially for petroleum refining and pe-
trochemical equipment. As the leaders recognized, a rapid change in
economic structure would not only threaten a growing dependence on
the West, it would enormously complicate planning and management,
increase the difficulty of asserting political control over the economy,
and raise the probability of errors in judgment. On each of these
counts, the East Europeans ran some risk of strains in relations with
the U.S.S.R.

Nevertheless, all of the East European countries in the 1960's under-
took economic reforms, generally designed to scrap stifling bureau-
cratic controls, to introduce some domestic market influences, to im-
prove the structure of output, investment, and prices, and to open the
economies more fully to the world market. The reforms involved cut-
ting the number of plan targets, putting more authority for plant
operations in the hands of managers, injecting profit-type incentives
for management and workers, and revamping the structure of prices-
trying to bring them closer to those on world markets.

A key feature in most reforms was the creation of super-enterprises
or industrial associations. These large units, a step down from the
industrial ministries, were intended to be both sensitive to the day-to-
day operating problems of enterprises and loyal to national policy
objectives. The Hungarians avoided this middle step-giving more
power to individual enterprise managers and relying on financial con-
trols by the ministries and banks to keep firms from subverting national
priorities.

The highly publicized reforms that passed through Eastern Europe
during the 1960's did not leave much to remember them by. At the
beginning of the 1970's, Hungary was the only CEMA country carry-
ing the banner of genuine reform and even its program had been tight-
ened up because investment and imports ran out of control in 1970-71.
East Germany, the first in 1963 to decentralize management decisions,
restored the industrial associations in 1970, and under Erich Honecker
has nationalized many of the private enterprises which Ulbricht had
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tolerated and even supported. Virtually nothing is left of Alexander
D)ubcek's reform program in Czechoslovakia, which aroused the
U.S.S.R. when it encroached upon the political and Party sphere.
1Poland's Gomulka, who had balked at reform during most of the
1960's, in December 1970 belatedly gave in to controversial proposals
for higher consumer prices and a new incentive pay plan for workers.
These reform plans triggered demonstrations by shipyard workers and
housewives in several Polish cities and quickly forced Goomulka's res-
ignation. His successor Edward Gierek, rolled back the prices, aban-
doned the labor plan, and understandably has been less concerned with
efficiency-minded reforms than with the need for practical improve-
ments in the standard of living. In Bulgaria and Romania, where
experiments continue with larger economic units such as Bulgaria's
agro-industrial complexes, the main accent still is on strong central
economic controls.

The reforms that have survived, most importantly those that un-
raveled part of the redtape of detailed planning, have made the exist-
ing system of output and allocation run more smoothly. Moreover, a
kind of counter reformation, combining decentralization with more
sophisticated techniques for planning, management, and government
economic control have helped the process of absorbing new technology.
On the other hand, little ground has been gained toward the main
goals of these reforms. Instead of catching up with Western levels of
development, Eastern Europe has begun to catch up with Western
problems, such as inflationary worker demands for higher wages, in-
dustrial pollution, and even traffic congestion. The technological revo-
lution has left Eastern Europe with three main issues-how to handle
its balance of payments with the West, insure the necessary flow of
imported raw materials, and provide for a population which not only
aspires to automobiles and imported luxuries but is increasingly vocal
about the amount of resources that has been channeled to longer term
essentials such as housing.

INCREASED DEPENDENCE ON TIME WEST

Eastern Europe has spent billions of dollars for Western technology,
going heavily in debt in the process. Paced by a chronic excess of im-
ports, East European trade with the developed West expanded from
$3 billion in 1960 to $12 billion in 1972 (table 3). As shown below, a
cumulative trade deficit during the same period of $6 billion had to
be financed-some of it by receipts from transport, tourism, and other
invisibles but most of it by Western credit.

TABLE 3.-CUMULATIVE TRADE DEFICIT WITH THE INDUSTRIAL WEST, 1960-72

Amount Percent of
(million) exports

Bulgaria -$719 30
Czechoslovakia -726 10
East Germany -1,188 13
Hungary -805 17
Poland -699 8
Romania -1,830 37

Total - ------------------------------------------------- 5,967 16

Source: East European statIstical yearbooks.
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One of the impacts of the growing debt to the West has been the
rapid expansion and increasing complexity of financial and other eco-
nomic arrangements wvith the West. Indeed, this process has been as
impressive as the gain in trade itself. Straight credit purchases have
been augmented by bank consortia loans, elaborate switch trading
deals,' co-production agreements, and, in the case of Yugoslavia and
Romania, direct Western investment-all with an eye to promoting
Eastern Europe's exports or otherwise easing its debt burden.

In spite of the new arrangements, Eastern Europe has a number of
old problems to complain about. The East Europeans still are paying
premium prices for Western machinery and other manufactures while
exporting their own industrial products only at substantial discounts.
Moreover, the new machinery, and most of the joint ventures, have not
yet generated much of a return in the form of increased exports,
except to the less demanding Communist market. Agricultural prod-
ucts and crude materials still account for about one-half of East
European exports to the industrial West (see table 4). There has
been some gain in sales of consumer manufactures and a flourishing
two-way exchange of semimanufactures such as steel products, but
exports from such high priority industries as machine building and
chemicals have remained at less than 20 percent of exports throughout
the last decade.

TABLE 4.-EASTERN EUROPE: COMMODITY STRUCTURE OF TRADE WITH THE WEST, 1960, 1965, 1970-71

[In percent; dollar amounts in millions]

1960 1965 1970 1971

Exports -------- $1, 472 $2, 297 $3, 791 $4, 474
Food, beverages, vegetable oils - -29 32 22 25
Raw materials, except fuels - -12 15 13 11
Fuels 21 12 12 11
Chemicals -- --------------- 8 7 7 6
Semimanufactures - - 15 16 22 22
Machinery and transport equipment - -6 7 11 11
Consumer and miscellaneous manufactures - - 9 11 13 14
Imports -------- $1,705 $2,625 $4,751 $5,318
Food, beverages, vegetable oils - -16 18 11 11
Raw materials, except fuels - -13 11 9 6
Fuels ----------------- (1) e) 2 2
Chemicals - -11 1 14 14
Semimanufactures - -34 25 27 28
Machinery and transport equipment - -21 26 32 33
Consumer and miscellaneous manufactures - -5 5 5 5

X Insignificant.

Source: OECD data for commodity breakdowns (Standard International Trade Classification SITC). Total values for
exports and imports are from East European data as in table 3.

What is more, the import of Western technology has not led to an
effective program of import substitution. Newer industries such as
chemicals and electronics require not only Western machinery but
often high quality 'Western industrial inputs, such as special steels,
base chemicals and plastic chemicals. In 1970-71, as shown in table 4,
chemicals made up 14 percent of imports, industrial semimanufactures
about 28 percent, and machinery about one-third. And imports of
Western consumer manufactures have kept pact with the growth of

I Arrangements in which an Intermediary (switch trader) finds third party buyers for
products bartered between two enterprises or countries. The simplest case, if an Austrian
firm concluded a cooperation venture involving steel products in return for Polish coal and
miners' helmets, it might well employ a trader to ' switch" the helmets for a product It
could use from some other country.
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total imports, adding to Eastern Europe's dependence on the West.
The degree of dependence in fact is considerably greater than the

share of the West in total East European imports would indicate. The
industries dominating East European growth are leading the way in
imports from the West. In table 5, data covering the 1965-72 period
for total East European industrial output and industrial imports are
set against data for output and supporting imports in leading indus-
trial sectors.

TABLE 5.-EASTERN EUROPE: GROWTH OF IMPORTS FROM THE WEST AND OUTPUT, 1965-72

Annual rate of growth, percent

Leading sectors

Industrial Industrial Supporting
output imports Output' imports5

Eastern Europe -5-12 8-20 8-20 9-22

Bulgaria - 10 8 15-18 9
Czechoslovakia -7 11 8-10 14
East Germany - 6 18 8-10 18
Hungary -5 16 8-12 18
Poland -9 20 12-14 22
Romania -12 16 16-20 17

I Machinery and equipment, especially electrical and transport; chemicals; steel (Bulgaria); nonferrous metals (Czecho-
slovakia), and metal products (Romania).

2 Machinery, finished steel, nonferrous metals, and chemicals.

Only in Bulgaria, almost totally dependent on trade with the
U.S.S.R., has output outpaced imports from the 'West, while in Hun-
gary, East Germany, and Poland, imports have run well ahead of
domestic production. A fairly elaborate study for Hungary, by Ostvan
Orszaglh, indicates that dollar imports as a share of total inputs into
final demand rose from 6.4 percent in 1959 to 9.5 percent in 1968.2
Orszagh projects a 11.6 percent share in 1975, which, however, has
already been exceeded. Hungarian dollar imports rose by about 75
percent between 1968 and 1972 and final demand increased by about
one-third which would push the share of imported inputs in 1972
to over 12 percent.

The share of the developed West in total East German imports has
increased from 22 percent in 1960 to 26 percent in 1972. Most of the
increase has taken place since the late 1960's reflecting rapidly growing
purchases of industrial materials and agricultural products. Inter-
zonal trade with West Germany accounted for most of the growth until
1970 when Belgium, Holland, Japan, Switzerland, and the United
Kingdom began to grant substantial medium term credits for East
German purchases of materials. East Germany currently relies on the
developed West for nearly all of its imports of synthetic rubber and
fibers, two-thirds of imported plastics, four-fiftils of alumina, and
one-third of copper, dyestuffs, and nitrogen fertilizers. Oil, coal, coke,
and steel still largely come from the U.S.S.R. and other CEMA
countries.

Poland always has been one of the most dependent on Western in-
dustrial products, receiving one-third or more of its imports of metals,
light industrial products and machinery, one-half of chemicals, and

2 Ostvan Orszagh, "A Gazdazag Importigenyessegerol" (Import Demands of the Economy)
Kulgazdasag, No. 5, 1972, pp. 336-346.
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four-fifths of plastics from Western suppliers. For most product
groups, the degree of reliance has not changed much since the 1960's.
The main exception is purchases of Western machinery, which rose
from 15 percent of all imported equipment in 1965 to 31 percent in
1972, most of the jump in fact coming in that year.

The spread between imports and output is less sharp in Czecho-
slovakia-reflecting generally conservative trade and growth policies-
and in Romania-which apparently is dependent enough on the West
to have output and imports run more closely in tandem. The share of
the West in Romanian imports jumped from 23 percent in 1960 to
40 percent in 1972. Czechoslovakia, with 23 percent of its imports
coming from the West, is on the lower end of the scale in Eastern
Europe.

All of the East European countries, again save Bulgaria, have been
expanding hard currency imports of consumer manufactures at an
average clip of 22 to 25 percent a year since 1965. The increase was
36 percent in 1971, reflecting the impact of the Polish riots on trade
and consumer policy throughout Eastern Europe. Consumer manu-
factures still are a small part of total imports from the West-6 to 8
percent for most countries-but these supplies are rapidly becoming
a regular feature of the trade. Moreover, Eastern Europe has pur-
chased large numbers of Western automobiles, and assembly plants
have been set up by Fiat in Poland and by Renault in Romania. Im-
ports of consumer manufactures, together with fairly consistent pur-
chases of feed grains and large emergency orders of wheat in bad
agricultural years, adds up to a significant Western input to the East
European standard of living.

Growing hard currency indebtedness might make the East Euro-
peans more selective in their imports from the West during the re-
mainder of the 1970's. This will hardly do anything to offset the con-
tinuing need for Western machinery and materials and the increasing
desire for other products. Still, it has been a factor in Eastern Eu-
rope's new look at the Council for Mutual Economic Assistance
(CEMA). A much greater effort now is underway to make the most
of CEMA's possibilities for pooling investment funds, sharing research
and development costs, and exchanging technology. Integration, a dead
issue in the 1960's, has come to life.

CONTINUED RELIANCE ON TmE EAST

The growth of East-West trade has by no means lessened Eastern
Europe's dependence on the U.S.S.R. and other CEMA countries
for import requirements and export markets. If anything, Eastern
Europe has become more tied to intra-CEMA trade in the 1970's and
is now being drawn into cooperation ventures in an effort to secure
raw material supplies, reduce duplication of production, and lower
the cost of research and development.

As shown in table 6, intra-CEMA trade has remained at nearly two-
thirds of Eastern Europe's total trade since 1960. Bulgaria-conduct-
ing about three-quarters of its trade witth CEMA countries-is the
most dependent upon Communist markets, Romania-less than half-
is the least.
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TABLE 6.-EASTERN EUROPE: TRADE WITH CEMA, 1960-72, SELECTED YEARS

[Dollar amounts in millions]

Percent of total trade

1960 1965 1970 1971 1972 1960 1972

Bulgaria:
Turnover -$966 $1, 713 $2, 836 $3, 210 $4, 014 80 80
Imports -506 825 1,327 1, 566 1,998 80 80
Exports -458 889 1,509 1,644 2,017 80 80

Czechoslovakia:
Turnover- 2,374 3,618 4,767 5, 202 6,295 63 66
Imports- 1,154 1,806 2,333 2, 543 3,036 64 65
Exports -1,220 1, 812 2, 435 2,659 3, 258 63 66

East Germany:
Turnover -2,967 4, 062 6,319 6, 734 8, 098 67 67
Imports -1,454 1,898 3,191 3,232 3,710 66 63
Exports - 1,513 2,163 3,128 3,503 4,388 69 71

Hungry:
Turnover -- 1,154 1,962 2,995 3, 497 4,133 62 64
Imports -620 968 1,558 1,881 1,978 64 63
Exports -534 993 1,438 1,616 2,154 61 65

Poland:
Turnover -1,591 2,744 4,493 4,867 6,052 56 59
Imports -865 1,434 2,361 2,579 3.082 58 58
Exports -725 1,309 2,133 2,288 2,970 55 60

Reumania:
Turnover -909 1,315 1,866 1,968 2,396 67 46
Imports -439 616 942 967 1,166 68 45
Exports -490 698 924 1,000 1,229 66 47

Total Eastern Europe:
Turnover - -------------- 9,961 15,414 23,276 25,478 30,988 65 64
Imports- 5,038 7,547 11,712 12, 768 14, 970 65 62
Exports- 4,920 7,864 11, 567 12, 710 16, 016 65 66

Source: East European statistical yearbooks.

Deficient in raw material resources, the East Europeans have tradi-
tionally relied upon deliveries from the U.S.S.R. to meet their total
requirements. Alore than one-half of East European imports from
the U.S.S.R. are accounted for by fuels, raw materials, and semi-
manufactures. Although Soviet supply constraints in recent years have
forced the East European countries to turn to non-Communist sources,
the U.S.S.R. still provides more than 90 percent of total East Euro-
pean imports of crude oil, pig iron, iron ore, about 75 percent of
requirements for petroleum products, rolled metals, phosphate fertil-
izers, and lumber and more than 60 percent of cotton, coal, manganese
ore, and wheat.

At the same time, the U.S.S.R. still is the main market for East
European machinery, much of which is designed for Soviet consump-
tion and has little salability elsewhere. One-half of total East German
and Czechoslovak production of rolling mill equipment is shipped to
the Soviet Union as well as one-half of total Hungarian production of
buses and diesel trains. In all, the Soviet market absorbs more than
60 percent of total exports of machinery and equipment from Bulgaria;
50 percent or more from Hungary, Poland, and East Germany; about
40 percent from Czechoslovakia; and nearly one-third from Romania.
The growth and structure of East European-Soviet trade is provided
in table 7.

32-76*>-74
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TABLE 7.-EASTERN EUROPE: GROWTH AND STRUCTURE OF TRADE WITH U.S.S.R., 1960-72, SELECTED YEARS
1960=100

Percent of total

1960 1965 1970 1971 1972 1960 1972

East European exports:
Machinery and equipment -100 175 244 257 340 43 44
Fuels and related materials -100 91 70 84 106 7 2
Ores and concentrates -100 142 156 157 203 4 2
Metals and manufactures -100 136 157 143 152 3 2
Chemicals -100 268 474 569 708 3 6
Consumer goods -100 177 290 335 389 24 28

Food -(100) (178) (232) (266) (316) (6) (6)
Other and unspecified -100 163 216 233 345 16 16

Total -100 167 237 260 333 100 100

East European imports:
Machinery and equipmient -100 202 362 424 525 13 25
Fuels and related materials -100 179 246 284 339 13 17

Coal and coke -(1---------- --- 00) (155) (141) (165) (191) (6) (4)
Petroleum and products ----------------- (100) (196) (287) (321) (388) (8) (11)

Ores and concentrates- 100 131 159 166 192 7 5
Metals and manufactures -100 160 225 232 257 19 18
Chemicals -100 194 328 355 398 2 3
Wood and wood products -100 186 321 347 377 3 5
Textile raw materials -100 114 120 109 116 9 4
Consumer goods -100 75 98 118 40 18 3

Food -(100) (72) (88) (112) (19) (16) (1)
Other and unspecified -100 160 272 252 344 16 20

Total -100 148 220 236 265 100 100

Source: Soviet Foreign Trade Yearbooks.

The machinery-for-materials trade pattern came under Soviet
attack in the 1960's. Unhappy with its terms of trade and the high cost
of raw materials exploitation the U.S.S.R. began pushing the East
Europeans to take more machinery, deliver more consumer goods, and
aid in the costs of resource development. By 1972, machinery was
accounting for 25 percent of Soviet exports to Eastern Europe, up
from 17 percent in 1965, and imports of consumer manufactures were
booming, rising by 14 percent a year during 1971-72. At the same time
Soviet shipments of raw materials began to level off and the East
Europeans began signing new agreements to invest in the U.S.S.R. in
return for future deliveries.

To the East Europeans, the increased Soviet demands were still
better than scrambling in the world market for the bulk of their raw
materials in addition to their requirements for Western technology.
And once they had agreed in addition to step up trade in machinery
and consumer goods, the faded objectives of intra-CEMA cooperation,
specialization, and plan coordination began to take on some color.

PROGREss TOWARD INTEGRATION

East European investment in Soviet resources is not new, but there
has been a dramatic increase in the size and number of projects under-
way and under consideration. The East Europeans are providing
equipment, manpower, technical assistance, and in some cases even
hard currency, in return for guaranteed future deliveries of materials.

In the late 1950's and early 1960's, there was a spate of credit exten-
sions against future materials deliveries within CEMA. The East
Germans provided equipment for Polish lignite production, several
countries assisted Romania in the building of a cellulose combine, and
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Czechoslovakia extended 115 million marks in machinery in return for
East German potassium salt. There was a noticeable lack of significant
cooperation v entur es until 1967 when the Czechoslovaks agreed to sup-
ply $550 million in goods to the U.S.S.R. in return for oil; aside from
these arrangements, most of the 20 joint investment projects signed by
the end of the 1960's were small, typically bilateral, and mainly
designed to increase the capacity of already functioning enterprises.

In the 1970's, however, two huge multilateral projects have been
negotiated-a cellulose combine and an asbestos combine, both in the
U.S.S.R. Moreover, about 30 additional projects, involving billions
of rubles, are at various stages of negotiation. These projects, nearly
all in the U.S.S.R., include a 10-12 million ton iron ore metallurgical
combine at Kursk and a huge natural gas pipeline from Orenburg, as
well as other projects for the production of oil, pig iron and steel ingots,
ferroalloys, copper, nickel and titanium dioxide, ammonia phosphate,
yellow phosphorus. and isoprene rubber. Agreement on the natural
gas pipeline from Orenbing is imminent, according to an announce-
meat by CEMA Secretary Fadeyev in February 1974. The U.S.S.R.
also is proposing a project outside the raw materials area-the con-
struction of a truck plant in the U.S.S.R. As yet, the only major joint
projects slated for the other East European countries are facilities in'Poland for the development of coal, copper, and zinc production.

Under the investment agreements with the U.S.S.R., the East
Europeans provide credit at a 2 percent annual interest rate and
receive payment in deliveries from production of the completed proj-
ect. The East European credits not only are low interest, but often are
very long term. For example, Poland has agreed to deliver metal
structures, pipes, railroad cars, cables, and other equipment to the
Soviet Union during 1974-78 in return for annual deliveries of 50,000
tons of asbestos during 1980-92. And East Germany is sending struc-
tural steel, electronic equipment, lab equipment, and consumer goods
during 1973-78 in return for cellulose deliveries during 1979-90.

While direct East European investments have been targeted pri-
marily on Soviet raw materials, the CEMA International Investment
Bank (IIB) has focused its efforts mainly on joint projects for pro-
ducing finished goods outside the U.S.S.R. The IIB, founded in 1971,
is chartered to provide long-term financing of projects beneficial to
two or more members. Total capitalization of the bank, to be paid in
by members, is 1,052 million transferable rubles (TR's), of which 30
percent is in convertible currency. Interest rates run 4-6 percent on
TR loans and follow world market rates for hard currency loans.

During its first 2 years of operation (see table 8), the IIB granted
credits for 279 m illion TR's, more than one-half for the machinery and
car industries and another 25 percent for chemical industries. In 1973
another 272 million TR's were granted, reportedly including the first
credit for the U.S.S.R. Thus far, the most favored recipient has been
Romania-the last and most reluctant to join. The Romanians in fact
are the only East Europeans to have received credits exceeding their
dues to the bank.

The other CEMA bank, the International Bank for Economic Coop-
eration (IBEC) has been in business since 1964. Its main m ission has
been to facilitate multilateral clearing of CEMA barter trade. More-
over, in 1972, IBEC began borrowing in the West, presumably to bail
out m em bers with hard currency debts.
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Joint investments and the CEMA banks have fostered closer coop-
eration but have not done much to undermine bilateralism-integra-
tion's main enemy. Recipients of IIB loans are not able to use these
credits freely but must select equipment from lists submitted by other
members. For joint investment projects, the general multilateral agree-
ments of intent are always followed by protracted bilateral negotia-
tions in order to specify the goods, services, and conditions involved.
IBEC has smoothed the barter trade system but has by no means
achieved multilateral clearing of balances. A paper trade surplus with
one country can supposedly be spent for goods elsewhere but the only
desirable commodities are usually committed so that surplus countries
must resort to correcting imbalances bilaterally.

TABLE 8.-INTERNATIONAL INVESTMENT BANK CAPITAL AND CREDITS (1971-72)

Hard Credits, 1971-72
Total capital currency total Hard currency portion

portion,
Million million a Million Million Million

TR I Percent dollars TR Percent TR Percent dollars

U.S.'S.R ----- ---- 399.3 38 145. 5 0 ------ 0 ------ 0
'G.D R -176.1 64.1 25.1 -7. 3 -8.8
Czechoslovakia - 129.9 12 47.3 77.5 28 25.3 22 30.4
Poland -121.4 12 44.3 35.2 13 26.7 24 32. 0
Bulgaria -85.1 8 31.1 14.5 5 14.5 13 17.4
Hungary - 83.7 8 30.6 47.6 17 6.4 6 7.7
Romania -52.0 5 18. 9 78.8 28 32.6 29 39. 1
Mongolia -4.5 () 1.7 0 0 0

Total- 1, 052.0 383.5 278.7 -112.8 -135.4

X Transferable rubles.
a Converted at 1.2 rubles per dollar.
a Insignificant.

Source: Compilation from East European finance journals.

Movement toward multilateralism will depend on progress in achiev-
ing realistic exchange rates and some sort of currency convertibility
within CEMA, and in restructuring and reconciling domestic prices.
Hungarian Central Committee 'Secretary Reszo Nyers sees the
narrowing of price differences as a matter "not for the mid-1970's but
perhaps for the end of the 1970's or the 1980's." 3

lIn the meantime, to assist with allocation problems, CEMA has been
creating new organizations and expanding the membership of exist-
ing institutions like Agromash 'and Intermetall. 4 Three new organi-
zations, Interelektro, Interatomenergo and Intertextilmas were
established in December 1973. Interelektro is to coordinate electricity
production within CEMA; Interatomenergo is to organize cooperation
for production of nuclear plant equipment; and Intertextilmas will
oversee cooperation and production specialization in textile machinery.
In addition to CEMA-wide organizations, several bilateral organiza-
tions have been established such as the Polish-Hungarian Inter-
komponent which began operation on January 1, 1974, to sponsor
cooperation in the field of electronic components.

In addition to improving the distribution of key commodities within
CEMA, these organizations were expected to lead to increased produc-
tion specialization. A number of new specialization agreements have

a Eastern Europe, Budapest Domestic Television Service, June 14, 1973, p. F7.
4 For more Information on CE1AL integration and Institutions see Z. M. Fallenbuchl,

pp. 79-134, in this volume.



45

been signed, such as for the output of numerically controlled machine
tools, herbicides, containerization facilities, trucks, and computers.

But as Hungarian Premier Jeno Fock complained in June 1973:
"duplication of production has increased instead of lessening" and
agreement for specialization of many products has been "impossible
to reach." '

Although integration and specialization still are largely at the talk-
ing stage, Eastern Europe's concern for raw materials supplies has
produced a distinct step forward in intra-CEMA plan coordination.
In the summer of 1973, the East European Premiers paraded to
Moscow, apparently to agree on the need for detailed plan coordina-
tion, especially with the UiS.S.R. Since then, a multilateral CEMA
integration plan for 1976-80 has been drawn up. As of March 1974,
however, little was yet being said on the linchpin of the 1976-80
plans-Soviet oil supplies and prices.

TILE ENERGY QUESTION

So long as they could count on Soviet oil and lows Middle East prices,
the East Europeans had no serious energy crisis. In 1970, oil made up
less than 20 percent of total energy consumption in Eastern Europe,
ranging from a low of only 10 percent in Poland to a surprising 45
percenlt in Bulgaria. Imports make up nearly all of crude oil require-
ments except in Romania-a net oil exporter-and Hungary-which
produced 30 percent of its own needs in 1970.6

The East Europeans have known since at least the late 1960's that
they would have to look more and more to Western sources to meet
increased oil needs in the 1970's. Under the 1971-75 trade agreements
with Eastern Europe, Soviet crude oil deliveries were to rise from 34
million tons in 1970, nearly 90 percent of East European oil imports,
to about 60 million tons in 197 5, down to 80 percent of requirements.
These shipments-currently running on schedule-are assured through
1975 at the prices fixed in the trade agreements.

To fill out their projected consumption needs in 1975, Eastern Eu-
rope will have to import some 17 million tons of W17estern crude oil
at substantially higher prices. Oil imports could run as high as $1.2
billion if average spring 1974 prices were to prevail through 1975.
Romania. will more than offset its imports by sales of oil products in
West; such exports will make up part of the import bill in the other
countries, except Bulgaria.

Some strains will be put on the balance of payments-especially in
Bulgaria-but the East Europeans should experience no serious energy
problems through 1975. Relatively minor rationing programs and
lower speed limits were put into effect in all countries in November-
I)ecember 1973 and some took steps at the same time to conserve con-
snumption of electricity. Gasoline prices were hiked sharply in Poland,
Czechoslovakia, and Romania and perhaps in other countries.

But it is beyond 1975 that has the planners worried. With its own
production problems, rising consumption, and perhaps hard currency
export objectives, the U.S.S.R. cannot increase oil deliveries at any-
thing like the 12 percent annual rate of the 1971-75 period. Moreover,

5 Tidapress Bulletin, vol. XII, No. 24, June 13, 1973, p. 5.
For a discussion of the oil situatIon In Eastern Europe see J. R. Lree, p. 406 In this

volume.
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most East Europeans probably expect Soviet oil prices to go up to
world market levels in the next plan period. A Polish article in Janu-
ary 1974, for example, concluded that in the long run oil prices in trade
among the Socialist countries cannot differ greatly from prices on
world markets.7 And Hungary's National Bank President Andor
Laszlo in a press conference left only a small ray of hope wvhein he
said intra-CEMA trade vill follow such world price trends as are
judged to be permanent in nature.

In effect, higher prices would mean a sharp boost in Soviet imports,
probably of more consumer manufactures and processed foods. Pay-
ment terms also might involve more East European investments in the
U.S.S.R., perhaps even stretching into manufacturhig industries which
are low oln Eastern Europe's list of joint ventures involving repay-
ment in kind. Any direct investments in Soviet oil probably will not
begin to pay off until the 1980's; thus far joint projects in oil develop-
ment are still at the proposal stage.

Although special payment arrangements could ease the burden of
importing Soviet oil, Eastern Europe by 1980 could have to obtain as
much as two-fifths of its oil imports from the Middle East. Even at
today's prices, planners face a staggering import bill unless major
barter agreements can be worked out in the Middle East. In one recent
deal, Libya agreed to supply Romania with 84 million barrels of crude
oil through 1977 in return for Romanian assistance in building a
Libyan refinery and in the development of agriculture and housi'g.

Even with barter or other special arrangements, it is hard to see
how Eastern Europe can avoid mounting balance-of-payment pres-
sures, cutbacks in imports and in domestic growth, and large internal
price subsidies during the last half of the 1970's. And as in all coun-
tries, the heaviest price is apt to be paid by the consumer, just at the
time when it seemed his hour had come in Eastern Europe.

TIlE CONSUM1ER

During the last half of the 1960's, personal consumption slid as a
share of national income in Eastern Europe, investments were focused
on heavy industry more than on consumer goods production, and hous-
ing conditions generally improved only slowly. It was somewhat of a
new story after the Polish riots in 1970. One lesson was to tread care-
fully on price reform, in spite of the obvious need to reduce subsidies
by boosting food prices and to cut unrealistic profits by lowering prices
of manufactures. Gomulka inconceivably announced such a reform as
Polish housewives began to lay in food for the holiday season. Un-
doubtedly reflecting Gomulka's fate, Hungary's Janos Kadar backed
out of a scheduled rent hike in early 1971 and the leaders throughout
Eastern Europe began to rethink their programs for the public.

All of the 1971-75 plans came out for the consumer. Investments
were shifted toward the light and food industries. Hungary planned
a wholesale restoration of its textile industry, from new machinery to
new fashions. Bulgaria and Romania began putting a significantly
higher share of resources into agriculture and all of the countries
invested more in food processing to upgrade the quality of supplies
both for the consumer and for exports.

7 Wieslaw Szyndler-Glowacki, "Czyijak Moze Nas Dotyczyc Kryzys Naftowy," ZvOe
Gospodarczie, Jan. 6, 1974, p. 12. "Does the Oil Crisis Pertain to Us, and If So, Hlow."
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More investment also was channeled into housing but plans by and
large called for about the same gains as achieved in the last plan
period. For Poland, an extreme case, the 1.1 million new units planned
would fall 600,000 short of housing the expected additional popula-
tion by 1975, considering replacement needs. About all that could be
done was to lay the groundwork for future increases in housing con-
struction-Czechoslovakia, for example, planned to greatly expand
the output of building materials, at least partly in support of housing.
Otherwise, the regimes have had to simply explain the housing pre-
dicament to the public and seek out quick-return ways of improving
the lot of the consumer-increased wages and fringe benefits, improved
health insurance and higher family arlowances, and larger imports of
consumer durables (autos, stoves, and refrigerators).

Eastern Europe made some progress in raising personal incomes
and improving consumer supplies during the first 3 years of the cur-
rent 5-year plan period (see table 9). Gains in real personal incomes
were moderate-3-5 percent annually except in Poland where back-
to-back increases of over 10 percent were achieved in 1971 and 1972.
In Bulgaria, real workers salaries sagged from a 5 percent annual
growth rate in 1966-70 to only a 2-percent rate in 1971-72. Hungarian
real wages-depressed by a 3 percent yearly increase in consumer
prices-grew by only 2.5 percent a year in 1971-73 compared with a
3.5 percent annual rate in 1966-70.



TABLE 9.-EASTERN EUROPE: THE CONSUMER SINCE THE MID-1960'S I

[Average annual growth (percent)I

Bulgaria Czechoslovakia East Germany Hungary Poland Romania Yugoslavia

1966-70 1971-73 1966-70 1971-73 1966-70 1971-73 1966-70 1971-73 1966-70 1971-73 1966-70 1971-73 1966-70 1971-73

Personal consumption
National income.
Light industry.
Heavy industry
Imports of consumer manufactures-
Total imports-

8 26 6
9 27 9
8 6 6

15 13 7
11 15 18
9 14 7

5
5
6
7
3

10

4
6
5
8
9

11

5
4
5
7
3
6

6 5
7 6
5 7
7 7

24 8
11 8

5
6
7
9
7
9

8 05 38 6
11 8 11 6
10 10 11 6
10 13 12 6
19 8 8 14
22 13 14 17

I Data calculated from statistical handbooks, yearbooks, and monthly publications of the East
Europe central statistical offices. Data for 1973 are estimated on the basis of 9-11 month results
for light and heavy industry and consumer imports; 1973 data for national income, consumption,
and imports were reported in the East European press.

2 1971-72.
s Real incomes of the population.

2a 6
7 00
9
8

16
16
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Some countries, especially East Germany and Czechoslovakia, were
able to narrow the rates of growth of personal consumption and total
national income. The gap grew in Poland and Romania but both
countries significantly stepped up the growth rate for personal con-
sumption compared with the 196M-70 plan period. Personal consump-
tion continued to lag slightly behind the growth of national income
in Bulgaria and Hungary.

The gap in growth rates for light and heavy industries was reduced
in nearlv all countries, except in Bulgaria where a huge spread per-
sisted. Hungary, Poland, and Yugoslavia achieved the largest gains in
production of consumer goods-9 to 11 percent a year during 1971-73.
Increases of 5 to 6 percent were recorded in the other countries.

In addition to light industry. Eastern Europe moved ahead rapidly
with automobile production programs. Output of passenger cars, in-
cluding Yugoslavia, has jumped from less than 250,000 in 1965 to more
than 520.000 in 1972. Poland has the most active program with two
new Fiat plants at Bielsko-Biala and Tychy. Czechoslovakia. one of
the only East European countries that can claim no waiting lists for
autos, has plans to double output at the Skoda works to 300,000 units
bv 1980. Output in Yugoslavia is running ahead of demand at present
and may even decline unless producers can find new export outlets
or make it possible for low-income groups to buy cars.

Romania has stayed with its fairly small scale plant at Pitesti, built
with the help of Renault in 1968 and slated to reach a capacity of
40,000 passenger cars when fully equipped. Bulgaria has had only
moderate expansion plans, based on assembly of Soviet vehicles and
East Germany also has relied largely on1 existing facilities for boost-
ing output. Hiulgary has no immediate plans for its own auto industry,
plreferring outright imports and cooperation ventures involving H1I-
garlian production of parts and accessories in return for ears.

Eastern Europe will go on with its automobile boom at least through
1975 and enough investment is already in place to keep output rising
into the 1976-80 plan period. Energy problems and the general un-
certainty facing policymakers, however, undoubtedly will hold back
some projects still under discussion, such as a joint East German-
C'zechoslovak automobile factory.

HARD PLANNING AHEAD

The uncertainty of the materials and fuel situation beyond 1975 is a
severe setback for any East European planners who were trying to get
a head start on the 1976-80 medium-term plan. The plans in fact will
have to stay on the drawing board until deliveries of Soviet raw mate-
rials-and the price of these materials-can be pinned down. If the
fuel import bill is as large as expected, some programs, especially for
petrochemicals and possibly for autos and imports of consumer manu-
factures, will have to be scaled down or suspended in the upcoming
plan period. As of -March 1974, Romania, not dependent on Soviet oil,
was the only country to have said anything concrete about the next
plan period and it was hinting at reduced growth rates in 1976-80.

These problems may detour but not derail the planners from the
track laid out for this decade and beyond. By the 1980's they can begin
counting oln a payoff from investment in Soviet materials, and they
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certainly will take pains to keep the flow of Western technology com-
ing. The same industries that have led growth since the mid-1960's-
autos, chemicals, electronics-ought to be back at the top of the list in
the 1981-85 plan. And the planners can no longer afford to ask con-
sumers to take all of the bumps caused by energy shortages, import
controls, and strains on investment resources. Indeed, the consumer
conceivably could come out ahead by the 1980's if Eastern Europe is
obliged to bolster light industries for the Soviet market.

The main impact on long-term planning will be the greater need to
adjust to the mounting dependence on trade with both East and West.
Trade with the West, never easy to plan, has consistently run ahead of
expectations, quickly filling whatever slack there was in the system to
accommodate "that extra machine" or "that type of steel" overlooked
in the CEMA trade agreements. In order to cope with its growing debt
to the West, Eastern Europe probably will continue to loosen policy
toward joint ventures, equity investment, and participation in West-
ern financial and trade organizations. Western creditors in turn will
become even more flexible in arranging long-term credit, consortia
loans, and other devices, such as Hungary's Eurodollar bond floats in
the West in the early 1970's. The East Europeans will continue to
hedge on the issue of Western business penetration and the West -will
still balk at unpalatable barter arrangements and giveaway credit
terms. Despite liberalization, hard bargaining will remain a key
feature of the trade.

On the other hand, faced with the need to invest heavily in Soviet
resources, the planners will have to build more than lipservice to
Comecon integration into their calculations. Plan coordination which
formerly amounted to agreeing on bilateral trade lists has suddenly
become essential, and the next 5-year plans for the first time are to
have special sections devoted to CEMA integration and specialization
objectives. The technological revolution that drove the East Europeans
to the West in the 1960's is taking them back to the East as well in the
1970's.
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I. INTRODUMCION

From the Communist point of view a principal difficulty with eco-
nomic reform is that it inevitably involves some degree of decentraliza-
tion. This is true regardless of the type of reform, whether it would
mean some reliance on market forces, as in the case of Hungary, or
whether-, as in East Germany, only such matters as the organization of
trusts are under consideration. Any important step toward decentrali-
zation of the economy constitutes a threat because it brings with it
some loss of political control. Given the narrow base of popular sup-
port which the East European regimes possess, and the limited degree
of positive popular response they can expect, any major reduction of
central control must be taken seriously by the leadership.

Public opinion polls regularly taken by Western. institutes among
travelers from the East (most of them on regime business and regime
oriented in their outlook) indicate widespread belief that, in the highly
improbable event of free elections, the Communist Party would receive
less than 10 percent of the vote cast.' Observers often wonder why

or am indebted to Afichael Gamarnikow, Gregory Grossman, Paul Marer, Gertrude
Schroeder, Edwin Snell, and Harry Trend for having read and criticized a first draft of
this essy Hanna Hlayek and Carlo Kovats have provided useful factual material.
WIAt fur diferent times between 1068 andi 1972 independent public opinion research institutes in six
West European countries Interviewed a total of 6,148 Czech and Slovak, 5,070 Hungarian and 5,110 PolIsh
travelers In Western Europe and asked how, In the event of free elections in their native countries, they
would vote. The choice given the travelers lay among five parties: a Communist, a Democratic Socialist.
a Christian Democratic, a Peasant and a National Conservative. The average responses were as follows:

[In percent]

Czechoslo- Hungarian Polish
vak travelers travelers travelers

Would vote for-
Communist Party- 6 7 3
Democratic Socialist Party -40 33 31
Christian Democratic Party -22 28 32
Peasant Party -5 13
National Conservative Party -7 4 7
Did not express a preference -20 15 18

Total -100 100 100

Note: This would seem to indicate that in all three countries the Communist electorate Is less than
10 percent of the total. Cf. two publications by RFE Audience and Public Opinion Research Depart-
ment, viz., Atfttude Toward Communism and Party Preference in Eoof Europe, January, 1973, 32 pp.
and Hypothefical Frbe Eleciions in Fast Europe (1968-197f) (A Consideratfon of &ope and Limfm),
March, 1973,18 pp. RFE's sponsorship of these surveys was not made known to the respondents. To
compensate for skewed samples RFE has developed and applies a comparative and continual sam-
pling method. In the case of the Czechs and Slovaks five surveys were made rather than four.

(51)
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Warsaw makes so much fuss about economic reform and does so little
in the way of its implementation. In part the answer lies in the small
number of reliable party cadres which the Gierek leadership has at
its disposal.

*'lat the regimes fear is political landslide, such as took place in
Czechoslovakia in 96R8 or threatened to occur in Poland in 1970. That
is. they fear a situation in which well-meant and even well-desigled
efforts at economic reform undergo a sudden transmutation, reappear-
ing as a political snowball veering perilously out of control. The en-
tire political structure is abruptly threatened with collapse and only
the overt and massive use of force will serve to hold "Humpty
Dumpty" together. Beginning with Evsei Liberman's article in
Pravda, September 1962, there transpired coinscious and widespread
experimentation with economic reform. No regime, not even the Alba-
nian, remained unaffected. The Soviet occupation of Czechoslovakia in
August 1968, however, was followed by a marked decline in such
experiments. Save for Hungary and Yugoslavia, both of which repre-
sent special cases, the reform movement appears to be played out.

II. THE QUESTION OF PRTCE REFoRM

It is also true, of course, that totalitarian systems, like any other,
acquire over time a set of vested interests and that some of these come
to stand in the way of reform. This comes most clearly to the fore in
respect to price reform. Ulnder Socialism prices tend to possess a high
correlation with neither production costs nor relative scarcities. In
part this is because prices are usually fixed by central authority with
a view to influencing the industrialization process, and in part because
of the methods of cost calculation employed. On the whole prices do
not determine either the allocation of resources or the assortment of
production; they serve primarily as accounting units.

Reformers have been inclined to argue that, in the interests of
greater efficiency, all prices should at least cover production costs and,
in addition, give the producer a reasonable return on his investment.
So far the question of demand, and its effect on value, has been played
down. although reformers do talk about differences in use value as aln
additional basis for price determination at the retail level. Wrhile there
has been some improvement in the relationship of prices to demand
and supply throughout the area, the relationship is still heavily
skewed.

In the immediate sense, reform of wholesale prices is probably more
important than reform of retail prices. Over the years distortion of
wholesale prices has become severe. The Czech reformers revealed that
a ton of coal at the pithead in Moravska Ostrava costs in fact 386
crowns, whereas the wholesale price was fixed at 202.6 crowns.2 The
Czech example points to the political problem. Steel producers natur-
ally prefer cheap coal. In the Socialist economies there has been a
traditional bias in favor of steel producers and other components of
heavy industry in order to hasten the growth of that branch. The
heavy industrial interest has become intertwined with that of the
military, a major component of the Socialist regime, partly because
of the requirement of control. Khrushchev often referred to his op-
ponents "the steeleaters." Thus wholesale price reform will adversely

2
"I.ude Pravo (Prague), Apr. 9, 1968, p. 6. Citation courtesy of Fanus Hayek.
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affect, at least in the immediate sense, two of the most powerful inter-
ests under socialism.

Such wholesale price reforms as Eastern Europe has experienced
have raised most the prices of producers' oods, precisely because these
prices were most out of line. It is true that increases in the prices of
inputs are easily passed on to consumers, in the Socialist system as
elsewhere. Nonetheless, wholesale prices appear to be an issue of some
importance since realistic prices make a vested interest more vulner-
able to criticism than prices which disguise high costs. It seems to the
present writer probable, for example, that every ton of steel produced
at the great Romanian steel works at Galati is produced at a loss and
that if the true costs at Galati were translated into prices there would
likely follow some considerable reordering of priorities throughout
the Romanian economy. This helps explain the failure of Bucharest
to implement the wholesale price reform it announced in 1967. We also
note the battle which the Czech reformers had to wage on the issue of
wholesale prices.

But retail prices also offer a political problem. Throughout the
Socialist area both food prices and rentals are heavily subsidized by
the state, Yugoslavia constituting a notable exception3 This of course
means that the typical wage bill at the factory is lower than it should
be, which in turn means that factory prices are unrealistic by that
much. This is a delicate problem because under socialism a typical
working-class family spends between 40 and 50 percent of its budget
for food. At the same time the working-class family is provided with
semifree housing which, although in short supply and often in poor
repair, has been the propaganda pride of the regime.

Efficiency requires that rents go up while food prices climb. In the
short term, however, these increases cannot be compensated by wage
hikes, else the purpose of the reform will be defeated. The working
class must draw in its collective belt. It is not easy to persuade the
workers to do this. They regard themselves, and quite properly, as the
darlings of the regime. They are well aware that, after substantial
early increases above the harsh Stalinist plateau, living standards have
tended to stagnate. And they are skeptical of promises made by the
party and the government.

Understandably, even reform-minded Communist leaderships have
been slow to grapple with the problem of retail prices. Their stratagemi
has been a lateral approach. They are forcing the middle class to buy
at substantial prices the government-owned and rather rundown
apartments they now live in, or to join cooperatives in order to acquire
new housing, thus soaking up some of the excess purchasing power
which has accumulated in savings accounts. (Under Stalin these sav-
ings would have been confiscated by a sudden conversion of the cur-
rency.) At the same time rents are being raised little by little, though
with some increase in wages. As far as food prices go, only selective
increases have been regarded as possible. In Hungary the Government
has been forced by the uniions to agree that, as long as wage increases
are not possible, there will be no increases in the price of basic foods,
which of course blocks an important reform measure. Budapest now
proposes that consumer prices should cover costs by 1980.

3For an account of Hungarian food prices see KdImAn Kazareczki. "Special Regulators
in Food Economy," In Ott6 Gad6 (ed.) Reform of the Economic Mechanism in Hun gary.
Development 1968-71 (Budapest: Akaddmiai Krad6, 1972), pp. 233-256.
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But the Hungarian Government has proved wiser than the Polish,
which attempted to introduce a number of stiff price incle ases of basic
foodstuffs (presumably offset by price reductions in manufactured
consumers' wares, which were in oversupply) on Christmas Eve, 1970.
The result was a severe bout of rioting among the workers in the ship-
yards, who are the best paid, and generally along Poland's Baltic
coast, where the population was more aware of what was available to
workers in the West, and particularly to Swedish workers. One effect
of the rioting was to topple the Goinulka leadership, an event the sig-
nificance of which was probably not lost on party members generally
throughout the Socialist Commonwealth.

III. THE FORIATION OF INDUSTRIAL TRUSTS

W17hile vested interests, whether those of heavy industry or of the
industrial proletariat, tend to stand in the way of price reform and
thus preserve and perpetuate the economic inefficiency of the past, it is
the decentralization and control syndrome that constitutes the party's
chief preoccupation. In its mildest form decentralization involves a
reduction in the size and jurisdiction of the industrial ministries which,
under Stalin, typically managed entire sectors of the national econ-
omy. These functions and responsibilities of the ministries, as well as
much of their personnel, are shifted to what the Communists usually
refer to as industrial centrals or associations, but which, in American
English, are more accurately denominated by the word "trust."

Under socialism a typical trust normally combines within its juris-
diction all enterprises manufacturing a similar product, automotive
transport, for example, or textiles, or petroleum products. As a rule,
Socialist trusts are horizontal, not vertical .4 From the Socialist point
of view the advantages of such an organizational arrangement are
several. The decisionmaking process is brought closer to actual day-to-
day operations.5 The R. & D. institutes in the given field are placed
under the supervision of the trust and given a contractual relationship
to the enterprises, thus presumably creating a more effective junction
between the two. Furthermore, the trust will often be authorized to deal
directly with foreign firms, thus bypassing the highly centralized state
trading organizations and bringing trust management into direct con-
frontation with market conditions in the West. Indeed, the trust is
conceived of as a unit large enough to stand up to the multinational
corporations which have appeared in the West.

There is no question that trusts make for greater efficiency, if they
are properly organized and managed, as compared with the traditional
ministerial system, because they lead to better use of resources within
their jurisdictions (although probably at the expense of greater au-
tarky on the trust level). There is also no question that the gains in
efficiency come at the expense of the command and control function of
the center. In effect, a new organizational entity has been echeloned in
between the enterprises and the ministry.

Nonetheless, there -are problems. One of the more important is per-
sonnel. Many trusts are located in cities other than the national capital.

4 In Bulgaria, however, vertical trusts have been introduced under the name of industrial
complexes, with representatives of various ministeries making up a board of coordinators
or directors. In Bulgarian agriculture such vertical trusts are known as agricultural-
Industrial complexes. Complexes are also making their appearance in the Soviet Union.

G Expansion of capacity remains highly centralized, however.
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Their establishment therefore requires a fairly massive shift of engi-
neers, accountants and economists from the center to the provinces.
Most of the persons affected object rather strenuously to the transfer.
They make use of whatever influence they possess to remain in the
capital city, transferring to positions which pay less but eonfer the
right of residence in the capital. Given the prevailing circumstances,
such behavior is not arbitrary or unreasonable. When virtually all im-
portant decisions are made in one place, the national capital, the living
standard becomes substantially higher there than elsewhere, quite
apart from the natural concentration of entertainment facilities in
such a place. To put the matter bluntly, if there are any oranges to be
had in Romania they are to be found in Bucharest. The top-flight
surgeons are to be found there also, and the best in schools and
universities.

Furthermore, transfer to the provinces often threatens family unity.
In Socialist Europe most wives work; up to 75 percent of eligible
adult females are gainfully employed. Such employment is necessary
if families are to make ends meet. The husband or the wife may be
faced with transfer; rarely are both subject to transfer and appointed
to the same town. Most families end up avoiding separation, but the
strain is considerable. The effect of all this is that the trusts located in
the countryside tend to be understaffed, or provided with second-rate
professionals. This helps reduce the efficacy of the reform, as it in-
creases the number of mistakes committed by the provincial trusts,
and justifies the skepticism of the industrial ministries, who have
secretly opposed the reform all along.

IV. ENTERPRISE AUTONOMY

The difficulty with trustification, Socialist style, is not that the polit-
ical consequences are dangerous, although they are undoubtedly un-
pleasant and promotive of other kinds of inefficiency, but rather that
trustification does not produce sufficient gains in efficiency. The truth
is that all East European Socialist governments, with the exception of
the Yugoslav and the Hungarian, have gone over to the trustification
of their central planning systems, yet their needs for import of ma-
chinery and equipment from capitalist countries is greater than ever,
while their hard currency payment difficulties have reached crisis pro-
portions e and their living standards have tended to stagnate. (Yugo-
slavia and Hungary, however, constitute partial exceptions to these

I The Polish case Is extreme as the figures for the average annual growth of Polish foreign trade, expressedin percentages, suggest.

1966-70 Plan 1971-75 1971-72 Ist half 1973

Exports - 9.44 9.02 10.86 15.15Imports ------------------- 9 02 9. 85 17.96 28.3Imports from the est-10.14 ------------- 33. 97 60.4

Source: From an unpublished paper by Michael Gamarnikow, "Polish Economy Between Eastand West," p. 21. Such an Increase In imports does much to explain the Improvement in living stand-
ards under Oierek, following the stagnation which characterized Gomuka's last years. Under Gierekreal wages have risen 19 percent for industrial workers and even more for the peasantry. IbId., pp. 1-2.Poland's hard currency indebtedness is now over the billion dollar mark (ibid., pp. 23-25) while Ro.mania, with a population of little more than 20,000,000 people and a per capita income of $620 nowappears to have a hard currency debt on the order of $2,000,000,000. The crisis created by the fact thatthe debt Is so large that Western creditors are becoming skittish about making additional loans. Thusthe Poles have in effect suspended the emigration of ethnic Germans, promised under earlier treatyarrangement until the west Germans agree to grant government subsidized credits in large amounts.
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generalizations, whereas in Poland the Gierek leadership has brought
improved living standards at the cost of a sharp deterioration in
Poland's balance of payments.)

To cope with such problemus, what the Socialist countries of Eastern
Europe require is a more thoroughgoing decentralization, one which
does more than tinker with the central planning system, one which
in effect, if not in theory, abandons central planning in favor of a
hybrid which has come to be called market socialism. There are various
definitions of this innovation, but its essential feature is the com-
bination of state ownership of the instruments of production with
some play of market forces. *Whereas in trustification the decision-
making process devolves upon the trust which operates within a cen-
trally determined price system (hopefully reformed to take more
realistic account of costs), under market socialism decisionmaking is
vested in the individual enterprise which must function successfully
within a price system which reflects both production costs and relative
scarcities. The operational unit would be the state-owned enterprise
which would have to show a profit or close down.

*With enterprise autonomy the political hazards of economic reform
loom rather large. To begin with there is the problem of unemployed
apparatchiki. In Hungary the marketizing reform reduced the role
of the local party man. In the days of central planning this worthy
performed a vital interstitial function. If deliveries of coal from mines
in another district fell behind, the local apparatchik used his party
connections to remedy the matter. If one plant within his jurisdiction
hoarded expensive machinery he would arrange a swap with a hoarder
somewhere else. If the center imposed targets which were unreason-
ably high, off went our apparatchik to the national capital to reason
with the men who could change the decision. The local party official
had the greater influence because he was responsible for the
iwomenklathra, the list of key positions in his district, and for appoint-
ment to these positions.

But with enterprise autonomy in Hungary, it was the manager who
made most of the decisions, those which had formerly been made by
the industrial ministry as well as those taken by the local party man.
The apparatchik was deprived of his fief. His advice continued to be
asked by the manager when appointments were made, but it was the
manager who decided. Furthermore, the apparatchik had to obtain
permission of the manager if he wished to hold a party meeting, or
an assemblage of workers, within the factory precincts. The general
rule now was that the party worker must be careful not to interfere
with production by holding meetings; old style agit-prop was now
forbidden. In Yugoslavia the existence of party cells within plants or
factories has been forbidden for some time.

All this has rather a negative impact on the party apparatus, the
key decisionmaking body in post-Stalinist society. Historically con-
sidered, the prime task of the apparatus has been forced-draft in-
dustrialization. To disassociate the ruling body from most of its
economic responsibilities, particularly at the provincial level, is de-
moralizing and disorienting. Such disassociation certainly does not
improve the party's ability to recruit the young and the able, and it
only accentuates the slow but steady rise in the average age of party
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members. More immediately, disassociation creates a highi-level un-emiployment problem. As a rule, apparatchiki do not excel in corl-petitive situations. Tlheir strength lies in unwavering loyalty, auto-miatic orthodoxy andl unlimited obedience. They are not often peopleof outstanding talent.7 as the careers of such people as 1rladyslaw
Gomulka and Todor Z7hiv ko% wvill suggest. What is to be done, in otherwords, with desci-ing and loyal men vho now become unemployable?
A Rankovin may be given a luxurious villa overlooking the AdriaticSea at Dubrovuik, but under enterprise autonomy the ordinary party
bureaucrat comes to constitute a political problem.

The regrular state bureaucracy provides a related probleni ; in somerespects the two bureaucracies are intertwined. By Western staudardstfie state bureaucracy is enormously swollen in size; this as a conse-
qiieice of its major role, under the direction of the party, in the day-to-day management of the national economy. Even under marketiza-
tion the state bureaucracy would probably remain sizable, as the instru-niients of production would remain state-owned, and the social security
system extensive. And while mainy bureaucrats would be transferred
to autonomous enterprises, there is no question but that large sections
of the new middle class created by the regimes would suffer losses inliv-ing standards as wvell as in prestige and perquisites." Economic re-
form finds few friends in the state bur eaucracy.

There is, however, another unemployment problem created bynairketizing reform, no less difficult, perhaps, but much more visible.
If enterprises are to operate on a profit-and-loss basis then surely some
of them are going to find themselves regularly in the red and in the

ncd will have to close down. Among Communist leaders this presump-
tion is no doubt strengthened by a growing awareness that many of
Ilie factories thev have brought into existence should, if the principles
of cost accounting are rigorously applied, ne-er have been created to
begrin with.?

Thus marketization would be accompanied in the short or middle
run by pools of ordinary unemployment. For rather fragile regimlies.
one of whose principal justifications has been the all-time abolition ofunemployment, the prospect of open (as distinguished from hidden)
unemployment is difficult to face.

In fact, neither of the marketizing governments has yet faced it
fully. Hungarian industry continues to operate on the basis of aver-age, as opposed to marginal, cost. In any given industrial branch cost
calculations for all units are based on the average for the branch, not
on the costs of the more efficient firms. Despite the existence of semi-
market prices, the center siphons off the profits of those firms and uses
these returns to subsidize the less efficient enterprises, those which
would normally have to close, and this despite a rather acute shortage

I Cf. Lewis S. Fener, "The Intelligentsia in Opposition," Problepn8 of Co7nmenisnm, XIX(November-December 1970). p. 2.h In preparation for the introduction of the New Economic model in Hungary, the staffnf the lMinistry of Heavy Industry was to be cut by 40 percent: of the Mfinlstry of Lightindustry by 30 percent and of the Ministry of Bulidinp and Urban Development bvy 43percent. "Reorganization of Three Economic Ministries, ' RFE Research : East Eurolpe:Ilungarian Situation Report, June 27, 1967.D In 1972 the Hungarian Government had to Intervene directly to prevent the totalcollapse of six of Hungary's largest enterprises. Barnabas Buky. "Hungary: One YearAfter. I'art II : the Economic Scene," RFE Research : East Europe, i)eceimer 10, 1973,
15 pp.

32-765-74--5
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of labor in the country.1 0 Nor has the Yugoslav Government been will-
ing to close down its clearly unprofitable firms, although the imme-
diate effect of the 1965 reform was a notable increase in unemploy-
inent.1

There is, for example, iron and steel works at Niksi6, in Montenegro.
Its iron ore and its coking coal must be brought by sea to the Adriatic
port of Bar and then hauled over a narrow gauge railway some dis-
tance into the mountains; the finished product must be exported from
Bar north along the Adriatic to Rijeka, and thence by rail east and
south into the interior of the country. It has been calculated that
Niksi6 loses $20 on every ton of steel it produces.' Today, when. mar-
ket forces have a certain play, such a plant would no longer be located
in the mountains of MIontenegro. The enterprise is a survival from the
Stalinist period. Yet the reluctance of the Yugoslavs to close Niksi6
is understandable, since in addition to the approximately 1 million
Yugoslav workers currently employed in the capitalist countries of
Western Europe there are another 300,000 unemployed within the
country, not to speak of perhaps another million undereemployed. Even
so wealthy a country as the United States is moving toward the posi-
tion that unemployment of more than 5 percent of the labor force is
politically unacceptable. We cannot be too critical of the Yugoslavs,
therefore, since their level of unemployment, if we exclude most of the
migrant workers, is on the order of 10 percent.'3

In addition to unemployed bureaucrats and unemployed prole-
tarians, the marketizing regime must also cope with a mushrooming
corruption. This evil becomes widespread in Socialist societies gen-
erally once people are no longer terrorized by the security police.
Thus in the late sixties, Bulgaria witnessed a scandal in her maritimne
transport trust apparently so severe as to require dissolution of the
trust as well as the imposition of prison sentences. But it is the mar-
ketizing society which is most vulnerable to corruption because the
relaxation of central control is so much greater, and today it is Hun-
gary which faces the most onerous problem of this kind.

Of course, some of the activities classified as corrupt by Commu-
nists are not so by Western standards. Thus in Budapest one hears
complaints regarding a class of brokers which has sprung up in the
fruit and vegetable business. These mien move constantly between the
rather broadly scattered peasant markets of the metropolis, buying
where these commodities are cheap and selling where they are dear.
But corruption by Western standards also exists, and on a goodly
scale. Even in the early sixties, during the reorganization which pre-
ceded the reform of 1968, the police broke up a ring which provided
hostesses from the Hungarian airline as callgirls and government
dachas as weekend houses for managerial magnates from foreign

10 The regime argues that the older plants should not be penalized simply because their
ability to reinvest was reduced in order to build the newer plants and that, given these
adverse circumstances the older plants may be considered eicient.

11 Socijalistitka Federativna Republika Jugoslavija. Savezni Zavod za Statlstika, Sta-
tiAticki (Godisnjak Jigoeslavijc 1969 (Beograd, 1969), Pp. 93, 105.

1 F. E. Inn Hamilton, Yugoslavia. Patterns of Economic Activity (New York: Praeger,
1968), pp. 238, 252.

la William Zimmerman, "National-International Linkages in Yugoslavia: the Political
Consequences of Openness," paper presented at the annual meeting of the American
Political Science Association, New Orleans 1973 pp. 10-14; Institut Feddral de la Sta-
tistiquc, Petit Manuel Statistique de la VUgesievic 1972 (XVIII Aunne (Beograd, mat
1972), pp. 10, 14, 30-31, 33, 39. If we add to the number of unemployed the number Of
those who were unemployed prior to migration, or were public charges, the percentage
of unemployed rises to something like 15 percent.
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countries. Perhaps the chief outward sign of corruption today is the
feverish building of luxury dachas on the shores of Lake Balaton,Hungary's principal resort area. Curious travelers are told that thenew owners are not so much Central Committee members or factorymanagers as they arc gynecologists (the number of abortions in Buda-pest is roughly equal to the number of live births), drivers of gasolinetankers, and elevator repairmen. Of these last-named worthies, thereare in Budapest only a fewv dozen, and they must attempt to cope withliterally hundreds of elevators which refuse to function or are indangerous disrepair. The repairmen are able to charge substantial fees
for their services, illicitly of course. As far as the state is concerned,the greatest loss from corruption is probably that incurred as a con-sequence of factory workers selling tools and raw materials in theblack market as a supplementary source of income. The KTadir ]eader-ship is much concerned by such goings-on. Corruption is difficult for amarketizing regime to deal with because in the immediate sense it canonly be contained by a return to the rigid controls which it is theintermediary objective of the reform to dismantle. Only if and whenthe reform has been fully implemented, significant gains in efficiencyachieved, and these translated into improved living standards will theproblem be reducible to standard proportions.14

The spread of corruption has contributed to the emergence of a polit-ical threat on the left, a threat which, although small at present, isregarded by the regime in Budapest as potentially serious.
To put it in a nutshell (with the usual risk of oversimplification), the intro-duction of the economic reform, the new wage-incentive system, the criterionof profitability, and the stress on expertise which favored the leading cadresand managers touched off a wave of dissatisfaction among ordinary workersand revived the old slogans of egalitarianism. Almost inevitably, the reform alsoopened the door to a certain amount of speculation, corruption, and moneygrubbing; in a word, to rapid enrichment. At the same time, East-West contactswere broadened, facilitating foreign tourism, trade, and intellectual exchange.Many people became interested in the good life, to the exclusion of everythingelse."5

As the reform progressed, displaced or downgraded apparatchikiattempted to capitalize on the dissatisfaction of many workers byappealing to the spirit of egalitarianism and by attacking reform
measures as a sellout to consumerism. The apparatchiki also chargedthat as a consequence of the incentive system and the pressure forexpertise, the dictatorship of the proletariat had given away to the
dictatorship of the technical intelligentsia. The revolution had in factbeen betrayed, it was asserted. This kind of talk no doubt sounded
dangerous to KIidair and his advisers because the largely new urbanproletariat, in Hungary as in other Socialist states, had come to occupya relatively privileged if not a pampered position. Marketing reform,as we have explained earlier, meant some undoing of these privileges;and in a Socialist regime, worker opposition wa's not to be ignored,particularly with the Soviets looking over one's shoulder, so to speak.Moreover, a second element was soon involved in the elaboration ofnew left doctrines, one perhaps with an even greater potential for

'4 The above observations are based In good part on 9 months' residence and travel in theEuropean Socialist states, except In Albania and Czechoslovakia (luring 1972 and 1973.'i'his undertaking was made possible by grants from the Natiolnal Endowment for theHumanities and the International Research and Exchanges Board.
15 Charles Andras, "The New Left In Hungary," RFE Research: East Europe, Janu-ary 16, 1974, 28pp. Citation on p. 6. The paragraphs below which deal with the new left inHungary are largely based on this paper.
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upsetting the delicate political equilibrium which Kildir had so art-

fully established. Regiime personalities spoke of the new element as

the third generation, a reference to the prominence in it of the sons

amid daughters of the leading cadres who, in the 1950's and 1960's,

ha d taken over command from the revolutionary generation repre-

sented by the Rakosis and the Ger~is.
These vouiigrst lers were much influenced by the teachings of Lukacs,

who deplored the bureaucratization of socialism in power, which he

read as the decline of Marxism. Lukics believed that the liberalization

of socialismn from the grip of etatization was the priority task of

true revolhtiolnaries, and he asserted that only the intelligentsia could

provide leadership to this end. "iWTe have no choice but to introduce
class consciousness into the working class from the outside," he said.

" And I think that the intelligentsia of today, the radical intelligentsia,

are facimg the grcat task of Working out the principles and methods"

of thiiSew strategy.1'; Nor, during his life, did the Marxist ideologue

hide his dissatisfaction with the new economic model.

In line with the teaching of Lukics, the youngsters of the third

generation argued that the Socialists were building the same industrial

society that the capitalists had already constructed, making of the

social order a consumer-orielnted bureaucratic welfare state. The stu-

dent and poet Miklos Ilaraszti submitted for publication a manuscript

entitled "Piece Work" in which he argued that "there is no difference

between the condition of workers in a capitalist country and that of

those in a Socialist country." l" Thle regimes are building refrigerator

socialism, asserted the third generation. Merely transforming the con-

ditions of ownership is not revolution, for true revolution presupposes

time transformation of muau's weay of life. It is precisely here that East

European Socialists have failed.
By themselves, the third generationists are not dangerous. But the

Kaidair leadership worries lest they infect university students and

younger intellectuals, particularly those resident in the capital. These

students and intellectuals tend to find Socialist reality boring. They

longr for a more colorful and eventful life, for a feeling of adventure

for which they sense little prospect under K(&dar. They do not belong

to the new left, even in an informal way; but because of their disillu-

sionimelt and their constant search for newv solutions, they could easily

fall prey to its appeals, or at least so the regime believes.

Against these potential sources of danger, the downgraded apparat-

elliki and the third generation, KRada`r has proceeded with caution.

Party spokesmen la\ve demanded that steps be taken against the spread

of corruption. A high standard of public morality must be reestab-

lishied, they assert, and the road to unjustified enrichment barred. The

1lungrarianl equivalent of the Komsomol has been enjoined to integrate

the third generation within its ranks. Andras Hegedus, Rakosi's long-

time Prime Minister, has been deprived of his position at the head of

' Cited ill ibid.. p.
17 Cited ill ibid., p. 20. When the censors rejected the manuscript, Harasztl circulated it

pi ivately.
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a research institute and expelled from the party. ITlaraszti hlas ;been
tried but so far not convicted. IBut to date, the main reliance of the
leadership has so far not been on administrative measures but on
counterpropaganda.

To those who have asserted that the leading role of the proletariat
has given way to the leading role of the technical intelligentsia, the
Hungarian leadership has retorted that the niew experts are largely
reeruited from the proletaliat, so that the dividing line between blue.
collar and white collar has become blurred and the character ot thle
working class has changed. Additional workers wvill be promoted to
responsible posts so soon as their general education and professional
qualifications make that possible. Thle leadership also rejects the charge
of r efrigerator socialism, asserting that the agoal of raising living stand-
ards accords with the basic, prineiples of socialism. Only if constuip-
tion is taken as an end in itself is there danger of deviation.

Regime representatives have also taken great care to point out that
the record of the new left in Western Europe, from which the third
,generation has evidently derived many of its ideas, is far from praise-
wvorthy. The new left hlas in fact madice m1re diclicult the position o-l
the, Western parties and prolonged their march to power. Time and
again Hungarian media have "unmasked" the Western nevw left as
purveyors of an eclectric, unscientific ideology and branded it as cheap.
irresponsible, and petty bourgeois. (The role of G(i yrg Luka;s ill all
this has hardly been mentioned.) Furthenllore, the Governmuent has
argued that Socialist revolution is not a single overwhelmigr act but
consists of the pursuit of revolutionary activity in everYday life.
"Everyone who carries out his duties is a revolutionary." -9 i nder
existing conditions, the process of revolution is advanced by good
deeds in support of (muarketizing) reform, an uindertaking which offers
genuline scope for heroism and adventu me.

But marketization brings with. it other hazards than those we have
lumped together under the rubric of the IBhungarian new left. It the
long run, for example, mnarketization signifies greater dependence
upon trade with the West. The advanced technology which is required
to raise living standards and create a more afiluent society is the in-
vention and the possession of the WVestern market economies. To raise
the level of Socialist efficiency, this technology must be imported ill
massive doses. The technology gap between the two parts of Europe
has, if anything, been grow(ing.

And this Western technology must be paid for. At plesenit, most
East European manufactures are not technologically or quailitatively
competitive in the WAest. At existing exchange rates, they must be
sold at a loss; ill other words, dumped. I)uring the Czechoslovak thaw,
the reformers published figures to show that a typical Czech manu-
facture, when sold in the Conimon Market in 196i4. brought only about,
half what a similar good would bring vhen it had been made ill
EFTA, the European Free Trade Association. Ins 19.59, East German

1i Cited in ibid., pp. 24-25.
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exports to market countries sold at a discount of about 40 percent.19

The purpose of marketizing a Socialist economy must in the first place
be the achievement of a level of efficiency at least in some industries
such as will permit the profitable export of manufactured wares, so
that hard currency earnings will not have to be taken out of the do-
mestic living standards, as they are now, but will represent a genuine
profit, and will be quantitatively substantial enough to avert an un-
reasonable escalation of hard currency debt. Greater efficiency would,
of course, have an even greater impact on the domestic economy.

But it is not possible to open the domestic market to competition in
one product only, such as trucks. There must be a variety of goods for
which Western purchasers are willing to spend their lei, their forint,
or their zloty. And these currencies must in the long run be freely ex-
changeable with Western currencies; in other words, the currency of
the nmarketizing country must in the long run be convertible, that is,
hard. Convertibility may be even more important as a prod to the
efficiency of Easterii traders and producers, since their local monopolies
would be destroyed and they would have to withstand the competi-
tion of goods freely bought by Eastern populations on the world
market. The Yugoslavs have openly proclaimed their intention of
making the dinar convertible and have made sufficient progress so that
their currency may properly be characterized as semihard. The Hun-
garians, who must be much more discrete, have quietly established a
double forint for accounting purposes. In bookkeeping, it is exchanged
for dollars at a not unreasonable rate, whereas the rate given to the
ruble is about 1.75 times less favorable, if compared to the official
ruble/dollar rate.

Whatever the instrumentalities of transition, and however long they
take, the consequence must be a considerable integration of the Social-
ist economy with those of Western countries by way of trade. The
percentage of total trade exchanged with Socialist countries will de-
cline, while the percentage exchanged with the capitalist countries will
increase.20 This will not necessarily be to the liking of the men in
MoscoW, who will have to consider whether the marketizing country
is not preparing to change sides. At present, the typical East Euro-
pean Socialist country trades 25 percent with hard currency markets

19 Edwin M. Snell, "Economic Efficiency in Eastern Europe," "Econonic Development in
Countries of Eastern Europe. A Comipendliumn of Papers Submitted to the Subcouillittee on
Foreign Economttic Policy of the Joint Economic Comttmnittee, congress of the United States"
(hereinafter cited as "Economic Development") (Washington, D.C. : U.S. Government Print-
Ing Office, 1!70), pp. 240-280. These appear to be extreme cases, however, as Alan A.
Brown and Paul wMarer, 'Foreign 'rrade in East European Reformis," in 'Morris Bornstein
led.), 'lea anid Market, E3conomic Reforttc itn Eastern Europe (New Haven Yale Uni-
versity Press, 1137.-), pp. 153-206, estimate that maniufactirredi goods are sold by Eastern
exporters to the west at prices between 10 and 80 percent lower, and primary products
between 5 and 20 percent lower, than prices obtained by Western exporters for similar
products. Whatever the correct discount, it Is clear that the ability of the Socialist
countries to itarket machinmiery and transport equ ipImient In the WVest is mmt i muprovi og
rapidly. Whereas Western exports of such equipment to the Comiecon countries rose front
21 percent of total exports iln 1955 to 34 percent in 1370, Comiecon exports of Such equip-
merit to the West as a percentage of total Conmeeon (xports moved front 7 Io 9 percent ill
the sortie period. 'Table 54 : East-West Trade in -Machinery and Transport Equipment,
1)55-70, in J. Wilczy-nski, Technology in Comnecon" (to be published in London by
Alacminllan in late 1974).

2For a detailed analysis see P. Marer, and E. Neuberger, in this volile, infra. pp. 556-
598, and Alan A. Brown and Paul Marer "Foreign Trade in East European Reeftorms,
In Morris Borustein (ed.), Plan allnd Market. Economic Reformi iii Eastern Europe (New
Ilaven : Yale University Press, 1973), pp. 153-206. Such a decline has already begun In
Hungary amid Poland (in 1972-73). Forty percent of 1Poland's foreign trade wnis conducted
with the hard currency area in 1973. Z. I1. Fallenibuchl, "Crossaaiice 6conoiniquc et 6changes
exterieur de lUnion Soviftique et de lErp(le lEst, 1971-75," Reite de I/st. IV
(1!)73), pp. 27-40 presents a table on p. 36 which shows that between 1961 and 1970
intra-Conmecon trade declined as a percentage of world trade.
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and 75 percent in clearing (a form of barter) primarily with other
Socialist states but to some extent also with developing countries.21
(Romania is an exception here. Forty percent of her commerce is
concentrated on hard currency countries. But Romania also has one
of the highest hard currency debts per capita.) In Yugoslavia, the
proportion has been roughly reverse; 75 percent with the market
countries, 25 percent with the Socialist.

It will be difficult for the marketizing country to convince Moscow
that it is not preparing one day to jump ship. One of the many factors
which brought Soviet troops into Czechoslovakia in August 1968, was
the negotiations the Czechs had been carrying on with the Federal
Republic of Germany concerning a huge loan to be expended for the
modernization of Czechoslovak plant and equipment. To repay the
loan Czechs and Slovaks would probably have had to switch a signifi-
cant proportion of their trade to the W;est. This would have created an
uneasy situation. Trading with both sides on a roughly equal basis is
likely to set up considerable tension within the marketizing country.
It is much easier to sell to Socialist states. They have a need for almost
anything that can be produced and they are not choosy when it comes
to quality (although Soviet buyers are becoming more demanding).
That is the difficulty. Firms that trade primarily with the East are
put under less pressure and so their ability to compete in the West
declines. The economy is inevitably pulled in two contrary directions
and there would be considerable danger that the marketizing East
European state would, in the end, find it necessary to opt for the West.

But there is another aspect of the problem of partial commercial
integration with the West. If a society opens its gates to the manufac-
tured wares of the West it will be more difficult to keep out Westerners
and Western ideas. The three are difficult to separate. To do business
on any scale, Western firms must open offices in the Socialist country
with all that that implies: regular access to the AW\estern press, free-
dom of movement about the country, the right to employ local citizens
on a long-term basis. So far most Socialist regimes have taken great
care, and spent considerable sunis of money, to prevent all kinds of con-
tacts, for they believe East-West contacts tend to have a destabilizing
effect which they cannot tolerate. Thus many, that is, Czechoslovakia,
jam electronically Western broadcasts; all maintain a pervasive cen-
sorship; all limit the ingress of Western films, plays, books, and peri-
odicals, not to mention newspapers; some take measures to limit con-
tact between the native population and Western tourists. In addition,
of course, the movement of their own populations across frontiers is
rather severely restricted, the Berlin wall being the most dramatic
example of such restriction. For the most part, however, Yugoslavia
constitutes an exception to all this; she constitutes a breach in what
Churchill once called the Iron Curtain.

These restrictions upon the flow of commmuications a re not without
justification, that is, they make it possible for the regimes to retain
control. The regime could not, for very long, withstand the open
criticism of even a loyal opposition; it has some difficulty coping with
the shortwave transmissions of WAestern radio. The limiting of coin-
munications flow is also important as a means of keeping popular

21 "Table 20, Foreign Trade of Six Enst European Countries and the Soviet Union,
by miniil regions, 1967-71," Economic Commiission for Europe, Econotinc Bulletin tot
/Europe, XXIV (No. 1, 1973), pp. 27-28.
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aspirations within realistic bounds. It is one thing for the average
Pole to realize that Polish living standards are not as high as those
in the Federal German Republic, but quite another for him to knowv
precisely how great the difference is. We should not lose sight of the
fact that the Polish riots of 1970 were concentrated in the Baltic
coastal towns which were both resort areas, visited by Swedes in par-
ticular, and ports through which shipments from the West arrived.
When problems are either too severe or too numerous government
must cope by suppressing some and ignoring others; whence the need
for limiting the flow of communications.

Now partial integration with the Western markets by way of com-
petitive efficiency and convertible currency constitutes an opening up
of communications and magnifies the political problems with which
the party and government must cope. Yugoslavia is the only state
thus far to launch out upon this path. She has opened her frontiers
both to those who wish to enter and those who want to leave. On the
one hand she has permitted worker migration to the Common Market
countries, on the other hand she has, more than any of her Socialist
neighbors, taken measures to develop the tourist trade. Worker remit-
tances are her single largest source of hard currency and tourist rev-
enues the second largest. Indeed, without these two sources of hard
currency the Yugoslav economy would have foundered long ago.
Censorship of the press has been retained, but it is much less rigid
than elsewhere. Westerni films make up the bulk of the movie diet;
most cities have at least one hlouse which specializes in cowboy pictures.
of which the Yugoslavs are inordinately fond. There are even German
and Italian filmmakers who specialize in the production of such pic
tures for the Yugoslav market because the American supply is inade-
quate. Any traveler to Eastern Europe will agree that the atmosphere
in Yugoslavia is much the most relaxed and tolerant of that prevailing
in any Socialist country.

The hard fact remains, however, that all this has brought with it a
revival of the nationality problem, raising the question of the sur-
vival of the federation after Marshall Tito's departure from the scene.
A virtually free flow of coniniunications is by no means the only
factor in this revival but it has been a powerful one. The Yugoslav
Party has, in fact, become six parties, each in control of a separate
republic, and the country is governed by continuing negotiation be-
tween the different party leaderships, with Tito serving as supreme
arbiter. The immediate difficulty is that the efforts to create an insti-
tutional successor to Tito have so far not met with success, but the
more fundamental problem is that of reconciling the Croats and the
Slovenes to cohabitation with the much less sophisticated populations
in the soutli. 2 To be sure the national problem would not have been
solved had the country continued to be ruled by Stalinist principles,
but it would in a fashion have been contained or, perhaps more ac-
curately, suppressed, and the party would have remained united and
cohesive; the passing of the Marshal would have been only a dramatic
incident, not the possible onset of a federal crisis. The other ComI-
munist leaderships will watch developments in Yugoslavia after Tito

IL' For a detailed analysis, see It. V. Burks, the National Probless alnd the Fmuture of
mrlmos~hmia (Santa Monica, Calif.: the RAND Corp.), October 1971 87 pp. For a more

recent presentation see Gary K. Bertsch, 'Currents In Yugoslavia * the Revival of National-
Isin," Problems of Comnmmmni8mn, Novernber-Decemnber 1973, pp. 1-15.
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argus-eyed. The collapse of socialism in that country, or the breakup
of the federation, could only convince them that the hardfisted ap-
nroae h is the only safe one, if indeed they need to be convinced of that.

Thus the opening of the domestic market to W~estern competition,
an inevitable accompIaniment of marketization, can have political side
effects which, from the viewpoint of the regime, are highly deleterious.
There lurks in such a. situation the possibility of a reduction or even a
loss of control. There is, moreover, another sense in which the autono-
mous firml1 operatin- in a semimarket situation may bring wvith it a
diminution of political control. For insofar as there is competition, so
that the consumer hlas the possibility of choice, and insofar as prices
are related to scarcities, so that consumer choices have an impact upon
production, the party will have given hostages to the consumer and
will have abdicated that immediate control of economic processes
which has become the heart of Marxism-Leninism. In market econo-
m ies there is such a thiing as consumer sovereignty. In socialist markets
there is modified consumer sovereignty. but to the extent that this
exists the party has surrendered its direct control of the economic
future. The aims it wishes to achieve will have to be reached by such
indirect devices as taxation, control of interest rates, currency issue,
tariffs, direct studies and other devices familiar to bourgeois govern-
nients. Within this framework the consuimer wvill undoubtedly have
his say.

Finally, there is the fact that enterprise autonomy tends to point
in the direction of trade union autonomy. If basic decisionmakingr au-
thority is vested in the enterprise manager, and the. manager is to
measure his success by the amount of profit his enterprise earns, then
assuredly an easy wvay to increase returns are to hold wages down,
reduce expenditures for safety devices, speedup assembly lines, and
the like. Such praetices can be pursued with relative ease when all
unions are controlled by the party, the government or managemient
itself. A socialist state wahich permitted the working class to be gouged
b- autonomous management would soon find itself in political trouble.
Consequer)tlyif autonomy is given to the managerial class, it follows
that the regime will probably find itself under pressure to grant some
form of autonomy to the unions, in order that the workers may defend
thei r interests.

The Hungarian Party has dealt with this problem by giving the
unions a suspensive veto. The manager is required by law to inform
the union relpresentatives step by step of his various decisions. Should
the union object to a particular action or line of policy, implemenita-
tion is held up until an appeal can be carried to the appropriate mill-
istry. If the minister rules in favor of the manager, the union must
comply. Part) organs complain that insufficient use is made of this
right of suspensive veto and, indeed, the Hlunigarian manager tends to
dominate his enterprise in a fashion reminiscent of 19th century
Britain. In Yugoslavia, on tile other hand, workers are in theory
protected fromi exploitation by the existence of elective Avorkers' Couin-
cils in which the management of the enterprise is supposedly vested.
Ilistorically. these councils were an ideological device wvhichi cainotn-
flaged the autonomy of the manager, whio was the appointee of tile
party, and shieldedi the system from the propaganda barbs of the
Corn informi. Yet it is nonetheless true that the elected council has been
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influential enough to keep wages high and in many instances higher
than was justified by productivity. TTie role of the workers' council has
been one of the factors inhibiting Western investment in Yugoslavia
within the framework of the joint company, which the Yugoslavs in-
vented for that purpose.

To protect their interests, Yugoslav workers also resort to the strike.
Such action is not organized by the unions, which remain under the
control of the party. Rather Yugoslav strikes are illegal, wildcat
affairs, as a rule not enduring for more than a day or two. They are
tolerated by the regime on the ground that the workers would not
misbehave in this fashion if their grievances were unjustified.23 More
often than not the strikers have their way, management panicking in
the face of the evident dissatisfaction of the proletariat. Therelias
even been some talk in Yugoslavia of legalizing strikes, but in present
circumstances this is unlikely.

The right to strike nevertheless appears to be a necessary comple-
ment to enterprise autonomy. If the manager is freed of central con-
trol then in the longer run labor will likely be liberated also. For with-
out the ultimate sanction of the strike, labor would have difficulty
in protecting (not to speak of advancing) its interests. Furthermore,
striking unions would need access to the public media, otherwise they
could not get their side of the story to decisionmaking elites. Such
access would, in turn, limit the authority of the censors.

Thus enterprise autonomy would tend to promote the pluralization
of society. This would be so not alone because of the domino effect we
have just described but for a more fundamental reason as well. Con-
ceding a right to strike would involve, by implication at least, admis-
sion of the existence wvithin socialist society of conflicting interests.24
The orthodox view is that the party embodies the will of the prole-
tariat, that the proletariat is destined by the forces of history to build
a new and perfect society, and that the interest of every human being
lies in the fulfillment of that goal. As Pla'novoe khoziaistvo once put
it: "Given a correct economic policy, in a socialist society there are,
and can be, no groups of workers [kollektivy] whose material interests
lie in contradiction to the objectively necessary planned management
of the economy on the part of the state. H ence, the economic activity
of the enterprise can be defined only by society's purposes." 25 Theinterests of the party, the state, the proletariat, and society are identi-
cal. Any allegation to the contrary is likely to be treated as a mani-
festation of hostility.

Only in countries where economic reform has reached the marketiz-
ing stage do we find admission of conflict of interest. Thus we find a
secretary of the Hungarian Workers' Party explaining to a repre-
sentative of the French Communist press that-
The march forward creates new situations in which the interests of classes,sectors, or individuals can be divergent. It is natural that contradictions shouldarise; it is mistaken to believe that they can be resolved only by laws andadministrative decisions. To know how to discern the contradictioiis and how

23 More technically, strikes are not illegal when they are intended to assure the legality
of nianagement activity.

24 For a detailed analysis see R. V. Burks, "The Political Implications of EconomicReform," in Morris Bornstein (ed.), Plan and Market. Economic Reform in BasternEurorc (New Haven: Yale University Press, 1973), pp. 373-402.2As cited in Gregory Grossmnan "The Solidary Society : a Philosophical Issne in Com-m unist Economic Reforms" in Gregory Grossman (ed.), Essays in Socialism and Planningin Honor of Carl Landauer (Englewood Cliffs, N.J.: Prentice-Hall, Inc., 1970, pp. 205-206.
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to inspire the right methods for overcoming them is perhaps the most important
task of a ruling party.>

For societies as distraught as those of Eastern Europe, and for
regimes with such a narrow base, the hazard of pluralism is/very real.
In this respect the Hungarian regime possesses an advantage which
is not widely understood; the traumatic experience of 1956 left both
the Soviet patron and the Hungarian people with vivid awareness of
those limits which it would be dangerous to transgress.

V. REFORM I NT AGRICULTURE

In two of our eight countries, in Poland and in Yugoslavia, agri-
culture is not now collectivized. The vast bulk of the arable land lies
in private hands. Ideologically, this fact constitutes a liability for the
regimes for it taints their claim to the construction of socialism and
creates doubts in the minds of Marxist-Leninists everywhere as to the
purity of regime intentions. Thus Warsaw has so far refused to under-
take the manufacture of one-cylinder garden tractors such as would
be suitable for the cultivation of the narrow and scattered strips into
which Polish farms have traditionally been divided. Instead Warsaw
turns out the kind of heavy-duty tractor appropriate to the working
of huge collective fields, and has attempted to persuade the farmers
to organize so-called agricultural circles for the collective purchase
and use of the machines. The peasants, of course, remain defiant,
lavishing care on their horses, which have become a symbol of their
independence from the government and which, it is often said, are
better looked after than their wives. (The regime, incidentally, does
produce horse-drawn implements for sale to the peasantry.) The
fodder requirements of the horse population, however, are very large.
It is not an exaggeration to say that the horses are in direct competi-
tion with the human population for food supply. The requirements
of Polish horses depress the Polish living standard. Yet the regime
hesitates to surrender on the issue of one-cylinder tractors for fear
that all parties to the dispute, the peasants as well as Moscow, will
take this concession as a signal that in Poland the socialization of the
countryside has been definitively abandoned.

The ideological stigma associated with private agriculture deepens
with the passage of time. As industrialization and urbanization pro-
ceed the requirements placed on agriculture, both for domestic con-
sulmption and for export, increase, giving hostages to the private
peasantry. The growing need for increased output per hectare can be
satisfied only by further concessions. In order to improve the food
situation in Polish cities, the Gierek leadership, itself brought to power
by severe rioting occasioned by an increase in food prices, has had to
abandon obligatory deliveries. Previously the peasant had always
been required to sell a given proportion of his crop to the Government
at prices substantially below those prevailing in the market.

In Yugoslav agriculture, market prices have prevailed for some
time. The consequence has been a significant improvement in peasant
income, so that the peasantry has become the envy of the urban worker,
and so that some urban migrants have returned to the village in search
of employment. Indeed, the main question in Yugoslav agriculture

m As cited In Kevin Devlin, "French Communist Picture of 'Liberal' Hungary," "RFEResearch: Free World," Oct. 5, 1973, four pages.
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today is whether the upper limit of 10 hectares (approximately 25
acres) should be breached. In Yugoslavia the policy of forcible collec-
tivization was first pursued with great vigor (1949-50) and then
abandoned. At the time of reprivatization (1952-53) Belgrade ruled
that private lholdings could not exceed 10 hectares. Now the more suc-
cessful peasants are pushing for a higher limit. In terms of efficiency
the peasants clearly, have the right of it and the controversy has become
a constitutional issue. Under private agriculture and with the help
of American agricultural technology, Yugoslavia has achieved virtual
self-sufficiency in foodstuffs. The tradeoff has been increased output
per hectare in exchange for fewer Socialist controls. Further increases
in output can be anticipated if the maximum size of the holding is
increased, but the emergence of a kulak class can also be expected.27

But there are also problems with collectivized agriculture. Much has
beei done to improve the situation and the motivation of the collec-
tive fariers. Hle has been given greatly increased quantities of fer-
tilizer. He has been grranted social secur ity benefits lmore or less coni-
ptlarable to those of the urban proletariat;. Above all the regimes haveabandoned the traditional trtuliodev', or workday, under which thepeasant had only a residual claim against the crop, the Governmentsatisfying its various requirements first, so that the peasant had had
to absorb the whole loss of poor crop years in hunger and suffering.
No\v. all regimes have replaced the tiudolen' with fixed guaranteed
wag res as a l iniinut. All these measures have brought about substan-
tial increases in per hectare outpnt in recent years.

Yet output has by no means kept pace with deniandl. Urban popu-
lation has increased by leaps and boiunds, the dietary expectations of
the public have risen, while the requirements for hard-currency-earnl-
ing exportable foodstuffs have multiplied. In Bulgaria, Ronmania. and
Poland, not to mention the Soviet Union, more than half of the caloric
intake is still macde up of bread ald potatoes. Throughout the area as
a whole the diet is badly balanced,, at least by Western standards, low
on protein, fresh fruits and -vegetables and high in carbohydrates and
animal fats. And while there has been visible, even remarkable, im-
provement in the output of collective farm s the regimes with col-lectivized agriculture are still very dependent upon the private plots
for such hard-to-ret items as meat, dairy products, and vegetables,
that is, for labor-intensive crops. For all the improvement in the col-
lectivized sector the regimes must be aware that in relation to the
g"llowing needs of their populations the situation in agriculture re-
ma ins unsatisfactory.

Of the states with collectivized agriculture only Hlungary has taken
significant experimental steps in the fields of material incentives and
ancillary activities. Taken together, the dozens of schemes for award-
inor material rewvards constitute an imp ortant, perhaps even a decisive,
modification of the collective prilciple in favor of individual enter-
prise, so much so that Budapest plays d own these schemes in the pub-lic media 28 in order to excite people in Moscowv unnecessarily. As for

27 The average size of the private farm In Poland is 6.7 ha, a figure whIch Is expectedto increase to 11-15 ha ln the next 15-20 years. Iti. Manteffel, "Polish Panorama. ARtevival of Agriculture's Importance," Zycle WR arszawy, Sept. 30-Oct. 1, 1973 as translatedin P'olish Press Survey # 2431, l IFE Research East Europe, Oct. . 1, 1973, 6 pp).F8 E red E. Dolrs. Incentives in Communist Agriculture: the Hungarian Models,"Slavic Rcvicl,, xXVII (196S), 23-35 provides a survey based on direct observation.
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ancillary activities, Hungarian collectives are now permitted to elngage
in nonagricultural pursuits, including some kinids of manufacturing,
and to hire their own members for this purpose. The trucks which sup-
ply Budapest with foodstuffs are in some considerable part ownied
and operated by collectives, for example, and most rural road repair
and construction is carried out by collective far'ms. A collective ill
southern Hungary which specializes in chicken breeding is also aI-
lowed to manufacture the necessary equipment both for domestic sale
and for export. Such activities permit collective farms to give t leir
members full employment in the winter months and to supplement
their agricultural incomes year round with factory wvages. In HIU-
gary these incomes may now exceed those of the urbanl ploletariat.

The impact of these chlanges on village life in HIungary is visible
even to the casual observer. Except for Yugoslavia, there is more newv
housing under construction in the Hunigarian village thlan anlywilere
else in Eastern Europe. B3ut the changes described raise political ques-
tions of some complexity. The law permittinm collectives to engage in
road repair and construction was enacted, repealed. then reenaicted.
The involvement of collective farns in noiagricultural aicillary activ-
ities implicitly threatens the priority normally accorded tile urban
proletariat. 13ut surely more important is tile dtimage clone to the
collective principle, which is partially abandoned in the niame of mate-
rial incentives.

The media of the other Socialist countries have largely ignored the
systems of material incentives worked out in -lunigary. Politically, col-
lective farminig is a highly senisitive institution. The hunian cost of
collectivization was very high, a fact not soon forgotten, and nowhere
was it higher than in the Soviet Union itself where at least 3 millioii
peasants died in the civil conflict and the great famine which attendcld
the first collectivization campaign, not to meaition millions more who
drew assignment to corrective labor canups. Collectivized agriculture
has since that day been treated by the regimes as a pillar of Socialist
construction. Forcible collectivization in Eastern Europe was by no
means as cruel a process, nor as rapid, as it was in the U.S.S.R. B3ut
it was bitterly resented. If collectivized agriculture should at sonIC
future time be abandoned the question weould inevitably be raised
whether the high human cost of forcible collectization has really been
necessary. This could have a destabilizing effect on bothi parties and(
regillues.

VI. REFORn3 SUBSTITUTES

To repeat, improved central planning is not fraught with political
risks, although it does create problems of its own, but at the same time
it does not provide sufficient gains in efficiency to permllit meallilngful
progress to be made with the technological gap. Without, in other
words, some reliance on market forces and greater integration with
the world market, the economies of Socialist Eastern Europe will not
acquire the earning power which is prerequisite to any influx of West-
erii machinery and equipment, which is -what they badly need.2" It is

marketizing reform which is politically risky. So far only independent
Yugoslavia and Katdair's Htungary have ventured out onto this stormy

MCf. R. V. Burks, "Techlology andi Politeal Change In Eastern EEurope," il Chalmers
Johnison (ed.), Chiage ij d'Commun ist Systemns (Stanford, Cal.: Stanford University 'ress,1970), pp. 265-312.
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sea. The fate of the Czechoslovak reform has been taken by all the
others as a warning.

As the Hungarian and Yugoslav cases demonstrate, however, it
would be easy to overestimate the efficiency gains that might come from
marketizing reform. Much depends upon what kind of marketizing
reform it would be and how thoroughly it could be implemented. It
seems unlikely that in the Eastern Europe of today such reform would
not be hedged about with a series of social safeguards: full employ-
ment, minimal economic insecurity for the individual, minimal shak-
ing up of party cadres and state bureaucrats, and so on. In the present
worldwide inflationary situation there would probably also be a con-
tinuance of price control. The gains in efficiency, at least to begin with,
might be quite moderate by Western standards. Nevertheless, viewed
a la longue, marketizing is probably the only approach to any basic
improvement in the functioning of these economies and would mark
a watershed in the history of the regimes.

,On the other hand, failure to raise substantially factor productivity
is also a risky business, particularly since the official adoption of
consumerism as regime policy. Stagnant living standards produce
apathy and indifference, which the regimes can ill afford, and invite
disorders and even riots which could precipitate political landslides.
To be sure it is possible to resort to repressive measures but these have
also proved counterproductive in the past. Theoretically, if the Soviet
Union took the lead, the East European parties could even return to
Stalinism, with its extensive reliance upon the systematic use of
terror, its antisemitism and its xenophobia. But there is the question
whether today this kind of retreat is a practical alternative and, in
any case, the Communist elites are well aware that terror easily gets
out of hand, that its employment cannot be limited to the masses of
the population. The elites are not prepared, it seems, to give up the
personal security they have enjoyed since Khrushchev's secret speech
in February, 1956.

How can the requirements of political stability be reconciled with
those of economic efficiency? This is the basic dilemma which the
regimes face. In their anxiety they have searched for substitutes for
economic reform. 'So far they have found two: the promotion of
Wrestern tourism, which earns hard currency, and increasing reliance
upon what is called industrial cooperation, a device for importing
*Western technology on a combined credit and barter basis. The regimes
are already learning, however, that tourism has its political costs and,
in the view of the present writer, they will in due time also discover
that industrial cooperation is by mIo means free of political liability.

VII. TouRIsM

Tourism is already an important source of hard currency earnings
for the regimes. The case of Yugoslavia is, of course, exceptional.
In 1971 Yugoslav tourist revenues were 19.8 percent of total exports
and 36.9 percent of hard currency exports. But even in Bulgaria tourist
revenues in 1971 were 13.5 percent of hard currency exports, whereas
in Romania and Hungary the comparable figures were 7.8 and 7.4
percent.3 0 Furthermore, the turnaround time for investments in the

13From a paper dealing with the tourist trade In the Socialist countries presented to the
1973 meeting of the American Economics Association at New York City by Alan Brown,
Paul Marer and Egon Neuberger. Transmitted by Paul Marer to R. V. Burks, Feb. 11, 1974.
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tourist industry is much shorter than for other branches, and the
results more predictable. At the same time it seems doubtful that the
other Socialist countries would or could accept so heavy a dependence
on tourist earnings as Yugoslavia has.

For the Yugoslav experience suggests that it is difficult to build
up a tourist industry without repiivatizationi of services. Over time
Belgrade has been forced to permit the renting of rooms in private
homes, the opening of private restaurants and bars (the number of
employees not members of the owner's family is limited by law), the
operation of private taxi cabs and truckers and even the sale of sea
front property on the Dalmatian coast to Westerners for recreational
purposes. So far the experimentation of other regimes has been limited
to putting tourists in private homes, but as the Socialist capitals try
for increased tourist earnings the pressure for privatization will prob-
ably mount. Centrally planned economies cope with service problems
only indifferently.

Besides reprivatization there are other political costs. These are illus-
trated by what we may call the Orbis hotel. We use the Polish name,
although the institution we have in mind has an appelation which
varies with the country. In Romania it is the O.N.T. hotel, in East
Germany the Interhotel, in Bulgaria the Balkan Turist hotel, and so
on. Every city is likely to contain one such hotel, while the capital will
house several. From the regime's point of view the difficulty with the
Orbis hotel is that it ends up as an enclave of Western influence, as
much used by the local population, particularly in the off-season, as
it is used by the westerners. Typically, the Orbis hotel has the best
restaurant in town, and the best orchestra. It is the "in" place, to which
courting couples repair in preference. The prestigious westerners are
to be seen and contacted in these hotels, as well as those natives who
have the gift of western tongues. If western newspapers are available,
they are to be had in this hotel. More importantly, the Orbis hotel
contains, as a rule, the dollar shop, where the local population can
purchase, for hard currency, such scarce items as western cigarettes
(which continue to serve as a kind of currency throughout the area),
pantyhose, West German transistor radios, French perfumes, and all
other items which convey the message that living conditions are much
better in the West and thus contribute to a rising level of expectation
in the Socialist countries. (On the other hand, the availability of such
goods, even though on a limited basis, may also serve as a safety valve,
as an incentive to work harder in order to be able to procure such
items.) It is even possible to buy a locally-produced automobile for
hard currency in the dollar store. Thus in the G.D.R. a Wartburg nor-
mally costs 60,000 Ostmark and the wait is 9 years. But for $2,400,
or its equivalent in West German marks, one can obtain through the
dollar store a Wartburg within 2 weeks! Our Orbis hotel may also
contain the Cepelia shop (Polish prototype), a store which sells local
handicraft products for local currency, but in selections and varieties
not obtainable elsewhere.

,In off-season four-fifths or more of the guests at an Orbis hotel
will be natives, and another substantial proportion, travelers from
neighboring Socialist countries. This is only partly due to the need for
keeping the rooms occupied. It is also a concession to a growing
demand for travel, any kind of travel, which the regimes attempt to
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satisfy with tours organized collectively for the personnel of this
office or that factory. A related pressure is that for private automo-
biles, to which the regimes are gradually and reluctantly giving way,
since private motorization makes control mole difficult. The rising
demand for travel not only reflects improved living standards; it is
probably also a surrogate political claim: if theie cannot be freedom
of speech then at least there ought to be freedom of travel. We note
the reluctance of the regimes to make any concessions on the issue of
personal contact at Helsinki.

With the exception of Yugoslavia, the Socialist states take measures
to limit the impact of Western tourism. Typically they undersubscribe
the Western press in order to reduce the quantity of Western news-
papers which become available to the local population by way of the
hotel room waste basket or as a consequence of personal contact.
Governments attempt to concentrate foreign tourists in resort areas
which, in turn, can be relatively isolated from the population at large.
in Poland tourists may not sublet private rooms. On the Bulgarian

Black Sea coast each nationality is lodged in its own hotel, with the
East German facility at one end of the beach, and the West German
at the other. The Bulgarian Government also conducts a campaign
each spring designed to convince the public that unnecessary contact
with tourists is contrary to the best interests of the country. The stall
at the Varna beach facility undergoes special training so as to prevent
it from losing perspective or developing false values. Everywhere in
Eastern Europe, with the exception of the more advanced republics
in Yugoslavia, the average citizen knows that he must be careful what
lie says to a foreigner.

Furthermore, once a major commitment to tourism has been made,
as it has in all the countries of Eastern Europe with the exceptions of
the German 'Democratic Republic, Czechoslovakia, and Albania, there
necessarily emerges a powerful new interest grouping. Orbis, or ONT,
or Balkan Turist are major enterprises. In Yugoslavia there are nIow
competing tourist agencies, some of which are, in fact if not in name,
undertakings of the individual republics. Orbis operates hotels and
motels by the dozen, owIIs fleets of cars for rental purposes, manages
garages to service the cars, builds ski lifts and dispatches steamships.
ilt addition to all this, huge sums are spent for archeological excava-
tions-although this would probably be true in any case-for the
restoration of churches and monasteries-the latter are given popula-
tions of regular clergy to make them more attractive and to help
maintain them-and for the development of roads and airports.

Moreover, account must be taken of the innumerable vouing ladies
whfo make a career of guiding and interpreting. As often as not they
come from well-placed families, for the Orbis career, interestingly
enough, is a prestigious one for females. On crucial issues these girls
may exercise some inadvertent influence in high places. Nor should
we underestimate the impact of the hundreds of thousands of personal
contacts between natives and tourists by way of currency dealings and
black market sales of commodities such as cigarettes, used clothing, and
the like. These and other East-West contacts, for example, between
members of the intelligentsia, will be more numerous and carry greater
weight wherever there is widespread local knowledge of the English
and German languages. Once a 'Socialist country has been opened to
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tourism it would not be an easy task to close it off again, even if what
the regimes regard as its negative effects acquired such dimensions as
to make it desirable to do so.

Wle should also point to the potential impact of intrabloc tourism.Russian tourists to Hungary, for example, may be powerfully in-
fluenced by the higher ]iving standards and greater personal freedom
which. theey find there, especially since these are enjoyed under social-
isill. In its early days the (Gierek leadership, attempting to iniprove
]iving standards at 51 rapid rate, arranoged with the (AlM).R. for f ree ex-
change of zloty and Ostmark Within certain limits, thus promoting a
flow of tourists f rom Poland to the G.D.R. But ill a few months the ex-
perinment came to all unhappy end. The Polish tourist bought out the
East German shops, which were laden with foodstuffs and textiles niot
available in Poland. The reaction of the East German public was nega-
tive, even bitter. Relations between Poles and East (German1s Were nlot
improved by the experiment. Differences in living standards within
the bloc are still sufficiently great to create undesirable political conse-
quences if there is f'reedomi of mnovemient across frontiers.

VIII. IXDUSTRILAL COOPE1ATION-

Tourism, however, even without these negative effects, does not get
at the fundamentals of the East European problem. It is a good hard
currency earner, particularly ill countries wvith labor surpluses, alnd it
lhel s in the development of the badly neglected serice industries, but
it does not affect directly the teclhimology gap nor-, to put the same
proposition in other ternis, does it in and of itself raise labor pro-

duictivity by very much. What the Socialist countries need aboVe
everything else is a main moth injection of advanced western tech-
nology and capital. The question is how to bring this about.

D)octrinally this requirement creates difficulties , Afarsin-Leninisin
ia ystenil for tlle inldustrializationl of backwavad countries wvitllout

the massive importation of foreign venture capital, foreign capital
Meanting-iii the Comml1un1ist View-not only economic exploitation
but ultimately the loss of political independence. Doctrinally, the cen-
tral planning system should not only permit the borrowing, of western
technology by a process of imitation but it should also release creative
forces which would produce a rate of technological innlovration and a
level of labor productivity far beyond anything capitalism is capable
of. Said Khrushchev to the 21st Soviet Party Congress ill 1959:

Bourgeois economists contend that at a certain point the industrial develop-
nceat rates in the U.S.S.R. are bound to "slacken." What they are trying to do is
to apply the capitalist economic yardstick to socialism. Capitalism does indeed
erect insuperable barriers to the development of the productive forces and its
rates of industrial growth do begin to drop off. Socialism, on the other hall(d,
creates every condition for a continuous expansion of the productive forces. [Or

ngain:] High rates of growth are a general objective law of socialism, now con-
fiinned by the experience of all the countries of the Socialist camip.
Such thoughts as these underlay the ill-fated Soviet 7-year plan).
launached in. 1959, and the East European plans which were coordinated

SI N. S. Khrshcehev, "Target Figures for the Economic Development of the Soviet Union1959-)65 : Report to the Special 21st Congress of the Communnist Party of the Soviet Union,Jan. 27, 1959, and Reply to Discussion" (London: Soviet Booklet No. 47, 1959), pp. 48, 5).

32-765-74-6
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with it. The failure of the 7-year plan explains the spate of economic
reform which began in 1962.3 3

Once it turned out, however, that the kind of reform which would

produce substantial increases in efficiency was politically risky-and

here the watershed is the military occupation of Czechoslovakia in

1968-then increasing recourse was taken to industrial cooperation,

so-called. Some consideration was given to the device known as the

joint company. As mentioned earlier, this was an invention of the

Yugoslavs who, having abandoned the notion of self-sufficient indus-

trialization in 1965 and having accepted integration with the world

market in principle, were seeking some means for encouraging an

inflow of Western venture capital which would not threaten their

independence. Venture capital would supplement loan capital, or

credit, and not require repayment within a short period, although

profit rates would be higher than interest rates. And venture capital

would mean continuing injections of new technology, preferred by the

Yugoslavs over license purchase as a means of staying technologically

current. Belgrade's notion was that two companies, one Yugoslav and

one Western, would create a third enterprise on Yugoslav soil for

the manufacture of som e commodity which would be sold on the world

market. The Yugoslavs would provide the labor and the plant, the

foreign investor the technology, together with the managerial know-

how. The foreigner could own up to 49 percent of the capital of the

joint company. This Yugoslav innovation was a bold and imaginative

step, for it made possible the entrance of Western venture capital

into the Socialist domains while at the same time giving the last

word in the management of such capital to the Yugoslavs, more spe-

cifically to the workers' council in the joint enterprise.
Nonetheless, the joint company can hardly be regarded as the solu-

tion to the East European problem. The quantities of venture capital

it has brought to Yugoslavia have so far been very disappointing; 33

Western capitalists are not inclined to risk their wealth in a foreign

country where the native partner has the final say. The other Socialist

states, furthermore, have been slow to adopt the Yugoslav device.

Romania has finally done so,34 while Hungary has until very recently

permitted the organization of joint companies only for the purpose

of foreign trade or of manufacturing operations not based on Hun-

garian soil. In July 1973, economists of all the European Socialist

countries met in Budapest and emerged from their deliberations with

the conclusion that the time for the joint company had not yet come.

Perhaps the ideological concession involved is more than the regimes
can stomach.

3. According to W. Brus, "Some General Remarks on the Changes in the System of

Planning and Management," "Gospodarka Planowa" (Warsaw), 1 November 1966, the

average annual rate of growth during 1961-65 in Czechoslovakia was 1.8 percent, as

com11pared to 7 percent in the previous five-year period, while in the GDR the analogous

figures were 2.S percent and 8.1 percent respectively. Cited by Michael Gamarnikowv on

p. 11 of an unpublished MS concerning economic reform in Eastern Europe. Czechoslovakia

and the CDR were the two worst cases since they were the two most mature countries

from the standpoint of economic development. For Western estimates of Soviet and East

European growth during this period cf. Thad P. Alton, "Economic Structure of Growth

in Eastern Europe," "Economic Development In Countries of Eastern Europe. A. Comnpen-

diumn of Papers Submitted to the Subcommittee on Foreign Economic Policy of the Joint

Economic Committee, Congress of the United States (Washington: U.S. Government Print-

Ing Office. 1970). pp. 41-67."
33 Miodrag Sukijasovid, "Yugoslav Foreign Investment Legislation at Work: Experiences

So Far. Second Edition" (Belgrade: Institute of International Politics and Economics,

1970), passim.
34 Ci. Al. Detesan, "Societati Comerciale-Socletiti 'Mixte, Forma Efficlenth de Cooperare

Internationalh" (Bucharest: Viata EconomicA, 1972), particularly pp. 171-172.
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At any rate, industrial cooperation, which offers ownership diffi-culties to neither partner, has very much come to the fore in the last5 years or so. Under this arrangement, for example, an East Europeanenterprise, let us say a maker of trucks, contracts with a Westernmanufacturer for the license to produce, on Eastern soil, a Westernivehicle or parts thereof. The Westerner provides the machinery andequipment; his engineers and technicians supervise their installationand the initial runs, instructing the Eastern labor force in the details
of the operation. All these deliveries are made and services renderedon credit, preferably, from the Socialist point of view, at interest rateslower than commercial. In exchange, the Western entrepreneur re-ceives, once production of the truck has begun in the East, a steadyflow of selected parts, differentials let us say, which he can install inhis own product. Over a period of time the flow of differentials issufficient to amortize the credit. Meantime, hopefully, the two firmshave become involved in additional agreements for industrial
cooperation,

Under such arrangements-a barter deal in which Western tech-nology and know-how are exchanged for standard parts provided asan input to the manufacturing process of the Western firm-the
Westerner assumes only the risk that the flow of parts will falter ornot reach the required standard. The Western partner has an interestin such deals because they provide him with labor which is cheapand well-disciplined. Except for Yugoslavia, and even in Yugoslavia
they are exceptions, strikes are virtually unknown. The Westerner isalso interested because he senses the possibility of a major and long-term increase in East-West trade, and he would like to get in on theground floor. As for the Eastern partner, the problem of ownership,the risk of admitting foreign capital to the sacred soil of Socialism,is obviated. The risk of the Easterner lies in the possibility that, givena recession in the West, the Western partner may be forced to curtailimports from Eastern Europe because of the political problem createdby domestic unemployment.

At present, production under conditions of industrial cooperationamounts only to a pinch. Hungary has probably gone further withthe contrivance than any other Socialist country, yet Budapest claimsonly that 3 percent of its foreign trade reflects agreements for indus-trial cooperation. It is rather that a vast expansion of such trade iscontemplated. The Soviet Union, which has a special problem in theextractive industries, is leading the way. The intent of the Communistleaders, it appears, is to expand industrial cooperation to that pointat which economic reform will be made unnecessary by the augmenta-tion of efficiency achieved. This policy is properly referred to asBrezhnev's gamble, since Brezhnev is the titular head of the Europeansystem of Socialist states and since he is a leading advocate of thisline. For both Eastern Europe and the Soviet Union the policy repre-sents a gamble in two respects. It assumes that the West will be willingand able to provide industrial cooperation to the extent desired andon favorable; that is, noncommercial terms-at least for some years.And it assumes, in the second place, that a huge influx of Westerntechnology and know-how by way of industrial cooperation will in factsignificantly affect the overall efficiency of the central planning system.
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The reaction of the West to Eastern proposals for industr ial coopera-
tion on a grand scale is a subject which does iiot fall within the scope
of this essay, but the second of the two assumptions which underlie the
Brezhnev gamble is both a legitimate and an intriguing object of con-
cern. The first observation to be made is that Socialist Europe has been
importing Western technology on a grand scale for many y ears now.
If we include the Soviet Union in our purview we are talking of half
a century. T[ie pertinent question is why the Communist leaders have
any reason, other than considerations of political expediency, to believe
that the transfer of technology through industrial cooperation will
lead to a more propitious result than the forms of technology transfer
previously relied upoii.

The new elements in industrial cooperation are three: (1) Extensive
Western credit on favorable terms, assuming for the moment that this
becomes available; (2) a heavier participation of Western businessmen
and engineers in the process of technology transfer than heretofore;
and (3) some guarantee that the finished product will be marketable
in the West at market prices. Of the three the third is probably the
most important. For political reasons the second is viewed by the So-
cialists as a disadvantage of some considerable proportion, -,whereas
the first will necessarily entail a foreign policy of compromise and
even cooperation with the West. The third is decisive not only because
it offers the prospect of a bard-currency earning power not based on
the export of fuels and raw materials but above all because it offers a
degree of positive integration of the Socialist economies with the
world market. This should provide a continuing flow of new tech-
nology, since the Western partner cannot afford to incorporate obso-
lescent parts in the finished product.

Two kinds of factors would appear to militate against Brezlhnievs
gamble, those inherent in the situation of any developing country,
which would not apply of course to the German Democratic Republic
or Czechoslovakia, and those which appear to characterize the central
planning system of the AMarxist-Leninist type. 'In the first category
stands the fact that most of Eastern Europe does not possess a labor
force structure appropriate to the absorption of new technology. There
exists a surplus of cheap, unskilled labor which can be more effectively
employed at the existing level of technology. The introduction of
more advanced equipment would only mean a higher ratio of on-the-
job unemployment which already may run as high as 25 percent of
the work force in the People's Republic of Poland. There is also the
second fact that the recipient countries, save for the exceptions named,
do not possess an infrastructure appropriate to receive and nourish
advanced technology. These obstacles, however, can be overcome with
fairly substantial quantities of time. In many areas labor is scarcer
than it was, while the pool of agricultural workers which can still be
tapped has shrunk.

The principal weakness of the Socialist command economy, however,
appears to be inherent and not subject to the erosive action of time.
This weakness is a low rate of technological innovation as compared
with the market economy. Indeed, the Socialist system penalizes ininlo-
vation, despite the claims of its proponents to the contrary. The
Socialist system has a built-in bias toward unlimited production innS

and a regular abhorrence of model changes. The institutional reasons
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for the noninnovative character of the centrally planned econolm,
Marxist-Leninist version, I have attempted to explain elsewhere35
One factor. however, which may have been seriously undervalued in
this and other analyses of the Socialist innovational problem is the
inherent tendency of Marxist-Leninist planning to create an institu-
tionalized seller's market in which the consumer must buy what is
offered him or do without. Thus the absence of consumer sovereignty
is a crippling elemente

Suffice it here to say that this technologically static system is placed
by history in competition with another which is technologically
dynamic. As Arnold Toynbee once expressed it, the Wrest puts itself
through one technological revolution after the other while the Socialist
East can respond only by resorting to one forced march after the
other. It is a remarkable fact, not frequently enough alluded to, that not
one of the world's breakthrough inventions since the introduction of
the first 5-year plan in 1928 has originated under Socialism, so that
the Socialists hale been obliged to import ever-new technologies as
Avell as the industries that go with them. Synthetic fibers, television,
xeroographv, nuclear energy, computers, transistors are among the
principal examples. The fact that the Socialists started far behind
and have made great, even astonishing. industrial progress in com-
parison with their point of departure should not obscure for us the
fact that in the 1970's they are no longer narrowing the technological
gap, although they have staked their future on their ability to do so.

Oin the face of it a guaranteed flow of new technology through
industrial cooperation does not appear adequate to the task. There
will undoubtedly be an improved rate of growth in Socialist labor
productivity as oilon as cooperation continues, but the new technologv
will remain, so to speak, as nonreproductive as the old, for there will
be no basic change in the central planning system itself. In a way,
the Communist leaders themselves recognize this fact, since they view
industrial cooperation as a device for shielding their economies against
moulnting plessures for fundamental restructuring. Thus the likely
effect of large-scale industrial cooperation will be to tide the Socialist
regimies over for a few years, until it becomes evident to everyone, but
more particularly to the Socialist elites, that the Brezhnev gamble
has failed.

M[eantime industrial cooperation will probably have turned out to
have its own political cost. The introduction of Western business
offices, placing Eastern employees under the supervision of Western
bosses in a semipermanent relationship, as well as increased commer-
cial and technological intercourse, may well have some of the same
effects as tourism, especially at elite levels; that is, additional leakage
of information concerning the true conditions prevailing in the West,
a further raising of the level of expectation, and some elevation of
the public flash point, the juncture at which serious disorders break
out without much in the way of provocation. In addition, there would
be a demonstration effect of no small proportion: large numbers of
influential East Europeans would over a long period be brought face
to face with the pervasive technological superiority of the West.
raising doubts in their minds as to the inherent superiority of
Socialism.

'w Blu rks, "Technology and Political Change," loc. cit.
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Finally, Eastern Europe might well find itself to some degree in
that kind of dependency on the West, the avoidance of which is the
raison d'etre of autarkic industrialization. A very sizable hard-
currency debt would probably accumulate. Western businessmen might
insist on exercising more extensive control over the Eastern partner-
plant. Western politicians might bring pressure to bear for political
concessions in order to justify, before their national parliaments, con-
tinued subsidization of industrial cooperation agreements. There is
already a current of expert opinion in Poland which holds that that
country has gone as far as prudent in incurring debt to the West.
But there is also the other side of the coin, particularly as regards
the Soviet Union, which may well acquire a leverage on Western
creditors (and their governments), anxious to safeguard the security
and profitability of their investments. This could become a major
political problem in the event of large U.S. investments in the
U.S.S.R., contributing to a potentially dangerous flaccidity of Amer-
ican public opinion.



EAST EUROPEAN INTEGRATION: COMECON

By ZBIGNIEW M. FALLEN-B-UC1L

CONTENTS

Page
I. Twenty-Five Years of the Evolution of Comecon…-------------------- 79

1. The first stage (1949-01)--------------------------------------- 79
2. The second stage (1962-70)_______________7______-_____------- 87
3. The third stage (1971-74)…___---------------------------------- - 9;

II. The Mfechanism of Integration ………---------------------------------- 107
1. Coordination of plans…------------------------------------------ 107
2. Collaboration in production…------------------ ------------------ 116
3. International mobility of factors of production…------------------- 122
4. Scientific and technical collaboration…---------------------------- 128
5. Market forces-------------------------------------------------- 132

I. TWENTY-FIVE YEA1RS OF THiE EVOLUTION OF COMECON

1. The First Stage (1949-61)

In 1974 the Council for Mutual Economic Assistance-Comecon-
celebrates its 25th anniversary. It was born at a conference of repre-
sentatives of Bulgaria, Czechoslovakia, Hungary, Poland, Romania,
and the U.S.S.R. which was held in Moscow on January 5-8, 1949. A
brief communique, signed by the delegates at the end of the confer-
ence, served as the only legal basis for the newly established institu-
tion until it received its charter 10 years later in 1959-ratified in
1960. The communique simply stated the decision to create the Council,
based on equal representation of the participating countries, for the
purpose of exchanging experience in economic matters, extending
mutual technical assistance and granting mutual aid in the form of
raw materials, machines, industrial equipment, etc. It also stipulated
that (1) the Council would be an open organization which might be
joined by other European* countries which accept the same principles
and would like to participate in a wide economic cooperation with
the member countries; (2) the decisions would be taken only with the
approval of the interested country; and (3) the meetings would be
held periodically in the capital of each of the member countries in turn
under the chairmanship of the representative of the country in whose
capital the session takes place.;

The laconic form of the communique. the lack of a charter and only
a very brief and vague description of the envisaged operations of the
Council suggest that this was a sudden decision and that the institu-
tional framework was not regarded as very important at the time.

*This geographical limitation was removed in 1962.
1 B. W. Reutt, Iodstawowe dokumienty RWPG I organizacji wyspecJailzowanycii"

(Fundamnental Documents of C'MEA and of Specialized Organizations), Warsaw 197:,pp. 13, 14.

(79)
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Indeed, the estatoishment of Comecon was a hasty reaction to some
developments outside as well as within the bloc, which had just been
established by the Soviet Union and probably was still regarded by
its leaders as very fragile. While consolidation of Western Europe
was rapidlv advancing with the assistance of the United States,
political relations between the Soviet Union and the Western Allies
were deteriorating. CM1EA was established as, above all, a response
to the Marshall plan, and as a compensation, particularly for the two
ex-allied nations, Poland and Czechoslovakia, who were forbidden by
the Soviet Union to participate in it and were asked to withdraw from
the World Bank and the International Monetary Fund, of which they
had been charter members. The communiqu6 explicitly mentions th;e
Marshall plan as the reason for the establishment of the Council:

The conference noted * * * that the governments of the United States,
England, and some other West European countries are boycotting trade with
the countries of people s democracy and the Soviet Union because these countries
(lo not consider it possible to submit themselves to the dictates of the AMarshall
plan, which violates national sovereignty and interests of national economies.
Taking this situation into consideration, the conference discussed a feasibility
of organizing a wider economic cooperation of the countries of people's democracy
and the Soviet Union.2

But there were also some other reasons. There was Yugoslavia's
defection and a potential danger 'that some other countries might
follow her example. Comecon was to be an additional instrument of
Soviet control over the countries of the region. Moreover, it could
prevent any other forms of economic cooperation among East Euro-
pean countries which would exclude the Soviet Union.

'Immediately after the war there was in Eastern Europe an equally
strong interest in economic and political cooperation as in Western
Europe and there were many manifestations of this interest. Follow-
ing the war-time negotiations between the governments-in-exile of
Czechoslovakia and Poland, a considerable degree of cooperation
between these two countries was envisaged, although the post-war
political situation required scaling down the original plans. On July 4,
1947, an agreement was signed to promote industrial development and
progress in both countries and to avoid unnecessary investments. A
permanent Czechoslovak-Polish Council of Economic Cooperation
was established with a large secretariat to implement the agreement
and the Council became a very active body.3 In May 1947, Hungary
and Yugosl avia concluded an agreement on cooperation in the field of
bauxite and aluminumn production. In July and November of the same
year, negotiations took place between Yugoslav and Bulgarian Gov-
ernment committees and a pact of friendship and mutual assistance
was concluded. Its objective was "to enhance economic cooperation, to
strengthen and widen mutual activity, to coordinate planning, to
accelerate the realization of a custom union." 4 In January '1948,
Ronianian-Bulgarian negotiations took place as another step in the
direction of a comprehensive economic integration among the Balkan
countries.

2 lid. p. 14.
:-). Fikus, "Radi Wzajenmnej Pomocy Gospodarczej" (The Conncll for Mutual Economic

Assistance), Warsaw 1i7. p. 14.
As quioted by 1. T. Beredld -Tro Problem of Eastern European Economic Integration

Ill a litorleai l'erspe'tiHve" in T. Vajda and M. Simiiai (eds.), "Foreign Trade in a Planned
lEcoino.n3" Cambridge 1iT1, p. 12.
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Under the Soviet pressure all these plans were abandoned and
even political contacts between neighboring Communist regimes in
Eastern Europe were at a minimum.5 The Czechoslovak-Polish Couil-
cil of Economic Cooperation was liquidated and the Balkan federa-
tion was stopped after Stalin had criticized it openly. An editorial
ill Pravda explained that: "in these countries the problem to be solved
is to protect and to strengthen their sovereignty and independence by
organizing and mobilizing internal democratic forces and not to think
out some federation, confederation, or a customs union." c

The establishment of Comecon closed the door to any such proposals.
This fact is now recognized in Eastern Europe. For example, a dis-
tinguislhed Hungarian economic historian has pointed out that vhat-
ever hopes for integration might have existed in the preparatory
peiiod, "when the activities of CMIE.A. started, no such schemes vere
mncutioneed in its published programnmes and documents, nor did it
advocate them in its advisory dealings." 7Similarly a Polish econ-
omist explains that for Stalin "every direct contact between socialist
countries involved a danger of schism" and "paradoxically, during the
1950's direct economic links among individual countries of people's
democracy were weakening rather than strengthening." 8 For this
reason the pattern of economic relations which emerged in Eastern
E urope at that time was not that of a developing regioinal integration:

The newly established model of relations among socialist countries h1ad a
"'radial" character. The center was located in Moscow. There was the main source
of inspiration. ']'here was, therefore, a close link between the enlter anmd each
country separately, b)ut there were no closer links anong the l)eople's democratic
coun mtries.9

Before WW II all East European countries were oriented toward
trade wvith the W1rest, and trade with the Soviet Union represented only
ami insignificant proportion of their total trade. In 1950 the share of
ClMEA in total trade was 54.5 percent in Czechoslovakia, 58.4 percent
in Poland, 61.4 in Hungary, 72.3 percent in G.I).R., 83.2 percent in
Romanian, and 88.4 percent in Bulgaria. In Poland and in 1-I1minary
the share of trade with the Soviet Union was smaller than the share of
trade with the rest of CMEA. In Czechoslovakia, the two shares were
almost equal. In G.D.R., Romania and Bulgaria, trade with the Soviet
Union exceeded that vith the rest of Comecon (see table 1).

Z. K. Brzezinski, "The Soviet Bloc," New York rev. ed., 1960, pp. 122-23.
P'ravda, Jan. 30, 1948, as quoted by lBerenid, op. cit., p. 14.

71Berend, op. cit., pp. 14-15.
MFkus, op. cit., p. 14.

Ibid.
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TABLE I

A. INTRA-COMECON TRADE (PERCENTAGES OF TOTAL TRADE, CURRENT PRICES)

Country 1950 1955 1960 1965 1970 1971

Bulgaria with-
Total CMEA -88.4 87.2 80.4 73.0 74.1 75.4
U.S.S.R ----------- 67.1 49.0 52.8 51.1 52.5 53.7

Rest of CMEA ---- 21. 3 38. 2 27. 6 22. 9 21.6 21. 7

Czechoslovakia with-
Total CMEA -54.5 63.7 63.8 68.1 63.9 64. 2
U.S.S.R ------ 27. 4 34. 5 34.4 36. 4 32. 4 32. 8

Restof CMEA -27.1 29.2 29.4 31.7 31.5 31.4

G.D.R. with-
Total CMEA- 72. 3 64.0 67. 7 69. 4 68. 3 67. 4
U.S.S.R -39. 7 38. 3 44. 9 45. 5 39.0 38. 3

Rest of CMEA ' 32.6 25.7 22.7 23.9 29.3 29.1

Hungary with-
Total CMEA -61.4 54.4 63.1 65.4 61.9 63.9
U.S.S.R -26. 8 22.0 31. 1 35. 6 34. 5 34.1

Rest of CMEA -34. 6 32.4 32.0 29.8 27.4 29. 8

Poland with-
Total CMEA -58.4 59.3 56.6 60.5 62.0 61.9
U.S.S.R ----------- 26.8 32.1 31.2 33.0 36.4 35.7

Rest of CMEA -31.6 27.2 25.4 27.5 26.5 26. 2

Romania with-
Total CMEA -83.2 79.4 66.9 60.7 49.1 47.2
U.S.S.R -55. 4 61. 5 39. 7 38. 6 26.9 24. 8

Rest ofCMEA -27.8 17.9 27.2 22.1 22.2 22.4

U.S.S.R. with total CMEA -57.4 51.6 53.0 58.0 55.6 56. 2

Sources: G.U.S. Kraje RWPG: ludnosc, gospodarka, kultura (The CMEA Countries: Population, Economy, Culture),
Warsaw 1972, pp. 73-75. CMEA Secretariat, "A Survey of 20 Years of the Council for Mutual Economic Assistance," Moscow
1969, pp. 89-90. L.S. "XXVII Sesja RWPG" (the 27th Session of CMEA), Gospodarka planowa (Warsaw), p. 634.

B. SHARE OF THE MEMBER-COUNTRIES IN INTRA-COMECON TRADE (PERCENTAGES)

Export Import

1950 1960 1970 1950 1960 1970

CMEA -100.0 100.0 100.0 100.0 100.0 100.0

Country

Bulgaria
Czechoslovakia
G.D.R
Hungary ---------------------------------------
Mongolia ------------------
Poland.
Romania.---------------------------.---
U .S.S . -- - - - - - - - - -- - - - - - - - - -

4.2 5.6 8.1 5.7 6.2 7.0
16.5 15.0 13.1 15.0 14.2 12.5
11.1 18.6 16.8 13.7 19.4 17.3
8.3 6.6 7.7 8.7 7.6 8.4

.8 .4 - - 1.2 1.2
13.8 8.9 11.5 17.9 10.9 12.6
7.3 5.8 5. 0 7.4 6 5. 3 5. 1

38.8 38.7 37.4 31.4 35.2 35.9

Source: M. Bogacka, 1. Cieniuch, T. Leszek, "Rozwoj handlo wzajemnego w ramach RWPG" (Development of Intra-
ComeconTrade),llandelzagraniczny(Warsaw), No. 11, 1973, p.376.

Between 1950 and 1960, the share of trade with the Soviet Union
increased ill all countries except Bulgaria and Romania where, how-
ever, the share was still the largest and the third largest among all
East European countries. In the G.D.R., Poland and Humgary, the
share of trade with the Soviet Union increased, while the share of
trade with the rest of CMEA declined. In Czechoslovakia both
shares increased but trade increased more rapidly with the Soviet
Union than with other CMEA partners. In 1960 Hungary was the
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only country which had a smaller share of trade with the Soviet
Union than with the rest of CMEA (31.1 and 32.0 percent respec-
tively). In other countries the two shares were as follows: Poland 31.2
and 25.4 percent, Czechoslovakia 34.4 and 29.4 percent, Romania 39.7
and 27.2 percent, G.D.R. 44.9 and 22.7 percent and Bulgaria 52.8 and
27.6 percent.

The first session of CMEA was held in Moscow in April 1949.
It established a Bureau, consisting of representatives from each coun-
try, and a small technical staff headed by the Secretary of the Council.
The second session took place in Sofia in August of the same year. It
accepted the principle of the exchange of technological documentation
without payment and recommended that the member-countries should
sign long-term agreements in addition to annual commercial agree-
nwents. The third session, held in Moscow in October 1950, concen-
trated its attention on mutual supplying of commodities which were
essential for the fulfilment of the first industrialization plans.'0 Once
established, Comecon, which was enlarged by the entry of Albania in
1949 and of the newly created German Democratic Republic in 1950,
had a very limited role. Both the expansion of trade within the bloc
and the exchange of technical documentation, and so forth were based
on bilateral ,agreements; Comecon's role was limited to some attempts
to coordinate the process. Although created as a response to the Mar-
shall plan, CMEA was never envisaged as an instrument for trans-
fer of capital from the U.S.S.R. to its East European partners. Iloth
Soviet aid and various transfers froml Eastern Europe to the Soviet
Union were arranged bilaterally. It has been calculated that, even
when cancellation of reparations from the ex-enemy countries to the
Soviet Union are included as Soviet aid, the net flowv of resources from
Eastern Europe to the Soviet Union during the period 1945-60 is of
I-he same order of magnitude as the flow from the United States to
WVest Europe under the Marshall plan which amounted to about $14
lillioll.'

at the time when CAEA was established the Soviet system of plani-
ningr and management and the Soviet development strategy were intro-
cluced in all East European countries with only minor variations. The
interaction of the system with this particular strateg ,y resulted in a
moi'e or less uniform pattern of industrialization. According to the
current Communist terminology this was the "extensive pattern of
development." Growth depended on increases in employment in the
nonagfricultural sectors of the economy, above all in heavy industry,
and a rapidly expanding capital stock. The role of improvements in
the productivity of labor and capital was relatively unimiportant. The
stress was on the mobilization of resources and allocating them to those
branches of industry which produce producers' goods in accordance
with some rigidly defined priorities.12 These were the objectives which

'5 Ibid., p. 15: W. Tskra, I. Misiel RWPG Tntegracja Cospodareza Warsaw, 1971, p. 136.
11 '. tMarer, "The Political Economy of Soviet Relations With East Europe: 1945 to

Present," a paper presented at the panel Testing the Theory of Economic Impernlilsm
of the annual meeting of the International Studies Association, New York, March 1973,
preliminary draft, pp. 15-16. Information on Soviet aid to Eastern Europe and transfers
from Eastern Europe to the Soviet Union can also be found ln M. I. Goldman, Soviet
Foreign Aid. New York 1967 and J. Hlorvath, "Grants Elements In Intra-Bloc Aid Pro-
granlie," ASTE Bulletin, v. Xiii. No. 3, 1971, pp. 1-17.

1` Z. I. Fallenbuchl, "Some Structural Aspects of the Soviet-type Investment Policy",
Soviet Studies (Glnsgow), No. 4, 1965, pp. 432-47.
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the highly centralized Soviet-type system of planning and manage-
ment was able to achieve relatively well.13 Higll rates of growth were
enforced but the cost of the process was enormous. Increases in labor
productivity were achieved by heavy investment outlays. The capital-
labor ratios were increasing 'and, with high capital-output ratios, large
volumes of investable funds were required. High rates of accumulation
(that is, saving) were, therefore, necessary and consumption had to be
kept at a low level.-'

Until the middle of the 1950's international trade performed a sub-
sidiary function. The strategy of development was based on import
substitution. Attempts were made to achieve a relatively high degree
of self-sufficiency for every country in industrial products-both pro-
ducers' and consumption goods. The expansion of the "domestic raw
material base" was regarded everywhere as an important objective,
whatever the cost involved. Thade was needed at first to supply the
necessary investment goods and, later, raw materials for the newly
established industries if no sufficient domestic sources could be devel-
oped. Imports dominated the scene. Exports Avere simply needed to
secure foreign exchanges to finance those imports which could not be
avoided. They consisted mainly of some temporary surpluses whici
were often achieved at the expense of the domestic level of
consumption."

An almost identical industrialization drive taking place at the same
time in all countries of Easterii Europe, based on import substitution
and on the principle of the priority development of the same indus-
tries, producing the same producers goods, and often made according
to the same blueprints, resulted in the establishment of competitive
rather than complementary industrial structures. This process call be
described, using the -words of a Hungarian economist, as follows:

In Czechoslovakia, the German Democratic Republic and 11 ungary v * °
several branches of industry were created or expanded to niany times their
former capacity in accordance with the needs of the Soviet market. Later, lo0w.
ever, the industrially less advanced countries embarked oln a road of develop-
inent designed to save imports, building up the capacity of manufacture products
they had earlier imported from other countries. Unfortunately, the technical
development of the industrially more advanced countries was nmot adopted ill
timie to these changed circumstances, and this involved the appearance of parallel
capacities. These later turned out to be serious obstacles to a sound growth of
international trade.'

The countries of the bloc found it exceedingly more difficult to trade
among themselves in the products of newly developed industries and
were competing for the same raw materials and for the export markets
for the same products." Serious shortages of raw materials appeared
within the bloc. The Soviet Union was the main supplier. In 19515 fieles

13 Z. AL. Fallenbuchl. "Iow Does the Soviet Economy Functioi Without a Free Market?",
T7he Queen's Q uartcrly (Kingston, OIn tiiito) No. 4, 1964, reprinuted in i. lBornstein ani
1). P. Fusfeld (eds.). The Soviet Economy, Ilomiewood, IIli. 1966. 1970. and 1974 edition .

14 Z. M. Fallenbuchl, 'The Communist Pattern of Industrialization,' Soviet Studies,
No. 4, 1970, pp. 458-84.

L IZ. M. Fallenbuchl "Growth Through Trade In the Socialist Economies," In W. D). G.
Hunter (ed.), Papers and Proceedings of the Conference on Current 1 robleuis of Socialist
Economies, Hamilton Oat. 1970 (mimeographed). A. A. Brown and E. Neuberger, 'For-
eign Trade of Centrally Pllanned Economies: An Introduction" in A. A. Brown and
E. Neuberger (eds) International Trade and Central P1lanning, Berkeley 1968. Dp. 3-28.

'J. Bognar. "A Contemporary Approach to Enst-West Economilc telations' , The Anew
Hungoaan Quarterly, (Budapest), No. 34, 1969, p. 30.

"S. h6ra, Z. KInyzialc Mlied(zynarodonXaa specia7iz.acia produrkiei I raklir RWPO. (Inter-
national Specialization of Production of the CMEA Countries), Warsaw 1971, pp. 33, 37.
88, 89.
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and raw materials represented 42 percent, and foodstuffs another 15
percent of total Soviet exports to Eastern Europe. Poland increased
the excess of export over import of fuels and raw materials more than
five times between 1950 and 1956 and became the second largest net
exporter of this group of commodities. However, in 1957 the first trade
deficit appeared, and a gorowing deficit in fuels and raw materials has
become a permanent feature of the Polish economy. Bulgaria shifted
from a small deficit in 1950 to a surplus of approximately the same
size in 1955. Since 1957, however, it has become another net importer
of fuels and raw materials. Ronmania increased its net export of this
group of commodities almost four times between 1950 and 1955, but
the surplus appeared for the last time ill 1961. Since 1962 even Ro-
mania, withl her rich deposits of oil, has been a net importer of that
got l)p of commodities. In the meantime, the net import of fuels and
raw materials wvas rapidly increasing in 'Czechoslovakia, G.D).R. and
I lunigary, the three countries which had been the net importers of this
groupl of commodities at the begilillillg of their postwar development.'8

In all East European countries, the stress oln the construction of new
p1hits for the production of producers' goods, particularly iron and
steel, heave machinery and basic chemicals, resulted in the expansion
of relatively material-inteiisive industries wit bout sufficient domestic
raw materials. In this way, the application of the Soviet pattern of
industrialization in Eastern Europe, together with the inefficiencey in
the use of materials stimulated by the system of planning and maniage-
nmeit,"9 resulted in a very rapid growth of the import of raw material.
This growth, a feature which can be regarded as noarmal in advanced
countries, appeared at the time when the traditional exports were
exp)eriencimg considerable diflicnlties, caused partly by the shortage of
imivestment resources. Moreover, the potential new export industries
had not achieved sufficient progress to face competition in the world
market. :Others, it was becoming obvious, would never be competitive,
even in the long run, as they had been constructed to meet domestic
needs, whatever the cost. It was necessary to find markets within the
bloc for all those industries which could not comlpete in the world
markets. The problem of markets "became at that stage one of the most
important factors in linking together the economy of the U.S.S.R. and
the countries of people's democracy." 20

Already "during the realization of the first multiyear plans for the
development of national economy, disproportions in the growth of
various sectors appeared in individual countries," including "the dis-
parity between the rapid expansion of the manufacturing industry
and the underdevelopment of the domestic raw material base" and tlhc
lag betweemi the growth of industry and agriculture. The solution of
these difficulties made it necessary "to coordinate the efforts of these
Counlltr'ieS." 21 Such economic concepts as the size of the market and
comparative advantages had to be "rediscovered" by the Marxist econ-
omists in order to support a switch from the old autarkic policies to an
international division of labor within the bloc. The following appraisal

"1 Fallenbuchl, "Growth Through Trade . . " op. cit.
1'O. Sik, "Plan and Market under Socialism," White Plains, N.Y., 1967. p. 74.
2° I. Slyanov, "Radii Wznjemnej Pomocy Gospodarezej i etapjljrozwoju" (The Council

for Ilutual Economic Assistance and Stages of Its Development), "Gospodarka planowa"
:irsaw), No. 5, 1902, p. 3.
,~Ibid.
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of the situation represents a widely accepted view among the East
European economists:

The significance of international specialization among the Socialist countries
began to be appreciated only at the time when, after the completion of the first
stage of industrialization, the lack of such specialization was resulting in the
wastage of resources and productive capacities of individual countries. The lack
of specialization and cooperation among the socialist countries on a wide scale
started, quite clearly, to hamper their further economic development. In the
whole period 1950-60 no visible reduction in the pace of development of the
socialist countries appeared, but the maintenance of the pace was achieved only
at the expense of high outlays and without full utilization of existing possibilities
and, in consequence, with some restriction of the standard of living of the popu-
lation. With a more rational specialization and cooperation in production among
the socialist countries it would have been possible to achieve a similar pace of
growth with lower outlays and with more rapid increases in the standard of
living in the socialist countries, or an additional acceleration in the pace of
economic growth.2

By the middle of the 1950's, it became clear that the maximum ex-
pansion of trade, which was possible without a more effective inter-
national institutional framework, had been reached. TI erefore, a
period of accelerated organizational activities followed. The 6-year
period of stagnation. At the sixth (December 1955) and seventh (May
1956) sessions the main lines of intrabloc cooperation in the most im-
portant sectors were discussed, and some recommendations were made
for inclusion in the plans for 1956-60. The eighth session (June 1957)
approved coordination of work for the preparation of the perspective
development plans for 10 to 15 years. A conference of the party leaders
took place in Moscow in 1958 and agreed on the necessity to expand
multilateral links and specialization and cooperation in production
among the member countries. Consequently, 1958 is usually regarded
by East European economists as the beginning of a shift from coopera-
tion of trade to cooperation of production; 23 a lengthy process which
so far has not been fully successful.

Four sessions were held in 2 years (June and December 1958 and
May and December 1959), during which some decisions were reached
on the main lines of coordination of the plans for 1961-65, particularly
on specialization and cooperation in the production of fuels, energy
and raw materials. The new role of Comecon, development strategy,
the perspective plans for the period until 1980 and the longrun spe-
cialization of individual countries were discussed, causing considerable
friction among the CMEA countries at two conferences of party lead-
ers and chiefs of governments which were held in 1960 and at three
sessions of the council which took place in 1960 and 1961.24

These sessions also devoted time to effect an institutional restructur-
ing of CMEA. In order to secure coordination of the activities of the
member countries in various fields, standing commissions were devised.
The first 10 were established at the seventh session (in 1956). Commis-
sions on foreign trade, ferrous metallurgy, and geology were located in
Moscow, on the engineering industry in Prague, on the chemical indus-
try in Berlin, on the coal industry in Warsaw, on nonferrous metal-
lurgy and the timber and cellulose industry in Budapest, on the oil

2 J. Soldaczuk, "Strukturalne przeobra~enia we wsp6lczesnej gospodarce wlmatowej"
(Structural Changes in the Contemporary World Economy) In Z. Kamecki, J. Soldaczuk,.
XV. Sierpim'iski, MiedLynarodomce sto8unki ekomtoiniczne (International Economic Rela-
tions). Warsaw 1964, p. 84.

M' Fikus, op. cit., p. 15.
24 M. Kaser, Gornccon, London-New York-Toronto, second edition 1967, p. 92.
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and gas industry in Bucharest, and on agriculture in Sofia. In 1958,
commissions on geology and on the timber and cellulose industry were
abolished, while five new commissions were added to deal with eco-
nomic problems (Moscow), construction (Berlin), electric power
(Moscow), the light and food industries (Prague) and transport
(Warsaw). In 1960 a standing commission on peaceftul use of atomic
energy was established in Moscow. The approval of the charter of thle
council in 1959 prepared the ground for a major reorganization.

2. T'he Second Stage (1962-70)

The second stage in the evolution of CMIEA was introduced again
as a reaction to various developments within and outside the bloc. In
addition to economic difficulties which were experienced by all CMEA
countries and the increasingly pressing need to increase the role of
international economic relations in the process of economic develop-
ment, there was also the political situation within the bloc.

In the Soviet Union a period of relative instability followed the
death of Stalin and lasted until the end of the decade. Riots in Berlin
in 1953, in Poznan in June 1956 and, above all, the "Polish October"
and the Hungarian uprising in October 1956 endangered Soviet mili-
tary and economic control of the area. Soviet relations with China
became strained in 1959 and Soviet technicians were recalled in 1960.25
Albania ceased to participate in the activities of CMEA in 1961. A
deterioration in East-West political relations was clearly visible.
Increased Soviet activity in the Middle East, the U-2 incident, the
Berlin crisis and the erection of the wall in August 1961 and, finally,
the Cuban crisis in October 1962 were the main manifestations of the
mounting pressure. In this situation a further consolidation of the bloc
was necessary. A more active CMEA was expected to strengthen the
economic basis of the military and political power of the Warsaw
Treaty Organization. Moreover, stronger economic ties were supposed
to replace, to a considerable extent, the military factor as the main
cementing element of the bloc. This latter concept survived only 6
years until it was shattered by the Czechoslovak crisis.

The reorganization of Comecon was also necessary because of the
accelerated process of economic integration in Western Europe. The
European Common Market was established in 1957, and the European
Free Trade Association in 1960. The two regional organizations
extended various tariff concessions to each other, while rejecting the
Soviet claim that, under the most-favored-nation rights, the partici-
pating countries should grant the same reductions of tariffs to Soviet
goods. With the prospect of new barriers to trade with Western
Europe, the importance of the CMEA market increased.
The major institutional reorganization of Comecon took place in

1962. After the Soviet proposal to create a supranational planning
body which could prepare a joint development plan had been rejected,
the new structure was established. It represented some institutional
strengthening of Comecon, without changing its fundamental nature.
The Executive Committee, consisting of representatives at the rank
of vice premier of all member countries, was created in Moscow to

35 Both iKaser and Schlesinger see the strengthening of Comecon at that time mainly
as an attempt to isolate China. Kaser, op. cit., p. 70,; R. Schlesinger, "The Sino-Soviet
Dispute"; Science and Society, summer 1963, p. 281.
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direct the work of Secretariat of the Council and of the standing
commissions, to prepare materials for sessions of CAMEA, and to
execute their decisions. The Bureau on Generalized Problems of Eco-
]oioic Plans and standing commissions onl statistics, on coordination
of scientific and technological research and on currency and finance
were established in Moscow, and a commission on standardization in
Berlin. Ini the following years a standing commission on the radio
ciifrineerino- and electronic industry ,vas added (Budapest), the comI-
miSsion onl the light and food industries was divided into two sepa-
rate commissions (Prague and Sofia respectively), and the commis-
sion oln geology wvas reestablished and located in Ulan Bator, the
capital of Mongolia (a member of Comecon since 1962). In addition,
some other specialized agencies were established in Moscow: the Insti-
tute of Standardization, the Conference of Heads of CMEA Water
Conservation I3odies, the Conference of Freightage and Shipping
Organizations, and the United Electric Power Distribution Centre,
all in 1962. and the Chartering Coordination Bureau and the Railway
Wagon Pool, in 1963.

Time executive was authorized to guide "the work of coordinating
national plans, of specialization and cooperation in production" and
to organize "the elaboration of the main trends of the rational division
of labor in major sectors." The main tasks of the Bureau on General-
ized Problems of Economic Plan, which consisted of vice chairmen of
central state planning agencies, vere to prepare for the executive
committee proposals onl coordination of the national development
plans for the member countries and to assist in arranging all-roulnd
cooperation among the national central planning agencies in these
matters. 2 0

This new institutional structure was expected to facilitate the shift
from the coordination of trade to the coordination of production. The
set of policies which were to effect this shift was outlined in "The
Principles of International Division of Labour Among the CAMEA
Countries." This doctument, first of the two general policy programs
published during the 25 years of CMIEA existence, was discussed at
the 15th session of the Council in December 1961 and was agreed upon
at the conference of the party leaders and chiefs of state in June 1962.
It embodied the results of controversial discussions on the new role
of Comecon, ol development strategy and on specialization of the mem-
ber countries, which had dominated the sessions of the Council, official
conferences, and unofficial meetings of party leaders during the pre-
ceding 4 years. Every countr y wanted to have a "progressive" indus-
trial structure and wished to continue priority development of the
engineering, iron and steel, and chemical industries. None wanted to
undertake the role of the supplier of raw materials. These were very
sensitive issues which involved some serious conflicts of interest. They
were particularly difficult because of the dominant position of the
Soviet Union and vivid memories of Stalinist policies, as well as the
diflerences in the levels of economic development of member countries.
Theev were further complicated by the acceptance of the view that the
Soviet example should be followed faithfully as the only valid way
of building socialism and commlunuisin. Until that time, the view that

' CMElA Secretariat, "A Survey of 20 Years of the Council for Mutual Assistance,"
Moscow, 1969, p. 23.
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every east European country must follow the Soviet policy of indus-
trialization, with its particular priorities and its overall autarkic bias
had prevailed and had resulted in scaled-down copies of the Soviet
industrial structure.2 7

The program outlined in "The Principles" was a compromise. It
reiterated that "in the socialist camp no one has, or may have, any
special rights or privileges" and that "in every socialist country na-
tional development plans are prepared on the basis of specific condi-
tions of that country and political and economic goods as defined by
the communist or workers' party, taking into consideration the needs
and the possibilities of all socialist countries."

At the same time, however, it made it clear, that the existence of sep-
arate national plans is only a transitional phenomenon, applicable at
the present stage of development of the international Socialist system
but not in the future. It expressed the hope that "the strengthening
and widening of economic ties among the Socialist countries will pro-
mote the realization of an objective tendency which was outlined by
V. I. Lenin: the creation in the future of a world Communist economy
directed by the victorious masses of the proletariat according to one
plan ."7 28

The program also states the need for "joining together the efforts
aiming at the development of the national economy of every Socialist
country with the general efforts to strengthen and to widen economic
cooperation and mutual help." This goal was to be achieved by: (1)
coordination of national economic plans; (2) specialization and coop-
eration in the main sectors of the economy (production of fuel and
energy, metallurgy, the chemical, engineering, and consumption goods
industries and agriculture); (3) international trade among Socialist
countries; (4) mutual extension of credit; (5) scientific and techno-
logical cooperation; and (6) joint investment projects and joint uti-
lization of natural resources. The goal of reducing the differences in
the levels of economic development is accepted, but, at the same time,
a warning is given that "the equalization of the level of development of
various countries does not imply the elimination of all differences
which are determined by specific natural resources, climatic conditions,
and specific structure of consumption and the way of life." Although
some assistance for the less-developed countries of CMEA was to be
available, the main stress would be put on domestic policies and the
efforts of the individual countries, including "maximum mobilization
of domestic resources, and relatively higher levels of accumulation
allocated for production purposes." 29

Perhaps the most important decision, from the immediate point of
view, was the compromise which was reached on the issue of speciali-
zation versus comprehensive development of all sectors of the econ-
omy. The program stated that "in the world socialist economic sys-
temn favorable conditions exist not only for consistent and planned
deepening of the division of labor among countries but also for the
creation of a rational complex of interlinked and complementary sec-
tors of national economy," which meant "the creation of a multi-

!"J. Kleer, Przez sze~d kraj6w (Across Six Countries), Warsaw 1967, pp. 86-87.
8 "Podstawowe Zasady miedzynarodowego socjalistycznego podzialu pracy' (The Prtn-

cin]e, of the International Socialist Division of Labour). Reutt (ed.), op. cit., pp. 57-51).
21 Ibid.. p. 58.

32-765-74-7
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sector structure of the national economy of socialist countries." 30 In
practice this combination of international specialization with the com-
prehensive and complex development of every country was to be
achieved by all countries continuing to develop all branches of indus-
try but agreeing to specialize in certain products within each branch.

This compromise never worked. Despite great efforts of various
organs of the Council, in 1968 trade in those commodities which were
subject to the specialization agreements still represented only about
10 percent of the total turnover among the countries belonging to the
organizations. The reasons were obvious. As has been pointed out by
a Polish economist, "every socialist country accepts the wisdom of
specialization" but "the difficulties appear when it comes to making
actual specialization agreements * * * all socialist countries select, as
a rule, the same or similar directions of specialization." 32 There was
the belief that the machine industry should be given priority in every
country in order to secure as many domestically produced machines as
possible for the investment program.

There was also an acute shortage of raw materials. Each country
was, therefore, attempting to expand the export of the manufactured
products, especially those of the machine building industry, which
have a relatively high degree of processing, a considerable contribu-
tion of labor, and a minimal contribution of raw materials. At the
same time, there was a tendency to increase imports of raw materials
and semifinished products. In this situation, a Polish economist
observed, "Against the economic interests of the cooperating countries,
autarkic tendencies are born, or an irrational specialization appears,
which is based on an attempt to force exports in the direction of the
capitalist countries by reducing prices." 33

All East European countries needed some specialized machines from
the West for their investment projects. In some years it was also
necessary to import foodstuffs from that source. In most cases, the
only commodities which could be expanded to earn hard currency were
raw materials and foodstuffs. Attempts were made to save these comn-
modities for export to the capitalist countries and to sell machines
and manufactured goods, for which it was difficult to find markets
in the West, to other Socialist countries.3 4 This tendency increased the
shortage of raw materials in Eastern Europe and created a buyers'
market for the "soft goods" within the bloc.

The seventh session of CMLEA in 1956 stressed the need to accelerate
the development of the fuel and raw material base in order more fully
to utilize the newly created productive capacities of the manufacturing

o Ibid., p. 71.
31 B. W. Reutt, "Formy planowych powiqzan krnj6w RWPG" (The Forms of the Planned

links Among the CAIEA Countries), Gospodarka planowa, No. 9, 1968. p. 6l.
2 z. Knyziak, "Zasada naklad6w komparatywnych w rachunku ekonomicznym wsp6l-

pracy gospodarezej kraj6w socjalistycznych" (The Principle of Comparative Costs in the
Economic Calculations of the Economic Cooperation Among the Socialist Countries),
Gospodarka planowa, No. 3, 1070, p. 1.

3 Ibid., p. 2.
at J. M. Iontlas, "Socialist Industrialization and Trade In Machinery Products: An

Analysis Based on the Experience of Bulgaria, Poland, and Rumania " In Brown and
Neuberger (ed.), op. cit., pp. 130-159 and Economic Development in Com;munist Ronzania,
Cambridge. Mass.. 1967.
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industries.3 5 At several other sessions and in the "principles," the
importance of expanding the domestic raw material base in all member
countries was stressed. As a result of the Council's pressure, at the
beginning of the 1960's, a new investment drive started throughout
the region with a large part of investment outlays allocated for the
expansion of capacities to produce fuel and raw materials, often of
very low quality. These projects had a high degree of capital intensity,
long gestation periods, and low efficiency. In this way the Council
directly contributed to the lowering of rates of growth of industrial
production and national income which appeared in the first half of
the decadeA3

The countries which expected large imports of these commodities in
the future were also asked to participate in financing investment proj -
ects necessary for the expansion of the production of raw materials in1
those countries which had some underdeveloped reserves. These joint
investlments took place at that time mainly, but not exclusively, in the
Soviet Union.3 7

In order to stimulate intrasector specialization and cooperation, two
international organizations were established in 1964: Intermetall il
Budapest for cooperation in the iron anld steel industry and the Orga-
nization for Cooperation in the Ballbearing Industry in Moscow.

It was realized that any fturter expansion of trade would be difficult
without a shift from a mainly bilateral to a multilateral basis. To
facilitate the multilateralization of trade and payments, the Interna-
tional Bank for Economic Cooperation was established in Moscow inl
1964. In the same year, the Commission on Foreign Trade prepared
"The Procedure Governing the Conclusion of Agreements on Mutual
Deliveries of Goods Under the System of Multilateral
Settlements in Transferable Rubles," an arrangement which required
conclusion of annual trade protocols on a bilateral or multilateral basis
with "additional deliveries of commodities to be aglreed in the course
of multilateral trade negotiations." 38

With the system of highly centralized planning and managellmenlt of
the economy, including international trade, and with distorted prices
and arbitrary and unrealistic exchange rates, a multilateral pattern of
trade and settlements was simply impossible. Without multilateraliza-
tion, however, no significant expansion of mutual trade could take
place. The CMNTEA share of world trade, which had been increasing
during the 1950's, started to decline in the early 1960's. The share of
world import increased from 6.1 percent in 1950 to 9.9 percent in 1960(
and reached its highest level of 11.4 percent in 1961. However, it was
only 10 percent in 1965 and 9.4 percent in 1970.

The share of world export increased from 7 percent in 1950 to 10.3
percent in 1960, and reached its highest level of 11.5 percent in 1962.
It declined to 10.7 percent in 1965 and 10.1 percent in 1970 (see table
2). The average rate of growth of international trade of CMIEA

r, Iskra and Kistel, op. cit., p. 137.
36A . Karpiiski, Polityka uprzemyslowlenla Pollskl w latach 1958-G9, Warsaw 1969,

pp. 28-29, 389-392.
s70. Bogomolov (ed.), Ekonomicheskaia effektivnost mezhdunarodnogo sotsi1altitJVesR-

kogo razdelenila truda (Economic Efficiency of the International Socialist Division of
Lahoiir). Moscow 1965; Polish edition WVarsaw 1967, pp. 213-214.

33 CMEA Secretariat, op. cit., pp. 91-92.
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countries declined from 10.3 percent in 1955-60 to 9.9 percent in 1962-
65. Even more unsatisfactory from the CMEA point of view was the
performance of trade within the bloc. The average rate of growth of
trade within the CMEA area was the same as the rate of total CMEA
trade in 1955-60, i.e. 10.3 percent. The growth rate of intra-CMEA
trade, however, declined more steeply than total CMEA trade. It was
8 percent in 1960-62, and 6.9 percent in 1962-65. Both rates increased
in the second half of the decade but trade within the area expanded
again at a lower rate than total CMEA trade: 8.3 and 9 percent re-
spectively (see table 3). Between 1960 and 1970, the share of trade
with other OMEA countries increased only in GDR (from 67.6 to
68.3 percent), Poland (from 56.6 to 62.9 percent), and in the U.S.S.R.
(from 53 to 55.6 percent). It remained approximately the same in
Czechoslovakia (63.8 and 63.9 percent), and declined in Bulgaria
(from 80.4 to 74.1 percent), Hungary (from 63.1 to 61.9 percent),
and Romania (from 66.9 to 49.1 percent) (see table 1).

The institutional strengthening of the CMEA structure and the
introduction of various policies outlined in The Principles failed to
accelerate trade within the bloc to any significant extent. At the same
time, a considerable deceleration of economic growth appeared
throughout the region. The average growth rates of national income
(Marxist definitions, official data) in all countries, except Hungary,
were lower in 1956-60 than in 1951-55. They declined again in 1961-
65 in all countries except Romania (see table 4). This was not only
the result of difficulties in agriculture, often regarded as a perennial
problem of the Soviet-type economies; the average rates of growth of
industrial production also declined in all countries, except Romania,
between 1956-60 and 1961-65.

TABLE 2.-CMEA SHARE OF WORLD TRADE

[In percent)

1950 1955 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972

Import - 6.1 7.6 9.9 11.4 11.1 10.9 10.9 10.0 9.6 9.7 9.6 9.3 9.4 9.1 9.7
Export - 7.0 8.7 10.3 10.8 11.5 11.2 10.9 10.7 10.4 10.8 10.5 10.3 10.1 9.8 10.0

Sources: G.U.S., "Rocznik statystyczny handlu zagranicznego" (Statistical Yearbook of International Trade), Warsaw
1971, p. 90. L.S. "XXVII Sesja RWPG," p. 634.

TABLE 3.-AVERAGE RATES OF GROWTH OF TOTAL CMEA TRADE AND INTRABLOC TRADE

[In percent]

1950-60 1961-65 1966-70 1971 1972

Total trade:
Export -10.4 8.6 9.2 111 '10.4
* Import 10.8 8.3 9.0.

Trade within CMEA:
Export . 12.3 9.4 7.8 '9 '10.2
Import 13.0 9.4 8.6 -------- . ......

* I Export plus import.
Sources: M. Boqacka, 1. Cieniuch, T. Leszed, "Rozwoj handlu wzajemnego w ramach RWPG" (DeveloDment of Intra-

Comecon Trade), 'Handel zagraniczny", No. 11, 1973, pp. 374-5.
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TABLE 4.-AVERAGE A NNUAL RATES OF GROWTH OF INVESTMENT AND NATIONAL INCOME (MARXIST DEFINI-
TIONS, OFFICIAL DATA, CONSTANT PRICES)

[In percent]

Country 1951-55 1956-60 1961-65 1966-70 1971-72

Bulgaria:
Investment -13.3 18.3 8.7 12.5 1.4
National income -12.2 9.6 6.7 8.7 8. 2

Czechoslovakia:
Investment -9.4 13. 5 2. 2 7.3 6.6
National income -8. 1 7. 0 1.9 7. 0 5.5

G.D.R.:
Investment. -18.2 14.6 5.0 9.9 1. 5
National income -13.2 7.4 3.5 5.2 5.0

Hungary:
Investment -1.2 13.1 4. 7 10.5 9. 0
National income -5.7 6.0 4. 5 6.8 6. 4

Poland:
Investment -11.2 8.7 7.0 8.3 16.4
National income -8.6 6.6 6.2 6.0 8. 5

Romania:
Investment -18.2 13. 5 11.3 11.2 10. 8
National income -14.2 6.6 9.0 7.6 8. 5U.S.S.R.:
Investment -12.4 12.9 6.3 7.6 7.1
National income- 11.3 9. 2 6.6 7.8 5. 0

SOURCES

G.U.S. "Rozwoj gospodarczy krajow RWPG 1950-68" (Economic Development of the CMEA Countries 1950-68), Warsaw1969, p p.44. 46.
B. ielinska, M. Golebiowski, "Rozwoj krajow socjalistycznych I kapitalistycznych w r. 1972 i prognozy na r. 1973"

(Development of Socialist and Capitalist Countries in 1972 and forecasts for 1973), "Gospodarka pianowa" (Warsaw), No.4, 1973, pp. 241, 242.
A. Lubowski, "Kraje RWPC: rok 1972" (The CMEA Countries: 1972), "Zycie gospodarcze" (Warsaw), No. 12,1973, p. 14.

It was increasingly mote difficult to continue to rely on the strategy
of extensive development because the sources of extensive growth were
almost exhausted.39 The rate of growth of industrial employment de-
clined in all countries, except Poland, Romania, and U.S.S.R., between
1956-60 and 1961-65, and during the latter period it was below the
1951-55 level in all countries. Everywhere, except in Poland, the rate
of industrial investment declined in 1961-65 in comparison with
1956-60. It was difficult to increase the share of investment in national
income, as the rates were already high. There was a backlog of unsatis-
fied investments in other sectors of the economy, such as the nonpro-
ductive sphere, that is, in housing, social sciences, health, educatiom>,
and city and rural development.

At the time when only limited increases in the quantity of factors of
production were possible, improvements in productivity became of ut-
most importance. Labor productivity in industry declined, however,
except in Bulgaria, between 1956-60 and 1961-65. When it was in-
creasingly more difficult to secure high rates of growth of productive
investment (that is, investments in those sectors of the economy which
produce material output), the efficiency of investment declined con-
siderably. The ratio of increase in national income to productive invest-
ment in previous year (Marxist definitions, official data, constant
prices) declined in all countries except Hungary between 1950-55 and
1956-60, and it declined again in all countries in 1961-65 (see
table 6).

SD G(. Kohlmey, "From Extensive to Intensive Economic Growth," Cgechoalovak Econontio
Papery (Prague), No. 0, p. 24.
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TABLE 5.-AVERAGE ANNUAL RATES OF GROWTH OF GROSSINDUSTRIAL PRODUCTION AND LABOR PRODUCTIVITY
IN INDUSTRY (MARXIST DEFINITIONS, OFFICIAL DATA)

[In percentj

Country 1951-55 195640 196145 1966-70 1971 1972

Bulgaria:
Production - 13.7 15.9 11.7 10.9 9.1 8. 3
Productivity -8.1 5.2 6.8 5.9 6.2 5.9

Czechoslovakia:
Production -10.9 10. 5 5.2 6.7 6.9 6.4
Productivity -7.1 7.3 3.5 5.3 6.4 5.8

GODR.:
Production -13.8 9.2 6.0 6. 5 5.6 6. 3
Productivity - ----------------------- 7.8 5.6 5.7 5.0 5.0

Hungary:
Production -13. 2 7.6 7. 5 6. 1 5.0 5.6
Productivity - ---------- 3.9 4.1 4.9 3.6 5.3 6.5

Poland:
Production -16.2 9.9 8.5 8.3 8.3 10. 8
Productivity - ---------- 9.2 7.8 5.1 4.9 4.9 6.0

Romania:
Production -15.1 10.9 13.8 11.9 11.7 11.7
Productivity -- 9.9 8. 2 7. 8 7. 3 4.6 7.0

U.S.S.R.:
Production -13.2 10.4 8.6 8.5 7.7 6.5
Productivity - ----------- 8.3 6.5 4.6 5.8 6.3 5.2

SOURCES

G.U.S., "Rozwoj gospodarczy krajow RWPG 1950-68" (Economic Development of the CMEA Countries 195048), Warsaw
1969, pp. 47, 49.

G.U.S., "Kraje RWPG" (The CMEA Countries), Warsaw 1972, pp. 17,19.
B. Zielinska, M. Goiebiowski, "Rozwoj krajow socialistycznych i kauitalistycrnych w r. 1972: prognozina r. 1973" (De-

velopment of Socialist and Capitalist Countries in 1972 and Forecasts for 1973), "Gospodarka planowa" (Warsaw), No. 4
1973, pp. 238-9.

TABLE 6.-RATIO OF INCREASE IN NATIONAL INCOME TO "PRODUCTIVE INVESTMENT" IN PREVIOUS
YEAR (MARXIST DEFINITIONS, OFFICIAL DATA, CONSTANT PRICES)

Country 1950-55 1956-60 196145 1966-69

Bulgaria -0.62 0.61 0. 29 0. 24
Czechoslovakia -. 54 .44 .10 .31
G.D.R.- .78 .37 .17 24
Hungary- .31 .45 .22 .22
Poland -. 48 .38 .29 .24
U.S.S.R -. 83 .62 .41 .31

1 Total investment.

Source: E. D. Lidwin-Piotrowska, "The Coefficient of Effectiveness of Investment in the CMEA Countries in the Years
1950-69" "Problemy ekonomiczne" (Krakow), No. 3, 1971, p. 10.

Toward the end of the first stage in the evolution of Comecon the
importance of the size of the domestic market, international specializa-
tion and comparative costs was discovered. In the middle of the 1960's,
three additional factors were added: (1) the importance of interna-
tional trade for achieving high rates of technological progress; (2)
the necessity of substantial changes in the industrial structure in order
to reduce capital intensity and to increase productivity; and (3) the
need for at least some modification of the system of planning and
management in order to increase its efficiency.4 0 This was the time
when the full extent of the technological gap was realized. Statements
appeared emphasizing the importance of international trade during

40 The author has discussed this problem and the conflict between these objectives in
Z. M. Fallenbuchl Croissance kconomtique et 6changes exterieurs de l'Union Sovitique et
doe Europe do l'Est. 1971-1975, Revue de VEst. v. 4, No. 1, 1973, pp. 27-46 and, with
reference to Polish experience, In Industrial structure and the Intensive Pattern of
Development In Poland, Jahrbuch der Wirtschaft Osteuropae (Munich) v. 4, 1973.
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the period of a rapid scientific and technological revolution .4 There
was increasing emphasis on two channels of technology transfer-the
import of machines and equipment from the most advanced countries
and the use of licenses acquired from the most advanced producers. It
became increasingly difficult to export machines and equipment to
other CGMEA countries, as they all had a strong preference for obtain-
ing the technologically more advanced machines from the West. 42

Indeed, the use of relatively inefficient and obsolete machines was
accepted as one of the factors behind the deceleration of growth
throughout the region.41 The old Soviet complaint about the exces-
sively large share of raw materials in Soviet exports to Eastern
Europe,44 was supplemented by new complaints about the quality of
imports and the services offered by the East European exporters. 45

Specialization in the production of a limited number of products,
such as standardized components for machines and plants built on a
multinational basis, was suggested as a new approach. This new type
of specialization and cooperation among several enterprises, which
could be located in different countries, required substantial changes in
the industrial structure of all countries and increased decentralization
of decisionmaking.4" The industrial structure which had been created
in the early stages of industrialization drive became one of the main
obstacles to more efficient international specialization and cooperation.
The difficulties were, according to one observer, the result of the direc-
tions of development which had been accepted in the past, when the
necessity of expanding specialized production for export * * * [had
not been] realized to a sufficient extent. 47

Restructuring of the economy and economic reforms were intro-
duced throughout the region in the second half of the 1960's. The
extent of the reforms differed widely from one country to another;
only in Czechoslovakia and Hungary were they pushed sufficiently to
promise significant improvement in efficiency. A serious conflict
appeared between the objective of restructuring of the economy from
above, which would require a new investment drive in order to be
effected quickly, and the objective of reducing the strains and stresses
in the economy and increasing the output of consumption goods, which
were considered prerequisites for the reforms.48

At first glance, the results of the 1966-70 plans were quite satis-
factory. The average rates of growth of national income (see table 4)

" For example: I. Medvedkov, The Scientific-Technical Revolution nnd Economic Col-
laboration Among Socialist Countries, Mirovaia ekoaomnika i nezhdunarodnye ostnosheniia
(loscow) No. 12/1969; English translation in Problemns of Economnics, July 1970; L.
Zacher, Zeivnetrzne aspekty polityki przemian strukhtrainych to gospodarce (External
Aqpects of the Policy of Structural Changes in the Economy), Gospodarka planowa, No.
12, 1969 : J. Bognar, op. cit.

4$ S. P'olaczelk, 1stotne cvavnniki integracji krajdzc 8ocJalistycznach (Essential Factors
in the Integration of Socialist Countries), Gospodarka planotca, No. 7, 1968, pp. 19-20.

4' For example : Iarplifski, op. cit., pp. 105, 400.
4".1 Sarnacki, Ekononii4ci rXad.icecy; o notoym podejgciu ZSRR do icsp6lpracy gospo-

darczej - znagranica, (Soviet Economists on the New Approach to International Economic
Relations), Gospodarka planowa. No. 8-9, 1966, p. 106.

M Medvedkov. op. cit., pp. 44-45.
'° Z. Kanmecki. Problernyj integracji gospodarc-ej kraj6w RWPG (Problems of Economic

Integration of the CMEA Countries), Gospodarka planowa, No. 10/1968, pp. 5-6.
"7 J. Soldnezuk, J. Glezgala, Integracja krag,4w RVPG : metody i 4rodki jej przypies-

enie (Economic Integration Among the C'MEA Countries : Methods and Afeans of Its
Acceleration). Gospodarka planowca. No. 11, 1968, p. 3.

48 Z. M. Fallenbuchl, From the Extensive to the Intensive Strategy of Economic Devel-
opment in the Soviet Union and Eastern Europe, a paper presented at the Annual Meeting
of the Michigan Academy of Arts. Sciences and Letters in April 1970 and The Strategy
of Development and Glerek's Economic 'Manoeuvre, Canadian Slavonic Papers, No. 1-2,
1973, reprinted in A. Bromke and J. Strong (eds.), Gierek's Poland, New York 1973.
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were higher during that period than in 1961-65 in all countries, ex-
cept Poland and Romania. Only in Romania and Bulgaria were the
planned rates not reached. This improvement was, however, associated
with considerable increases in investments. The rates of growth of
investment were higher than during the 1961-65 period in all countries,
except Romania where the 1961-65 rate was the highest among all
CMEA countries. The actual rates of growth of investment exceeded
the planned rates in all countries except Bulgaria and Romania. In
1966-70, the average rates of growth of gross industrial production
were below the rates which had been achieved in the preceeding 5-year
period in all countries, except in Czechoslovakia and the GDR (the
two countries with the lowest rates in 1961-65). Only in the U.S.S.R.
were the planned rates not reached. Again, the performance seemed to
be moderately satisfactory. However, the rates of growth of labor
productivity in industry were lower in 1966-70 in Bulgaria. Hun-
gary, Poland, and Romania, and the planned rates were achieved only
in Czechoslovakia, Poland and Romania.49 Clearly, this was not an
intensive pattern of development. The rates of growth still depended
heavily on extensive factors.

Diverging interests emerged within Comecon, and the solution of
political problems required considerable efforts.50 As the Soviet pro-
posal to prepare a joint development plan had been rejected, the
Eighteenth Session in Moscow in July 1963 and a conference of the
party and government leaders, which took place at the same time,
agreed on the coordination of plans for 1966-70 on the basis of a time-
consuming process of negotiations and agreements. The Twenty-first
Session in December 1967 approved a program for the coordination
of plans for 1971.

This task was particularly difficult because of the uneven path of
economic reforms, which resulted in considerable differences among
the member countries, and mounting political pressures within the
bloc. There was no session of the Council in 1968, the year of the
Czechoslovak crisis, but activities accelerated again in 1969. Closer
links among the member countries were discussed at the 22d session
in January. In April the 23d session began preparations for the elab-
oration of a program of Socialist integration and a further institu-
tional strengthening of the CMEA structure. In the same year an-
other international organization, Interchim, was created to coordinate
developments in the chemical industry. The 24th session held in May
1970, created the International Investment Bank as one of the main
tools of envisaged integration, prepared ground for the reorganization
of the International Bank of Economic Cooperation in order to stim-
ulate credit transactions and multilateral clearing, and established the
International Institute for the Study of Economic Problems of the
World Socialist System, a research agency of the Council financed
from the budget of the Secretariat.

3. The Third Stage (1971-74)

A new stage in the evolution of Comecon represents a movement
"from cooperation to integration" in Eastern Europe. It began when

'D FallenbuchI, Croissance .... op. cit. pp. 29-32.
5° Diverging Interests in thp years 1961-66 are discussed in detail in Kaser, op. cit.,

pp. 92-129. For the period 1967-71 see H. w. Schaefer, Comecon and the Politics of
Integration New York, 1972.
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the 25th session, which was held in Bucharest in July 1971, approved
the, "Comprehensive Program for the Further Intensification and Im-
provement of Collaboration and the Development of Socialist Eco-
nomic Integration of CMEA Countries" and effected a reorganiza-
tion of the institutional structure of CMEA. Like the establishment
of the Council in 1949 and the introduction of the second stage in 1962,
this event was also a reaction to some pressing developments within
and outside the bloc. In addition to difficulties encountered by all coun-
tries in their attempts to introduce the "intensive pattern of develop-
ment" and relatively unsatisfactory economic progress, there was the
pr oblem of internal cohesion of the bloc.

Economic reforms undermined the old methods of cooperation. It
appeared that some other more flexible but still untried methods would
have to be introduced and that they could result in loosening the links
among the member countries. Political unity and stability was en-
danigered by the relatively independent foreign policy of Romania,
the Czechoslovak crisis of 1968 and riots in Poland in 1970. The con-
tinuation of the conflict with China created ideological and political
dangers for the Soviet position in East Europe.

The Soviet policy of d6tente with the West also created problems
in Eastern Europe. The Moscow-Bonn treaty opened the door for
trade arrangements for other CMEA countries. Some of them joined
GATT, the World Health Organization and the Food and Agricul-
ture Organization.5 Warnings appeared in Eastern Europe about the
dangers of the Western "policy of building bridges" and the "policy
of softening socialism." A greater degree of vigilance in every member
country and ideological and political consolidation of the bloc were
recommended.

The advance toward economic integration in Western Europe also
had an impact. The EEC was progressing very rapidly through the
sixties. The member countries enjoyed high rates of growth, which
were stimulated by very high rates of export. In 1968 the EEC Com-
mission was expanded to a 14-member supranational body. A definitive
plan for financing future operations, which would make the Com-
munity activities less dependent on individual governments, was
accepted. Various possible extensions of economic cooperation within
the Community were discussed, including a common currency, or at
least a system of national currencies with stabilized rates of exchange,
and the chartering of industrial enterprises on a "European" basis.
Negotiations for admitting four new members began in 1970.

A number of countries outside the Community gained an associate
status, and it was expected that the EFTA countries which would
not join the Community would enter into an agreement with it to
eliminate tariffs. There were signs that bilateral trade with Eastern
Europe would be replaced by a common policy. The example of suc-
cessful economic integration, particularly impressive at the end of the
sixties when some serious difficulties had not yet appeared, coupled
with the fear that the Eastern countries would find themselves prac-
tically excluded from the rich, dynamic and geographically close
markets, generated considerable dissatisfaction with CMEA
arrangements.

S These developments are discussed by L. A. Fischer, The Comecon: Past. Present and
Future. Annals of Public and Co-operative Economy, No. 4 1iTi, pp. 376-377 and "Come-
con and the Brezhnev Doctrine, East Europe, No. 10, 1972, pp. 2-7.
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The "Comprehensive Program," a lengthy document which presents
the goals, principles, and methods for achieving economic integration
by stages over a period of 15 to 20 years, was again a compromise
between different conflicting positions of the member countries. It
states that "the continuous intensification and improvement of the eco-
nomic and scientific-technical collaboration of CMEA member nations
and the development of Socialist economic integration, as well as the
development of their economic and scientific-technical relations with
the remaining Socialist countries," are necessary because of the level
of development achieved by the CMEA countries, the need to effect
"major structural changes in the production and consumption sphere,"
the "urgency of the tasks entailed in implementing the scientific and
technological revolution," the need for accelerating technical progress,
increasing "effectiveness of social production" and improving the
standard of living, and "the demands of the class struggle against im-
perialism." Socialist economic integration among the CAMEA countries
is defined as "a process that entails the international Socialist division
of labor, the unification of their economies, and the formulation of a
modern, highly effective structure of their national economies; the
gradual merging and equalizing of the levels of their economic devel-
opment; the formation of deep and lasting ties in the major branches
of the economy, science, and technology; the expansion and strength-
ening of the international market of these countries; and improvement
in commodity-monetary relations."

It is expected to create "conditions favorable to the more effective
utilization of the nations' resources and to the broader development
of the scientific and technological revolution which, as an important
prerequisite to the development of Socialist society, has become one of
the main factors in the historical competition between capitalism and
socialisin." 52

Economic integration is, therefore, unavoidable. It is in the best
interest of every member country and in the interest of the bloc as a
whole for both economic and political reasons. The program makes it
clear, however, that the member countries are not forced into it by
political pressure and should not be afraid that they might be domi-
nated by any country or group of countries within CMEA.. It
states:

* * ° further intensification and improvement and the development of the
Socialist integration of CAIEA-mnember nations will be carried out in accordance
with the principles of Socialist internationalism and on the basis of respect for
national sovereignty, independence, and national interest, of nonintervention in
the internal affairs of nations and of total equality, mutual advantage, and coIn-
radely reciprocal aid * e ° Socialist economic integration is carried out on an
entirely voluntary basis and is not accompanied by the creation of supranational
organs, nor does it affect matters pertaining to internal planning or the financial
and cost-calculating activities of organizations."

These assurances are similar to those which were included in the
1962 program of Socialist international division of labor. Coinig so
soon after the invasion of Czechoslovakia and the proclamation of
the Brezhnev doctrine, they have to be taken with a considerable dose
of skepticism. The fact that no supranational authorities are envisaged

62 Comprehensive Program for the Further Intensification and Improvement of Collabo-
ration and the Development of Socialist Economic Integration of CMEA Member Nations,
Ekonoiniche8kaia gazeta, No. 33. 1971; English translation Soviet and East European
Forcim Preadp. Fall-Winter 1971-72, pp. 187-189.

58 Ibid., p. 190.
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represents a major victory for the Romanians and all those who are
afraid that such authorities would, in effect, become an extension of
the Soviet central planning bodies. Not only because of historical ex-
perience but also because of the complete lack of proportion between
the economic, political, and military potential of the Soviet Union and
that of its partners, the situation in Eastern Europe differs consider-
ably from a relatively balanced situation within the European Eco-
nomic Community, where the potential of the strongest partner does
not exceed the combined potential of other partners.

A very important provision is the principle that each country can
decide whether to participate in a given project on the basis of calcu-
lations of the benefits of the project to its own economy and of the
profits which participating production and trade organization would
gain. Nevertheless, the member countries are reminded that "the grad-
ual merging and equalizing of levels of economic development of
nations in the Socialist commonwealth are an objective historial proc-
ess in the development of the world Socialist system" and that "the
urgency of the task * * * is intensified by the demands of the scien-
tific and technological revolution and by the demands for the further
intensification and improvement in collaboration and in the develop-
ment of Socialist economic integration." Like its predecessor, the new
program states that "the principal avenues to the gradual merging and
equalization of the levels of economic development of Comecon mem-
ber nations are first and foremost the maximum mobilization and
effective utilization of the nations' own efforts and resources, as well
as the utilization of the advantages of the international Socialist divi-
sion of labor." It reconfirms that the member countries may develop
comprehensive industrial structures, but it qualifies this right in the
following way:

For CMEA member nations, especially the less industrially developed ones,
an exceptionally important problem is that of defining the major future direc-
tions in the formation of the optimal national economic complex of each CMEA
member nation. The creation of such a complex under the conditions of tie cur-
rent scientific and technological revolution presupposes effective foreign economic
ties and ithe development and intensification of international specialization and
cooperation in the realm of production.'

A whole section of the program is devoted to provisions for climinat-
ing, differences in levels of development between member countries-
a politically sensitive problem, particularly to Romania. Less devel-
oped members will be allowed to select certain new lines of production
for specialization, in order to promote their further industrialization,
as long as the products which they produce are of sufficiently high
quality and technological sophistication. Mfore advanced members will
extend assistance and will also help less developed members to partici-
pate fully in research and development activities.5 5

Since the comprehensive program created no supranational plan-
ning authorities, other measures had to be devised to coordinate
efforts aiming at cooperation and integration. They include, first of
all, reciprocal consultations on the basic questions of economic and
scientific-technical policy on a multilateral basis within the frame-
work of CMEA, as well as on a bilateral basis between interested
countries which are expected to conclude these consultations on the

Ibid. p 195.
55 Ibid. D. 196.
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chosen questions by adopting appropriate agreements, protocols, or
other joint documents.

Collaboration in planning is accepted as the basic method of orga-
nizing collaboration and intensification of the international socialist
division of labor. This collaboration includes: (a) elaboration of fore-
casts in the most important fields, (b) coordination of long-range
plans for the most important sectors of the national economy and
branches of industry, (c) improving coordination of 5-year plans,
(d) joint planning of individual branches of industry by interested
countries, and (e) exchange of experience on improving the system of
planning and management of the economy.56 This is the most im-
portant part of the program.

Science and technology is another field to the coordination to which
particularly great importance is attached. The agreed upon measures
include consultations on scientific and technological policy, the elabo-
ration of scientific and technological forecasts for 10 to 15 years, joint
planning and cooperation in research, joint research projects, ex-
change of scientific and technological knowledge and collaboration in
the training of scientific personnel.5 7

Other parts of the program deal with collaboration in foreign trade,
increasing the role of the collective currency (transferable ruble),
introduction of economically substantiated exchange rates and other
financial matters, collaboration in the field of standardization and in
legal matters. Objectives of cooperation in industry are discussed in
great detail. They include: (1) the attainment of the highest scientific
and technical level of production which would insure higher labor
productivity; (2) the development of a rational structure of the na-
tional economy of the member countries, which would insure the total
utilization of their natural resources; (3) the intensification of inter-
national specialization and cooperation; and (4) the introduction of
progressive forms of the organization of production. Measures to
strengthen cooperation in agriculture and the food industry, trans-
port, construction, and water management are also listed.

In order to strengthen the institutional structure of the CMEA
in two important areas, parallel committees of the Council were estab-
lished by the 25th session: a Committee for Collaboration in Plan-
ning and a Committee for Scientific-Technical Collaboration. The
Committee for Collaboration in Planning represents a considerably
stronger institutional setup than the former Bureau for Integrated
Planning Problems. It is placed at a higher level of organizational
hierarchy (see table 7), and it enjoys much greater prestige. It also
has much wider range of duties. The member countries are repre-
sented by chairmen of their state planning agencies. The committee
has to meet at least twice a year, and the meetings are chaired by
every member on a rotation basis. It has a permanent Bureau which,
like the former Bureau for Integrated Planning Problems, is com-
posed of the representatives of the member countries at the rank of
deputy chairmen of the planning agencies.

6e Ibid., pp. 206-208.
v1 Ibid., pp. 214-215.
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Table 7.-Organization of CMBA (alter 25th session, July 1971)

Session of the Council.
Executive Committee.
Council Committees:

(1) For Collaboration in Planning.
(2) For Scientific and Technical Collaborathni.

Secretariat.
Standing Commissions:

(1) Statistics.
(2) International Trade.
(3) Currency and Finance.
(4) Electric Power.
(5) Peaceful Use of Atomic Energy.
(6) Geology.
(7) Coal Industry.
(8) Oil and Gas Industry.
(9) Chemical Industry.

(10) Nonferrous Metallurgy.
(11) Ferrous Metallurgy.
(12) Machine-building Industry.
(13) Radio-engineering and Electronics Industry.
(14) Light Industry.
(15) Food Industry.
(16) Agriculture.
(17) Construction.
(18) Transport.
(19) Communications.
(20) Standardization.

Conferences:
(1) Heads of Water Management Agencies.
(2) Representatives for Legal Matters.
(3) Heads of Patent Offices.
(4) Representatives of Freightage and Shipping Organizations.

Scientific institutions:
(1) Institute for Standardization.
(2) International Institute for Economic Problems of the World Socialist

System.
International organizations:

(1) Interconnected Power System.
(2) Common Wagon Pool.
(3) Intermetall.
(4) Organization for Cooperation In the Ball-bearing Industry.
(5) Interchim.
(6) Interatomicinstrument.
(7) International Bank for Economic Cooperation.
(8) International Investment Bank.
(9) Centre for Scientific and Technical Information.

SOURCE: B. W. Reutt, IRWPG: Cele-Zasady-struktura" (CMEA: Goals-Prlnclples-Structure), Zvyie gospodareze (Warsaw), No. 26, 1972, p. 6.

It is authorized to create various workin~ g roups and to organize
conferences of planning officials and other personnel from the memlbel
countries and Comecon international organizations and agencies. Its
tasks include: (a) working out comprehensive solutions of the most
important problems of cooperation in the major sectors of the national
economy, above all in the production of fuels and raw materials and in
the introduction of advanced technology in the most important
branches of engineering and transportation, (b) consultations on the
main problems of economic policy, (c) coordination of the national
economic plans and work on improving the forms of this coordina-
tion, (d) preparation of proposals for collaboration in the construction
of the investment projects in which the member countries express
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interest, (e) cooperation in forecasting, (f) joint planning of indi-
vidual branches of industry and in the production of particular prod-
ucts, (g) exchange of experience on improving the systems of planning
and management, and (h) any other problems of collaboration in
which the member countries may express interest.58

The establishment of this committee is regarded by East European
economists as one of the most important events in the institutional
evolution of the Council as the committee serves now as the general
staff of C-MEA, the main task of which is the supervision of the
realization of economic integration.59 It is a strong committee. Its
terms of reference are much wider than those of other organs of the
Council and it has the right to give directions to other organs.A0

The fact that the Committee for Scientific-Technical Collaboration
is raised to the same rank as the 'Committee for Collaboration in Plan-
ning is the best indicator of the high priority given to the development
in this field. Each member country is represented by the head of the
central body in charge of science and technology, who has the rank
of minister or often vice premier. The Committee has to meet, at least
twice a year and the meetings are also chaired on a rotation basis.
Its tasks include: (1) organization of multilateral consultations on
the basic policy matters in the field of science and technology, (2) orga-
nization of multilateral coordination in connection with those scientific
and technological aspects of the 5-year and long-term economic plans
in which the member countries express interest, (3) coordination of
research in the fields which are important for the long-run develop-
ment of the national economy, (4) preparation of proposals concern-
ing the introduction of the newest scientific and technical achievements
and leading industrial experience into production processes in the
member countries, (5) organization of the studies of world scientific
and technological progress in some selected fields, (6) organization
of joint planning by the interested countries in connection with the
stimulation of scientific and technological progress in selected fields,
(7) organization of collaboration in the training of scientific and tech-
nical personnel, (8) control over the activities of specialized inter-
national organizations which are established by the Council, and
coordination of their activities with its own activities; (9) organiza-
tion of cooperation in the production of scientific instruments and
equipment, (10) supervision of the fulfillment of commitments
accepted by the member countries in the field of scientific-technical
collaborations'

All supranational activities of the two committees are limited to
those aspects of planning or scientific and technological development
coordination in which the member-countries express an interest; every
country has the right to abstain from joining a particular agreement
or joint activity by declaring the lack of interest. In this way, the
majority cannot force its decisions upon any member-country and, at
the same time, the minority cannot veto the establishment of joint

M8 RWPG: Wyvspecjalizowane organa (CMEA: Specialized Organs), Zyoie go8podarcze
(Warsaw). No. 26, 1972, p. 7.

ML. S. XXVI Sesja RIVPG o postepach w realizacji programnt socjalistyuznej integracfi
.0ospodarczej. (The Twenty-sixth session of CMAIEM. on the Realization of the Program of
Socialist Integration), Gospodarka planowa, No. 12, 1972, p. 743.

5OO.T. Ptaszek. Postepy wsp6lpracy (The Progress of Cooperation), Zycie gaospodarcze,
No. 3S, 1972, p. 5.

a RWPG: WVv8pecjalizowane organy, p. 7.
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programs of action by the majority. However, the fact that no supra-
itational institutions have been created, and the member-coutntries re-
tain the right to refuse to participate in any project, does not neces-
sarily prevent a real advancement toward integration, as some Western
observers believe.62

First of all, there is a political pressure which can be exerted at the
conferences of party leaders and bilateral talks. As the example of
Romania's independent position shows, a country is able to resist it
for soeIC time within certain limits. The pressure is, however, very real.
As Professor WViles has pointed out, the main weakness of the formal
structure of Comecon is that it is a state and not a party organ, and
to be fully effective it would have to be supra-party rather than supra-
national.oa But this informal supra-party organization exists, despite
some serious differences and conflicts of interest, and it can be quite
effective, as it was at the time of the Czechoslovak crisis of 1968.

In the economic sphere, two factors-consultations and coordination
in planning, and joint planning in selected areas and the emergence of
integrated industries-will have long-run effects. Mutual consulta-
tions, joint forecasting and the coordination of the plans before they
are formulated represent new features in the process of collaboration
in planning which the comprehensive program has introduced.6l4 If
the main lines of development are agreed upon in this matter, the
freedom of maneuver left for the national planning bodies will be
considerably limited in practice. This is what at least some East Euro-
pean economists expect to happen:

It is, therefore, a coordination of the strategy and the tactics of development-
In a new multilateral, systematic, and binding manner. Taking into consideration
the intentions of its CMlEA partners, each country has a possibility to formulate
correctly its development plans. The intentions, presented during consultations
and included in the consultations protocol, have in a certain way an obligatory
character. The partners have a concrete basis for the formulation of their con-
clusions from these intentions and they can, therefore, determine the profile of
the development of their countries accordingly.'

In the process a certain industrial structure will be created in each
country. Just as the creation of particular industrial structures during
the industrialization drive in the early 1950's determined the lines of
development during the subsequent years, the restructuring taking
place at present as the result of consultations and coordination in plan-
ning may predetermine the lines of development in the future. It may
reduce the possibility of withdrawing from the integrated complex of
national economies without considerable losses.

Joint planning is envisaged in some selected fields. It is expected to
encompass all stages, including forecasting of demand, preparatory
activities, the production process, and the distribution of output
among various markets over an agreed period of time. The stress will
be on specialization in the production of parts rather than finished
products, with a close direct link among the enterprises located in
various countries and a system of severe financial penalties for non-
fulfillment of contracts. The comprehensive program puts special

1" a For example: P. Knirsch, Bcmfihungen un elne Wirtscbaftslntegratlon In Osteuropa,
Juropa .4rehir, Jannuary 1972.

MP. J. Wiles, Coninmnist International Economics, Oxford 1969. p. 14,
4 1L. Skibifiskl, Konpleksoloy programl socpalistIlcznej integracJi os8podarce-J krajdo

RIl'PG (Tihe Comprehensive Program of the Socialist Economic Integration of the CMEA
CountrIes), Gospodarka planowa, No. 11, 1971. p. 647.

a J. Drewnowskl, 'O progrnmie Integracjl krajow RWPG" (On the Integration Program
of the CMEA Countries), Zyefe gospodarcze, No. 14, 1972, p. 10.
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emphasis oil collaboration in production, including joint investments
and the establishment of multinational enterprises or associations
which group enterprises of all or some CAMEA countries. All essential
decisions in major industrial sectors would then be made within the
integrated industries, and only subsequently would they be incorpo-
rated into the national plans of the member states. The need to estab-
lish supranational planning authorities would be reduced. Since the
Soviet Union is by far the largest trade partner, its State Planning
Commission would, in effect, control the integrated industries through
its decisions to purchase industrial output, to ask for changes in the
type of products and their quality, and to provide essential raw mate-
rial inputs. 66

After the economic reforms had been introduced in the second half
of the 1960s, hopes were raised, particularly among Hungarian and
Polish economists, that CMEA integration would be based on the
market mechanism and that in this way, it will in turn, stimulate fur-
ther reforms. 67 Although the comprehensive program envisages some
liberalization of trade it does not go very far in this direction. Trade
in the most important raw materials, fuels, machines and equipment,
and even some foodstuffs and manufactured consumer goods, is to be
governed by rigidly defined quotas specifying quantities, delivery
dates, and other matters. For a second group, composed of less essen-
tial commodities, the only quota established will be a figure for the
total value of goods exchanged. A relatively small third group is ex-
pected to be free of any quota limitations and will not have to be
bilaterally balanced. Although the comprehensive program includes a
part dealing with improvements in the field of exchange rates and
strengthening of the transferable ruble, it is clear that its main stress
is not on the market mechanism, but on the collaboration in planning,
coordination of scientific and technological progress and infraindustry
coordination in production. Instead of increasing the role of market
forces and promoting decentralization of decisionmaking, this ap-
proach to integration may have an opposite effect. The integrated
industries will become international socialist cartels or socialist multi-
nationals enjoying a monopolistic position within the CAIEA market.
They may easily be highly centralized, although the degree of central-
ization would probably vary from one industry to another, and run by
administrative decisions. Nevertheless, profitability, modernization
and technical efficiency would, undoubtedly, be stressed. In the absence
of the market forces, it is doubtful, however, that the price mechanism
would work better in the future than it has been working until now.
It would continue to be difficult to find whether particular operations
are really profitable or not, or in the words of a Polish economist:

* 6 6 Because of the autonomous system of domestic prices in each country,
an automatic and purely internal character of 'the monetary system and arbitraryofficial rates of exchange which do not reflect relative values of currencies, it isimpossible to compare prices and costs of production of particular commodities
in different countries."

M Z. M. Fallenbuchl, "Comecon Integration" Pro bleni of Commnunism, larch-April 1973,
p. 35-39.O7 See for example: S. Ausch, hhoeor and Practice of OMBA Coooperation. Budapest1972 and P. Bozyk, "RWPG: Ekonomiczny mechanizm wspolpracy" (CMEA: The Economic

Mechanism of Collaboration). Warsaw 1970.z8 . Kamecki, J. Soldaczuk, W. Sierpinski, Miedzynarodowe stos unki ekononziczne. (In-
ternational Economic Relations), Warsaw, 2d ed. 1971, p. 242.
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The first international industrial association, based on economic cal-culations (i.e., on profit and loss accounting) is interatomiinsthument
which was established by the executive committee in 1972, as the re-
sult of a Polish initiative, on the basis of an agreemient signed by Bul-garia, Czechoslovakia, G.D.R. Hungary, Poland and U.S.S.R. Theassociation, which is located in Warsaw, is composed of enterprises,
industrial associations and other economic organizations, and scien-
tific research institutes in the member countries which specialize in theproduction of instruments and equipment for nuclear physics, engi-
neering and medicine. It is expected to eliminate duplication through
specialization and cooperation, to reduce the number of products
(which exceeded 1,000 in all CMEA countries taken together), reducecosts, improve quality and stimulate mutual trade among the melml-ber-countries in this field. 69 It is significant that Romania signed anagreement establishing an international team of scientific and tech-
nical specialists in atomic physics at the Hungarian Academy of
Science in Budapest at the same time, but declined to join the inter-national industrial association. This is one of the indications that,
despite the acceptance of the comprehensive program, Romania is still
not prepared to move as far as other CMEA countries in the direction
of economic integration. 70

The 26th session took place in July 1972 and examined progress
achieved during the first year after the adoption of the comprehensive
program. In the field of scientific and technological collaboration, 18
agreements were signed concerning coordination in research, and
20 coordinating centers, 7 scientific committees, and 2 international
scientific teams were established. A number of joint investments infuel and raw materials production were agreed upon, and a decision
was reached to expand the joint electric power distribution system
and the natural gas and oil pipeline system. Multilateral consultations
on the basic directions of socio-economic development in the years
1976-80 were conducted. The session asked the member countries and
Comecon agencies to prepare the plans for that period in the years
1972-74 in order to secure enough time for all the long-term agree-
ments which would have to be signed.71

As a form of joint planning in selected branches of production, a
number of agreements were signed concerning specialization and coop-
eration in the engineering and chemical industries. The agreements
took into consideration all stages, from the division of tasks in research
and development to the allocation of production responsibilities anddistribution of final products. A gradual extension of these methods
of collaboration is regarded as one of the main duties of the standing
commissions responsible for various sectors of the economy, especially
because progress which has so far been achieved in the field of special-
ization and cooperation in production, particularly in the engineering

en L. S. 'Nowe organy I organizacje gospodarcze RWPG" (New Organs and Organizations
of CMEA), Goapodarka planowa, No. 7, 1972. p. 443.77 Schaefer has reached the same conclusion: For Romania the situation end the issues
had not changed all that much with the adoption of the Integration program, and therewas no immediate sign of any modification in her established policy of fighting forrrinciple while cooperating In new projects and In new approaches when she deemed Iteeneficlala Schaefer op. cit., p. 176.71 J. G. "XXVI kcsja RWPG: Praktyka socjaltstycznej integracji" (The twenty-sixth
session of CE EA: Socialist Integration In Practice), Zycie gospodarcze, No. 30, 1972, p. 2L. S. XXXVI Sesja * * *," pp. 742-3.
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industry, cannot be accepted as satisfactory despite some recent
improvements.'2

Not all decisions concerning specialization and cooperation were
satisfactory. In some cases there was no reduction in the number of
producers and this situation "is not conducive to the utilization of the
latest achievements of science and technology." The accepted recom-
mendations "were not always taken into consideration at the stage of
the coordination of economic plans among the member-countries." Not
enough attention was given to the specialization and cooperation in
respect to the production of parts and intermediate products. There
are also difficulties created by excessively lengthy discussions and slow
work within various Comecon bodies.7 3 This last point is particularly
important. After rejecting integration through the market, the com-
prehensive program is attempting to effect integration through basi-
cally administrative methods. There are, however, no reasons to assume
that these methods would be more efficient and less bureaucratic at the
international level than they have been when applied within coun-
tries. On the contrary, they may work even less satisfactorily as co-
ordination is even more difficult and complicated and conflicts of in-
terest more clearly visible.

Yugoslavia, which on the basis of an agreement signed with Come-
con in 1964 has been participating in some sessions and other activi-
ties, was represented at the 26th session by a strong delegation. This
was interpreted as a sign of real interest in CMEA integration. The
session also admitted Cuba as a full member.

The 27th session met in June 1973. It discussed, above all, the co-
ordination of national plans for 1975-80 and, in some selected fields,
for a longer period. The supply of raw materials was given top
priority. Again some joint investments in this field were studied and
agreed upon, mainly in the Soviet Union. Decisions were made about
specialization and cooperation in the engineering industry. They will
be taken into consideration during the preparation of national eco-
nomnic plans and are expected to influence the future lines of the de-
velopment in this industry in the region as a whole. Considerable
attention was also given to the expansion of the industries producing
consumption goods, to the acceleration of technological progress and,
for the first time in the history of CMEA, to ecological problems.
Intensification of joint aid to Mongolia and Cuba, further expansion
of cooperation with Yugoslavia and the new agreement of coopera-
tion between Finland and CMEA were also discussed.7 4

75 76

No progress, however, has been achieved so far as the extension of
international trade is concerned. Both the CMEA share of world
import and the share of world export declined in 1971 to its lowest
level since 1960 (9.1 and 9.8 percent respectively). The share of import
increased somewhat in 1972 to the level which it had reached in 1967
(9.7 percent). The share of export in that year was, however, the sec-
ond lowest since 1960 (10 percent) (see table 2). Although the average
rates of growth of export increased in 1971-72 in comparison with

_3 Ptaszek, 'Postepy wsp6lpracy," p. 5.
.3 Ibid.

74 L. S. XXII Scsja RWPG: Program socjallstycznej integracjl gospodarezej w dzlalanlu
(the 27th session of CMEA: The Program of Socialist Economic Integration In Action),
Gospodarka planoica, No. 9, 1973, pp. 633-6.

76 lbid.. L(. 635.71 Comleco n: Little more than a name, Economist (London), Mar. 2, 1974, p. 59.
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1966-70 in all countries, except Bulgaria and the Soviet 'Union, and
the average rates of growth of import everywhere, except the G.D.R.,
Hungary and Romania, trade within the bloc grew again less rapidly
than total trade of the CMTEA countries (see table 3).

No acceleration of economic growth was visible in the region as a
whole. The average rates of growth of national income declined in
1971-72 in comparison with 1966-7(0 in all countries except Poland and
Romania, reflecting a decline in the rates of growth of investment
which, except in Poland, were below the 1966-70 level (see table 4).
Similarly, the rates of growth of gross industrial production were
lower in 1971-72 than in 1966-70, except in Poland where there was
-an increase and in Czechoslovakia where they were at the same level.
This decline reflected a decline in the rates of. growth of employment,
an insufficient improvement in labor productivity in Bulgaria, Hun-
gary, and the Soviet Union, and a decline in the rates of growth of
labor productivity and an insufficient increase in the rate of growth of
em1ployment in the GT.D.R. and Romania. Only in Poland, and to a
:smaller extent in Czechoslovakia, was there some evidence of an
intensive pattern of growth.

TABLE 8.-Sessions of CMEA

First session, Moscow, April 26-28, 1949.
Second session, Sofia, August 25-27, 1949.
Third session, Moscow, November 24-25, 1950.
Fourth session, Moscow, March 26-27, 1954.
Fifth session, Moscow, June 24-25, 1954.
Sixth session, Budapest, December 7-11, 1955.
Seventh session, Berlin, May 18-25, 195-6.
Eighth session, Warsaw, June 18-22, 1957.
Ninth session, Bucharest, June 26-30, 1958.
'Tenth session, Prague, December 11-13, 1958.
Eleventh session, Tirana, May 13-16, 1959.
Twelfth session, Sofia, December 10-14, 1959.
'Thirteenth session, Budapest, July 26-29, 1960.
Fourteenth session, Berlin, February 28-March 3, 1961.
Fifteenth session, Warsaw, December 12-15, 1961.
Sixteenth session, Moscow. June 7, 1962.
Seventeenth session, Bucharest, December 14-20, 1962.
Eighteenth session, Moscow, July 25-26, 1963.
Nineteenth session, Prague, January 28-February 2, 1965.

'Twentieth session, Sofia, December 8-10, 1966.
Twenty-first session, Budapest, December 12-14, 1967.
Twenty-second session, Berlin, January 21-23, 1969.
Twenty-third session, Moscow, April 23-26, 1969.
Twenty-fourth session, Warsaw, May 12-14, 1970.
'Twenty-fifth session, Bucharest, July 27-29, 1971.
Twenty-sixth session, Moscow, July 10-12, 1972.
Twenty-seventh session, Prague, June 5-8, 1973.

II. THE MECHANISM OF INTEGRATION

1. Coordination of Plans

Under the centralized model of planning and management of the
Socialist economy, the mechanism of integration was composed of
mainly administrative measures with only a limited role being played
by market forces. The basic tool was the coordination of economic
plans of the member-countries on the basis of the so-called material
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balances, which after 1956 were prepared for some selected commodi-
ties, both raw materials and final products, for OMEA as a whole. At
first the problem was limited to registering surpluses and shortages
of various commodities and to allocating the surpluses among those
member-countries which needed them. In this way the cooperation of
the 5-year plans for 1956-60 and 1961-65 was effected. A serious dis-
advantage was that in both cases the process took place after the na-
tional plans had already been prepared and approved by the appropri-
ate authorities of the member-countries. At this stage the plans were
difficult to adjust and the suggestions made by the Comecon bodies
usually encountered an inflexible response from the national central
planning agencies.77

This was, in effect, the coordination of trade on the basis of bilateral
consultations. As international trade had only one function at that
time, the removal of short-run bottlenecks, these consultations had
very little impact on the industrial structure of individual countries.
The production profiles were constructed "without economic calcula-
tions as the result of the tendency to achieve maximum economic self-
sufficiency of individual countries." 78

During the break between the coordination of plans for 1961-65 and
those for 1966-70, attempts were made to coordinate the long-term
prospective plans up to 1980. In practice, however, it was impossible
to go beyond some bilateral consultations which took place in 1961-63.
Only a few particularly important sectors, such as fuel and electric
power production, were balanced on a multilateral basis. It was dis-
covered that the methods which were used for the coordination of the
5-year plans could not be used for the coordination of the long-term
plans, and the exercise collapsed because of the lack of proper method-
ology. Some results of discussions, however, were apparently useful
for the preparation of the subsequent 5-year plans.'9

At the beginning of the 1960's the existing system of coordination
of plans was recognized as being inadequate, time consuming, and
cumbersome. The coordination could only advance to the extent to
which all partners were willing to go, and their interest was usually
limited to insuring supplies which were needed for the fulfillment of
their economic plans. In 1962, Khrushchev proposed the system of
joint planning for CMEA as a whole.8 0 The 12th Congress of tre
Communist Party of Czechoslovakia, which was held at the end of
that year, accepted the proposal and some Czechoslovak and East
German economists supported it in their writings.8" However, theproposal was rejected, because planning at that time was understood
as the administrative-command system and "the concept of inter-
national planning for CMEA as a whole was accepted to imply the

"7B. Miroshnichenko (ed.). Problenty koordinacii narodnokhoziaistventivkh ptanov
stron SJV (the "Problems of the Coordination of National Economic Plans of the CO EAcountries"), Moscow 1968, pp. 97-108; M. Guzek, ProblemV integracji gospodarczcjpaonstu scjalistycznvch." Poznan, 1964, pp. 72-73.

78 5Gora, Z. Knyziak, W~p6Ipraca krajouc RWPG a rachunek ekonomiczny (Cooperation
of the CMEA countries and Economic calculations). warsaw 1966, p. 150.

7D M. Deniszczuk, K. Derbin. Koordynacja plas6sw gospadarezvch kraj6w RIVPG' (thecoordination of the Economic Plans of the CMEA Countries"). Warsaw 1972, p. 103.
50 N. Khrushchev, "Aktualne zagadnienia rozwoju Awiatowego systeinu socjalistycznego"("Current Problems of the Development of the World Socialist System"), Problemy pokoju

s 8ocializnu, No. 9, 1962.
81For example: J. Novozamsky, Vvrovnavani ekonomicke urovnezemi ("Reduction inthe Differences in Eastern Development"), Prague, 1964, pp. 194-156: W. Kunz Grund-fragen der internationalenl Wirtschafias -oamnaewanrbeit dcr Lanuder des Rates fur gegen-seltige Wirtschaftshiffe ("Principal Problems of the International Economic Coopera-tion Among the CMEA countries"), Berlin 1964, p. 18.
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necessity to create an international planning agency for CMEA whichwould have the right to make economic decisions which would becomecompulsory for individual countries and which would, therefore, effec-tively limit the scope and the possibility of making independent eco-
nonlc decisions by individual countries." 82

The proposal had its merits. The existing system was not satisfac-tory and no alternative solution could guarantee much improvement.
It had, however, great political risks for the parties in Eastern Eu-rope. It also had economic disadvantages, particularly for less-devel-
oped member-countries:

This concept was an attempt to overcome in a radical manner all the diffi-culties which the development of socialist integration encountered under theconditions which required considerably more effective methods than those whichhad been used in the past. It should be added that the apparent attraction of thisidea was that it implied the unification of economic methods and planning de-vices (for example the introduction of a uniform currency in all CMEA coun-tries), without which it would not be possible to prepare a joint economic plan.Without trying to evaluate this concept, it is enough to say that it would tend topetrify the existing international division of labor, and this would mean a liml-tation of sovereignty of individual countries in respect of their ability to developtheir economies in accordance with the national interests.a
The only acceptable solution was improvement in the methods ofinternational coordination of plans, which in effect became even morecomplicated and bureaucratic. These starting points were bilateral con-sultations among the member countries. The central planning agenciessubmitted to the Comecon secretariat information on their plans, in-cluding the planned quantity of production, the expected require-

ments and the size of a surplus or a deficit. The sector departments
of the secretariat collected this information for a particular sector andprepared the balances for the bloc as a whole. The results were sub-mitted to the standing commissions for discussion. The final balances
were then submitted to the executive committee. As some shortages
and surpluses were still present at the end of the first stage (consulta-
tions), during the second stage (coordination proper), bilateral dis-
cussions again took place on the basis of the suggestions prepared bythe executive committee. The results were sent to the secretariat for a
new exercise in balancing which involved again both the sector de-
partments of the secretariat and the standing commissions.

The executive committee examined the final product and bilateral
commercial agreements were signed by the member-countries for the5-year period which incorporated decisions on planned exchange ofcomm odities. Attempts were made to balance bilaterally not only the
total volume of trade but also the major groups of commodities,
machines, and equipment, raw materials and fuels, basic foodstuffs andmanufactured consumption goods. The bilateral agreements on export
and import quotas of very detailed nature were, of course, a logicalextension of the material balances method of detailed balancing of all
major commodities in real terms which was used for the construction
of e conomic plans in each of the member-countries.84

As very little coordination is possible in practice after investmentdecisions have been made, and even less when a certain industrial struc-
E J. Soldaczuk, "Handel miedzynarodowy a rozw6j gospodarcry w socJanlzmle" ("Inter-national Trade and Economic Development Under Socialism"), WXraraw 1970. p. 150.3 P. Gllkman, "Rachunek ekonomlczny we wsp6lpracy krajdw RWPG w dziedzinieInwestyeJl" (Economic Calculations In the Cooperation of the CMlEA Countries in Invest-ment). Warsaw 1970. pp. 51-2.
1' Boiyk, op. cit., pp. 85-7.
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ture has already been created, the coordination of investment plans
was accepted as the most important measure. A similar mechanism,
including a stage of consultations and a stage of coordination proper,
has been used for the coordination of the overall plans. The starting
point is the collection of information in the form of indicators and the
list of proposed investment projects, including the construction of new
and enlargement or modernization of existing plants, which are con-
nected directly with the international division of labor. On this basis,
consultations take place, first bilateral and subsequently multilateral,
in the sector standing commissions, in the sector departments of the
secretariat and, finally, at the executive committee. The accepted deci-
sions are then embodied in the 5-year plans, commercial agreements
and joint investments.86 Again, the process is extremely complicated,
lengthy, and inflexible.

The coordination of investment was attempted on a large scale dur-
ing the coordination of plans for 1966-70. Several hundred projects
were presented by the state planning agencies. In accordance with the
previously accepted principles, decisions were to be made on several
matters: cancellation of a particular investment project in one country
if identical productive capacity was not fully utilized or was planned
to be constructed in another; changes in the timing of construction of
some investment projects; the priority which should be attached to
various projects; specialization in the production of particular coIm-
modities according to the type, size, et cetera, in the case when several
similar plans would be constructed in more than one country, in order
to achieve economies of scale; and the collaboration and mutual assist-
ance in the construction of some projects of particularly great impor-
tance for several countries. This coordination of investments had "only
a very limited effect" because there was "the lack of a sufficiently pre-
cise instrument which could be used to compare investment outlays in
different countries and to bring them to a common denominator. It
was simply impossible for the national planning agencies and for the
Comecon bodies to make calculation of the efficiency of proposed
investment projects and to choose from among alternative projects
located in different countries.8

The tendency to cover the widest possible range of commodities and
to examine the greatest number of details, which had been present dur-
ing the first two attempts to coordinate the 5-year plans (for 1956-60
and 1961-65) was recognized as a mistake, and, during the prepara-
tion of plans for 1966-70, the range of coordination was reduced and
the process became less detailed.8 7

The coordination of plans for 1971-75 was started 3 years before
their beginning, to make sure that its results are incorporated in the
national plans. The main stress was put on a relatively limited number
of the most important problems for which the coordination process
was strengthened to achieve a higher degree of specialization. Special
attention was given to the coordination of production with the help of
international sectoral organizations such as Interrnetall and standing
sectoral commissions. In every country a determined effort was made
to adjust direction of development in the selected sectors to the re-
quirements declared by its partners. The creation of a number of links

2E Deniszczuk, Derbin, op. cit., p. 107.
2B Ibid.
87 M. Guzek. Miedzynarodowa in tegrarejt gos7podarcza lo socialUmfe (International Eco-

nomic Integration Under Socialism). Warsaw 1971, p. 124.
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was planned which were basically of an autarkic nature, taking CME2a
as a whole. Priority was given to the creation of international links ill
the production of fuel and raw materials, where "the supply of main
products was fully secured from intra-bloc sources for all countries"
and in the engineering industry, as the result of which "the main in-
vestment needs of the CMEA countries for machines and equipment
were met by supplies from the member countries." 8

Despite some improvements, this was basically the same bilateral
system of coordination of plans which had previously existed.19 Writ-
ing in 1969, a Polish economist pointed out that the system stressed
mainly the creation of planned forms for the mutual collaboration
among the member-countries which would help them to fulfill their
national plans, rather than to achieve the optimal utilization of eco-
nomic resources of these countries through the widest possible speciali-
zation an(l coordination. Instead of concentrating on the coordination
of the main directions of economic development and on the creation of
a basis for mutual trade, attempts were made to determine particular
types and quantities of mutual deliveries of goods. In effect, the co-
ordination of plans was simply an introductory stage for the negotia-
tions of commercial agreements.

It influenced the coordination of the directions of development of
individual countries only indirectly and rarely in a durable way, be-
cause the types and quantities of deliveries were subject to consider-
able change from one planned period to another. The practice of
limiting the coordination to the 5-year plan periods tended to create
discontinuity, and it was responsible for the fact that the coordina-
tion decisions were strongly influenced by existing short-run situa-
tions and current needs. Moreover, the coordination decisions were not
alwvays secured by any binding agreements, and this created a real
danger that they might not be carried out. The coordination was tak-
ing place almost exclusively on a bilateral basis and this tendency for
bilateralism was further strengthened by the difficulties which were

experienced by individual countries in obtaining required imports
and, in some cases, in finding foreign markets for commodities which
they produced.90

In practice, during the first stages in the evolution of Comecon, the
coordination of plans was applied fully only for the production of
fuel and most important raw materials, and, to a lesser extent in the
engineering industry. Its application to all products of the manu-
facturing industry, particularly to consumption goods, proved im-
possible:

The feasibility of balancing in physical units is determined by the degree of
homogeneity of products. As it is well known, this condition can be met more
readily in the case of such products as electric power, fuels, mineral raw ma-
terials, or such mass commodities as grain. On ithe other hand, the collection and
processing of information for non-homogeneous products require aggregation
in value terms. Even in respect to the domestic economies of the individual
CMEA countries this problem is not easy to solve. Difficulties are even greater in
the analysis on the scale of the whole group of countries as, in addition, there is

as Bozyk, op. cit., p. 42.
81 A. Sh ilman, 'Koordinacia planov stran SEV" (The Coordination of Plans of the

C.MEA Countries), Ine8hnaia Torgovlia (Moscow), No. 4, 1971.
0Z. Knmecki. liierunki zmtan w systemie koordynacj1 plan6w krnj6w RWPG" (Direc-

tions of Changes In the System of the Coordination of Plans of CMEA Countries),
Gospordarka planotoa, No. 10, 1969, pp. 1-2.
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the problem of comparability of monetary units, the matters of standardization,
differences in statistical methods and processing of planning data.0'

The economic reforms introduced in the second half of the 1960's
made the existing method of international coordination of plans obso-
lete and even less workable than before. They introduced some changes
in the nature of national plans by reducing the number of directives,
reduced the degree of centralization, and put a greater stress on eco-
nomic as opposed to administrative measures. The national central
planning agencies cannot make the same commitments as before. The
national plans are less detailed, and they are formulated to a greater
extent than before in aggregative value terms. The reforms made it
necessary to modify the international coordination of plans. Plans
had to be less detailed, less rigid, and representing to a greater extent
only the main directions of development or a general framework
within which specific decisions would be made by economic units of a
lower level.

At the same time, the reforms opened up possibilities for the appli-
cation of new methods of international coordination. In the past,
decisions were made in physical units at the central level and were
transferred down to the enterprises in the form of commands. A really
effective international coordination required, therefore, a supra-
national planning office. However, when the enterprises acquire some
freedom to make decisions on the basis of profit-and-loss considera-
tions, they need prices as parameters for their calculations. While in
the past, prices did not supply any information to the enterprises, they
must be more meaningful now. All CMEA countries effected price
reforms in the years 1967-70, and, although the new prices still do not
correctly reflect the supply and demand conditions, they are more
reliable than the old prices. There is, therefore, room now for forms
of international planning other than those based on the direct com-
mands of the international planning office.92

One possible modification of the international coordination of plans
would be the acceptance of the suitable market mechanisms, such as
prices, rates of exchange, and an international-bloc currency. The
advocates of this approach among the East European economists are
stressing that "no system of coordination of plans, if it is expected
to give real results, can be regarded as a substitute for the market
mechanism," and that "the wide utilization of the market mechanism
would make it possible to concentrate during the process of the co-
ordination of plans on real and direct coordination of the directions
of economic development," which should be established as "long last-
ing linking of production and scientific and technical activities" among
the member-countries.93

This approach is regarded as a necessary precondition not only for
strengthening integration, but also for a successful switch from the
extensive to the intensive pattern of development:

The functions of the mechanism which regulate mutual coordination must
correspond to the specific conditions under which the CMEA countries are, at
present, moving toward the intensive stage of development. In comparison with
the situation which existed in the past there must be a change in the role of both

"1 Guzek, op. cit., pp. 129-130.
92 M. Guzek, "Modele miedzynarodowej IntergracJi gospodarezej w socjallimle," (Models

of International Economic Integration Under Socialism). Ekonomi8ta, (Warsaw), No. 5,
1968.

'3 Kamecki, op. cit., p. 2.
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institutional and market factors. The institutional factors, continuing to play
active functions, cannot now and will not be able in the future to determine all
possibilities and directions of mutual trade and specialization in production in a
detailed way. For this reason the market forces must, to a certain extent, play an
active role in the process of determining mutual trade and specialization. With
such a change it would not be possible to bring individual enterprises into a
direct participation in the determination of the international division of labor." 91

,In other words, the volume, direction, and composition of inter-
national trade, and the corresponding specialized industrial structure,
are determined, within the overall framework established by the cen-
tral planning authorities, by microeconomic decision of enterprises
dealing directly with enterprises in other countries.

However, the leading Soviet specialist in the field of CMEA inte-
gration, 0. Bogomolov, has not accepted this view. He admits that the
previous forms of cooperation were not sufficient in the second half of
the 1960's, and that "the stage of intensive economic development, into
which the CMEA countries enter, requires a wider field for an inter-
national maneuver with material, financial, and human resources;
some specific forms of the unification of economic and scientific and
technical potentials; concentration of joint efforts for the solution of
the basic problems of socialist and Communist construction * * *"
Discussing various forms and methods of integration, he stresses that
the most important theoretical and practical problem of the establish-
ing of real mechanism of economic integration is that of finding a
golden mean between the state-political and economic methods of regu-
lating the process. Bogomolov rejects the market mechanism, point-
ing out that "the Socialist ownership of the means of production makes
it possible to adjust the economic structures of individual countries not
through the spontaneous fluctuations of the market but in a much
simpler and more effective manner on the basis of the adequate regula-
tion of the activities of the states." For him "the state plan is the most
effective lever of the process of integration" although 'the acceptance
of the primacy of the planning over market instruments does not, of
course, mean that the role and the importance of the latter is under-
estimated." 05

Bogomolov's proposals represent the concept of adjusting the in-
dustrial structure of the member-countries "from above" through
direct coordination of plans by administrative methods which would
be improved and which could utilize some economic instruments. How-
ever, despite considerable efforts, by 1970 "no effective forms and
methods of the coordination of the plans for economic development of
CMEA countries had been found." Il

The comprehensive program, approved in the following year, was
supposed to introduce a significant modification of the system. It has
accepted Bogomolov's approach. It stresses the coordination of overall
economic policy in addition to the coordination of long term, 5-year
and annual plans. More responsibility is given to the Comecon by cre-
ating the Committee for Collaboration in Planning, composed of the
chairmen of the state planning agencies. Plans for 10-20 years, which
outline basic trends in the development of the key sectors of the econ-

94 Bolyk, op. cit. p. 96.
e5 D. Bogomolov (Problems of the Economic integration of Socialist Countries), Prob-

lemv Mftra i Sotsialisma (Moscow), No. 11, 1970; Polish translation In Gospodarka
planotoa, No. 1, 1971, pp. 61-2.

9' Soldaczuk, op. cit., p. 151.
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'omy, are to be coordinated by bilateral and multilateral consultations
of the representatives of planning agencies of the member-countries,
with the participation of the CMEA bodies dealing with foreign trade
and scientific-technical cooperation, and appropriate sector depart-
ments of the Secretariat and standing sector commissions. On this
basis, the member countries are expected to conclude long term multi-
lateral and bilateral collaboration agreements, which would include
"reciprocal obligations, terms, measures for their fulfilment, material
liability of the parties for their nonfulfillment or improper fulfill-
ment." Priority is given to the coordination of long-term plans for:
(1) the fuel and energy base, including nuclear energy, (2) the raw

material base for ferrous and nonferrous metallurgy, for the chemical
'pulp and paper and light industries, including geological prospecting
works, (3) the key types of industries in ferrous and nonferrous metal-
lurgy, (4) the petrochemical and associated industries, and (5) the
integrated system of machines and instruments that determine the
development of the scientific and technological revolution.9 7

The stress in the long-term cooperation among the member-countries
is on those sectors producing producers' goods which have always been
given top priority in Eastern Europe. They include fuels and raw
materials, because of relative shortage of these commodities, and those
'industries in which most of unnecessary duplication of investment and
parallel development occurred in the past. At least some of these prod-
-ucts are also relatively homogeneous. The inclusion of the CMEA
bodies in the process of coordination of the long-term plans is the
closest substitute for supranational joint planning which is acceptable
to all member-countries at present.

'One of the first activities of the newly established Committee for
the Collaboration in Planning was the preparation of a list of the
main problems of the development of the national economy and the
types of production which should be coordinated for the period up to
1985 and in some cases even 1990. Concrete methods and a timetable
for multilateral and bilateral works in this field have also been
accepted. In accordance with the comprehensive program, the coordi-
nation of the long-term plans will be based on jointly prepared fore-
casts of the development of production of the most important
'products.9 8

The comprehensive program states that the coordination of the
5-year plans takes place at the time of the preparation of the national
plans, before the drafts are submitted for approval by the appropriate
national authorities. They are coordinated on a bilateral and a multi-
lateral basis for those problems in which the member countries express
an interest in joint solutions. The process of coordination is finalized
by the signing of protocol by the heads of the central planning agen-
cies of the member countries. Four types of problems are specifically
mentioned as requiring coordination: (1) basic directions in scientific
'and technical progress, (2) the development of specialization and
'cooperation in production with the aim of organizing a rational pro-
duction scale based on more sophisticated technologies, (3) the coordi-
nation of capital investments which are of mutual interest, especially
for the expansion of the fuel and raw material base for the key

97 "Comprehensive Program ... ," pp. 206-.
99 L. S. "Rozw6j wsp lpracy w dziedzinte planowania" (The Development of Coopera-

tion in Planning), Gospodarka planowa, No. 11, 1973, pp. 780-2.



115

branches of industry, and (4) the output and deadline for reciprocal
supply of goods and services.99

The program of work in this field for the plans for 1976-80 was
prepared by the Committee for Collaboration in Planning during
1972, and it was approved by the Executive Committee. The program
iasumes an active participation by various Comecon bodies. In 1963,
standing commisions were coordinating plans for their respective sec-
tors for the years 1976-80 and for the longer periods. It is expected
that the member-countries will be able to sign commercial agreements
on the basis of the coordinated decisions in the first half of 1975.1°°

In accordance with the stipulations of the "comprehensive program,"
there were also consultations on the main problems of economic policy
and exchanges of information on the experience of various member-
countries in the field of improving the planning and management
system.' 01

The cursory examination of both the relevant parts of the "com-
prehensive program" and the information oln currently conducted work
on the coordination of plans indicates that, although the methods
have been elaborated in greater detail and a wider range of problems
have been included, no major change has occurred in this field. Most
of the objections which were made against the coordination of plans
in the past remain valid, and no great improvement in results can be
expected. Particularly striking is the great degree of bureaucratization
of the process. It absorbs considerable human and other resources and,
because of various delays at the international level, may tend to make
national planning even less flexible than it was in the past. To this
extent, the Comecon activities may represent a real burden for the
member-countries. The greatest benefit of further elaboration of meth-
ods seems to be the increased knowledge of the situation, current aims,
policies, and other economic activities in other member-countries. This
mnay be an important factor from the point of view of the Soviet Union
as it may help to anticipate some potentially explosive developments,
which in the past seemed to come as a surprise for the Soviet leaders.

Although the coordination of national plans by the supranational
bodies, as it exists at present, does not yet represent supranational
planning, it reflects some supranational preferences, and in the long
run it may lead to such planning. At present, "the introduction of
siupranational planning sensu strieto is still very difficult, because if
the decisions about the allocation of resources for specific purposes in
sectoral and geographic aspects were based onl an international system
of economic calculations, they could, in many cases, hamper the
national interests of individual Socialist countries." 102

It seems that without the introduction of the "market instruments"
at the international level, this difficulty will never be eliminated and
no real progress could be achieved, although the frequent meetings of
the planning officials from the member-countries, which are attended
by the Comecon officials, and the enhanced role of the Comecon agen-
cies may create more favorable conditions for supranational planning
in the future.

0' 'Comprehensive Program ... , pp. 208-210.
10 L. S. "Rozw6j * p. 782.
101 Ibid.
In2 A. 'Marszalek. "Plantstyczno-Instytucjonalne metody Integracil ekonomicznej kraJ6W

soejalistycznych" (Institutional PlannIng lethods of the Economic Integration of Socialist
Countries), Gospodarka planowa, No. 11, 1972, p. 694.
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2. Collaboration in Production

Since 1962, when the Soviet proposal concerning supranational
planning was rejected, it has become clear that the progress of East
European integration must proceed gradually and that, in effect, it
will be a lengthy process. Although the creation of a supranational
planning body and the introduction of joint general plans for the eco-
nomic development of CMEA as a whole has been retained as a long-
term objective, 103 the coordination of national plans has been accepted
as an "objective necessity at the present stage of the development of
international relations among the CMEA countries." 104 At the same
time, it was realized that the coordination of plans should be supple-
mented by the development of other institutional links. The fact that
in the past insufficient attention had been paid to this matter and that,
"because of the political-systemic similarity of the CMEA countries,
the coordination of plans was regarded as a sufficiently strong institu-
tional link" was accepted as a mistake.105

During the 1960's, the Comecon was searching for some suitable
forms of integration in production. There were, first of all, attempts
to improve specialization and cooperation agreements based on the
recommendations of the executive committee and standing commis-
sions. These recommendations were, at first, limited to defining the
products, or groups of products, in which individual countries should
specialize. Subsequently, they became more detailed and included the
date when the production and deliveries should start, the quantities
which should be delivered, quality, et cetera. However, "the progress
of specialization on the basis of the recommendations by the Comecon
bodies was unsatisfactory." The recommendations were not creating
necessary conditions for their implementation. They "did not include
technical, economic, and legal elements which would act as incentives
and obligations for both the producers and the buyers of specialized
products." 106

In 11967, the CMEA countries and Yugoslavia accepted the "Effec-
tive Method of Improving Specialization and Cooperation in Pro-
duction" as a basis for contracts between direct producers. This new
approach was recognized as being far superior to the use of "recom-
mendations" which, because of their nature, had to be vague and
inconclusive. The contracts between direct producers cover a whole
complex of problems, including research and development, production,
and marketing. They stipulate the responsibilities of partners, penal-
ties for failure to meet contractual obligations, and determine prices
"which in the final analysis decide about the economic results of inter-
national cooperation in production which are achieved by each part-
ner." The new approach has been accepted as an important step
forward as "every contractual agreement concerning specialization
and coordination in production, which solves the whole range of prob-

10o G. Sorokin, Soviet delegate, at an International symposium on 'International Eco-
nomic Integration of thl Socia'ilt Countries" held in Warsaw in January 1909, Handel
zagranicznv (Warsaw), No. 4, 1969.

104 Tiroshchenko, op elt., pp. 36-7.
101 M. Deniszczuk, Miedzynarodowy podzial pracy a integracja eknonomiczna krajow

RWPG" (International Division of Lahour and Economic Integration of the CMEA
Countries), Handel zagraniczny, No. 7, 1971, p. 217.

10 B. W. Reutt, "Miedzynarodowe formy specjalizacji produkcji krnj6 RWPG" (nter-
national Forms of Specialization In Production of the CMEA Countries," in P. Boiyk
(ed.), Integracja ekonomiczna krajoaf soojalistycznych. (Economic Integration of the
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lems in a given sector of production in the long-run sense, becomes a
new stone in the edifice of the integrated international socialist
economy." 107

Tbe *'compreliensive program" asks the mem ber-countries to create
aIxpropl~iate conomnic prerequisites for the development of direct ties
"between their ministries, agencies, and other government organs, and
between economic, scientific research, and planluing and design organi-
zations." These ties should be established when there is mutual interest
of the parties in the elaboration of specific measures on a cooperative
basis. Thev should be established "with due regard to the system s of
planning and malnagenien t em ployed in the given nations, as well as
to the rights and authority held by the parties within the framework
of these systems," and with the understanding that "each party in-
volved in direct ties coordinates its activities within the nation in
accordance with the system of planning and m anagem ent existing in
a griven nation." Thus, direct ties should not weaken the autonomy of
each member-country in respect to planning and management, and
cannot be used as an instrument of pressure for effecting any systemic
changes or preventing, chancres envisaged by an individual country.
The contractual agreements will be utilized to formalize the reciprocal
obligations of parties. They should include effective guarantees and
material responsibility of the parties for the nonfulfilment, or im-
proper fulfilment, of their obligations. Various Comecon agencies w ill
retain their right to give recommendations on direct ties amnong the
member-countries, but these ties can also be established in response to
recommendations issued by bilateral intergovernmental commissions
or at the initiative of those organizations, presumably including indus-
trial enterprises, "which are empowered to establish them." 108

In the second half of the 1960's, some Soviet economists formulated
a new concept. In addition to improving the coordination of perspec-
tive (long-term). multiyear. and annumal general plans for the devel-
opment of national economies, the member-countries should also in-
troduce joint planning for the development of some selected branches
of industry in order to insure specialization and coordination.'19

This is an attempt to promote integration gradually on a selective
barsis, starting with some key sectors such as the chemical, electronics,
and engineering industries. In these sectors, technological progress
plays a particularly important role; and they, in turn, determine
the level of technique in an economy which mainly depends on its own
production, or that of its bloc partners, for the supply of capital
goods. These are, at the same time, highly capital-intensive sectors,
which require large outlays on research and development, and have
large potential economies of scale. None of the CMEA countries, except
the Soviet Union, has sufficient resources to construct modern and
efficient plants in these sectors and, what is even more difficult, to con-
stantly modernize them in order to keep them abreast of the world
technological progress. Moreover. none of these countries has a suf-

107 J. Kormniov, 'Mlledzynarodowa socjalistyczna kooperacja produkcji' (International
Socal1ist Cooperation In Production), Gospodarka planotea, No. 5, 1969, p. 31.

' "Comprehensive program * * p," pp. 241-243.
Ah 0. Sorokin, "Problemiy ekonomicheskol Integratsil stran sotsfallsmal (Problems of the

Economic Integration of Socialist Countries), "Voprosy Ekonomiki," No. 12, 1968, p. 86;
0. Bogomolov, "Nekotoryle problemy spetsializatsfi I kooperatsii proizvolistya nrezhdu
stranami S. E. V." (Some Problems of Specialization and Cooperation of Production
Ammmong CMEA Countries), Mlirovaia Ekononzia i Alezlhudarodne Otnosheniia (Moscow),
No. 6, 1967. pp. 78-8O.
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There is a general agreement among Soviet and East European
economists that the development of joint enterprises has been ham-
pered by various features of the economic system of socialist countries,
such as the lack of uniform prices, correct exchange rates, converti-
bility, and an appropriate monetary system, and that "without solving
the question of market and monetary problems there will be no pos-
sibility to solve complicated problems of joint enterprises." 12 3

Because of the still strong presence of administrative-command
features in the planning and management system of the CMEA
countries, the enterprises in one country are not interested in mutual
contacts and specialization or in cooperation arrangements with enter-
prises in other member countries. The system does not provide suffi-
cient incentives for action in this direction and there are even many
disincentives.124 For this reason, even the purely coordinating inter-
national organizations, such as "Intermetall" and "Organization for
Cooperation in the Ballbearing Industry" have been playing only a
relatively minor role and they are not fully utilizing the rights given
to them by their charters:

This is, above all, a consequence of the fact that these organizations cannot
have a wide field of activities in the system of planning and management which
has been in existence so far in the individual countries. However, with accelera-
tion of economic reforms, their ability to act effectively should idnerease. They
would then be able to accept new functions and could be transformed from coop-
erative organizations into industrial organizations which would directly deter-
mine size, product mix and the allocation of production tasks among the national
industrial organizations and enterprises."

The "Comprehensive Program" puts considerable emphasis on the
expansion of direct ties between various national and Comecon agen-
cies and organizations. It also envisages improvement in the operation
of existing international economic organizations in production, trade
and other fields, as well as establishment of new ones. Moreover, it
expects that the international economic associations, a higher stage of
development than the purely coordinating organizations, would be
established "to coordinate the activities of the participating nations in
collaboration and cooperation, and to manage jointly their economic
activity in individual branches of production, technical development,
foreign trade, et cetera." 128

In the light of the previously quoted views about the conditions
which must be fulfilled before the coordinating international organiza-
tions could become effective, it will be interesting to watch the progress
of "Interatominstrument," the International Company for Nuclear
Instruments, which started its operations in Warsaw in March 1972.
This is the first international industrial association which groups one
Bulgarian, two Czechoslovak, three GDR, two Hungarian, one Polish,
and two Soviet industrial and trade enterprises, which specialize in
this field. It operates on a commercial basis and has the right to estab-
lish a plant, a research laboratory or its own branch office in each of the
cooperating countries. However, the enterprises and organizations
which belong to it do not lose their autonomy or their present organiza-
tional links in their own countries, although they are obliged to carry

123I. Frisch, Hungarian delegate at the International symposium on "Economic Inte-
gration of the Socialist Countries,'? which was held in Warsaw in January 1969. Handel
zagraIncimny. No. 4,1 969, p. 152. Also Ciamaga, op. cit., p. 325.
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out thle decision of the board of directors of the association. The associ-
ation is "an open organization." New members, even from outside
CIMEA, are free to join it any time. There are some indications that
similar international associations may be established in other fields.12 '
However, it is not clear how all the difficulties wvhich had appeared in
connection with the operation of "Haldex" have been solved.

Since the introduction of the "Comprehensive Progralm," collabora-
tion in production has been accepted as one of the main activities of
CAI EA. Its importance was again acknowledged by the 27th session as
"thle inain stream of the processes of Socialist economic integration"
with specialization and cooperation forming a material basis for the
integration of CAIEA on which rest all other forms and methods of
scientific and technical, economic and commercial cooperation.'28

Following, the reconmmiendations of the program, the first multi-
lateral 'agreements concerning specialization and cooperation were
signed in 1971. Tlhey dealt with the automotire, glass, and ceramics
industries. In 1972. furtiher multilateral agreements were signed whiclh
covered a wide range of production, including shipbuilding and pro-
duction of shipping equipment, tractor and agricultural machines, and
some chemical, metallurgical and engineering products. 12 A large
number of studies lha%-e been completed, the results of which will be
taken into consideration. in the coordination of national plans for
1976-SO and included in bilateral and multilateral agreements.130

Aldthoumrh thle multilateral nature of agreements is a new factor, it
seenms that otherwise all these activities belong to the traditional
method: nothino, has been reported about direct contractual agree-
nients among enterprises.

There has been some activity in the field of joint planning. In 1972
Bul garia, Czechloslovalkia, the G(DR, HR11ungary. Poland. Romania and
tlie U.S.S.R. signed an agreement concerning joint planning in the
production of various metalwvokiing machiites. Anotlher agreemnent
was signed on joinit planningii inl containertranlsportation.1s1

Except for the establishment of "IInteratomn instrumiiienit,'" the
approval bv the executive committee of a document regulating thle
establishment and operation of international economoic organizations
in Janiuarv 1973) and commencement of work oln a furtherl, more
d(etailed. document which is expected to be completed in 1975,132 noth-
ilg has been reported onl joint enterprises or international industrial
associations.

It may be significant that in discussing the fuiture of international
ecoiwoinic organizations recentlh% a leading Soviet specialist stressed
that these orgaiuizatioius do not hiave to assume the forin of joint enter-
pliise('. as tliis particular formi could in many cases prove to be less
efficient than a transfer of resources, in the form of credit granted for
th'e development of specialization and cooperation, to an enterprise
locatedl in anotlher Socialist country. le felt that, in order to improve

"S7"A aleez-Jaweekl, "tntoniinetrument. Ziocie gospodarCze, No. 28, 1972, pp. 10-11.
'1 T. Leszek, 'Problemy kooperneji produkej. w ramach RWPG" (Problems of C'oopera-
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u'9 Ihfd., pp. 284-85.
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efficiency of production, credit may be more useful than a joint owner-
ship in the form of international econoomic associations. 1 33

Probably even more significant, is the fact that it was noted recently'
that a number of obstacles which hampered the development of spe-
cialization and cooperation in the past are still present. They belong
to two groups: difliculties caused by the different levels of develop-
ment and the existing specific industrial structure in the member-
countries; and difficulties connected with the system of international
cooperation within CAMEA which are related to the defective systems
of planning and management of national economies. 134

It seems that the sections of the "comprehensive program" which
deal with direct contractual agreements among enterprises of different
countries, with the, establishment of, jointly owned enterprises, with
international associations, and perhaps even with joint planning ill
selected sectors, depend on the further progress of economic reforms
in the member countries and radical improvement in the financial sys-
tem of CMEA cooperation. In the absence of such reformlls, collabora-
tion in production will be a very imperfect instrument of integration.

3. International Mobility of Factors of Production

Until the middle of the 1950's movements of capital among the
CM/1EA countries were limited to credits advanced at 2 percent per
annuml in order to enable the recipient country to finance imports from
thle creditor country.1' Between 1945 and 1957, the Soviet Union
granted the following credits to Eastern Europe: $31 million to
Czechoslovakia, $153 million to Albania, $223 million to ]4omnania,
$313 million to Hungary, $334 milliomi to Bulgaria, $448 million to
GDIR, $498 minlionl to Poland (excluding the amount of $500 million
which was canceled by the Soviet Union in 1956 as a comnpenlsation for
the loss suffered by Poland as the result of coal exports at special low
prices in the years 1945-53). 'The loans, according to the calculation
of a Polish economist, amounted to approximately 27 percent of total
investment outlays which Bulgaria made during that period, 6 percent
in the case of idomania, 4 percent in hlungary and 2 percent ill
Poland.13 6 They, presumably, included cancellations of reparations
and of some payments for assets of joint companies which the Soviet
Union had acquired in the ek-enemy countries at the end of the war.
Hence, a smalt ligure for Czechoslovakia, which as an ex-allied coun-
try did not pay reparations, and a relatively high figure for the G.D..l
'ilie other 01EA countries advanced thie following cedits during
the same period Hungary, $9 million; Poland, $10 million; Bulgaria,
$18 million; Romlania, $2i million ; Czechoslovakia, $171 million; and
tule ( l)1"L, $280 i'llion.1'7

In the second half of the 1930's credits for investment purposes
became even less significant, and the less developed CMEA countries

2 J. KormnOv "Mezhdunarodyne ekonoilichieskie organizatsil I ikh rol ' v sotrudnichestve
stran CEV" (international Ecoomic Organizatklns anId Their Rtoh, in the Cooperation ot
the CMEA countries) ' Planovoc khozliaisteo (Moscow), No. 4, 1973, pp. 54-1;3.

1-4 Leszek, op. cit., p. 283.
,,-K. Peci, "Zagadnienia koordynacji plan6w inwestycyjnych krajow IIWi'G" (Problems

of the Cooperation of investment P'lans of the CI'uA Countries) Gospodarka planolva,
No. 6. 1 p. p 9ip.

130A. Bodnar, CGospodarka europejskich kraj6w socialistyCzniych (The Economy of the
Euroiwa it Socialist Countries), Warsaw, 1962, pp. 42-43..

137 Ibid.
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had to depend to a larger extent on their domestic accumulation (sav-ing). As a Polish economist observed in the early 1960's: "the mainproblem for the Socialist Countries now is not the problem of obtain-ing, credits for the stimulatioli of economic development; but securingthe supplies of raw materials in exchange for the export of manufac-
tured goods." 138

buiting the industrialization drive of the early 1950's, many Soviet-designed plants had been assembled in other member-countries. Theiroperations were based on the import of Soviet raw' materials, and theiroutput wvas directed partly for import substitution and partly iorexport to the Soviet Union. The most glaring exa nple is proidedby thse coumnliiysionI-work agreements in the textile ildustry, unider
which cotton was supplied by the Soviet Union, whiclh then receivedthe finial product at special price below the worold market level.13')AV1en nmore sophisticated econon iic calculations were introduced. itwas discoverecl that from the Sov-iet point of view- it was not reallyrational to send raw materials to other CMEA countries in order toreceive back pltoducts of exactly the samie type as those that wee preo-duced in the Soviet Union. Soviet manufacturers vwere closer to thesources of raw materials and to the end users, andl the costs of trants-porting goods from Eastern Elurlope were in sone cases alarming. I'lheaverage length of railway haulage was 1.7 to 2 times as large in thecases of groods enterintgr international trade as those produced for tledomestic imiarket. In addition, there was an agreemient ailloig the(1dEilAy countries that to a product's price, which was deteriniiile ol
the basis of the world prices, the cost of transportation wtas added at;;0 peccent of the cost which the importer would have paid if he min-potted this commodity from a major exporter outside CMEA. So, forexallmple, to the price of iron ore imported by Poland f romi the SovietLInioii, half of the potential cost of transportation if iron ore fromSweden to Polish B3altic ports was added.140 h-LoWever, transportation
fromt the Soviet Umiion was more expensive in reality because of thedistances involved anid the use of railways, which are ail overcomn-mnitted carrier in the Soviet Union. The cost of transporting raw mla-
terials in the Soviet Union to the Westerln frontier represents about14 percent of the cost of production of coke, 26 percent for manganese
ore alld rolled steel, 28 percent for pig Vyon, and 90 percent for iron
o0e .1 4

1

Moreover, while the world price of iron ore, a particularly impor-
tant e commodity for the East European countries in view of the veryrapid expansion of their steel industry, declined between 1956 and
I9,;(; andl( the average c.i.f. price of iron ore imported by WesternE41urope declilied by 40 percent, the cost of producing iron ore in theSoviet Union increased. It became necessary to use gradually lessefficient deposits, and, between 1957 and 1965, the average content of

rn Ibid., p. 45.ID A uls chl , Op. cl t., pp. 91-94.
140 flogoinolov, Elonomicheskaia o * * pp. 1950-2000; cf. Ausch, op. cit., pp. 82-84.

BognoiuoSv states that (a) In Czeclovakia during the period 1953s-59 the average lengthof ralwvay hauia~o was increasing by 2.9 percent per annumla, but in the case of commoditieswhichl were subtect to international trnde thls Increase was 7 percent, ; (b) in Hungaryduring tihe perio 1953-60 the annual increase in the length of railway haulage in cn-nection with goods produced for tho domestic nnarket was 4.4 percent but this IncreaseWaJS 6.(i percent In the case of Illlports.IIIZ so oby a wspdipraca miedzynodowu (Resources and International Cooperation).
Warsaw, 1970, p. U30.
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iron declined from 48.1 to 41.6 percent of the produced ore.1 42 The
eost of producing coke in the Donetz basin is about 17 percent higher
than the average for that industry because of unfavorable geological
conditions, while in *the case of the deposits in the eastern regions,
where about 79 percent of the known coal is located, the cost of trans-

portation is very hi1h.'4 3 The Soviet Union is also a relatively high-
cost producer of oil. This is particularly true in the case of new
oilfields in the Eastern regions, which have to be expanded to meet the
rapidly glrowinog needs of the Comecon countries. WThile investment
outlays necessary for the creation of 1 million tons of oil per year
are $4 n-illion in Saudi Arabia, $9 million in Iran, $12 millioji in
Kuwait, and $56 million in the new oilfields in the North Sea, the
corresponding figures for the Soviet Union are $34 million in the old
oilfields and ,80 million for the new oilfield&1"

Capital intensity in the Soviet extractive induistr y was three times
higher than that of total industry at the beginning of the sixties. In-
vestments in this field have long gestation periods and, to the extent
to which the growing demand has to be met by the development of
new deposits in the remote areas, require additional investmnents in
providing transport facilities and socio-economic infrastructure. In
the second half of the fifties, the Soviet Union had already started to
complain about its role as the exporter of raw materials to other
Comecon countries in exchange for manufactured products. These
complaints increased in the first half of the sixties.145

The problem was additionally complicated by the use of world
prices, which reflected different scarcity relations than those existing
within the bloc, as a basis for intrabloc transactions. While the world
terms of trade were against the producers of primary products after
the end of the Korean boom, in CMEA there was a relative scarcity of
raw materials and overproduction of many manufactured products.14 6

There was little incentive to expand the export of raw materials to
other member-countries, despite the fact that, in bilateral transactions
within the CMEA, the countries buying raw materials were prepared
to offer higher prices in order to receive higher prices for some finished
products. Consequently, "the 1963 intra-CMIEA price level of raw ma-
terials was, on the average, 15-percent higher than the corresponding
world price level of 1957-61." 147

In this situation, the so-c'alled cooperation in the construction of
plants. or "joint investments" was devised in the form of long-term
crtedits for specific purposes. These were considered consistent with both
"modern conditions of international Socialist division of labor" and
"the principle of economic sovereignty of a Socialist country," and
"fulll ownership of the means of production which are located on their
terrlitory." 48 Its essence was described by a Soviet economist in the
following way:

1I2 J. GwiazdziIfiski, Hutnietwo delaza i stali kraj6w RWPG (Steel and Iron Industry In
the CAMEA Countries), Warsaw, 1972, p. 122.

i3 Ibid., pp. 107-08.
1,. Bednarz. "K'nrbochenila" (Carbo-chenmlstry), Ztyeie oospodarcze, No. 21. 1973, p. 11.
narnaekl. "Ekonomitei radziecey * * *," pp. 10-07; 0. Bogomolov, G. Pekeshev,

"Zsady i perspektywy inledzynarodowego podzialu pracy I wsp6lpracy miedzynarodowej"
(Principles and Perspectives of International Division of Labour and International Coopera-
tion), Gospodarka planowva, No. 8, 1962, p. 10.

"I Ausch, op. cit., pp. 86-103. Cf. P. Marer, "Postwar Pricing and Price Patterns in
Sofialist Foreign Trade (1946-71), Bloomington, Ind., 1972.

"I Auis4 , op. cit., p. 87.
M" Bogornolov. "Ekonoinicheskala. *"P. 212.
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[It represents] a "transfer' of investment resources from a country which
lacks a given raw material (capital iftbilie) to a country which has favorable
conditions for the development of its production, but lacks the necessary invest-
ment resources. This makes possible a greater concentration and a higher effec-
tiveness In the utilization of investment outlays in the system of CAMEA coun-
tries and a more rapid liquidation of a temporary deficit of raw materials and
fuels. The expansion of the production of raw materials and fuels takes place
with the minimization of investment and current costs and with the safeguarding
of economic interests of individual countries.14 9

Joint investments in the production of raw materials in resource-
rich countries were accepted as the only alternative to the development
of the "domestic raw material base" in those countries which had some
poor resources available. During the 1950's, these countries were
encouraged by CMEA to expand some extremely poor and inefficient
deposits. This policy led "to the reduction of investment resources
which, as it became clear later, could have been utilized for more
effective purposes." The plants for enrichment of poor iron ores were
build in Czechoslovakia, G.D.R., and Poland, and they all were closed
down at the end of the 1960's.I50

The size of the credits corresponds to a share of the total cost of the
construction, or expansion, of a plant, which is equal to the share of
output in which the creditor is interested. They are advanced, usually
for a period of 10-15 years, in the form of exported machines and
equipment, building materials, and consumption goods, representing
an equivalent of the wages paid in connection with the construction of
the plant. The cost of construction should include all investments,
including those in transport, power, water, and social infrastructure.'5

The repayment of credits takes place in the form of the export of a
part of output of that plant, or the branch of industry, which has been
constructed with the help of these credits. The agreements concerning
cooperation in the construction or enlargement of plants include a
long-term commitment by the recipient country "to supply specific
quantities of the product in the course of normal international trade
transactions." 152 Even as late as the early 1970's, the rate of interest
was 2-3 percent per annum. Some East European economists feel that
the low-interest rate is one of the main obstacles for the development
of this form of international cooperation, particularly because for
domestic investments, all countries use the "normative period of
recoupment of 5-6 years which corresponds to 12-15 percent interest
per annum after the 5 percent rate of amortization has been
deducted.153 These economists suggest that, in order to stimulate par-
ticipation in foreign investment, the rate of interest should be at least
6 percent.'54

The first project of this nature was the credit advanced by GDR in
19.57 to Poland for the expansion of mining of brown coal for the
generation of electricity for export to the GDR.1as In the years
1957-62, 16 agreements oln joint financing of plants were signed by the
CAIEA countries. They included five projects in Poland, four in the
Soviet Union, and the rest in GDR Romania, Bulgaria, and Hungary.

I'D Ibid.
'~ Gwiafdzinski, op. cit., pp. 84-85.
'm Ibid., pp. 132-33; Bogomolov, op. cit., pp. 214-15.
15J Bogomolov, "Ekonomicheskalna * ,' p. 213.
;3 S. Polaczek, Integracja gospodarcza kmijdw 8ooJalfistyznych a handel zagreaiczni

Polski (Economic Integration of the Soclwlst Countries and International Trade at
Poland) Warsaw, 1971, pp. 14-41.

lm Gwintdzinski, op. cit., p. 133.
3M Kazer, op. cit., p. 78; Iskra, Kisfel, op. cit., p. 87.
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About 60 percent of total credits were advanced by Czechoslovakia and
:0 percent by the.GDR.1.6 During that period, Czechoslovakia ad-
vanced about 200 million foreign exchange rubles to Poland for the
expansion of mining of copper, sulfur, and coal and participated in
the construction of an electric power station in Romania, a copper
mine in Bulgaria, and in the extraction of potash in the GDR. Czecho-
slovakia, Poland, Hungary, and Romania jointly financed the con-
struction of a cellulose factory in Braile, Romania. The Soviet Union
received from Czechoslovakia "substantial credits for the development
of milning facilities to expand the production of iron ore, copper, zinc,
lead, and bauxite," 70 million foreign exchange rubles from Poland
for the expansion of potash mines in the region which until World
War 11 had formed part of Poland, and credits from Bulgaria, Hun-
gary, GDR, Poland, and Czechoslovakia for the construction of phos-
phate mi-ines in Estonia. 17

The construction of an international electricity grid and the "friend-
ship" pipeline were major joint investment ventures which, however,
did not involve iinternational flows of capital, since each country wasresponsible for its oWnl section.158 Another joint investment of this
typ)e is the construction of the gigantic hydroelectric power station at
the Iron Gate on the Danube, which was started by Romania and
Yugoslavia in 1964 and is expected to be completed in 1977'.l59

The shortage of raw materials remained a serious problem in the
second half of the 1960s, and the Interiiational Bank of Economic
Cooperation was (criticized for not taking an initiative in financingc
"joint investment pr ograiiis in individual countries, which would serve
the strengthenting of the international division of labor." l60 The Inter-
national Investment Bank was established for this purpose on Janu-ary 1, 1971, by Bulgaria, Czeehoslovakia, the G.D.R., l-ungiary, Mon-
golia, Poland, the Soviet Union, and Romania (which, at first declined,
joined in 1972). It advanced credits for 5 to 15 years in transferable
rubles or exchangeable non-CMEA currencies for investments con-
cerned with the development of specialization and cooperation, the
expansion of the raw materials base, and the construction of plants
in which all member-countries are interested, especially joint projects.
The rate of interest is 4 to 6 percent for loans advanced in the rubles,
and the current rate of interest in the world money markets for loans
in non-CMEA currencies. The first recipient of credit was Hungary,
which received a loan of 12.7 million transferable rubles repayable in
8 years for the, enlaL)reinent and modernization of a bus factory, 20.5
million, payable in 10 years, for the electrification and modernization
of railways and 11.2 million for the enlargeument of cotton textile mills.
The laregst credit, 78 million rubles including 25 million in convertible
currencies, was received by Czechoslovakia for the modernization of a
truck factory. Poland received 14.,6 million rubles, including 10 million
in convertible currencies, for the expansion of three engineering fac-
tories (electronic calculators, small electric motors, and autoniotive

6 V. Lubimov, "Sovremilennyie mezhdunarodnyte ekonomicheskile otnoshenila," (Con-
temlporary International Economic Relations), Moscow 1964, pp. 108-22.

15 Bogomolov, op. cit.. pp. 213-14; Kaser, op, cit., pp. 79-80, 127.
I5Y D. Fikus, 'RWPG Fakty" (The CMEA Facts), Warsaw, 2d ed., n.d., pp. 111-15, 139-46.ISD Mbd.. pp. 146-48.
o0a M. Deniszczuk, "Problemy integracji sojalistycznej w dyskusji polskich ekonomist6w"

(Problems of Socialist Integration in the Discussions of Polish Economists), Handel za-
graniczny, No. 12, 1968, p. 468.
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parts) .161 All these credits were advanced for projects closely connected
with intra-CMEA trade.

The "Cornprehensive Plan" not only stresses the importance of joint
investments for the advancement of integrration, but lists several proj-
ects which should be examined in the near future. They are mainly
connected with the expansion of production of fuels and ferrous and
nonferrous metallurgy: oil, natural gas, iron ore, and a steel miill in the
Soviet Union; coal, phosphorus, copper, tin, and molybdenum in Mon-
golia; manganese in Bulgaria; coal, copper, and tin in Poland.'0 2

Implementing the program, the representatives of Bulgaria, the
GDR Hungary, Poland, Romania, and the Soviet Union signed an
agreement at the 2Bth session in 1972 to build a cellulose factory in
Ust-Ilim in the Soviet Union with an annual capacity of 500 tons of
cellulose. At the 27th session in 1973 a similar agreemlent was signed
to construct jointly an asbestos mine in Kimbavev in the Soviet Union
with an annual capacity of 500 tons of asbestos.' 6 3 Other projects which
are considered for implementation in the Soviet Union include the
construction of a steel mill in Kursk with an anmual capacity of 12
million tons of rolled steel products and the expansion of production
of nickel and titanium products.'6 4

It has been pointed out that, as both the advancement of credit and
its repayment are in the form of the supply of commodities, the belle-
fits for the creditor, and the debtor depend not only on the rate of
interest and the length of the repayment period, but also oln the prices
of goods which are supplied in connection with granting credits, as
well as those which represent repayment.

In addition, the size of the credit and the share of output committed
for export to the creditor country as both repayment and normal ex-
port are important.165 Il6 In connection with these matters, there are
opinions that the existing arrangements "do not guarantee the elimina-
tion of the conflict of interest between the countries which export raw
materials and those which import them." The essence of the conflict
is that "the latter group of the countries receives high quality raw ma-
terials and pays for them with processed goods for which the world
pr-ices are high, although their quality of technological and economic
parameters are often low in comparison with the average world
standards." This conflict has not been eliminated:

The problem of harmonization of the interests of various countries at the
present stage in the field of cooperation in the satisfaction of demand for fuels
and raw materials far exceeds the boundaries of traditional commercial meth-
odls * e. This problem is not solved by the mutual advancement of credit, which
is the practice widely used in the cooperation among the CAIAE countries. The
credit relations are in their essence a specific type of commercial transaction:
buying of raw materials at a future point of time as the repayment of credit
with interest in the form of the deliveries of necessary raw materials. The
creditor does not participate directly in the production of raw materials and
has no influence on the effectiveness of the use of resources which have been

161 L.S., "Milerzynarodowe bankt krajow RWPG" (International Banks of the CMEA
Comuntries). Gospodarka planoioa, No. 10, 1972, p. 031

M The 'Comprehensive Program * * *." pp. 257-1;2.
>m L. S., `Rntzv6J wsp6ivracy w dziedzinie planowania," v. 781.
18 L.S., "Udzial Polskl w realizacJI czQsct programr; IntegracJI gospodarczcJ" (Poland's

Participation in the Program of Economic Integration), Gospodarka planolva, No. 1, 1973,
p. 48.

'IM Gora, Knyztak, op. cit., p. 177.
mJ. Belynev, "O natsionalnykh ekonomicheskikh Interesakh v uslovtakh sotslallstiche-

skoi Intezrntsil" (On National Interests Under the Socialist Integration), Voprosy (oko-
noimiki (Moscow), No. 4, 1973, pp. 70-79.
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invested in a given project, and this fact reduces, of course, interest in expanding
these investments.1'7

It seems, therefore, that this instrument of integration also has some
serious limitations, at least under the present system of intra-CMEA
price determination, methods of advancing credits and repayments,
and the determination of the rate of interest.

While there has been some international mobility of capital within
CMEA, the movements of labor have been only marginal. They exist
in the regions close to the Polish-Czechoslovak and Polish-GDR
borders. In the GDR, where there has been serious shortage of labor,
a few thousand Polish workers are employed and a somewhat larger
number of Hungarian workers find seasonal employment. A specific
form of international labor movements are the construction contracts
accepted by Polish firms in Czechoslovakia and the GDR. The Polish
firms use their own construction workers. In effect Poland, which has
relatively plentiful labor, specializes in the labor-intensive types of
construction, reconstruction, or modernization work which is per-
formed in countries experiencing labor shortage.1

Although the Czechoslovak and East German representatives have
often raised the matter of international labor movements, "in the
majority of the member-countries there are some doubts about inter-
national mobility within CMEA for economic reasons." Apparently
the countiies feel that they should utilize at home the benefits of the
training of human resources and, for this reason, the countries who
could export labor expect to be reimbursed for their expenditures. It
is felt that "the problem of international labor movements requires
finding a solution in the sphere of economic calculations which would
permit a proportional allocation of benefits among the partners who
participate in the transaction".,6" The acceptance of this solution
would not only be an entirely new approach to international labor
movements, but would also imply the state ownership of workers.

Until now international factor movements have not been strong.
They seem to be encountering serious obstacles, and it is doubtful that
they can play a more effective role under the present system of inter-
national payments within Comecon.

4. Scientific and Technical Collaboration

Mutual technical assistance was mentioned in the 1949 communique
as one of the main objectives of the proposed Council. The second
session, which was held in Sofia later the same year, created a basis
for an exchange of technical documentation. Bilateral transfers were
the main form of scientific and technical collaboration during the
1950's. There were also reciprocal training arrangements and short-
term assignments of specialists. However, this last form was seriously
discredited by the presence of a large number of Soviet advisers in all
East European countries during the Stalinist period. whose role
exceeded that of normal foreign advisers.'70 For some time afterward,
this remained a sensitive point. Although the first joint research insti-

167 Ibid.
16g rskra, Kisi'7, op. cit., p. 56.
166 Ibid., pp. 56-57.
1701 . Agoston, "Le Marche Commun Communiste," Geneva, I9N5, pp. 29-30; FPscher,

op. cit., pp. 370-71.
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tute was created in 1956 (the Joint Institute for Nuclear Research in
Dubna in the Soviet Union), this form of collaboration did not develop
on a larger scale during that period. Joint interstate committees or
commissions were established for bilateral collaboration.

On the basis of the "Sofia principles" the Soviet Union transferred
more than 21.000 complete technological documents to other CMEA
countries and accepted about 36,000 East European specialists for
training, consultations, or short visits to research institutes, industrial
enterprises, or government departments. During the same period, other
CMEA countries transferred more than 11,000 complete documents
and provided training for 18,000 Soviet specialists.17 '

Until 1955, the transfer of documentation from the Soviet Union,
the assignment of Soviet specialists, and training in the Soviet Union,
dominated the scene. Afterward, there was two-way traffic of a more
balanced nature. As a Hungarian economist has pointed out, these
arrangements did not give the CMEA countries an access to the high-
est and most modern technology in the early period.

Of the nonmilitary Industrial products of the Soviet Union, only a few (though
highly important) kinds of productive equipment approached the world standards
of the time. The technical level of Soviet products, however, became extremely
important for the CMEA countries when, in a few years, the greater part of their
foreign trade became dependent on the Soviet Union, the "dominant economy" of
CMEA, by its relatively low technological level (in spite of high performances In
several branches) had an adverse influence on their economy.'"

In 1962. as a part of general efforts to increase the "international
SocisIlist division of labor." the decision was made to prepare an overall
plan of scientific and technological research of all member countries,
and a standing commission for coordination of scientific and technical
research was established in Moscow. The commission prepared an
"Interim Methodology of the Organization of Collaboration Among
the Interested Countries in the Field of the Coordination of Important
Scientific and Technical Research." The executive committee approved
this document in 1964. and all member countries and Yugoslavia
(which started to participate in some activities of CMEA in that year)
accepted it as a basis for multilateral collaboration. The main purpose
was to eliminate unnecessary duplication in research. Because of the
similarity. in development strategies, the number of identical research
projects included in the national plans was very large, and consider-
able benefits could be achieved for each country by a division of labor
and narrowing down of the national "research front." The second ob-
jective was the concentration of scarce personnel and resources on the
most crucial problems of economic development.' 73

METHODOLOGY

The "Interim Methodology" outlined in an approach to the coordi-
nation of research which is still in force. During the first stage, pro-
posals are prepared by the participating countries on the basis of
their national plans for scientific and technical research.

J2.T. Metera, Z. ZI6lkowskl, "Wsp6lpraca nnaikowo-technfczna Krnj6w RWPG" (Selentlflc
and Technical Collaboration Among the CEADA Countries), Warsaw, 1972, pp. 162-6l3.

13 Ausch, op. cit., p. 38.
"3 Metera, Zlkowskl, op. cit., pp. 42-44.
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They are subsequently discussed in bilateral and multilateral con-
sultation. Durinn the second stage, the standing commission for co-
ordination of scientific and technical research, and, since 1971, the
Committee for Scientific-Technical Collaboration, prepares, after con-
sulting with various sectoral standing commissions, a proposal on "the
main direction of research" and presents it to the executive committee
for approval. During the third stage various commissions elaborate
proposals for the coordination of research. The plan is, in effect. a list
of national proposals which have been approved and formulated as
firm commitments by the participating countries. It includes sectoral
plans, which are prepared and approved by the appropriation sectoral
standing commissions, which subsequently act as the coordinating
bodies for their respective parts of the plan. The overall summary
plan is approved by the executive committee. It is now controlled by
the Committee for Scientific-Technical Collaboration (previously by
the standing commission which it replaced). The plan is divided into
the 5-year and annual, or "operative," plans of research activities. 71

O(n this basis, the plans were plrepared for 1964-65, 1966-70, and
1971-75. The first summary plan included 154 research projects. The
Soviet Union participated in 139 of them, the GD)R in 125, Czecho-
slovakia in 123, Poland in 122, Hungary in 101, Bulgaria in 97, and
Romania in 69. The second plan included 185 projects. The Soviet
Union participated in 169, the GDR in 155, Poland in 153, Czecho-
slovakia in 150, Bulgaria in 124, Hungary in 118, and Romnania in 66.
The third plan included 217 projects.175

This highly bureaucratic and time- and resource-consuming process
of coordination only partly succeeded. Because of the conflicts of inter-
est and the difficulty in establishing a fair share of expenditure for
each participating country, the mnember-countries often preferred to
go ahead with their own research rather than participate in a comipli-
cated coordinated program. 1 76 There was also a lack of a joint center
for documentation and scientific and technical information. Some
East European economists believed that, for this reason, the flow of
information among the CMEA countries was not sufficient, and that
there was "duplication of their efforts and waste of financial and other
resources".17

In the middle of the 1960's, the extent of the technological gap
between the advanced capitalist countries and CMEA became appar-
ent. Until then the member countries were not particularly interested
in the purchase of licenses from the West. However, in 1965 alone, the
Soviet Union, Czechoslovakia, Poland and Romania each purchased
about 20 licenses, and interest has been growing since. For example,
Hungary, which between 1950 and 1968 bought only 75 licenses for her
engineering industry, envisaged the purchase of 100 licenses for that
industry in the plan for 1971-75.178

In 1965, the coordination of license purchases was inaugurated, and
a gradual process of integration of research activities began.179 In all

1'4 ihid., pp. 44-45, 93.
175 Ibid., pp. 89-90.
176 Ibid., p. 184.
177 l. Bozyk (ed.), Irtegracia ekonomicnn krajow 8ocjalistczynch (Economic Inte-

gration of the Socialist Countries), Warsaw, 1970, p. 75.
18 B. Zielliska, "Plany piecioletnie kraj;w RWPG (i971-75)" (The 5-Year Plans of the

CMEA Countries for 1971-75). Gospodarka planowva, No. 9, 1971, p. 523.
175 Metcra, Zi6lkowskl, op cit., lp. 60-61, 162.
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CMEA countries, the percentage of national income allocated folr
research and development increased considerably between 1960 and
1968: from 2.7 to 3.6 percent in the Soviet Union, from 2.4 to 3.3 per-
cent in Czechoslovakia, from 1.8 to 3.0 percent in the GDR, fromn 1.7
to 2.4 percent in Hungary, from 1.3 to 2.2 percent in Poland, and from
1.1 to 1.4 percent in Bulgaria. Romania planned to allocate 1.0 per-
cent in 1970.180

A symposium was organized in Moscow in 1968 which was devoted
to the discussion of methods needed to increase the effectiveness of
scientific and technical collaboration. Speaking at the symposium,

\. Fadeyev, the Russian secretary-general of Comecon complained
about a number of weaknesses of the existing practice: the lack of
decisiveness as to the topics assigned and the parties who were expect-d
to fulfill specific tasks; delays in the completion of research, the lack
of "complete and operative" exchange of information; insufficient coll-
tacts among the researchers and the scientific institutes; and the fail-
ure to elaborate a system of economic calculations among the cooper-
atinig research units.l81

A year earlier the 30th meeting of the executive committee approved
a system of payments for the received results of research, whenever
these results included original inventions or represented the standard
of technology equal to the world standards iwhich would make it pos-
sible to sell the products in the advanced capitalist markets.1s2 f ile
decision was an inevitable development that was closely connected with
the purchases of licenses from the West. It also represented a recogni-
tion that financial incentives are necessary in order to achieve progress
in research. The 23d session, held in 1969, admitted that while such
forms of collaboration as consultations, visits by scholars, training,
conferences, et cetera, functioned well, the results of all cooperation in
research were much less satisfactory, particularly for the key probleii Is
which determine technological progress, large-scale methods and
reduction of costs at present and in the future. The methods of coop-
eration used by the CMEA agencies were criticized as "inflexible,
nonoperative, and involving too many stages".1 83

The session also recommended the establishment of new joint re-
search units and the creation of direct links between the national un its
on the basis of special agreements and contracts. In 1970, the executive
committee, implementing the decisions of the 23d session, issued five
documents which supplemented the "Methodology" with some new
regulations on the functions, rights and obligations of the coordinating
agencies, the nature of agreements and contracts, the establishment
and operation of joint research units, and pla ments for the results of
research.'84 The "'Sofia principles" have been retained only for the ex-
changes of some relatively unimportant technological documentation.

It has, however, been noted that the acceptance of the principle of
payments for the results of research has not accelerated exchanges
among the member countries. Among the reasons given are such factors

J. Kleer. Wzro0t intensywny tv krajach 8ocjalistycZ)tYch (An Intensive Growth in
the Socialit Coulntries), Warsaw, 1972, p. 155.

"I J1. Metera, 1V8,P6praca naukoico-teclhnirzna kraj6tr RWVPG (Scientific and Technival
Collnahoration Among thll CMEA Countries), Warsaw, 1969, p. 130.

'm Metera, Zi61kowskl, op. cit., p. 184.
184 IbId., pp. 170-1.I"4 Ibid. pp. 46-47-
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as: the difficulty of establishing the cost of research on which reim-
bursemient is based, and of recalculating it into transferable rubles
because of unrealistic exchange rates; the lack of the comparability
of prices in different countries; and "spontaneous increases in the costs
of projects" during the implementation of contracts because of delays
in their completion.' 88

A number of joint organizations were established at that time: an
International Laboratory of Low Temperatures and Strong Magnetic
Fields in Wroclaw, Poland, in 1968; an International Center of Scien-
tific and Technical Information in Moscow in 1969 and an Interna-
tional team of scientists at the Institute of Administration in Moscow,
in 1970.180

The "Comprehensive Program" attaches great importance to scien-
tific and technical collaboration and enumerates a wide range of
measures, which include mutual consultations on the national policies
for science and technology; preparation of long-term forecasts on-
fhihire scientific and techniological developments; joint planning and
joint implementation of research, exchange of information and co-
operation in training of scientists and technicians. Special emphasis is
put on the work of the coordinating centers, organized on the basis of
bilateral and multilateral agreements, and on international teams of
scientists, international laboratories at the national institutes, interna-
tional institutes, and international associations which would be in-
volved in both research and development and production.187

Commenting on the program, a Polish economist has expressed the
following opinion:

The success of the joint efforts of the CMEA countries in the field of scientific
and technical collaboration depends, to a considerable extent, on the solution of
a number of financial and legal problema and on the organization of the flow of
information. Some steps in this direction have been made. The principle has been
acceplte that the transfer of the results of research can take place, depending on
a given agreement, either without payment or on the basis of a financial
recompensation.m

It seems that the future scientific and technical collaboration within
CTIIEA depends not only on the sufficiently strong financial incentives
but also on the unification of methods which are used for the calcula-
tion of prices and on the introduction of realistic exchange rates. It is
doubtful that any significant improvement in the situation, which is
regarded as unsatisfactory in many respects,'89 can take place in the
absence of a major reform of the CMEA system of cooperation and
further economic reforms in the member-countries.

5. Market Forces

In a free enterprise economy integration is effected mainly through
the mechanism of international trade, which may be associated with
international factor movements and the coordination of economic and

Ms bd., pp. 184-85.
'M' Ibld., pp. 123-29.
,I7 "Comprehensive Program," pp. 214-21.
IS SkIbhlsk], "Kompleksowy program * * *'- p. 649.

'9.1. Ptaszek, "Wsp6ldzialanie w ramach RWPG" (Cooperation within C.IEA, ZyCie
Vospoddorcze, No. 30, 1971, v. 7.
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social policies. This may also happen in a socialist market economy.
However, in a socialist system in which central planning plays a
dominant role, and market forces operate within a relatively narrow
range, international trade cannot lead the process of integration. It
is an outcome of planned decisions, not only in the field of inter-
national trade, but also in other sectors of the economy.

In CMEA, the mechanism of integration is provided by the coorldi.
nation of plans, collaboration in production with some limited factor
movemnenits, and scientific and technical collaboration. International
trade follows the development in these areas. The system of planning
of international trade as it existed in the past, with an almost comi-
plete separation of the domestic market from the outside world,
created some additional obstacles for the progress of integration.
Some improvements in the planning and administration of inter-
national trade have been introduced in all CMEA countries. D)iffer-
ences among individual countries in this respect are now quite
considerable, but it is the trading partner which has made the smallest
advance that determines the pace for the trading bloc as a whole. Il
the small countries, the role of international trade is relatively impor-
tant, and they have a strong inducement to increase its efficiencv.19e
Iii the Soviet Union, trade represents only a small fraction of total
production. It is, therefore,.doubtful that the country which dominates
intra-ClMEA trade would be particularly anxious to liberalize its
international trade mechanism. It is quite likely that it will be the
slowest partner. For this reason it is impossible to expect much trade
liberalization within the bloc although the "comprehensive progral mn"
envisages some movement in this direction.

The measures which are mentioned in the program include the
creation of a certain proportion of trade which would not be limited
by (quotas, and balancing of trade on a multilateral basis. However,
the main stress is put on reciprocal deliveries of goods based on long-
term agreements and annual protocols which "will promote the ful-
fillment of national economic plans and the planned formation of
proportions in the development of the national economies of CMEA
nations".19' International trade will, therefore, continue to have a sup-
portinig role. It will be more than simply "an instrument %with the
help of which the national economy could be supplied with necessarv
commodities which wvere in short supply," as it had been describedl
until the middle of the 1950's.'" It can be used to reduce social outlays
which are necessary to achieve a planned level and structure of national
income 193 and can; even be recognized as "a powerful supplementary
factor in the growth of income." 194 It will not, however, be accepted
as a determinant of the rate of growth and of the structure of the
economy as both are determined by the planners.

1e Z. 31. Fallenbuchi, "The Role of Internationil Trade in the Czechoslovak Economy,"
C,,,ia'iia~ian Slvoonic Paper8, No. 4, 1968.

*91 Comprehensive Program," p. 233.
1J. Wlerzbolowski, "Z probiem6w socjalistyeanej polityki handlowej" (On the Problems

of tle Soihlist Trade lPollcy. Handel zagraniczu, No. 10. 1964, p. 476.
w. Trezeciak-owski Metody wymznaczaia kurau pranicznego i tipro:czone meto'Iy

aa'lizlj efektiitlroi handle zagran ieznego (Methods of the Determination of the Margi-
nal Rate of Exchange and of the Simplifed Analysis of the Effectiveness of International
Trade), "Prace I materialy Zakladm Badaf& Koniunktur I Cen Handlu Zagranicznego," No. 3.
1963, p. 5.

' 4.Niedvedkov, op. cit., p. 51.
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The "comprehensive program" also has a section dealing with "im-
provements in monetary and financial relations" which includes meas-
ures to strengthen the role of the CMEA collective currency (con-
vertible rubles), changes in the exchange rates of national currencies,
and expansion of multilateral payments. It will be interesting to see
how much progress will actually be made. Without convertibility
of commodities, the quantities of which are determined by the plans,
the convertibility of currencies is impossible. On the other hand, it is
quite likely that the exchange rates will be made more consistent with
one another within the bloc.

Although the prices will not fully reflect the supply and demand
conditions in the member countries and in the bloc as a whole, they
most probably will at least be based on similar principles in all CMEA
countries. Credits may play a greater role, and the rates of interest
mav well be increased in the future to encourage "joint investment"
in other CAIEA countries.

The integration process will probably advance gradually and slowly
as the result of the coordination of plans, joint planning of selected
sectors, joint international associations, firms, and scientific and tech-
nical institutes. Even with the difficulties created by the lack of free
operation of market forces, a considerable deoree of integration may
be achieved, as has been pointed out above, on the sectoral basis without
any supranational planning agency. Conflicts of interest, resulting
from impossibility of calculating costs and benefits in various joint
ventures, will remain, but they will probably be resolved on a political
level by the process of bargaining in which various economic and non-
econon-imc advantages will be balanced against disadvantages in a sort
of give-and-take process.

it is doubtful that.this will be an efficient integration, certainly no
more efficient than the dominant economy with which gradually
smaller economies will be integrated. It will not, therefore, contribute
much toward the establishment of an "intensive pattern of develop-
ment" throughout the bloc, but it will probably keep costs relatively
low because of economies of scale inherent in producing for the bloc
as a whole, a certain, degree, of specialization and cooperation in pro-
duction, established mainly through administrative measures "from
above" rather than through microeconomic decisions of enterprises
"'from below," and some division of responsibilities in scientific and
technical research.

It will not be a socialist economic integration through the market,
as many East European economists have been hoping. Nevertheless,
there will be a movement toward establishing one economy, which will
be directed by the strongest partner, although for political reasons
smailler partners may continue to receive many concessions. The extent
of these concessions may depend on the bargaining power of. each
member country, in the widest sense, including political factors, and
diplomatic skills and cunning .of its leapers'
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I. INTRODUCTION

'The most significant general factor in the relations between the
Soviet Union and the countries of Eastern Elurope (Bulgaria, Czechso-
slovakia, East Geermany, Iluliglry, lPoland, and Romania) is the l]aige
d ispaarity between the population, territory, resource endowment, and
military power of tile U.S.S.R. and those of the countries of 'East
Europe, individually and collectively. Given these differences, aiid
given Soviet policy, intrabloc relations involvinig the U.S.3S.R. are

*7 ritsi study represents a substantial revision nnd expansion of an essay presented nt the
international Studies Association Conference ili New York, Alarch 15-16, 1973, whosc

proeeedings will appear in Steven Rosen and Janieg Kurth (eds.) "'esting Theories of
Economic Imperialism (Lexington, AIass.: DC Heath & Co., 1974). The author Is grateful
for permission to use materials from thlat earlier version. I am indebted to Gregory Gross-
muan and J ohn P. Hlardt for valuable suggestions, to Rtobert W. Campbell and Wilialliam J.
Sli1h for detailed comments on n draft version, to John XV. Tilley for research assistance
and to Edwvard A. Hewett and Vaclav Holesovsky for permission to cite from their un-
Imbilishied work. Responsibility for errors and opinions Is solely the aithor's. The lnter-
atl 1inail Develolpilleat Research 4center of Indiana University has supported the research.
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inevitably asymmetrical. They are, in the most general terms, marked
by the dominance of a superpower and the dependence of six relatively
small client states.'

Any such relationship of asymmetrical interdependence ofiers
opportunities for the strong to take advantage of the weak. In the
political-military sphere the East European nations have certainly
been subordinated to the Soviet Union. An interesting question is,
therefore: has the Soviet Union also asserted its power to dominate
the East European countries economically? Has the Soviet Union
exploited its political-military position for its own economic
advantage?

The logic of the situation would seem to support an unhlesitatinig
affirmative, as do the well-doctumented cases of economic coercion by
the Soviets under Stalin, and of Soviet military intervention in East
Germany in 1953, in Hlungary in 1956, and in Czechoslovakia in 1968.

Recent research, however. reveals some rather surprising evidence
on this matter. It shows that the economic relationship between the
Soviet Union and East Europe after Stalin has changed substantially,
so much so that it is no longer to the advantage of the dominant power.
Evidence indicates that there is a net cost to the Soviet Union which
is measurable, large, and increasing-so that these costs now constitute
a significant pressure for some type of economic disengagement by the
Soviets from East Europe.

This paradoxical relation between the political and economic aspects
of the Soviet-East European relationship has been noted by a few
observers, among them David Gianick, J. Michael Montias and John
Hardt. 2 This study presents new systematic evidence on the subject,
based on the authors own work and on recent scholarship by others,
including Edward A. Hlewett.3 Some of these new findings have not
yet appeared as part of mainstream scholarship.

Our principal findings show that-
Until after Stalin's death in 1953. thle Soviet Union's political

domination of East Europe was accompanied by conventional
types of economic extraction. The size of the unrequited flow of
resources from East Europe to the Soviet Union was approxi-
mately equivalent to the flowv of resources from the United States
to West Europe under the Marshall Plan.

Since the mid-1950's, the Soviet Union has not obtained iia-
requited resource transfers from East Europe. In fact, the
U.S.S.R. is paying an increasingly steep price for the continued
dependence of the East European countries on the Soviet Union.
This net cost to the Soviets is reflected in adverse and deteriorat-
ing terms of trade. One form of that disadvantage is a highly

I Yugoslavia is excluded from the study because Its relationship with the Soviet Union
since the Stalin-Tito break has differed In substance from that of the European members of
the Council for Mutual Economic Assistance.

2 David Granick, "Economic Relations With the U.S.S.R.," In N. J. G. Pounds and N.
Spulber Resources and Planning In -Eastern Europe. Bloomington : Indiana University
Publications, 1957, pp. 129-148; J. Michael Montlas. "Obstacles to the Economic Inte'gra-
tion of Eastern Europe," Studies In Comparative Communism, No. 314. 1969, pp. aS-SO:
and John P. Iiardt, "East European Economic Development: Two Decades of Interrelation-
ships and Interactions with the Soviet Union," in Economic Development In Countries of
Eastern Europe. a compendium of papers submitted to the Subcommittee on Foreign Eeo-
nomic Policy of the JToint Economic Committee, U.S. Congress, Washington, D.C. : U.S.
Government Printing Office, 1970.

aEdward A. Hewett, "Foreign Trade Prices in the Council for Mutual E'onomlc Ass st-
ance." London: Cambridge University Press, 1974.
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unfavorable commodity composition of that trade. The costly flow
of Soviet exports to East Europe forces the U.S.S.R. to forgo,
purchases of urgently needed mii achi nery and other commodities
fromi Western countries. while East European countries are un-
able to supl)l)l them.

These findings tail to accord with the distribution of political power
within the lbloc. Tlhey also rui counter to the logic one would expect
to find. on the basis of supply and demand coesiderations. within the
Council for IMutual Economllic Assistanice (CEMA1t). At prevailingr
CEMA prices there are within the bloc acute shortages of prinial-Y
products and large surpluses of mnainifactures. particulhrly imachinery-.
minch of it not modern. Within the bloc the Soviet Union is the only
net supplier of primary products and time plillcipal net importer of
machinery and other mainufactires. w hich should reinforce the strong
potential bargaining power inhierent in its superpower status.

The paradox can only v be explained by considering the economnic and
political costs and benefits of intrabloc relations as interacting factors
and joint products. A framework for explaining how a power-oriented
nation can use commercial policy to advance its ends was developed
three decades ago bvy Albert llimrschman. In this view foreign trade has
two plrincipal effects upon the powver position of an imperialist. counitry.
First, economic gains from trade increase the economic powver of the
dominant omnitry. Hirsel-unan calls this the supply effect. Second.
foreign trade becomes a direct source of power if othier countries be-
comle economically dependent on the dominant count iy ain thus pro-
ride its with an instrument of coercion. ITirschimaln calls this tlie
influence effect. The power to interrupt or redefine commercial rela-
tions withl any country is the root cauise of the influence, or power
position which the dominant country acquires over other nations.'

The influence effect requires that the dependence of the trade part-
ners must be greater than that of the dominant power. In such a situa-
tion dependent countries wvill very likely grant the dominant country
certain economic, political, and n~ilitar); advantages in order to main-
tain stable trade relations. Such dependency is enhanced to the extent
that the smaller countries cannot dispense with trade with the domi-
niant country, or replace it as a market and source of supply. In the
case of CEMA, the larger difficulties lie with the smaller countries.
Their abilitv to divert trade to other countries is limited by monop-
olistic and mionopsonistic trading conditions: "Country A may try to
cliancge the stiucture of country B's econonvy so as to make it higiilm
and artificially complementarl y to A's own economy * * rcreatiniz]
what might be called exclusive complemientarity." 5 This dependelcee
was created during the early postwar period. For the more developed
East European countries, it lies primarily on the export side; for time
less developed East European countries, it is primarily on the import
side.

In addition to creating exclusive complementarities, there are also
pi-ice considerations. Hirschman argues:

If by some preferential treatment A induces B to produce a commodity for
export, A becomes B's only market, and the dependence of B upon A thus created

4 Albert 0. Hirschman, "National Power and the Structure of Foreign Trade." Berkeley:
University of California Press, 1945.

5 Ibid., p. 31.

32-765-74-10
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may be well worth to A the economic cost involved in not buying in the cheapest
market. In general, any attempt to drive the prices of exports from trading
partners above world prices * * * will fit in with the policy of increasing their
dependence [pp. 31-32].

One final point, again citing Hirschman:
Is there any means of extending [export dependence] to imports as well? The

policy of bilateralism is perfectly fitted to take care of the problem. Indeed, a real
impossibility of switching exports induces a technical impossibility of switching
imports. In this way the device of bilaterdlism is seen to le anl important link in
the policies by which the aim of maximum power through foreign trade may
be attained [p. 33].

Bilateralism is a principal feature of intrabloc trade. Several East
European countries are seeking institutional reforms which wouldpromote multilateral arrangements, yet the bilateral trading frame-
work continues to be advocated by the Soviet Union.

This study examines the evolution of certain aspects of Soviet-East
European economic relations during the postwar period. Three related
topics are discussed: the size of unrequited capital transfers during
1945-60, the terms of trade, and the commodity composition of exports
and imports. These topics do not exhaust the relevant issues, but they
are among the most important.

II. CAPITAL TRANSFERS

The probable Soviet objectives in East Europe during the first post-
war decade were military: to deny the area to Germany (whose re-
emergence was a potential long-term threat), and later, to potentially
hostile Western powers; political: to insure that individual countries
would not be controlled by Governments hostile to the U.S.S.R.; and
economic: to use the resources of the area for Soviet reconstruction
and industrialization via reparations and'other forms of economic
extraction. To be sure, reparations-type deliveries by the ex-enemny
countries of East Germany, Hungary, Bulgaria, and Romania must
be viewed in the light of the'destruction inflicted on the Soviet Union
during the war.r

This section presents a cumulative balance sheet of (a) reparations
and other forms of subvention transfers from East Europe to the
U.S.S.R'. and (b) Soviet foreign aid to these countries. The year 1960
was chosen as a dividing line, as probably the last year by which
transfers related to the war were settled.7 Until 1955 resources flowed
primarily from East Europe to the U.S.S.R. In the second half of the
1950's, there was a reverse flow which can be viewed as partial com-
pensation for earlier extractions. Thus it. is proper to discuss both
flows in the same context. The frequency and importance of subven-
tion- and aid-type transfers have diminished considerably since 1960.

In this balance sheet, no account is taken of several types of trans-
fers, potential or foregone, conditioned by dependence on the U.S.S.R.
These include the sacrifice of Marshall plan aid, the aid that East

Zbigniew K. Brzezinski, "The Soviet Bloc: Unity and Conflict." New York: Praeger,
1la1, pp. 4-5.
7 The year 1090 Is the last year in which the U.S.S.R. cancelled debts incurred right after

the war, 19.9 the last year in which it cancelled reparations obligations, 1958 the last-year
in which "joint" companies in East Europe were released and perhaps the last year in
which ex-enenmy countries contributed significantly to the support of Soviet troops on their
territory.
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Europe has been obliged to provide to other socialist countries and to
the third world, the net valuie of blueprints and licenses provided free
of charge, the subsidies that might be involved in a cumulative trade
surplus, and the implicit subsidies that may result from discriminatory
noncommercial exchange rates used in settling invisible transactions.8

Reparation-Type Tran3fers

Ea8t Germany.-The Soviet Union demanded $10 billion of repara-
tions at prewar pr-ices. In tlme absence of an agreement with the Allies,
it proceeded unilaterally to collect from the Eastern zone. Reparations
took the form of (1) "official" dismantling of industrial installations
(as well as conscription of much timber and livestock in six waves
from 1945 until the spring of 1948), whose rough order of magnitude
is estimated at $4 billion in 1955 prices, representing one quarter or
more of East Germany's postwar industrial capacity; 9 (2) reparation
deliveries to the Soviet Union from current production until the end
of 19.5: which, though reduced twice, are estimated as over $6 billion
in current prices; (3) deliveries to the Ried army stationed in Germany
until the end of 1958, estimated at about $4 billion in current prices;
and (4) other deliveries, such as uranium (1946-60) and inventory
depletion of expropriated Germany comlpanies just before they were
returned in 1952-53, for an estimated combined total of more than
$4 billion in current prices.'0

East Giermnany's total reparation-type deliveries to the Soviet Union
are thus estimated to have amounted to about $19 billion (most esti-
mates raiige between $10 and $25 billion), which represented from
one-fifth to one-third of East Germany G.NP during the first 8 years
after the war.11 This is a large enough transfer to be important to the
U.S.S.R. Aecording to one calculation, East Germany reparation
deliveries in 1930 amounted to about 3 percent of Soviet national
incomes' although the percentages during the early postwar years
were probably higher. East Germany of course lost much more than
the Soviet Union gained because of wasteful dismantling of
installations.

Polaind.-Altloulgh not an ex-enemy country, Poland made two
transfers to the U.S.S.R. in connection with German reparations. First,
even though according to an agreement signed in Moscow on August 16,
19-5, the Soviets renounced all claims to German property in 1Poland,
including those located on former Geriiman territory, muchll inmdulstrial
anld tralnspolt eq nipnent andl livestock wvere removed from thle new

Polish territories both before laidcl after the signilmig of the.agreeiticht,
as revealed by a l'olish publication in 1957.13 Second, according, to the
agreement, German reparations to Poland amnountiiig to 15 percent of
total German reparations to the U.S.S.R. were to be handled. by the

See Patul Mare awil JThn Tilley. "Tourlism." sevtifon Ir. in this C(oinpeplitim.
° Heinz Kohler, ' Ecoonomie Integration In the Soviet Bloc." New York: Frederick A.

Praeger, Inc., 1liS6, p1p. i 1- :1ul dEdwin AM. Snell and Marilyn Ha per, i'ostivar E(o-
nomite Growth in. East (,.nrmuly: A Conilparion with W'est Germany, in Eicoijouilc Devel-
opinegits in CountrIes oflElistern Europe, op. cit.

?6W'xii:Khler, op. cit., table 1.
HI i. K 1dher, op. cit., pp. ::u'35.

iip. J. D. Wiles, *Coriniunist international Ecoioinics." New York Frederick A. Praeger,Inc., 1969.
I The Polish publication Is cited In a Jan Wszelakl, "Conmunist Economic Stnategy: The

Role of East-Central Europe. Now York: National L'lanning Association, loau.



140

Soviet Union. In return for this service, Poland agreed to deliver to.
the U.S.S.R. each year for the duration of the reparations large quan-
tities of coal at a special low price, $1.25/ton, somewhere in the neigh-
borhood of one-tenth of the world market price. [Why the U .S.S.R.
should have been compensated by Poland for German reparations to
Poland is not clear.] Even during the early years, apparently, Soviet
deliveries of German reparations to Poland amounted to much less
than the agreed 15 percent,1 4 and deliveries stopped altogether in 1948.
Nevertheless, Pi.iish coal deliveries at concessionarv prices continued.
apparently until the mid-19.50's. After the autumniiii 1956 upheavals in
Poland, the Soviet Government acknowledged "past relations of in-
equality among Socialist states" and in November 1956 agreed to a
$626 million reimbursement, in the form of canceling Poland's debt
to the Soviet Union.1 1 This amount, however, reportedly represented
less than half of Poland's claim on the U.S.S.R. on the reparations
account.16 But perhaps the real issue to Poland was that by 1956 coal
was no longer in short supply oml the world mijarket so that whatever
chance Poland had earlier to earn hard currency had passed, and for
this reason too the compensation seems inadequate.

IHunqaiy, RonwanUia. 2(Hd Buqar';a.-Ihe S'.ov iet Union also required
reparations from Hungary and Romania " in the formh of (1) de-
liveries from current pioductioi: $20() million fromn Hungary (mainly
metallurgical products) and $300 million fromn Romania (mlainly crude
oil and derivatives). with actual deliveries subsequently reduced to
$134 and $266 million. respectively."' The amounts were fixed in gold
dollars, that is, in goods valued at 1938 prices. Together with especially
low accounting prices during the early years, this made the value of
deliveries at current pri-ces perhaps double the nominal dollar
amount.' 5 (2) Payments to the Soviet Union of debts incurred by these
states to Germany during the war (while their claims on Germany
were canceled): $200 million was claimed from Hungrary alone, of
which $45 million was delivered.20 (3) Additional deliveries to com-
pensate for equipment and objects removed front Soviet territory and
for supplies consumed by troops in their zone of occupation during
the war; more than $500 million was originally claimed fromn Romania
alone, of which almost $200 million was delivered.21 (4) Until at least
the latter half of the fifties, supplying the Soviet Atrmy stationed in
these countries. In addition. during the early years there waas consider-
able dismantling of industrial property (as wiel] as the usual "'trophy
campaign" by troops). A very rough estimate would place the value at
$1 billion in Romania and Hungary each.22

14 J. Wszelaki, op. cit., p. 70.
'5 Marshall 1. Goldman, "Soviet Foreign Aid," New Yolk: Frederick A. Praeger, Inc.,

1967 p. 7.
e Y. Wszelaki, op. cit., p. 70.

"1 Reparations were also levied on Hungary payable to Czechoslovakia and Yugoslavia
($50 million each) and on Bulgaria payable to Yugoslavia and Greece ($25 and $50 million),

stated In 19?8 gold dollars [Nicolas Spulber, "The Economics of Communist Eastern
Europe." Cambridge. Mass.. and New York: The Technology Press of M.I.T., and John
Wiley & Sons, Inc., 1957, p. 39].

2 N. Spulber, op. cit., p. 167.
19 Reparations deliveries represented a substantial portion of budget expenditures in early

postwar years, absorbing 26.4 percent of the Hungarian and 37.5 percent of the Romanian
budgets In 1946-47 and 17.8 percent and 46.6 percent, respectively, In the following year
IN. Spulber, op. cit., p. 179].

2' N. Spulber, op. cit., p. 172.
11 N. Spulber, op. cit., p. 176.
2 J. Xl szelaki, op. cit., p. 69.
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No formal reparations were requested bar the Soviet Union from
1Bulgaria, and no industrial equipment was removed from that country.
According to one source, however, Soviet transfers took the form of
forced exports of foodstuffs and the profits of Soviet-Bulgarian joint
,companies. which are discussed next.

Soviet-l'East LEuropean Joiint E+7nterpri-ses

L'aeckroa/ed.-Before and during the war one aspect of Germany's
strong economic penetration eastward was its acquisition of substan-
tial financial and operating assets in east central Europe. At the
end of the war the Allied countries, Czechoslovakia, Poland, and
Yugoslavia. recovered these assets while in the ex-enemy countries the
German assets were transferred to the Soviet Union and became the
'basis for joint Soviet-Hungarian, Soviet-Romanian, and Soviet-
Bulgarian enterprises. The Soviets contributed the assets formerly
owned by German interests and subsequently some investment goods,
while the bloc partner delivered additional capital and most of the
labor and material inputs (although each party supposedly contrib-
ited half of current outlays), with de facto management firmly in
Soviet hands. In 194647 Yugoslavia voluntarily agreed to participate
in two joint companies with the Soviets in river navigation and civil
aviation.

The joint navigation company, Juspad. in competition with the
wholly Yugoslav-owned State River Shipping Co., entered into ship-
ping agreements with Soviet and other joint Soviet-East European
shlippilng companies. charing. over the strong objection of the Yugo-
slav partner. extremely low rates. Moreover, by the time of Juspad's
liqlui(lation in 1949, the Soviet partner had invested less than 10 per-
cent of the nominal capital it was supposed to, whereas the Yugoslavs
contributed 137 of the best craft thev had. which represented 76
percent of the capital they were obligated to invest. JTuspad's capital
stock was owned 5O-50 by the two partners, and profits were also dis-
tributedl evenly.

These joint companies gave the U.S.S.R. controlling positions at
some key economic points in the four countr-ies. with the relative im-
portanee of these enterprises the greatest in Romania, somewhat less
in Hungary, and smaller in Bulgaria and Yugoslavia.2 3 In East
Germanv, 213 enterprises originally earmarked under reparations to
he shipped to the Soviet Uinion, mostly in basic and metalworking
industlries, were transferred to Soviet ownership and operated in
Germany as Soviet enterprises,2 4 in many respects similarly to the
joint enterprises in other bloc countries.

The special case of 'traninmm..-An important special case is Soviet
exploitation of the uranium resources of East Germany, Czechoslo-

"In Romania about 400 commercial and Industrial enterprises (mninly in oil prospect-
ing, drilling and processing, coal mining, air and river transport, metalworking, and bank-
lng and Insurance) were taken over and consolidated into approximately 15 joint companies.
In Hungnry about 200 companies (mainly in bauxite mining, processing and related opera-
tions, oil and other minerals, and air nnd river transport) were organized Into half a
do7en joint companies. In Bulgaria joint partnerships were established In mining, civil
aviation, shipbuilding, and construction rN. Spulber. op. cit., pp. IS-1-1941.

In 1948, exclusively Soviet and Soviet-Hungarian firms employed just under 4 percent of
Hunznry's total gainfully employed in manufacturing [Ibid., p. 159].

't 13. Kihler, op. cit., p. 17.
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vakia, and Hungary. In East Germany the prospecting and mining
of uranium was started by a Soviet company, Wismut, in 1945. Until
the end of 1953, all ore deliAe'ries were credited (at ail unknown price)
to the reparations account. In 1954 Wisrnut became a joint Soviet-
German enterprise (as far as it is known to me it still is) with the
total outl)ut being shipped to the *Soviet Union.2 5

In Hungary and in Czechoslovakia (not an ex-enemy country), the
uranium mines have been operating as joint companies.ie We obtain
some insight about how the Soviet Union handled these transactions,
at least under Stalin, from the testimony of Czechoslovakia's Deputy
Minister of Foreign Trade, frequently in charge of his country's trade
negotiations with the Soviet Union until 1949. He relates that even
though the general principle was to conduct intrabloc trade at world
market prices, for uranium the Soviets Were willing to pay only the
much lower price of cost plus 10 percent. Of the November 1947 nego-
tiations he writes:

My argument was that we paid world market prices for wheat and for [iron]
ore from IKrivoi Rog [U.S.S.R.] and that I could not see why We should accept
other than the world market prices for what weas practically 1our only natural
wealth. After the war the price of uranium was very high and thus considerable
sums were involved. Price was all the more important at this juncture, as we
were being expected to increase the amount we iiiined. * t, * [After February
1948] the whole uranium question was taken over by Gottwald's presidential
chancellery and * * * after that the subject of uranium ore becamne taboo and
[discussion of it] even the cause of criminal action.3-

Operation and dissolution.-From all available evidence, the Soviet-
owned and the mixed companies were run to provide niaxinluni benefit
to the Soviet economy at the expense of local interests. The Soviet ad-
vantage derived from arbitrary high valuation of its contribution, the
enterprises' preferential legal, tax, foreion exchange, and material
supply status, and discriminatory pricing in favor of Soviet cus-
tomners .2 These enterprises thus represented a visible burden imposed
on these countries by the U.S.S.Ri., although the resulting resource
transfer is very difficult to quantify.

After Stalin's death the Soviets made the political decision to re-
linquish these highly profitable enterprises (except ulranium) by sell-
ing their share to the respective countries-a decision no doubt designed
to reduce pent-up popular dissatisfaction throughouit the bloc which
erupted in the June 1953 East German riots. Most of the agreements
were signed in 1953-54, and in many cases the resulting financial obli-
gation was converted into loans payable -with goods in installments
over a period of years.29 After the Polish and Hungarian revolts of

25 Ibid., p. 23.
29 Goldman. Op. cit., p. 19.
2 Engene Loebl, 'Sentenced & Tried: The Stalinist Purges in Czechoslovakia." London:

Elek Books Ltd., 1969.
2 N. Spulber, op. cit., pp. 182-22a; M. Goldman, op. cit., pp. 10-22; and "White Book on

Aggressive Activities by the Governments of the U.S.S.R., Poland, Czechoslovakia, Hungary,
Rumania, Bulgaria and Albania toward Yugoslavia.' Belgrade: Government Printing Office,
1951.

2 In East Germany nearly half of the plants, but apparently not Including the most
Important ones, were returned in 1947, the rest in stages by 1953. Those returned before
1952 were paid for by East Germany In cash or equivalent; the remaining ones were
turned over free of charge after the 1953 riots [H. KMhler, op. cit., p. 47].

The Sovict-Yugoslav companies were liquidated on Yugoslav initiative Il 1949. Yugoslav
charges concerning Soviet exploitation th ough these companies contributed significantly
to the conflict between the two countries during the late 1940s [White Book, op. cit.;
and Robert 0. Freedman. *Eeconomic Warfare in the Communist Bloc." New York lraeger
Publishers, Inc., 1970, Chapter 2].
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1956 the Soviets cancelled unpaid debt obligations. These remissions
along with successive reductions of the amount of reparations levied,
constituted a significant. part of Soviet foreign aid to the bloc, in the
last half of the fifties.

Soviet Aid to East Europe

CMTEA sources interpret as economic assistance provided by the
Soviet Union: (a) loans; (b) cancellation of debts arising froml earlier
deliveries; (c) cancellation of reparations; and (d) release of joint
stock coml)anies. Of these, (a), (b) and (d) represent a real transfer
of resources, while (c) can be considered either a gesture or a real
sacrifice, depending upon iowv just and realistic the initial demands
were, about which opinions are likely to differ. The timiing and coni-
position of U.S.S.R. assistance to individual East European countries
have been recently compiled from Wlestern and CEAMA souirces.a0

With respect to timing and purpose, U.S.S.R. aid can be divided
into: (1) immediate postwar loans to provide relief of troubled situa-
tions of one kind or another (about $50 million, plus food loans, plus
debt and reparations cancellations of about $260 million) ; (2) con-
solation loans in 1947-48 to countries pressured into rejecting the
Marshall ]'l]in ($1450 million to Poland and smaller loans to Czecho-
slovakia, Romaniia, and Bulgaria) ; (3) loans and concessions follow-
ing the death of Stalin and the Berlin eruption thereafter, mainly to
East Gerimany (a loan of $125 million and other concessions) ; and (4)
the comprehensive aid program of 1956-58 following the 1'olish and
Hungarian revolts. The 19,56-58 programn stands apart with respect to
size and composition fromn previous aid programs: it involved total
aid amounting to about $3.6 billion, comprised of $1.4 billion in loans,
close to $1 billion in debt cancellations, and more than $1 billion
(claimed value) in free transfer of joint stock companies, whereas the
big-ticket items before 1956 had been reparations cancellations.

Toward a Balance Sheet of East European Subventions and Soviet
Aid

To arrive at some tentative conclusions about the direction and size
of uncompensated resource transfers during 1945-60, East European
subventions and Soviet aid flows are brought to a common denomi-
nator by calculating their grant equivalent, which measures the uni-
lateral transfer component of each transaction. The application of
this approach to intrabloc transactions was pioneered by Janos Ilor-
vath (see footnote 30) ; here we attempt to fill in the details with
documented estimates and assumptions that in some cases differ froni
those of Ilorvath. Because reliable information is scarce, no more can
be attempted than to estimate rough orders of magnitudes, subject to
corrections as more accurate information becomes available.

The balance sheet excludes Albania and Yugoslavia, the former
because information on Soviet aid is not available and because the
benefits it received from the U.S.S.R. under Stalin would have to be
balanced against losses due to Soviet economic pressure after 1960,"

31Janos Horvath, "Grant Elements In Intra-Bloc Aid Programs," ASTE Bulletin XIII,
No. 3 (Fall 1971), pp. 1-17.

at it. Freedman, op. cit., Chapter 3.
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which is outside the scope of this analysis, and Yugoslavia, because we
would have to quantify the cost of Stalin's economic blockade and other
pressures, which is again outside our scope.

Subvention.-The grant equivalent of East European countries'
subventions to the U.S.S.R. is calculated in appendix table 1. For
some subvention items the donor's sacrifice is not identical to the
recipient's gain: in the case of reparations dismantlings, the wasteful-
ness of the operation made the donor's sacrifice considerably greater
than the eventual gain realized by the U.S.S.R.; in the case of joint
stock company assets transferred to the U.S.S.R., these were pre-
viously expropriated by or sold to foreigners (except in East Get-
many), so the Soviet's gain may not be an equivalent loss to the bloc
countries; and in the case of profits from these companies, the Soviet
gain is assumed here to be a sacrifice only to the extent that the earn-
ings were unfairly distributed.

On balance, we find that the cumulative grant equivalent of East
Europe's estimated sacrifice during 1945-60 was $23.2 billion, the cor-
responding gain to the U.S.S.R. $19.2 billion. These figures do not
include uranium shipped by Czechoslovakia and Hungary and the
maintenance of Soviet troops in Hungary and Romania for which no
estimates are known to the author, and do not take account of unfavor-
able prices on commercial exports during the early postwar years,
except on Polish coal. The largest burden by far was shouldered by
East Germany: its $19.5 billion sacrifice represents almost seven-
eights of the East Europe total, although its share would be reduced
somewhat if estimates of comparable completeness were also available
for the other countries. The next largest burden was on Romania ($1.7
billion), then Hungary ($1.3 billion), followed by Poland ($626 mil-
lion). Among the ex-enemy countries, Bulgaria apparently received
preferential treatment, at least relative to that of other countries.

Soviet aid.-The grant equivalent of Soviet economic assistance to
East Europe is estimated in appendix table 2 in two versions: one
-which excludes, realistically we believe, reparations cancellations, and
the other which includes this item at full value (the approach followed
by CEMA sources). The grant equivalent of loans to East Europe has
been calculated by assuming, following Horvath (pp. 2-6), that all
Soviet loans were for 12 vears, at 21/2 percent interest, with a 2-year
grace period, a 10 percent opportunity rate of discount, fully delivered,
and that aid tying represented a 10 percent cost to the recipient as
compared to aid that could have been spent freely on the world market.
The calculation is based on Horvath's formula, which yields a grant
ratio of .26 to the face value of the loan.32

where

q=ratio of grant equivalent to the face value of the loan
iinterest rate chargedl:
q=opportunity rate of discount;
T=maturity in years;
JV=moratorium (grace period) in years;
c=base of natural logarithm, 2.718;
ql=grant element of aid tying.

82 The grant rate g is a fraction stating the grant equivalent as a proportion of the
faee value of a loan. The grant equivalent of a loan can be obtained by deducting the
present value of the stream of repayments from the face value of the loan. For compu-
tational facility, It is convenient to express the ratio as:
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On balance we find that the cumulative giant equivalent of Soviet
aid during 1945-60 was $2.6 billion excluding reparations cancella-
tions and $9.4 billion including this item. According to the first version,
all countries benefited, in amounts ranging from $16 million for Czeclh-
oslovakia to $842 million for Poland, with the composition of aid
varying from country to country. According to the second version,
more than two-thirds of the aid benefited East Germany because the
Soviet Union claims to have liglhte-ied the country's reparations l)urden
by almost $7 billion.

Balance of aid awd subvention.-The net balance of the foregoing
estimates is shown in the last four columns of appendix table 2. If
reparations cancellatibns are excluded, the six East European coull-
tries have provided. on balance, approximately $20 billion subvention
to the U.S.S.R. (cor r esponding gain to the Soviet Union, about $17 bil-
lion). If reparations cancellations are also included, the net subvention
estimate declines to below $14 billion (with the corresponding gain
about $3 billion less). The size of this flow of resources from East
Europe to the U.S.S.R. is of the same order of magnitude as the flow
of resources from the United States to West Europe under the Marshal
Plan, which amounted to about $14 billion. The distribution of this
large subvention (or what may be called coerced grant) has been most
uneven, however, because East Germany accounted for more than nine-
tentlis of the total. Significant amounts were also provided by Romania
and Hungary, whereas Bulgaria, Czechoslovakia and Poland are
shown to have been net beneficiaries in small amounts.

It cannot be emphasized enough that these figures should be inter-
preted with a great deal of caution, not only because of the roughness
of the component estimates but also because the above calculations take
account of only some of the most highly visible capital transfer items.
Other important considerations are the terms of trade and the com-
modity composition, issues to which we turn next.

IIL TMxS OF TRADE

Backgrounl and Interpretations

P'rice deternmination in?7 CEM1A.-The technique of intra-CEMA
price determination has been shrouded in secrecy. Prices are said to be
based on those on the world market because'sueh prices represent
alternative opportunities to CEMA buyers and sellers and also be-
cause, given arbitrary domestic prices, CEM.A countries have been
unable to come up with an alternative to world prices acceptable to all
members. There is no question, however, that considerable bargaining
does take place on prices, if for no other reason than that "world
market price" is too ambiguous a concept to serve even as a starting
point. Furthermore, world prices are said to be adjusted to eliminate
the. influence of speculation and monopoly and to take into account
CEMA demand and supply.

CEMA literature offers only limited insight into how world prices
are translated into CEMA prices. The only definite point is that certain
formal principles have been agreed upon as to -which historical period's
prices should be used by negotiators as a base.
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During 1945-50, prices were reportedly based, at least formally, on
current capitalist world market prices. The period 1951-53 was the
era of "stop prices," when negotiators used prices agreed upon prior
to this period in order to avoid the distorting influence of inflation due
to the Korean war. During 1954-57, selected "stop prices" were ad-
justed to eliminate the greatest discrepancies between these and current
world prices. A situation existed whereby "stop prices," their adjusted
version, and current world market prices for newly traded products
existed side by side, causing frictions that came more and more to the
open rather than remaining repressed as under Stalin.

A major landmark, the ninth session of CEMIA (Bucharest, June
1958) adopted comprehensive new rules to the effect that: (1) average
1957-58 world market prices would be introduced (with exceptions
which were not clearly defined) ; (2) prices would remain fixed for
several years, except for new and improved products whose prices
would be currently negotiated; (3) certain specific documents would
become acceptable documentation of world prices in bilateral negotia-
tions; and (4) the principle of "half-freight" charge would be intro-
duced; that is, one-half of the hypothetical charge would be added to
the world market price to establish the documented negotiating base
price. Prices continued to be determined bilaterally; the new element
was the multilateral agreement on rules to be followed in bilateral
negotiations.

Recognizing that by the early 1960's, CEMIA prices had deviated
from current world market prices, an agreement wvas reached during
the mid-1.960's that introduced a new 1960-64 world market price base,
iniplemented during 1956-67 in several stages. At the beginning of
the current (1971-75) 5-year plan a new, average 1968-69 world
market pr-ice base was introduced.

Zlterpretation.-It is important to note in connection with inter-
pretin,, empirical studies of CETMA prices that individual commodity
prices and quantities traded are determined not by single buyers and
sellers in relative isolation frosn the prices of other commodities, as in
the West, but by government agencies which bargain over a whole
range of export and import prices at once. Bargaining power in such
a situation may be exerted through prices (obtaining high prices for
exports and paying low prices for imports) and also through quantities
(supplying small or zero quantities of goods whose prices are dis-
advantageous and forcing the trade partner to supply specified kinds
of goods in specified quantities if prices are advantageous). It is for
this reason that if a Western observer finds, say. the price of a par-
ticular commodity high or low relative to current world prices, this
may be because the CEMIA price has remained fixed while the world
price has changed or, alternatively, because the price that is "out of
line" may be compensated by offsetting deviations in the prices of
other export and import items.

As to the benefits, or "gains" from trade, it is useful to distinguish
between static and dynamic considerations. The issue with respect to
the static gains from trade is whether or not CEMA countries trade
according to their short-run comparative advantage. A substantial
part of CEMIA trade within the bloc is probably not according to
this criterion because opportunity costs are not fully lknown due to
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inadequacies in their system of determining domestic prices, but also
because foreign trade decisions are often made on the basis of second-
or third-best considerations, forced upon each country by the institu-
tional shortcomin.gs of bargaining within CEMAli, as discussed in sec-
tion IV. But let us suppose that trade is in equilibrium within the
bloc. One characteristic of this is that there are no disparities in cost
ratios amion1g countries. If then the cost ratios within the CEMASE
market are dilfferent from those on the world nmarket, as appears to
be the case, then there are unrealized gains from further trade; that is,
from opening up the bloc as a whole. There indeed appear to be such
large itarealized gains, suggested in the first instance by the extremely
high p1 roportions of total trade conducted with CENIA partners. Some-
body must bear these opportunity costs. CEi\IA can be viewed as a
sort of customs union in which memimbers give to each other, in Iolz-
mail's phrase, lan excessively large preferentiality"; that is, members
voluntarily channel a portion of their trade to bloc partners even
when more p1)ofitable opportunities are available on the world market.33
Evidence plresented below indicates that this type of cost tends to fall
dispropor tionately heavily on the U.S.S.R.

With respect to dynamic gains from trade, benefits are forgone if
the preferential or "sheltered" CEMA market absorbs for a long time
poor-quality goods and obsolete equipment, thereby reducing the in-
centive to innovate and produce "for the market,"' causing the exporter
to fall mole aI id more behind its competitors. This is the cost which
appears to fall disinroportionately heavily on the smaller and relatively
more advaticed CEMIA countries like East Germany, Czechoslovakia,
and Ilumigary.'4 The importer of shoddy goods and equipment loses
potential productivity gains too; yet it might not be able to resist buy-
ing such goods if its own producers are dependent upon the same
CEMA suppliers for their export market. This is why in a bilateral,
state-tralding fraimework terms of trade consiteratious cannot be di-
vorced from the commodity composition of trade, discussed in the next
section. Biut niow let uts sumlmnarize some of the principal fiidings on
prices andl the terms of trade involving price considerations only.

Empirical Evidence

Terms of trade.-Statistical information on CEMA prices before
1955 is scarce and episodic. What there is suggests strongly that the
Soviet Inion under Stalin used every chicanery in the book to obtain
favorable prices. We have already mentioned the case of low prices for
Hungarian and Romanian reparations goods, Polish coal, and Czech
uranium. Circumstantial evidence is offered also by the Stalinist
purges of senior Communist leaders in Bulgaria (Kostov in 1949) and
in Czechoslovakia (Slansky and Loebl in 1952), who during their

13Franklin D. Holzman, "Soviet Foreign Trade Pricing and the Question of Discrimina-tion," Review of Economics and Statistics, XLIV (Vay 19162), 1). 146; and Robert W.Campbell, 'Solme Issues in Soviet Energy Polley for the Seventies," in Soviet EEconomic
Perspectives for the Seventies, Joint Economic Committee, U.S. Congress, Washington, D.C.U.S. Government Printing Office, 1973, pp. 15-16.

aI Thus, an important objective of Hungary's comprehensive economic reforms IntroducedIn 19GS Is to expose the country gradually to genuine international competition, as (liscussetiIn Alan A. ]Irown fand Paul Marer, "Foreign 'rrade in the East European Refornis," in
Morris Bornstein (ed.), Plan anid Market: Econo'"ic Reforin in Eastern Europe." NewHaven and London : Yale University Press, 1973, p. 20.
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trials were charged with having asked too high and offered too low
prices in trade negotiations with the U.S.S.R. and trying to maintain
commercial secrecy during the negotiations.

Numerous other cases and episodes are also listed in the specialized
literature.35 It would be very difficult, however, to quantify the extent
of price discrimination by the Soviet Union during this early period.
Until additional systematic evidence becomes available, we must stay
with the vague conclusion that, until 1953 at least; prices were most
probably heavily slanted in favor of the Soviet Union.

The period 195458 was one of upheavals, retrenchment by the
Soviet Union, and a movement toward putting many aspects of intra-
bloc commercial relations on a more stable and equitable basis.
Covering the period since the mid-1950's, statistical evidence and
interpretive studies suggest the following: 36

(1) The dollar or other hard-currency prices in which intra-CEMA
transactions are contracted before their conversion to settlement
(devisa) rubles are oln the average substantially higher than world
market prices. During 1958-64, the gap between CEMA and world
price levels is estimated to have been about 20 percent, ranging between
20 to 40 percent for major groups of manufactures and between 0 to 20
percent for groups of primary products. Since 1965, the price-level
gap narrowed to about 10 percent, but the just-noted differences
between manufactures and primary products persisted. Contributing
to the emerging and persistence of high CEMIA prices have been:

(a) The sellers' market at CEMA which places all exporters in
a position to charge the highest world market price which can be
documented. In a centrally planned economy the buyer's domestic
costs or profitability do not provide an effective price limit on
imports. And since most export and import prices are simultane-
ouslv determined, high-cost imports can be compensated by charg-
ing high pr(es on exports.

The world market price range which emerges during the "battle
of documentation" between buyers and sellers tends to be narrow
for primary products and wide for manufactures. Thus, given the
tendency of CEMA prices to gravitate toward the upper end of a
documented price range, the wider the range, the larger the
margin by which CEMA prices, on the average, exceed world
prices.

(b) The overvaluation of domestic currencies of CEMIA coun-
tries according to official exchange rates, which result in high
world market prices whenever prices charged are determined
partly or fully on the basis of domestic costs.

-E. Loebl. op. cit.. passim Frederie L. Pryor. 'The Communist Foreign Trade System."
Cambridge, Mnss.: The MTIT Press, 1963, pp. 136-139; P. J. D. Wiles, op. cit., Chapter 9
and J. Wszelaki, op. cit., Chapter 7.

as In addition to my own calculations, these findings are based on studies by CEMA
economists (the most Informative ones are SAndor Ausech, A KC.ST-egyfittmfihid6s helyzete.
mechanizmusa, tAvlatal" [CEMA Cooperstion. Situation. Mechanism and Perspectives ].
Budanest: Kfi7zazdasAgi As TJodi Kiinvvkia. i9(69. 9and .Xddm Moirton. 'Price Devolonments
In Hungary's Foreign Trnde: l949-7M." Wnorlng Paper No. 10. Bloominaton: Inte-national
Development Research Cent"-. iniina UE -versity. 1972). and on WVeirn e- ceilatlons
(the most comprehensive one is Edward A. Hewett, 'Foreign Trade Prices In the Council for
Mutual Economic Assistance." Unpublished Ph. D. dissertation. Universty of Michigan,
1971), all discussed in Paul MAnrer. "Postwar Pricing and Price Patterns In Socialist Foreign
Trade." Bloomington: International Development Research Center, Report No. 1, 1972,
whose summary exposition Is followed closely In the next two paragraphs.
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(c) The hypothetical freight charge. vhich is added to the
basic contract price in addition to actual freight costs.

(d) Bilateralism, under which it is easiest to obtain compensa-
tion for high import prices in the form of high export prices,
which is why it is essential to examine jointly oth import and
export prices.

Except for (c), the enumerated causal factors affect manufactures
more than primary products.

(2) Price fluctuations, both in the sense of variations from uni-
formity and changes fromt year to year, were much greater before
19,)59 thani after. For exaupl)le, during 1954-57 plices fixed in intrabloc
trade agreemtents before the 1Koreaii war (-stop prices"), their ad-
justed version, and current world market prices for newly traded
products existed side by side. The resulting confusion is characterized
by a CEMA source:

* * * the hilateral adjustmentt of prices has upset the unity of socialist world
market prices and opened up plenty of opportunities to take unfair advantage
of the situation by both sides.3'
Prices becomne somewhat more uniform, underscoring the importance
of the first CEMA-wide revision of piices in 1958, although recent
elupi}ical work shows thlat the rule of '"uniforni price for the sanile
conlmoditv' is not al wa\s observed so that significant price dispersion
for the samiie commodity still persists.38

(3) WVith respect to the movement of prices over time, the two price
adjustments, in 1958 and in 1965-f67, reduced prices On balance, par-
ticularly those of raw materials and industrial consumer goods, bring-
ing these prices closer to actual world prices. Since the U.S.S.R. is

the largest suplplier of raw mtiaterials to the rest of CEMA. (abso-
lutely as well as ill termls of perceiitage of trade volume), these ad-
justnments ]have led to a deterioration (roughly 20 percent) in Soviet
(net barter) termis of trade with CEMAT between 1957 and 1970. TDinr-
ing thle samne period, thle termis of trade of Czechoslovakia, East Ger-
miany. and Hungary with all socialist countries as a group imiproved.
This finding does not imply anything about the level or equity of
Soviet-CEMA prices during the mid-1950's. The point is that the
Soviet Union's export prices have fallen relative to import prices
so theat the Soviet gains (losses) fromn trade are now relatively lower
(higher) than they were during the mid-1950's.

(1a.o5 frwnm /rade.-The actual (listribution of gains anld losses in
Sovict-CEMA trade in 1960 and in 1970 was estimated by a Western
scholar. Edward Hewett.39 His calculations are based oln statistical
evidl( nce collll)iled for a different purpose by a group of CEMA ex-
perts wvorking at the Hungarian Academiiy of Sciences. This research
group revalued the input-output tables (eca. late 1950's) of individual
CEMA countries, estimating the total (direct plus indirect) factor

: .1. it Garu ulnl Ivile Sehvweitzer. 'A TikWs ViliAgplacI Arak es a Szoctlista VilAgpiac
.l.le-egi Szerziidkses .ilil [Current Contract Prices of the Capitalist and Socinaist World
Aarl:rt'1. A compluItion of papers and reports by Economic Institute of the Hungarian
.Acaadll..y of Sciences, appearing in A szoclalista Villigpiaci air [Socialist World Market

*rl icej Midapest Koss,,thi KOnyvkiadf, 1965, p. 94.~' Fl. Hewett, op. cit. p. 204.
la Edward A. Heweit, "Prices and Resource Allocation in Intra-CEMA Trade," paper

prelvirtel for c conference ouu Tue Consistency and Efficiency of the Socialist Price System.
l niver'lty of Toronto, March S-9, 1974.
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requirements for producing a million settlement rubles through ex-
ports. Defining gains fron'l trade as the ratio of the estimated resour ce
cost of exports to the potential resource cost of full import substitu-
tion, Hewett used these Hungarian studies to calculate the gains from
trade between the U.S.S.R. and individual CEMA countries.

Under ordinary circumstances, when two nations engage in trade
both partners are expected to benefit, even though the distribution
of gains from trade may not be equal. Hewett found, however, that
trading with CEMA actually resuits in a loss for the Soviet Union.
That is, by these calculations, in 1960 it cost the U.S.S.R. 38 percent
mnore resources to export to CEMA than it would have cost to sub-
stitute domestic production for imports fromi- A CEMYA. In contrast, all
CEAIA countries except Romania were able to save anywhere from
3 to about.l0 percent oi the resources they would have had to expend
had they been forced to produce domestically the commodities iji-
ported from the Soviet Union (Roinania "lost" 19 percent).

By 1970, both CEMAI foreign trade prices and the commodity
structure of Soviet-CEMA trade had chanlged. Assuming that only
prices changed (i.e., that the commodity composition in 1t70) would
leave reuainned the same as it was in 1960), Hewett calculates that the
Soviet loss on trade with CEMA would have increased to 67 percent.
The actual loss was only 28 percent because of changes in the structure
of trade: by 1970 a larger proportion of Soviet exports to CEMIA was
comprised of machinery than a decade earlier. In spite of changes in
the comminodity Composition, CEMA countries had increased their
gains from trading with the Soviet Union by 1970 as compl)ared with
1t96U (gains for Poland remained about the same).

Because of data problems and the simplifying assumptions which
had to be made, these numerical results should be interpreted only
as broad trends rather than precise measurements. Indeed, Hewett
himself claims no more than that the results are general indications
of orders of magmiitude that might be involved. Althouglh these flind-
ings tend to confirm what is claimed by the Russians and generally
aciuowiedged by the East Europeans, we nmust await additional cvi-
dence before acceptilig with full certainty that Soviet export and
import decisions are so poor that they result in a large net transfer
of resources to their trade partners in CEMA.

(One interesting aspect of these findings is that they bear at least a
superficial analogy to the controversial Prebisch-Singer thesis, as
polnted out by Jautos HorvatIh.41 Prebisch and Singer argue that trade
between rich and poor countries tends to redistribute income from tile
exporters of primary products to the exporters of manufactures via
deteriorating terms of trade for the producers of primary products.
The findings here are consistent with the Prebisch-Singer liypotlmesis,
although, we hasten to add, they should not be involved in support of
it because the terms of trade between the Soviet Union and East
Europe are the outcome of a combination of factors, only one of which
is the relationship between the prices of primary products and imaunll-
factures on the world market.

I"JanEj: ktorvath, "The Cost of Soviet Aid," P'roblemns of Communism, May-Jine 1972
p. 76.



IV. Co,3non0ITYr CCQ?1POSITION

The First Postwar Decade

It is almost a cliche to state that after postwar reconstruction had
been completed by 1948-49 (later in East Germany), the development
strategy of all East European countries appeared to have followed the
Soviet model: increasing the share of investment in national income
to very high levels, mostly at the expense of consumption, and conceii-
thating investment in industry, and within industry oii machine
building and metallurgy. As a result, these countries have achieved
good-to-spectacular growth rates, with fluctuations, wut at the same
time created serious imbalances, inefficiency, and a host of other
problems.

Each East European country's development strategy determined the
changes in the economic structure, which in turn was reflected in the
new geographic and commodity composition of trade. The question
wve would like to pose, therefore, is whether the adoption of the extreme
version of the "Soviet model" by national Communist leaders was
voluntary or imposed from without. If the latter, did this serve Soviet
economic interests? In particular, did it result in economic extraction
by the Soviet Union land, if so, in what fornm and for how long? We do
not as yet have complete enough factual information to provide un-
qualified answers; below some viewpoints are preselnted, and a tenta-
tive interpretation is offered.

Much oi the Western literature would answer the above series of
questions by indicting the Soviet Union. To quote from one well-
documented study:

The direction aud structure of [postwar] East European trade has beeni
designed riwmarily to accord with Soviet economic and strategic priorities, at
considerable cost to East Europe's ownm economic develolnment * * *. Tile Soviet-
dictated policy of broad industrial diversificatiomi fell more heavily oml the mor(m
developed Czechoslovak alid East German economies tliaim onl the oiher East
European economies.'

Yet this conclusion has not been found fully convincing by all
because of an apl)larent contradiction betweenl plestlmed Soviet eco-
nomnic interests on the one hand and the parallel industrialization pat-
terns and the structure of Soviet-East European trade on the other.
Eor example, Granick observes that furtherance of military security
of the U.S.S.R. in the cold war atmosphere of the early 19'50's would
not appear to have required a programim of rapid expainsioli of hea'vy
indluistry iii East Europe. Onl the contramy, he argues, one could make
a strong case on grounds of relative susceptibility to attack for the
coulcelitration of the Soviet Blocs expansion of producer-goods pro-
cluction within the borders of the U.S.S.R.42

lie that as it may, countless eyewitness accounts testify to the de-
cisive role Soviet advisers and shopping lists played in choosing de-
velopment strategies in East Europe duin-ig 1948-53, and pelrhal)s
beyond. Such Soviet actions can be explained also in terms of the

J. Hardt, op. cit., p. 41.
2 liavid Grdniclek. "The Plattern of Foreign Trade in Easterni Europe and Its lPe'Jtitonto E' onolle )eve'opcnendt Policy,' Quarterly Journal of Leononces, XLVII, No. 3 I Aigust1'54), pp. 377-400.
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U.S.S.R.'s desire to assure the dependency of these countries on the
Soviet Union, as can also its refusal to push for regional economic
integration when CEMA was established. In attempting to go beyond
generfalizations, a useful approach might be to examine Soviet-East
European relations on a country-by-country, case-by-case basis rather
than to deal with all of heterogeneous East Europe combined.

To understand the role of indigenous versus foreign influences in
postwar development strategies, Czechoslovakia is very important:
after the war it was already a relatively highly developed country
whose industrial base had not been destroyed, the country had all in-
iluential indigenous Cominimiist party, as well as alternative economic
development programs. Postwar economic events in Czechoslovakia
have been reconstructed by HolesovskY, a source on which the follow-
ilg account is based .43

uriang 1947i 4.8, a significant debate about development strateg v
took place between proponents of what Holesovsky calls the Swiss
strategy, stressing balanced growth, diversification, and specializa-
tion in products with low import content and high domestic value
added, and the Commlulist-advocated machine shop strategy, empha-
sizing specialization in heavy industrial machinery and metallurgical
products, with trade gradually oriented toward the Soviet bloc. (Some
elements of this debate are reminiscent of the industrialization debates
in the U.S.S.R. during the 1920's.) Advocates of the machine shop
strategy foresaw a stable, long-term demand for investment goods
from industrializing East Europe and expressed confidence that re-
xiomial cooperation and central planning would prevent trade-induced
fluctuations, which had been one of the main worries of Czech econo-
mists remembering the Great Depression. The crucial points,. care-
fully documented by HIolesovsky, are, first, that the machine shop
stllatefrg as originally advocated contained elements of the Swiss
strategy, and, second, that it posited a realistic rate of growth so that
rising investment would not be at the expense of consumption. But
then came the double coup d'etat: that of the Communist Party over
parliamentary democracy and that of the Moscovite faction over the
lest of the Party, which was immediately followed by two successive,
very large, and crucially important revisions in the draft of the origi-
nal first 5-vear plan (1950-55). To explain what prompted these re-
visions. Holesovsky invokes the testimony of an economics text pub-
lished in Prague in 1969:

['The first revision] arose to a large extent from the content of lonig-lerni (con1-
tracts with member states of the CE-MA * * *. For Czechoslovakia, the treaty
witth the Soviet Union for 1950-15 was the most important one. These agree-
nments raised the demands upon Czechoslovak heavy industry, in particular
lupon the production of heavy machinery and equipment * * * These articles
were highly material-intensive and required the construction of new capacities.
or a reconstruction of existing ones."

As to the second revision in 1951:
Dlemands addressed to Czechoslovakia, which had a developed armaments in-

lustry in ithe past, were considerable, and the entire economy was subordinated
ft! thern. However, these tasks were no longer integrated into a modified plan but
re.;resented a plan of their own.<

'7 Vaclav Holesovsky, The Czechoslovak Economy In Transition," unpublished manuscript.
14 Rudolf Olsovsky and Vaclav Prucha, eds. Strueny hospodarsky vyvoj Ceskoslovanska

alo roiiu 1955." Prague: Svoboda, 1969, p. 397, as cited in Holesovsky, op. cit., p. 32.
ibiMd.
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Citilln the samlie source, Holesovsky finds that the planieed glrowth ofindustrial output was changed from 10 to 20-25 percent per annumn,total requirements of the military with respect to industrx quad-rupled during 1950-.52, and armaments productiob incLeasea seven-
fold f rom 1948 to 1953.

We now turn to postwar foreign trade data released by the 1T.S.S.R.
in 1967 to gain another perspective on the events. No systematic iflio n-mnation is available on the commodity composition of Czechoslovak-
Soviet trade from Czechoslovak sources prior to 1958, but we haveSoviet data from 1946 on. Appendix table 3 shows the growth ofU.S.S.R. imports from Czechoslovakia and East Germany for 1948-55; the figures probably do not include defense items. *We find thatbetwveen 1948 and 1953) not only did total imports increase rapidly(particularly fromn East Germanqy where many goods supplied umnderreparations until 19 [S became commercial exporits thereafter), but thatthle share of miachinerv and metallurgical products increased steadilvuntil it reached nmore than four-fiftlhs of total exports to the U.S.S.R.

Important for the completeness of the argument that the ear]y post-war development strategy in these countries was dictated by Sovietpriorities is the issue whether in East Germany, as in Czechoslovakia.ther c was disproportionate investment in the machine building andother branches whose products were exported to the Soviet Union.Snell andi Harper show that in East Germany, war destruction anddismantling by the Russians in metallurgy and in the chemical and
engicerillg iiudustries left the country's manufacturing capacity pre-dominantly in light and food industry and light machine building.Yet while these latter industries were often operating below capacity
because of supply shortages, and in 1958 were still producing far below1939 levels, branches founded or expanded to produce for Soviet export(shipyards, railroad equipment plants, precision machinery, electricalmachinery, and heavy industrial equipment) were operating above1939 levels.46 The data and other information, therefore, are consistentwvith the hypothesis that at least in Czechoslovakia and East GernanY,
postwvar development strategies w'ere significantly influenced by Sovietstrategic priorities.

A Ifiiungarian economist arrives at a similar conclusion forHungary:
Decisions which shaped the economic Structure of individual ncountries verebased on hilater I economic relations, primarily the relations vith ithe SovietUnion. This was so not only because the 'Soviet Union had a decisive shiae ineach country's foreign trade hut also because only Soviet industry was ahle 'toproduce or to siare the technical documentation of large 'netallurgical andmachine-huilding projects and to supply the basic raw nmaterials: and also 'leca useits prestige and experience served as an exanmple to every socialist country. llov-ever, given the known distortions of Stalinist policy, this [approach] frequentlyresulted in one-sided decisions even in questions of detail.'4
We tentatively conclude that during the first postwar decade theU.S.S.R. was instrumental in forcing the development of high-costindustrial branches in East Europe, and probably for several inter-related reasons. First, the Soviets probably did believe that their ownpattern of industrialization was ideologically correct and did have

"0 Edwin Snell and Marilyn Harper, op. cit., pp. 567-70.T
SAndor Ausch, op. cit., pp. 42-43.
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universal applicability for the new socialist states. Second, this model
also had the beneficial political ramification of placing limits on the
East European states' interaction with one another, at least more so
than regional specialization would have, and thereby heightened each
state's dependence on the Soviet Union. Third, this dependence was
beneficial to the Soviet Union as a means of supplementing its require-
ments for investment goods from the more advanced, and for other
products from the less industrialized East European countries, during
the Western embargo.

Between 1949 and 1953, Soviet imports of machinery from CCEMAI
each year increased faster than its exports of machinery to CEMA so
that East Europe's share in total U.S.S.R. machinery imports climbed
from 43 to 85 percent during this period.4 8 The main suppliers were
East Germany and Czechoslovakia, and, to a lesser extent, Hungary.
By the mid-1950's. however, the specific U.S.S.R. objectives and the
nature of Soviet-East European relations had been radically tralls-
formed, as outlined next.

DeveZopnzwets Since the llidffties

During the second postwar decade (approximately 1956-65), the
U.S.S.R. must have realized that the political cost of economic extrac-
tion probably exceeded the economic benefits gained, hence extraction
was discontinued in most cases. Also, as the embargo was relaxed and
as the more developed East European trade partners gradually fell
behind Western technological standards, the U.S.S.R. probably
attached less and less economic importance to imports from East
Europe. It is conceivable that during this period the U.S.S.R. had no
definite policy on what commodity composition could provide maxi-
mum-i benefits from intrabloc trade. To be sure, large and very useful
bloc-wide projects had been completed. Much discussion was also heard
of the need for improved bloc-wide specialization and integration, but,
as far as is known to me, the U.S.S.R. has not specified the economic
content of these broad objectives.

As a consequence of East Europe's development strategy, poor en-
downment of natural resources, and wasteful use of materials, net im-
polt needs of raw materials and energy grew rapidly during the 1960's.
The smaller countries absorbed an increasing share of their total
output of primary products domestically and redirected some raw ma-
terial exports to the West. The U.S.S.R. became a large supplier of
their needs. to the extent of about $2.5 billion worth of raw materials
and energy by 1970. Today, the Soviets import mainly machinery and
equipment (about $3 billion in 1970) and industrial consumer goods
(about $1.5 billion) but complain that these are not up to world
standards.

Since the beginning of the third postwar decade (1966 to present),
the IT.S.S.R. has come to the conclusion, judging from its position in
CEMIA debates, that the exchange of raw materials for manufactures
is disadvantageous because it limits its ability to import technology
and other goods from the West for which it must pay predominantly
with primary products, chiefly raw materials and fuels.

d8 Paidl Marer, "Soviet and East European Foreign Trade, 1946-69" Statistical Com-
pendium and Guide. Bloomington: Indiana University Press, 1972, series III.
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The l'secacuou8s Suypply of oil
\fore than aniy other conimiodity, oil illustrates somne of the key issuesin Soviet-East European relations: the dileninia of the Soviet Unionanid sonie of the current problems and anxiety concerning the futuresource and cost of this vital commodity iln East Europe.
In 1972, the six European members of ('CEIAf imported about 50million metric tons of crude oil and petroleum products fr om the SovietUT nion, ill 1973 approximately 5T-60 million tons. 4 9 In 1972 this amountrel)resented 47 percent of total Soviet export tonnage of crude oil andpetroleuim products, sold to CEMA at approximately $14 to $16 perton,5 0 theo price originally agreed upon for the duration of the 1971-75 trade agreements. The shiarp rise ill oil price in tIhe West during1973-74. to over $100 pel ton, illustrates vividly tihe very high op)po1-tunity cost to the Soviets of supplying thiis oil to CE-MA, a cost that iscomlpoundled by the poor (quality and high price of tIme goods withwhich CEMALk countries pay for oil and other primary products.
With respect to oil, the following are the pllincipal unresolved issuesil Soviet-East European relations: (1) Will the Soviets have largequantities of oil to export after meeting domestic requirements, say,by 1980? (2) How imimmch of their projected total exports will they bewvilling to ship to CEALV? (3) On what terms wvill these exports besupplied? (4) What alternatives are available to East Europe to cover

the deficit whiche remnains?
(1) According to a recent Hungarian estimate, by 1980 the SovietUnion will consume more crude oil thasmn it, will prodluce: 6,50 milliontons versus estimated production of 02.5 to 645 million tons. Tlme authorof the article still plojects substantial oil exports to CENIA, evidentlyassuninig that Soviet production wil be supl)pllemented by imports.r1

This assumption is by no means unrealistic; Becker concle des that itis not at all unlikely that the U.S.S.R. does have a serious economic
interest ill importing oil and oas from the Middle East, for its own
use, and possibly for East Europe. or for resale for hard currency.5 2
According to the usually optimistic official estimates, production by1980 will be 611 million tons, consumption only 500 million tolns, thusleaving 111 million tons for exports to all destinations.53

Important factors in any evaluation of future Soviet export possi-
bilities. according to Robert Campbell, are: 54

(a) How rapidly will reserves be proven and brought into pro-
duction? This in turn will be influenced by the world prices of oilthat will prevail during the near f uture and Soviet estimates as tovxlat prices might be in the long run. Campbell points out that theSoviets are certainly aware of the possibility that present highprices will evoke so powerful a supply response that oil prices will

49 Datn for 1972 from the Soviet foreign trade yearbook, 1973 data from The Economist,
Dec. 1, 1973, p. 40.

5' Unit values, calculated from Soviet foreign trade yearbook.u Istvdn Dobozl, "Energy Sources in the CEMA Economy," VaInsAg (Budapest), January
53 Abralum S. Becker, "OI0 and the Persian Gulf In Soviet Policy In the 1970's," RandCorp. Paper P-4743, Santa Monlea, Calif., December 1971.m The Economist, Dec. 1. 1973. p. 40.5' Robert W. Campbell, "Siberian Energy Resources and the World Hnergy Market," paperpresented to a Round Table on the Natural Resources of Siberia at NATO, Brussels, Feb. 1,1974.
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come down substantially from current levels. Another factor here
is Western participation in exploring, drilling, and producing
Soviet oil, which is now uncertain at best.

(6) The degree of substitution of coal for oil and gas in the

Soviet Union, of which there are good possibilities. Once again,
the future world price should influence the desirability and speed
with which this substitution might take place.

(c) The rate of growth of domestic demand, which will deter-
mine the level of consumption by 1980, but this cannot be esti-
mated accurately.

During the rest of the decade domestic demand will probably in-

crease faster than the just over 5-percent tempo during the 1960's, as

the truck factory at KIama when completed will turn out 150,000 ve-

hicles a year which will need fuel, as the combined output of the 3

major Soviet car factories will be over 1 million units a year by 1975,

and as household consumption of energy rises as appliances proliferate
and housing space expands.

(2) There are no firm figures on Soviet oil commitments to the six

European CENIA countries for 1976-80. According to a Hungarian
expert, the Soviet Union can be assumed to limit its annual crude oil

exports to CEMA to no more than 100 million tons by 1980.55 Assum-
ing that the share of Cuba and Mongolia in this total in 1980 remains
the same as it was in 1972, the six European members of CEMA will
receive a maximum of about 88 million tons from the U.S.S.R. Since

these countries will produce only about 20 million tons and their

consumption is estimated as about 160 to 165 million tons, they will
need at least 52 to 57 million tons from non-Soviet sources. This is a

minimiium estimate. A few years ago a Polish economist put the gap to

be covered by 1980 from non-Soviet sources at 70 to 80 million tons.5 6

Some observers do not believe it unrealistic to assume that during
1976-80 the Soviets will not increase the level of their shipments beyond
the present 60 million tons, which would leave the CEMA six about

80 million tons to obtain from non-Soviet sources.
(3) A new CEMA price base will be established by 1976, and CEMA

experts agree that the price of oil and that of a good number of other

Soviet export products will be substantially higher than now. My
view is that regardless of the period chosen as the new world market
price base, the new price of Soviet oil to CEMA will not be higher
than what the world price will be just immediately prior to the sign-
ing of the new agreement, primarily for political reasons, as the Soviets
probably do not wish to be left open to the charge that they extract a
higher than world price from their client states in East Europe. It

is conceivable, however, that the Soviets might be unwilling to sign a

fixed-price agreement for 5 years, preferring a shorter period to pro-

tect against potentially large losses, should the world price rise again
by a substantial margin.

In addition to the higher price, the Soviets will surely demand addi-
tional compensation also because: (a) producing oil and other raw

materials is highly capital intensive and, given the current CEMA

M IstvAn Dohozi. op. cMt.
5 Gospodlarka P'lanown, April 19167.
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price of oil, the Soviets do not wish to export capital; 5' (b) most new
oil fields and mineral resources are in the Asian regions, so transport
costs to East Europe are very high; and (c) the growing techlnologica1
gap between the manufactures exports of CEMOA members and those
originating in the West.

Methods of compensation to the Soviets currently discussed, in some
cases already implemented, are:

(a) A move toward practicing "commodity bilateralism"7-a net-
work of tied exports and imports-under wvliich machinery imports
aile increasingly linked to machinery exports. This bargaining strategy
has been practiced heretofore prlimarily by Bulgaria, Romania, and
Poland in their trade with Czechosloval'ia, East Germany, and Hun-
gary. Thus, according to plan figures for the 1971-75 5-year plan, the
IT.S.S.R. succeeded in negotiating a pattern in which total exports to
CEMVIA will increase by .50 percent and fuel and rawv materials by only
27 percent, but machinery exports vill jump by 100 percent. 5"

(b) The granting of special purpose credits to the U.S.S.R. for
developing new sources to supply East Europe. The commodity real-
ization of these credits need not be limited to the types of resources
required directly for the oil fields but can include machinery and con-
sumer goods acceptable to the Soviets. Czechoslovakia has already
granted various types of such credits in exchange for future deliveries
of oil. The principal issues of contention are related to the type of
machinery and manufactures that are acceptable to the Soviets and to
the low interest rates customary in CEMA, usually 1 to 2 percent,
which are considered much too low by the potentially large creditors
of the Soviet Union. But because the other proposals face even greater
difficulties of implementation, the granting of special-purpose credits
to the U.S.S.R. may very well become an important compromise
solution.

(c) Establish jointly-owned and managed extractive enterprises in
the U.S.S.R. There are formidable pricing, legal, and organizational
problems. A variant of this proposal is that the Soviets use construc-
tion and equipment enterprises, and also labor, supplied by the oil
importer country, but this faces problems similar to those of jointly-
owned enterprises.

(d) Soviet writers suggest the long-term leasing of fields in the
U.S.S.R. to CEMA partners, for a lease fee and an extraction charge.59
East European sources complain, privately, that the sites offered by
the Soviet Union are often not those which would be the most profit-
able to exploit.

67 According to Soviet figures. 5 rubles of capital need to he expanded for each additional
ruble of value in crude oil output capacity versus 0.54 rubles In fixed assets per rulel of
ontpnt In Industry. More generally the amount of capital Invested by the U.S.S.R. to
prodnce. the exchange equivalent In raw materials and fuels It exports to CEIMA Is about
3-3.5 tinies as mueh as the capital invested by the U.S.S.R. to prodnce the mnclines they
export to the Soviet Union. Since Cl1MA countries pay for two-thirds of Soviet raw
materials with machines, the Investment burden imposed by this trade on the Soviet Union
Is greater Ihan for the rest of CIEMIA [Dobozi, op. cit.].

rA. M. Loshakov. "Epoch-'Making Suecess, tood lProspects," Foreign Trade (Moscow),
November 1971, pp. 3-6. A counselor at the Soviet Embassy in Prague writes In a Czecho-
slovak piublication

We want our partners In the soclallst countries to understand that if their markets
are not opened to Soviet machbinerv and equipment, the Soviet Union will not be In a
position to expand economic relations, because our ability to supply fuel and raw
materials is limited. The continuation of this rising trend is impossible if the present
structure and pace are maintained [I. I. Scmyonov In Svoboda, Sept. 13, 1972].

,' Dobozi, op). cit.
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(e) CEMA countries should improve the quality and modernity of
the manufactures they export to the U.S.S.R. A Soviet spokesman
writes:

AWe shall under no circumstances he customers for an assortment of goods
which cannot 'be sold on other markets. The goods [supplied to its] must be of
first quality, and must meet the needs of ithe Soviet Union. A proportion of them
must consist of products made from import materials or uinder foreign license.
If Czechoslovakia saves an enormous sum 'through its purchase ,of raw materials
in the U.S.&S.R., it is only right, in my opinion, that it investigate the possibility
of spending some of this profit on the purchase of goods or licenses useful to the
Soviet Union.60

At the root of the problem of poor quality and obsolescence of manu-
factures is the systemic nature of central planning, so the solution is
partly in the hands of the Soviet Union itself: wvill it allow, if not
encourage by word and deed, the East European countries to under-
take comprehensive reforms?

(4) One solution the Soviets propose, specifically in the case of oil,
is that East European countries turn more and more to the Middle
East and North Africa for additional supplies. Since the late sixties,
there has been a shift in that direction. The heaviest involvement of
East Europe appears to be with Libya and Iraq (where Czechoslo-
vakia is active) with Iran, Algeria and other Arab sources also supply-
ing oil to several East European countries. To provide logistic support
for oil deliveries from the southern Mediterranean, several CEMA
countries have been negotiating with Yugoslavia about participation
in building the Adriatic pipeline, connecting the Adriatic with the
Danubian Basin. The project is targeted for completion in 1976 or
1977, with an initial throughput capacity of 17 million tons pet year,
wsiiich is to be doubled by 1980. The pipeline will start on the island
of Krk in Yugoslavia. One line will branch north to Hungary and
Czechoslovakia, another south and then northeast to Pancevo near
Bel grade.

The Adria project has been on and off again since 1964- when it was
first discussed.61 Even though Hungary and Czechoslovakia are now
firmly set to cooperate in its construction and financing, the Yugoslavs
consider Western participation essential. The total cost is estimated
at $300 million, including seven pumping stations. A substantial loan
fronm the World Bank and supplies and credit from W1Xestern, including
U.S. sources are being explored.

By 1980 Yugoslavia expects to receive 24 million metric tons, Hun-
gary and Czechoslovakia 5 million metric tons each. During the last
year Poland has expressed a renewed interest in participating in the
project, although as the matter now stands, the pipelinie will not be
large enough to accommodate all Czechoslovak, Hungarian, and
Polish purchases of Middle East oil.62

- Semyonov, op. cit. The hard-currrenCv Import content of Intrabloc exports Is an Im-
portant bargaining point in CEMA trade (aids iS an issue to which practically no attention
has been paid so far in the West). This Is becanse CEMA countries find it difficult and
costly to earn hard currencies, so goods that contain substantial direct or Indirect iniouits
obtained for convertible currencies have a scarcity value generally not reflected In CEMA's
trading prices.

0i Croatian and Serbian oil refineries could not agree on the pipelilne route until the middle
of 1973, and participation by CEitA countries was off again, on again for a variety of
reasons. Domnestic investment problems In Yugoslavia also added to the delays.

53 These countries, therefore, are also exploring participation in a proposed Trieste-
Vienna-Budapest pipeline.
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Some of the oil imports by East Europe from the Mideast are spot
purchases for hard currency for example, in December 1973, Bulgaria,
Iungary. and Poland (no information on the othier CEMA countries)
participated in oil auctions in Libya and purchased substantial quan-
tities at over $100 per ton-more than six times the price they are
currently paying to the Soviet Union. Other oil imports are purchased
unlder long-term bilateral agreements, such as Czechoslovakia has with
Libya, Iraq, and Iran, with machinery and installations supplied by
the CEMA country on long-term credit and at highly subsidized inter-
est rates of 2 to 21/2 percent.

Regardless of what the world price will be a few years hence, it
seems certain that in view of the projected deficits the oil bill for the
CEMA six from non-Soviet sources will be immense. The Huf-Igarian
authority previously cited, writing just before the current oil crisis,
assumed that by 1980 CEMA would have to import 50 million tons
of crude from non-Soviet sources, at $20 per ton, costing a total of
$1 billion. There is no reason to assume that even if prices do come
down from current levels, an oil bill of two or three times that amount
might not have to be paid.

While oil is the single most important commodity for which East
Europe has been relying primarily on the U.S.S.R., there are many
other essential imports purmchased fromn the Soviet Union for which
there are or might be similar problems in prospect, for example, for
coking coal., gas, ferrous and nonferrous metals and products,' svin-
thetic rubber, timber and products, cotton, grain, and some other
agricultural products. How East European countries can pay for the
substantial cost of oil and other primary products they will have to
import from non-Soviet sources is an issue on which relatively little
research has been done so far in the West.

V. CONCLUSIONS

The plimlcipal economic objectives of the U.S.S.R. in East Eumope
since World War II appear to have been to establish and maintain the
economic dependence of these countries, and to derive maximum eco-
nomic benefit from the relationship, subject to certain political con-
straints. The economic dependence of these countries is probably seen
by the U.S.S.R. as the ing redient that helps cement the political cohe-
siveness of the bloc. The aim of maintaining dependence gives a degree
of continuity and coherence to Soviet policy.

The Soviet Union and East Europe constitute a relatively closed
system facing a modernization crisis of special severity. For the Soviet
Union the problem is compounded by subtle but real challenges to its
imperial power. Russia's military and political role in East Europe
is threatened bv economic, social, and intellectual forces not suscep-
tible to the controls which have proved effective in the Soviet Union.
These forces include growing nationalism; youthful populations with
significant anti-establishment elements and ideas; an intellectual and
philosophical vacuum, as Marxism-Leninism is seen as less and less
relevant for solving contemporary problems; and the example of the
economic vitality of Western Europe, from which East European
societies are no longer isolated because of tourism, other forms of
travel, and other varieties of communication.
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Soviet options to meet these various economic and political chal-
lengres include:63

Establish a socialist "commonwealth" which would absorb some
or all states of East Central Europe. For obvious political rea-
sons, this is most unlikely.

Transform CEMA into a supranational organization of reformed
and unreformed economic system. This would also be most
difficult politically because of fears that the Soviet Union would
dominate such a body and because the national interest of each
of the states of East Europe differs substantially from those of
the others, so they cannot easily be treated as a bloc.

Permit or promote economic reform along Hungarian lines. Apart
from the unresolved question of whether the Hungarian reforms
will survive the replacement in March 1974 of some of the prin-
cipal architects and supporters of the reform at the highest
party levels, there are other reasons too why this solution is
also unlikely. As in the Soviet Union, comprehensive reforsis
are opposed in many East European countries by party bureau-
crats who would lose power and therefore view reforms as polit-
ically dangerous. So long as those in power perceive compre-
hensive reforms as a threat to their control, the party will not
push reforms with the vigor required to implement them.

Increase substantially trade with the WVest. and encourage new
forms of commercial contact. such as joint ventures. Soviet
leaders realize that increased trade would lead not only to new
contacts and ideas, but possibly also to pressures for economic
reform in order to produce the kinds and quality of goods and
services required to pay for increased Western imports and re-
pay credits.

The implicit political danger of increased commercial intercourse with
the West is much greater for the small and densely populated East
European countries which are poor in resources and thus will have
to pay increasingly with manufactures. than for the more sparsely
populated and natural resource-rich U.S.SR.. where it might be pos-
sible to create enclaves of Western technology, although the very isola-
tion of technological imports would tend to limit their economic
impact.

For the future one can make predictions only tentatively at best.
With respect to the Soviet-East European trade pattern, it seems that
the Soviet disengagement will be gradual and limited, in the sense that
various types of parallel attempts will be made to reduce the economic
burden, but not to try to eliminate it all at once through drastic meas-
ures. The most likely attempts will be those elaborated above, when
discussing East Europe's precarious supply line of oil. These are,
briefly:

Soviet encouragement for East Europe to turn to alternative
sources to supplement but not to replace Soviet supplies.

Price adjustments which on balance will benefit the U.S.S.R.
Various direct compensation measures, such as credits to the

U.S.S.R. at interest rates subsidized by East Europe.
What effect would expanded U.S.S.R.-West trade have on Soviet-

East European relations? At first glance it appears that d6tente offers
63 Robert F. Byrnes, "Russin In eastern Europe: Hegemony Without Security," Foreign

Affairs, 49, July 1971, pp. 682-97.
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a pei11lissive framework for political changes within East Europe.
But detente and increased contacts with the West also stimulate ceji-
trifugal forces within the bloc. Given the way such pressures are
handled domestically in the U.S.S.R., countering policies by the Soviet
1 Union vis-a-vis East Europe may also be expected. Furthermore, if the
Soviets gain larger markets for their primary-product exports in the
West and new opportunities to import machinery from the West, this'
may further weaken East Europe's commercial bargaining power with
the U.S.S.R. W1'hether this wvill prompt significant changes in trade
patterns will depend largely on how the Soviets view the trade-off
between the economic cost of continuing heavy commercial involve-
ment in East Europe and the political gain front such involvement
through the "influence", effect.

APPEN-DIX

TABLE 1.-SUBVENTION TRANSFERS TO THE U.S.S.R. FROM EAST EUROPEAN COUNTRIES, CUMULATIVE 1945 60

[In millions of current dollarsl

Plant dismantlement Reparations-type payments Favorable
prices on

Gain to Direct to To Red Uranium comme cial
Conveyor country Sacrifice U.S.S.R.' U.S.S.R. Army and other exports

(1) (2) (3) (4) (5) (6)

East Germany 2 - 3 4, 000 1, 333 4 6, 471 5 4, 210 ' 4, 382 NA
Bulgaria -------- NA
Czechoslovakia . . (') NA
Hungary . It, 000 333 - 269 NA ('°) NA
Po land " .- - - - - - - - - -- - - - - - - - - - - - -- - - -- - - - - - - - - - - - - - - - 12 626
Romania - - -3 1 000 333 14453 NA is187 NA

Total -6, 000 2, 000 7,193 4, 210 4,569 626

Joint stock companies

Assets Profits Grant equivalent

Conveyor country Sacrifice Gain Sacrifice Gain Sacrifice Gain

(7) (8) (9) (10) (11) (12)

East Germany 2 '- 453 t2 453 (i) (i7) 19, 516 16, 849
Bulgaria- (1) 19 6 NA NA 6
Czechoslova kia-
Hungary-- () 20150 2' 60 "1 180 1,329 22 977
Poland "1 . 626 626
Romania (13) 23200 2180 21240 1,720 1,413

Total -453 809 140 420 23,191 19,871

X Following Horvath op. cit., p. 14, assumed to be Y, of the sacrifice, due to very large waste during the transfer.
2The value of all reparatioes-type payments was calculated by Kohler, op. cit., table 1 pp 25-28 based mostly on East

and West German documents, in domestic currency which cannot be translated into dollars at the official exchange rate.
Dollar values shown here were estimated on the basis of implicit devisa-ruble/DM exchange rates calculated by Kdhler
op. cit., table 28, p. 272 since 1950, with devisa-ruble values converted to dollars at the official pre-1961 rate of $1=4
rubles. Dollar values for 1945-49 were obtained on the basis of index numbers constructed for values shown in Kfthler op.
cit., table 1, linked to 1950 dollar values as obtained above.

3 Snell & Harper op. cit., p. 566.
41945-53 Kobler op. cit., table 1.
* Including direct and indirect deliveries, 1945-58 Kbhler op. cit., table 1.
6 Estimated uranium ore deliveries 1946-60 ($4,000,000,000) and inventory depletion of SAG firms 1952-53 ($260,000,000),

Kohler op. cit. table 1.
I Should include loss on uranium ore euports to U.S.S.R. (see text).
3 Estimate cited in Wszelaki op. cit. p.69.
' 1945-52: $134.3 "gold" dollars, Spulber, op. cit., p. 167, multiplied by a factor of 2 to take account of price increases

since 1938 and especially low-accounting prices (noted in Spulber op. cit., p. 170) during the early years.
'0 Should include (a) uranium ore deliveries on reparation account and possible loss on commercial uranium exports, as

is known to have been the case for East Germany and Czechosolvakia and (b) payment, if any, for objects removed from
Soviet territory during the war, Spulber, op. cit., pp. 39-40.
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"1 Even though industrial and transport eluipment was removed from the newly acquired Western parts, thase may be
viewed as affecting Germany's lost territories rather than Poland. Bierut estimated the value of plant dismantlement up
to the Potsdam agreement as $500,000,000 "Rzeczpospolita," Aug. 24, 1945, as cited in Alfred Zauberman, "Economic
Imperialism-the Lesson of Eastern Europe." London: Ampersand, Ltd., 1955, p. tI.

12 Amount of Polish debts canceled as compensation for low prices paid for coal during 1946-56, Spulber op. cit. pp. 176-
77 and Goldman, op. cit. p. 7.

13 Author's estimated: same as Hungary. The order of magnitude is supported by John M. Montias, "Economic Develop-
ment in Communist Romania," Cambridge, Mass.: The M.I.T. Press, 1967, pp. 17-18, fns. 40 and 41 and Wszelaki op. cit.
p. 69; the estimates cited by both sources are higher then this author's. Speaking of economic disruption after the war,
Ceausescu, without directly mentioning the Soviets, stated: "The war reparations Romania had to pay and the other
material losses totaled $t,000,000,000" Nicolae Ceausescu, "The Romanian Communist Party-Continuer of the Romanian
People's Revolutionary and Democratic Struggle, of the Traditions of the Working Class and Socialist Movement in Ro-
mania," Bucharest: Ager Press, 1966, p. 65.

'4 1945-52: $226.5 "gold" dollars, Spulber, op. cit., p. 167, multiplied by a factor of 2 (see note above and Spulber, op.
cit. p. 173).

is Restitution for goods and materials taken by Romanian troops from the U.S.S.R. during the war, Spulber, op. cit., pp.
175-6.1' In the case of East Germany, enterprises were expropriated and subsequently returned, first against payment and
later free of charge. From East Germany's point of view, subvention was involved (other than operating profits foregone
shown in the next columns) only when the firms were repurchased. The amounts are shown by K61hler, op. cit., p. 47,
here converted to dollars through the implicit devisa-ruble/DM exchange rates calculated by Kohler, op. cit., Table 28,
p. 272 and the official pre-1961 rate of $1=4 rubles.

'7 Operating profits were included under reparations-type payments. See Kohler, op. cit., pp. 46-t7, fM. 22.
1 For Bulgaria, Hungary, and Romania no subvention is assigned because to the extent that they made partial payment

(mostly during 1954-56 until the debt was canceled) they were acquiring assets previously owned by foreigners.
'9 Spulber, op. cit., p. 194.
20 Spulber, op. cit., p. 205.
21 Since evidence detailed in the text suggests that joint companies yielded maximum benefit to the U.S.S.R., it is assumed

that the division of total profits gave a 15-percent return to the U.S.S.R. and a 5-percent return to the bloc partner annually
on investment, which is assumed to have been shared 50-50. If so, the profit sacrifice to the bloc partner is 5 percent of
its invested capital annually for 8 years, 1946-53.

22 Includes $45,000,000 paid by Hungary to the U.S.S.R. on a $200,000,000 commercial debt to Germany, subsequently
claimed by the U.S.S.R. Maigaret Dewar, "Soviet Trade With Eastern Europe: 1945-49." London: Royal Institute of Inter-
national Affairs, 1951, pp. 68-70. The remaining $155,000,000 canceled debt appears as a component of the $197,000,000
entry for Hungary in col. (3) of table 2.

23 Spulber, op. cit., 204.

Source: Each entry is documented by footnoted references above.

TABLE 2.-U.S.S.R. ECONOMIC ASSISTANCE TO EAST EUROPEAN COUNTRIES AND BALANCE' OF THE
GRANT EQUIVALENT OF AID AND SUBVENTION TRANSFERS, CUMULATIVE 1945-60

[In millions of current dollars]

Loans (A) Release of
Debt Reparations joint stock

Face Grant equiv- cancellations cancellations companies
Recipient country value alent (B) (C) (0)

(1) (2) (3) (4) (5)

East Germany ------------ 238 62 6, 612 200
Bulgaria - 343 89 45 10 ----....
Czechoslovakia ------------ --- 62 16 ..-.....-----......
Hungary -379 99 197 78 250
Poland ------ - 831 216 626 ....
Romania ------- 222 58 - -147 2 710

Total - .. 2,075 540 868 6, 847 1,160

Grant equivalent of aid Balance of aid and subvention

Excl. rep. cancel. Incl. rep. cancel.
Excluding Including

rep. cancel, rep. cancel. Sacrifice Gain Sacrifice Gain

Recipient country (6) (7) (8) (9) (10) (11)

East Germany ------- -- - 262 6,874 (19,254) (16,587) (12,642) (9,975)
Bulgaria - -34 144 128 134 138 144
Czechoslovakia - - 16 16 16 16 16 16
Hungary---------------- 546 624 (783) (431) (705) (353)
Poland -76842 842 216 216 216 216
Romaitia---------------- 768 915 (952) (645) (805) (498)

Total- -- - - - 2,568 9,415 (20, 629) (17, 297) (13, 782) (10, 450)

X Net transfers to U.S.S.R. in parentheses.
2 Goldman op cit. p. 19. The range of $700 to $1,100,000,000 shown for this item in Goldman op cit. table 11-1 and the

$900,000,000 average shown by Horvath op. cit., table I probably includes the value of delivered Soviet investments in
joint stock companies which was repaid by the Romanians, as discussed in Montias op. cit. pp. 146-7.

Source: Cols. (1) to (7) are based on Horvath op. cit. 1971, table 1, except as noted; cols. (8) to (11): cols. (6) or (7)
less table 1, cols. (11) or (12),
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TABLE 3.-U.S.S.R. IMPORTS FROM CZECHOSLOVAKIA AND EAST GERMANY, 1948-55

ln millions of current dollars or percent]

Share of machinery and metallurgical
Total imports products (percent)

Growth
previous Metallurgy

year=100 Machinery (CTN 24-27,
Year Value (percent) Total (CTN 1) 29)

(1) (2) (3) (4) (5)

Czechoslovakia:
1948 -$ 136 348 48 18 30
1949 -205 151 41 18 23
1950 -201 98 68 29 39
1951 -253 126 71 31 40
1952 -299 118 78 36 42
1953 -312 104 84 36 48
1954 -318 102 83 46 37
1955 -386 122 73 41 32

East Germany:
1948 ------------------------- 62 283 6 4 2
1949 -146 237 18 15 3
1950 -160 109 41 38 3
1951 -328 205 52 44 8
1952 -365 111 61 54 7
1953 -483 132 78 73 5
1954 -618 128 79 75 4
1955 -506 82 84 78 6

Note: CTN=CEMA trade nomenclature (cf. compendium, app. A).

Source. "Vneshnaia torgoviia SSSR; statisticheskii sbornik, 191846" (foreign trade of the U.S.S.R.; statistical vol-
uone, 1918-66).
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I. INTiOI)U CT'0N-

Some 20 years hiave passed since time countiies of Eastern Europe
began their search for ani alternative economic system, which could
effectively replace the traditional nmetihods of running the national
economy.' These two decades have been a period of intense intellectual
ferment and of qualitative chianges in economic thiniking throughout
the -Moscow Bloc. Orthodox economic theories, time honored ideologi-
cal dogmas, and long established practices of planning and manage-
nielit have beemi not only openly challenged, but quite often publicly
cotidemned as "outdated. umi vorkable, and liampering further eco-
nomic progress." 2

The most apparent. reasoit for this increasingrly critical al)l)roaclh
wvas the growin, realization that time traditioneal conimanid (ecollouly
system has outlived any econoomic usefuliess it evet had. I)inminishimig
returns had set in with respect to lhuge ilvestilelit expenditures, anti
sutch outlays-as a iCzechioslovak economist put it-"were no longer
able to secure the predetermined growth rate, regardless of its social

preliminary discussions on the need for econonloi reforms began in Hungary eamly in
19)5?. during the first premiership of Imre Nagy. Later that year, several committees of
economic experts were c(arged with the task of drafting at. blueprint of a. new economic
model. However, the whole project was abandoned in 1955 when Nagy was ousted and
replaced by Andreas Hegediis.

The first comprehensive program of economic reforms was worked out in Poland in 1957.
Despite the initial official approval, this program was never implemented, mainly be-
cause of strong objections raised by Moscow and other lEast European regimes. Another
important factor was a strong resistance of the dogmatic elements in the Polish party
apparatus.

(). Sik, 'The Piobilens Involved ill the Tiansition to the New Systrml," Part 1, Rumide
Praro (Prague), Fel). 1. 196e,.

(164)
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usefulness.' Indeed, especially iln the more industrialized countries 4if
Eastern Europe, the growth rate began to stagnate.4 At the same time,
statistical evidence began to accumulate, disclosinr the glrowing dis-

parity between actual output and effective demand (both for consum-
ers ancl industrial users). As a result, stocks of unwanted products
l)egan to grow at an alarming rate, disturbing the ratio between the
accumulation and consumption fuids beyond the tolerable level. Thle
root of the trouble has been aptly diagnosed by a prominent Polish
economist as "a basic contradiction between the old methods of plall-
ning and industrial management, evolved at another stage of economic
development, and the current aims of economic policy, as determined
by an objective need to substitute intensive methods of promoting eco-
nomiic growth for the extensive ones." 5

The orthodox command economy system became a victim of its own
partial success. Despite the overriding emphasis on capital goods ill-
dustry and growth-oriented investment policies, pursued for more thinl
a decade. by the late 1950's most of the East European economlies hlad
attaineed a sufficient degree of all-round industrialization to emerge
from iln era of absolute scarcities and a classic sellers' market into the
stage of limited buyers' market. It was at this point that the inherent
inatlequiacies of the arbitrarily directed comimand economiy begain to

e flelt ill earnest. Thle most obvious symptom of inefficiency aid waste-
fuliness of the old system was '"the objectively unexplainable phenlonie-
non. of overproduction of unsalable and unwanted goods ill the midist
of the still-prevailing scarcities."" All of these disproportions ilddi-
cated quite clearly that the command economy was simply unable to
cope with the plroblems involved in the transition from an era of ple-
dominantly investment demand, determi ned by the central planners
themselves, to a period wvhen etiective consumer demand was begill-
nilm to assert itself. At this new stage, the prior determination of
production targets tended to become more and more difficult, since
the structure of consumer demanid-once the staple needs of the popu-
lation at large have been reasonably well satisfied-is very muchj in-
fluenced by such unpredictable factors as subjective value judgment
and persouial preferences. This effectivc consumer demand did not
exert much weight oln the economic decisionmaking at the stage of
absolute scarcities, when practically everything wvliich was being pIo-
duced for internal consumption, was almost sure to be bought. But
even ill a, limited buyers' market, the situation is entirely dliflerelnt.
And by the mid-19.50's it was becoming more and more obvious that
the methods of planning and industrial management would have to
be adapted to this new situation.

Having accepted the need for change, the understandable reaction
of East European ruling elites has been a tendency to contain the
unavoidable economic reforms within the existing political and eco-
nomic system. Although the objective economic conditions put them
into the position in which they had no alternative but to initiate sub-

'E. Loeb], "On Dogmatism in Economic Thinking," KulturrnV Zivot (Bratislava), Sept. 28,
19O6.3

' The pertinent facts Illustrating this stagnatlon are wvell documented In the nrticle hy
Prof. W. Brus, "Some General Remarks on the Changes in the System of 1'anning and
Management." Godarla '1lanowa (Warsavw), Novemimber 1966.

3.J Pajestka, 'Some Fnctors Affecting the Acceleration of Economic Dcvelopnment. of
Onr Country,' Nowe Drogi (Wnrsaw), Dec. 12, 1962, pp. 66-77.

6 W. rus. "On Certain Stipulations of Economic Progress," Zycie Gospodarcze (Warsaw),
Nov. 11. 1962.
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stantive changes in the methods of planning and management, the
party establishments have shown every intention to control both the
scope and the momentum of economic reforms in order to preserve
the orthodox political and economic institutions which ensured their
monopoly of power.7 They did not really want a new economic model,
but would have been perfectly satisfied with a more efficient and
rational version of the old one.

This ambivalent attitude toward economic reforms can be explained
both by purely ideological considerations and by the exigencies of
practical politics. It is one of the basic tenets of the orthodox Marxist
doctrine that the political superstructure of any given society is deter-
mined by the specific institutional forms of its economic base. This
dogma presupposes a full harmony between the prevailing economic
and social relations and the corresponding political system. In this
sense, the totalitarian power structure of the Communist state was,
indeed, perfectly coordinated with the centralized institutions of com-
mand economy and its arbitrary operational patterns. Within the
framework of this system, the ruling elite combined its monopoly of
political powver with full control over all essential economic decision-
making. Thus, the party establishment was able not only to determine
a strict order of economic priorities, but also to subordinate economic
development of the country to its doctrinal and political objectives.
At the same time, a centralized command economy permitted the rul-
ing elite to dispense economic privileges to the huge, bureaucratic
administrative apparatus, which has been the backbone of Communist
system since it was established.

Thus, both the East European ruling elites and the great mass of
entrenched bureaucrats had every reason to preserve the existing eco-
nomic system and the traditional methods of planning and manage-
ment. Yet, they could not indefinitely ignore the extremely serious
economic and social problems, resulting from the persistent malfunc-
tioning of the orthodox command economy model. Those problems
were especially manifest because the relative liberalization of the
post-Stalin era gave many outstanding economists and other social
thinkers a chance to speak more freely and to point out the big flaws
in the traditional system of planning and management. They were
even able to put forward alternative solutions and to describe the out-
lines of an alternative economic model. The net effect of all this was
that the ruling oligarchy and the administrative bureaucracy have
found themselves in the unenviable position of defending an economic
system which was not only vulnerable on theoretical grounds, but
which had also failed to produce the expected results and had led to
economic stagnation.

It was, indeed, a very perplexing dilemma both for the more dog-
matic elements among the ruling elites and for the multitude of the
usufructuaries of the traditional economic system. While the latter
were mainly concerned about their jobs and other vested interests,8

the former were anxious about the implications of economic reforms
for the spheres of ideology and power politics. For it has long been

' J. Fock, "The Economic Reform Was Initiated by the Party and It Must Be Carried
OOut Under the Leadershil) of the Partv," ANepszabnded1q (Bmidapest), Dee. 1. 19661.5

R. Sclucky, "The New System of Management Has Started," Ptamen (Prague), Jan. 1,
9lOO.
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perceived by more perceptive Marxist scholars that economic reforms
are bound-at least in a longer run-to undermine the monopoly of
political power enjoyed by the East European party establishments.?
Indeed, there was a very strong probability that, as the result of intro-
ducing a more participatory economic model, there would emerge a
number of special interest groups. Some interest groups, such as the
technocrats, might eventually evolve into new elites, with powerful
specific interests of their own. Such elites could then become real con-
tewders for political power.

With their vital interests at stake, the hardline party leaders and
the administrative bureaucracy have formed a common front against
pragmatic reformers. They avoided frontal attacks on the proposed
reforms and any involvement in theoretical debates. Instead, they
resorted to a variety of delaying tactics. They preferred to operate
behind the scenes, often paying lipservice to the need for a change.
while, in fact, they were quietly sabotaging the reform programs.10
In this way they usually succeeded in delaying or at least diluting
the necessary reforms.

The political strength of this antireform opposition in all East
European countries wvas quite formidable, and their negative attitude
toward alny qualitative change in the traditional methods of planning
and maniagemnent was by no means due to self-interest alone. One can-
not ignore the fact that, as far as the economic problems were con-
cerned. the perception of the East European party establishment was
conditioned for mnany years by the generally accepted dogma that pol-
itics must always have an absolute priority over economics. There
were many memlbers of party apparatus in every East European coun-
try whlo genuinelv feared that any meaningful changes in the economic
system could not fail to endanger the ideological purity of Alarxism-
Leninism and. thus, undermine the very basis of the dictatorship of
the proletariat. They did not deny that a new economic model was
likely to perform munch better than the old one. But they were firmlv
convinced that this higher economic efficiency was not worth its iii-
evitable political price.

II. EcoNxoic RlEFOnRMS PRIOR. TO 196S

These crosseurirents of pressures and counterpressures, generated in
turn by objective economic needs and by subjectively nmotivated fears
and apprehension-s, have seriously retarded and distorted the whiole
process of a gradual dismantling of orthodox command economy.
Everywhere the p)rogress was slow. and its erratic course indicated
an o1)vious lack of political will to implement the necessary reforms.
But the overall trend toward economic pragmatism could no longer
be reversed. By late 1960's most East European regimes have formally
adopted some sort of a program of economic reforms."' It should be
noted, however, that the main changyes which have occurred at this

I. iBystrina, "The New System and Democracy," Literarni Noriny (I'rague), Pec. 1T.
1966.

10 o* Slk, "The Way to the New System Is Not an Easy One," Praca (Bratislava), June 4,
1966.

1" The most notable exception is Albanin, where any deviation from the orthodox eco-
nomic system was (anjd still is) regarded as an anathema. Also the minlreform scheme
Introduced In Romania In 1968 could hardly he regarded as a fully fledged reform program.
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stage were not so much institutional as psychological. The forces of
the old order have-at least outwardly-accepted the necessitv of
introducing novel methods of planning and management, as wvell as
different organizational and operational patterns. But they still. waged
a stubborn rearguard action, in order to limit the scope of the pro-
posed reforms and to delay their actual implementation for as long as
possible.

The reform programs adopted in the individual East European
countries wvere bv no means identical. Some of them could be classified
as blueprints of a genuinely new economic model, while others
amounted to nothing more than a haphazard patchwork of ad hoc
rationalization measures, intended to improve the performance of the
existing economic system. However, the dividing line was not easy to
determine. Quite often there was a big difference between the de-
clared theoretical assumptions of the proposed reforms and the sub-
sequent practical measures which purported to put them into effect.
Moreover, the same general concepts and apparently similar opera-
tional solutions often proved to have different substantive, meaninigs
at the stage of actual implementation.

Consequently. it would be quite futile to attempt an across-the-
board classification of the individual East European reform pro-
grams. Instead, it is much more advisable to discuss the progress of
economic reforms country by country. In this way, one can not only
describe and analyse the main characteristics of this or that reform
blueprint, but one can also point out the real significance of various
checks and balances, which were quite deliberately introduced by the
local ruling oligarchy. so as to preserve its essential. prerogatives of
power. To be really effective a program of economic rationalization
requires something more than a set of sound theoretical principles and
a comprehensive reform blueprint. In the last analysis, the most de-
cisive factor is the political will to put these reforms into effect.

Polamd-the Frustrated Pioneer

Poland pioneered the economic reforms in 1956 and 1957, onlv to
find itself near the very bottom of the reformist league some 10 years
later. It was by no means an accident that the first officially spon-
sored program of economic reforms wvas worked out in Poland. As
already indicated, any substantive changes in the orthodox command
economy system run counter to the most essential vested interests of
the party establishment and the entrenched bureaucracy. Therefore,
such changes can be forced through most easily in a country where the
political stranglehold of these dominant power groups has been con-
siderablv weakened. Such, indeed, was the situation in Poland, where
a lengthy period of bitter factional struggle *vithin the ruling elite
itself reached its climax in the "bloodless revolution" of October 1956.
At that time, the economic pragmatism in Poland enjoyed the appar-
ent (if not very sincere) official backing of the faction of party lead-
ership, which emerged victorious from this struggle. Indeed, the green
light for economic reforms was given by Gomulka himself, as soon
as he was elected First Secretary of the Polish Communist Party
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(PUIV-P). Soon afterwards, in response to powerful popular pres-
sure for meaningful changes in the existing economic systeni, the
Polish regime created the Economic Council, a special body composed
of some of the most prominent Polish economists.1- The publicly de-
clared task of this Council was to prepare the blueprint for a "Polish
Economic Model." 14 During 1957, the Economic Council elaborated
and published two basic documents, which contained both the theo-
retical premises of the new model as well as concrete proposals for the
necessary reforms.' 5 These two official documents were supplemented
by dozens of keynote articles published by the chief protagonists of the
"Polish Economic 'Model." Together they provided a definite blue-
print of an entirely novel system of planning and management, per-
haps the most comprehensive program of economic reforms worrked
out anywhere in the Soviet bloc.

The reform program proposed by the Economic Council called for
two kinds of basic changes in the economic system. One was a drastic
reorganization of the administration and management, of the econ-
omy, emphasizing far-reaching decentralization and full financial
independence of individual enter prises.'l The second category of pro-
posed reforms sought to inject quasimarket conditions into the rela-
tions between industrial enterprises and wholesale and retail distribu-
tion. The basic overall aim was to substitute "the profit motive and
other economic incentives for administrative directives, as the main-
spring of economic activity." 17

On the organizational side the Polish economic model called for a
wholesale dismantling of the bureaucratic superstructure. The basic
economic unit was to be a self-governing, self-financing and fully
independent enterprise.18 Each of these autonomous economic units
was to operate according to the principles of businesslike accounting,
and the highest possible degree of profitability -was to be the main coln-
cern of its director (acting together with the workers' council, which
had at that time full rights of comanagement). This independent
enterprise was to sell its final products either to other factories or to
the distributive enterprises at prices "wvhich would be primarily deter-
mined by the real costs of production and the forces of the market
mechanism." 19 All forms of state-subsidized production and distribu-
tion. were to be gradually phased out.

In order to recreate such market-oriented conditions, in which the
profit motive could function as the mainspring of all economic activity,
the blueprint of the Polish Economic Market provided for a general
reform of wvages and prices. The aim was to bring the prices of raw

U Gomulka speech at the VIII Plenum of the Polish Central Committee, Oct. 19-22, 1956,
published in Notcc Dropg (Warsaw), October 1950. pa. 30-34.

13 Among the members of the Economic Council were several economists of world repute,
such ac Prof. Oscar Lange, Prof. W. Brus and Prof. Michael Kalecki.

14 Editorial "Economic Council has Begun Its Work-the Main Task Is the Elaboration
of the Polish Economic Model"-Trybuna Ludu (Warsaw), Feb. 10, 1957.

5 These proposals were contained in two basic documents
(a) "Theses of the Economic Council Concerning Certain Changes in the Economic

Model"-Zycie Gospodaree (Warsaw), June 2 1957.
(b) "Theses of the Economic Council in the Matter of Determining the Principles of

Price Structure'-Zycie Gospodareze (Warsaw). Dec. 22, 1957.
le E. Lipinski, "Workers' Councils, Enterprises and Other Matters," Zycfe Gospodarcse

(Warsaw), Dec. 22-29, 1957.
17 W. Brus, "The Concept of Incentives Based on the Profit Motive," Zycic Gospodarcze

(warsaw), June 23, 1957.
1R E. Tipinski. "The Model of Socialist Economy." Noice D)rogi (Warsaw). Decemnher 1956.
1D J. Mujzel, 'The Prices and the Model," Zycie Gospodarc:e (Warsaw), Apr. 28, 1957.

52-765-74 12
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materials, semifinished products and finished articles in line with the
real cost of production. To compensate the population at large for the
expected rise in the level of prices and in the cost of living, the Eco-
nomic Council proposed substantial increases in wages and salaries,
as well as in pensions and in social benefits. 20 Polish reformers argued
that once the proper relationship between prices, production cost and
individual incomes had been reestablished the forces of the market
would tend to keep them in equilibrium. In time, economies of scale
and competition between independent enterprises could be relied upon
to bring the prices down to a level, which would make genuine mass
consumption possible.21

The main mistake committed by the Polish reformers in the 1956-
1957 period was that they wanted to achieve too much too soon. The
time was not yet ripe for implementing pragmatic reforms on such a
scale. The other countries of the Soviet bloc, including those which
later introduced economic reforms much along the lines advocated in
Poland in the midfifties, regarded the blueprint Polish economic model
as the epitome of ideological revisionism. Indeed, a strong pressure
was put on the Gomulka regime by those countries to stop playing
with fire.22

This hostile outside pressure was, h-owever, only one of the factors
which p evented the practical implementation of the Polish economic
model. AMluch more decisive in this respect has been the active resistance
of the dogmatic forces within the Polish establishment. Those forces,
defeated temporarily in October 1956, have been fighting against the
implementation of the Polish economic model both on ideological
grounds and because their vested interests and special group privileges
were seriously threatened by the new organizational and operational
patterns, foreseen in the reform blueprint. But the new system of
planning and management was not the primary object of the hard-
liners counteroffelnsive. They used the failure of the new economic
model as a. political lever to restore their power position within the
party, and tfley were indifferent to any harm done to the national
economy in the process. Thus. many experiments intended as pilot
schemes for the new methods of plannining and management were delib-
eratelY sabotaged and obstructed by the entrenched bureaucrats.

13B late 1959. the dogmatic counteroffensive had achieved most of
its objectives. The Economic Council had, for all practical purposes,
ceased to exist.23 The changes already implemented in the organiza-
tional structure of Polish industry were effectively countered by the
strengtheningy of centralized control, with its profusion of operational
directives. The proposed reform of wages and prices. due to be imple-
inented in 19O5. was abandoned altogether. AVorkers' councils, which
were originally intended to comanage the independent enterprises,
were slhorn of all the essential prerogatives which had been granted

oCfr. "Theses of the Economic Council In the flatter of Determining the Princlples ot
Price Structure,' Zcic (o.4podarcze (WVarsawv) Dec. 22. 1957.

2 0. Lange, "How Do I Visualize the Polish Economic Model," Tribuna Liidn (Wa;rsaw)v
Dee 31. 1I9n7. See also Cz. Borbrowskl, "Before the Change in the Econoumic Model,' Zycic
Gospodnreze (XVarsaw). May 12, 1957.

2: This hostile pressure was later fully admittedl by the official Polish media. See: W .Brus,
"Some General Remarks on the Changes In the System of Planning and Management."
Gospodaika Planou a (W'ar-aw). November 1966. Among the countries, which objected most
strongly against the Polish Economic Model were Czechoslovakia anld HungaryV.

3 The Economic Council became moribund In mid-1959, although It was not formally
dissolved until the end of 1962.
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to them by legislation in 1956.24 At the same time, the very concept
of a Yugoslav-type workers self-management system (a pi-ominent
feature of the 1956/1957 version of the Polish economic mode) was
formallv disowned.25 Finally, at the turn of 1959 the powers of the

central pla1ners were greatly strengthened 25 and that was-for all
practical purposes-the end of the first phase of economic reforms ill
Poland.

The return to a monocentric econoitjic system and to the methods
of direct control inevitably created serious economic difficulties, which
reached their climax in the winter of 1962-63. Consequently, in the
fall of 1963, the Polish ruling elite began again to look more critically
at the arbitrary methods of planniing and management. This led to
renewed interest in economic reforms which had been so hastily
abandoned. In March 1964, the party leaders, preparing for their
Fourth Congress in Tunme, published a set of theses outlining, aniong
other things, certain concrete measures which were intended to reacti-
vate some aspects of the Polish economic model. Although quite a few
of those proposals were subsequently watered down in tthe final text
of the Fourth Congress resolution, the bulk of them did survive and
a more or less definite program of economic reform, based on this
truncated blueprint. was later approved by a Central Connnmittee
Plenum held in July 1965.27

Thus, after an interval of nearly 6 ylears, economic pragmatism
again became a part of the official policv line in Poland. But the
political situation in the corridors of pofwer was by then entirely
tlifferent from that which prevailed in the early post-October period.
At that time, the dogmatic elements within the Polish ruling elite
had been decisively routed and were in full political retreat. The
quasi-liberal faction, favorable to economic reforms, held the levers
of power and-what is equally inmportant-controlled the in formia-
tion media, which it used very extensively to promote more praf-
matic concepts of "socialism." In contrast, the 1964-65 version of the
reform blueprint was devised and sponsored byi middle-of-the-road
apparatchiki. not as an article of faith, but under the pressure of
sheer economic necessity.

This second version of the Polish reform program lbore a distinct
imprint of its principal sponsors. Strnctutral and institutional changes
in the existing system were pushed into the background and new
theoretical concepts-if any-were deliberately blurred. T'ie main
emphasis was put on preparing a nnlmber of elaborate buireaucratic
measures, necessary (so it was argued) to set the new system in
motion. All in all it was a thoroughly Parkinsonian attenipt to inject a
certain degree of economic rationalism into the Polish body economic.
This was to be achieved by some intricate juggling of tlhe standard
indicators of centralized planning and a certain degree of decentrali-

21 The Draft of the Decree to Be Issued by the Polish Council of Ministers About the
Organization and Prerogatives of the Workers' Councils." Trybuna Lucdi (Warsaw). Nov. 1,

1956, an official PAP release. See also: Mf. anlccki, 'Workers' Councils and Central Plan-
ning,' No tre DIopgi (WVarsaew), December 19-50.
Ilr,. The Draft of a B11ll on Workers' Self-Government," Trybuna Luds (Warsaw), Oct. 11,
lori, en official PAP release.

26 "AR." "Increased Tasks and Prerogatives of the Planning Commission," Trybuna Luidu
(Warsaw). Jan. 5, 1960.

n Cf.: The Resolution of the VII Plenum of the Central Committee of PUWP," Trvbuna
Iudu (Warsaw), July 27, 1965.
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zation in the sector of investment financincg. The need to base pro-
duction plans detailed market analysis was also stressed, in order to
give this emasculated blueprint a sort of consumer-oriented appeal-
ance. At the same time, however, each of the proposed pragmatic half-
measures was also replete with built-in safety devices, which were
meant to perpetuate bureaucratic controls.

Yet even this devitalized version of economic reform was ulaccept-
able to the powerful pressure groups of dogmatic ultras, political
hardliners and entrenched bureaucrats. They fought the reform blue-
print every inch of the way, playing skillfully on the inbred appre-
hensions and reservations of Gomulka and his close associates. When
the watered-down version of the proposed reforms finally became an
integral part of the official party program. the dogmatists and the
hardliners reverted to their favorite tactics of procrastination, deliber-
ate inaction and other subversive forms of bureaucratic sabotage.
These tactics proved so effective that all the proposed economic re-
forms virtually remained on paper. In July 1967 Zy'cie Gospodamcze,
the organ of loyalist economic reformers, complained bitterly that
although 2 years had passed since the final approval of the new
methods of planning and management by the Central Committee
Plenum, the actual implementation of the reform on all levels still
left much to be desired.2 8

D)iscussing the reasons why the 19640-65 version of the new model
failed to get off the ground, Zycie Gos podare ze put the main blame on
"old habits and conditioned reflexes which are the heritage of the old
system." It also castigated very harshly the dogmatic mentality of
those whNo were entrusted with the implementation of the new system.
"They stick to old methods and familiar routine," charged the Polish
weekly, "in the hope that everything will return to the old ways." 29

By the time the article in question appeared in Zycie Gospodareze,
however, the dogmatists and the harldliners were already marshaling
their forces for a massive escalation of their counteroffensive against
economic reform, an onslaught, which reached its climax after the
Soviet invasion of Czechoslovakia. The net effect of this counter-
offensive was to push economic reform programs in Poland back to
square one.

Czechoslovalcia-A Straggler Takes Over the Lead

In Czechoslovakia, the dogmatic majority within the top party hier-
archy had successfully resisted all meaningful changes in the existing
command economy system until well into the early 1960's. But the
writing was already on the wall. In the course of the 1961-65 5-year
plan the average annual growth rate fell to 1.8 percent, down from a
respectable 7-percent growth rate, registered during the previous
5-year period.3 0 Faced by a very real threat of virtual economic stag-
nation, if not a negative growth rate, the Novotny regime reluctantly
consented to a public discussion among the party's economic experts

2Y J.G. (J. Glowczyk. the editor-in-chlef), "The Reform and Men," Zycio Gospodareze
(Wnrsaw), July 30, 1967.

29 Ibid.
3o Ota Sik, "On the Threshold of a New Stage In the Development of Socialist Economy,"

Rude Pravo (Prague), June 5, 1966.
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about the reasons for such an obvious malfunctioning of national
economy.

B'y contemporary Polish, or even Bulgarian standards, this debate
was certainly rather timid, and most participants did not dare to go
bey-onid a very general criticism of the worst abuses of the arbitrary
methods of planning and management. Its subject matter was also far
less specific than that of the theoretical discussion in the Soviet Union,
whlich followed the publication of Professor Liberman's theses 31 and
their partial endorsement by Khrushchev at the CPSU Plenum in
November 1962. Nevertheless, there was a general concensus among
Czechoslovak experts that the whole economic system ought to be over-
l'aided in order to make it more responsive to the needs of the market.
Such unorthodox ideas were expressed even in the official party state-
menits. Thus, in TJanuarv 1964. an unsigned editorial in Rude Pravo
conceded cautiously that "produetion should be exposed to a certain
amount of pressure both from the market and from the customers." 32

Nevertheless, by the middle of 1964 Czechoslovakia was still one of
the stragglers. The debate among the experts was purely theoretical,
cenitering on1 the theme of past errors in planning and management
amd on the reasons for the poor current performance of the economy.
No concrete reform proposals had yet been publicly formulated, and
no significant experiment pilot projects were yet in operation. But
witlhin a few months the situation had changed radically. By October
1964 a comprehensive, officially sponsored blueprint of economic re-
forim had been worked out and published.33 In January 1965 this re-
formn program was unanimously approved by the central committee of
tlie CPCS, and it was scheduled to become fully operative, at least so
far as its basic principles -were concerned, in 1966. Detailed guidelines
-vere to be issued by June 1965, and all problems concerning the prac-
tical implementation of the new economic model were to be ironed out
bY the end of the year.3 4

'IThis rather tight schedule was, however, abandoned within a few
mon1thls. Instead, another plenary meeting of the central committee
resolved that the proposed new milodel should be implemented in two
stages. The first, beginning January 1, 1966, was intended to "create
ploper incentives for discovering material and labor reserves on the
enterprise level." The second stage, beginning January 1967, was to
provide the solution for "the problems of investments and of proper
management of Socialist enterprises." The precise meaning of these
terms was not very clear, but the new timetable obviously implied a
delay. This was confirmed bv the official explanation that such "grad-
inilisin" -was necessary because numerous practical problems and dis-
pIloportions do not permit a speedier implementation of the new
economic model.35

'I is, oni the eve of the "Prague spring" the situation in Czecho-
slovakia conformed to the well-known pattern. On one side was a truly

"J. G. Lthcrinan. "The Plon. Profits and Premium."t P'rOda (Mloscow), Sept. 9, 1962.
--Rude Praom (Praznem. Jlan. 50. 1964.
al "On the Proposal Concerning the Principles for Perfecting the Planned Direction oftue National Econornn." Rude Praro (Praguie), Oct. 17. 1964.
,,.Tlhe Resolution "Concerning the Main Trends in Perfecting the Planned Direction of

the Notional Economy, and on lPartv Work," Rude Proon (Prnane). Janl. 3l. 1965.
as "Resolution of the CC of the CPcs Concerning the Activities of the Organs of Central

langepnient," Rude Praro (Pragiie), Nov. 4, 1069.
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praagmatic blueprint, envisaging far-reaching reforms, on the other, an
apparent lack of political will to carry those reforms to their logical
conclusion. "The central authorities," warned a Slovak economist, "are
already looking for possibilities of limiting the freedom of action of
Socialist enterprises by imposing additional obligations, which can
be enforced by a variety of means." 3- This undercover tug of war
persisted throughout 1966, and the chief protagonists of the new eco-
nomic model began openly to express their dismay over the slow prog-
ress of the reforms. And, although the 13th Party Congress in June
1966 unanimously approved all the pragmatic principles of the new
system of planning and managements, the leaders of the reformist
wing of the CPCS were not too optimistic. "The chief obstacle,"
warned Professor Ota Sik in an interview published in the Slovak
Trade Union daily Praca, "is the noneconomic way of thinking of
some people who are backing the new system with words, but in prac-
tice still follow the old ways." *-t8

Yet, despite all these delays and setbacks, the Czechoslovak reform-
ers had something to be really proud of. Within a relatively short time
thev prepared a blueprint of a very progressive new economic model,
which was certainly far ahead of any contemporary East European
reform program. Moreover, their new economic model was formally
and unequivocally endorsed by the Party Congress.

The main feature of the Czechoslovak reform blueprint was far
reaching decentralization of the whole decisionmaking process. Only
the major questions of macroeconomic policy were to remain within
the sphere of authority of the central institutions. All other economic
problems, including operational matters, were to be settled either at
the level of individual trusts (raw material and investment funds allo-
cations), or at the level of enterprises (concrete production plans,
employment limits, wage scales and certain categories of prices) .3 Old
methods of economic management, based on arbitrary directives and
centralized control were to be replaced by new ones, relying prin-
cipally on material incentives, the profit motive and standard rules of
financial accounting.

In order to introduce at least some vestiges of a market economy into
their model, Czechoslovak reformers envisaged also a major rleform
of the existing pricing system. They have proposed three categories of
prices: 1. State-determined, fixed prices for all essential raw materials,
investment goods and basic staples; 2. Flexible, or limited movement
prices for the bulk of less essential commodities and services. Such
prices were to be permitted to fluctuate freely within their lower and
upper limits, set up periodically by central authorities; 3. Free market
prices, determined solely by supply and demand. Such prices were
foreseen for certain, selected groups of consumer goods.4 0

.1. Kovalk. "A Difficult Birth." I'raca (Bratislava). Dee. 21, 1965.
t7 Cf. Resolution of the 13th Cl:CS Congress as published in Rude Pravo (Prague), June 7,

1966.
Is Ota Sik, "The Way to the New Systemu is not an Easy One," Praca (Bratislava), June 4,

1967.
.*D Cf. The Resolution of the Central Committee of the CPCS, "Concerning the Main

Trends ln Perfecting the Planned i)lrection of National Eeonoutv," Rude Pravo (Pragne)
Jan. 30 1965. See also the relevant parts of the Resolution of the 13th Party Congress of
the Cl:CS Rude Pravo (Prague), June 7, 1906.

40 Jiri Typolt, "Fixed, Flexible and Free Prices," Rude Pravo (Prague), Nov. 25, 1965.



175

The logical implication of such a three-pronged pricing system was
that all nonessential commodities (and some staples as well) would be
eventually upgraded to a more liberal price category, as soon as such a
move was warranted by the supply and demand position. This is why
most Czechoslovak reformers regarded this system as merely a transi-
tional solution, which would remain in force until the full operation
of the market mechanism could be restored.41

East Germany-A Reformr Imposed From Above

As in Czechoslovakia, it was the specter of economic stagnation,
which finally forced the hand of the East German ruling elite.42 But
while in Czechoslovakia the new economic model was being shaped in
a plotlacted tug of war between the reformers and the dogmatic
majority within the party establishment, in East Germany a ready-
made reform program was imposed in one fell swoop of theoretical
debate and isolated pilot experiments.

The East German reform blueprint was worked out in near secrecy
by high party functionaries, and it was formally approved by the
Central Committee of the SED in July 1963.43 Soon afterwards it
beglan to be implemented with a typical teutonic thorouglhess. The
main feature of the East German model was a radical reform of the
organizational structure, geared to the basic objective of greater eco-
Inomic efficiency. The cornerstone of this reorganization was the estab-
lishment of a relatively large number of specialized industrial trusts,"'
patterned after the traditional German cartel. Each of these trusts,
called Vereinigung Volkseigener Betriebe (V.V.B.) were conceived
as an independent economic unit-not unlike an average Western
industrial concern.' The managerial board of each VVB was to super-
vise and direct the activities of a dozen or so of subordinate enterprises,
producing, as a rule, the same or similar goods.45

Their vast decisionmaking power has devolved to the Vereinigungen
Volkeseigener Betriebe from the industrial departments of the national

economic council from the ministries and from the state planning
commission. At the same time, the VVB's have become the task-setters
for all their component industrial enterprises. Hence, the East German
economic model resulted in a two-directional shift of the focal point
of economic decisionmaking toward the VVB s-downward front the
central agencies and.upward from the individual factories.

In contrast to other East European reform blueprints, the new eco-
nomic model adopted by the GDR did not envisage any larger scope for
the operation of market mechanism. There was also much less em-
phasis on material incentives and initiative from below. Instead, the
so-called "Tonnen Ideologie" (tonnage ideology), which was the ofli-

" For the most comprehensive discussion of the three-category pricing system and its
long-term objectives, see Ota Sik, Plan and fMarkt Socialismus, Vienna, Molden Verlag,
1967.

42 In East Germany too the growth rate dropped dramatically in the early sixties-
from 8.1 percent average annual growth rate registered during the 1956-60 period, to 2.8
percent in 1962, and 2.1 in 1963 and 1964.

'a "Guidelines on the New System of Economic Planning and the Direction of the National
Economy," Neues Deutschmland (East Berlin), July 17, 1166.

44 According to the latest data some ninety trusts were operating in the GDR in 1972.
Cf. yeucs Deutschlaad (East Berlin), Aug. 14, 1972.

*6 Wolfgang Berger, "The New Economic System in the GDR-Its Essence and Its Prob-
lems," World Marrist Review, February 19)65.
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cial article of faith during the entire command economy era, was re-
placed by a veritable cult of economic efficiency. measured in terms of
productivity, up to date technology and strict cost-accounting.

To this end several pragmatic rules of the economic game have been
introduced in East Germany. Capital assets taken over by the newly
established VVB's have been revalued to their true economic price in
order to insure realistic depreciation writeoffs. Differentiated interest
rates have been set up for both short-term and long-term credits
granted by state banking institutions to individual trusts. State sub-
sidies paid to unprofitable enterprises have been largely eliminated.
All supply and industrial cooperation deals, both at the enterprise and
the trust level, were put on a strict contractual basis. Bonus payments
and wage increases were made entirely dependent on profits.

With such a degree of pragmatism in other fields, the East German
regime remained emphatically conservative on one basic issue. It
insisted on preservation of the principle of central price control. Al-
though in the original reform blueprint prices had been assigned a
special role as "economic levers," their determination was to remain
the sole prerogative of central planners. In a keynote speech at the
December 1965 Central Committee Plenum, Ulbricht again insisted
that the adaptation of prices to the prevailing market conditions had
to be achieved "in a planned way," that is, by central planners . 46

Some East German economists did play with the idea of a multi-
category pricing system, similar to that envisaged in Czechoslovakia.
But all such concepts were openly discouraged by the SED hierarchy.
It is highly symptomatic that the only specific proposal for introduc-
ing such nmanly pronged pricing system in East Germany was pub-
lished not in the GDR, but in the Soviet Ulionll.47 In any case, until
the end of the period under review and, indeed to this day the East
German authorities remained firm in their resolve that all prices must
be centrally determined and strictly controlled.

Bulgarga-T'he Strange Case of a Phantom Pieform

While the East German ruling elite has opted for a fairly com-
prehensive blueprint and introduced it in one fell swoop on the macro-
economic scale, the Bulgarian party leadership has elected instead to
follow the Soviet example of trying out the new system of planning
and managemeint in a step by step manner, in the form of number of
selected microeconomic experiments. In Bulgaria. which in the early
1960's was still a relatively underdeveloped country, the need to change
from extensive to intensive methods of promoting economic growth
was not so pressing as it was in Czechoslovakia and East Germany.
Nevertheless, once pragmatic reform proposals became politically
and ideologically acceptable in the Soviet Union itself, even the ultra-
conservative Bulgarian establishment could no longer keep its own
protagonists of a new economic model at bay.

46 Ulbhriht's speech at the 11 th SED Plenum as reported by Ncucs Dcutschiland (East
Berlin), Dec. 18, 1965.

47 Dr. Al. Bettherr. "Four prices types' likonotnicheskaia Gazeta (Moscow), October
1966, 40. p. 39. In this article Dr. Bettherr proposed that East Germany should Introduce
a four ectegory pricing system. He suggested the following types of prices: (1) Fixed
Prices for all staples, raw materials and investment goods: (2) Maximum Prices which
would allow some discount sales to industrial users; (3) Limited Movement Prices for
all nonessentials and consumer goods: (4) Contract prices to he determined by buyer and
sellers, for certain types of enterprises to enterprise transactions.
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The most outspoken among the Bulgarian advocates of economic
reforms was Professor Petko Kunin, a newly rehabilitated associate of
Traicho Kostov and now a fully fledged member of the Central Coin-
mittee.48 As many other prominent East European economists, Pro-
fessor Kunin argued that the only way to increase economic efficiency
of the socialist system is to free individual enterprises from the
shackles of arbitrary, monocentric planning and direct, bureaucratic
controls. Instead, each enterprise should be transformed into an inde-
penldent, self-financing economic unit, which ought to base all its
activities on the profit motive and the full operation of the market
ImeclaniSm1.4 9

Another remedy, which Professor Kunin prescribed for Bulgaria's
economic ills was the old-fashioned medicine of competition. Socialized
enterprises-he argued-should compete with each other for shares
of the market, and the earnings of both managers and workers should
depend on the outcome of this competitive process. To this end he ad-
vocated the principle of profit sharing, which would create a direct
link between economic performance of a given enterprise and the earn-
ings of the workers.5 0

As could well be expected the official reform blueprint which was
eventually adopted in Bulgaria fell well short of Professor Kunlin's
ultrapragmatic concepts. In actual fact, the full extent of this reform
program remained rather a mystery to everybody except the top
members of Bulgarian ruling elite. Early in 1963 the proposed reform
measures were discussed at length, but behind closed doors by the
Bulgarian Politburo. In May 1963, Zhivkov presented to this body a
report on the "Guidelines of a new system of planiing and manage-
ment." Neither Zlhivkov's report, nor the "guidelines" were ever pub-
lished. Apparently the Politburo had discussed this phantom reform
program in a very detailed manner, for it was not finally approved
until January 1964, and even then only "in principle." s1

Four months later. that is, in May 1965. the decision was made to
try out the new methods on a series of microeconomic experiments.
The new system was introduced first in the "Dimitrova" woolen textile
mill, and was subsequently expanded to about 50 carefully selected
enterprises in a number of industries. By late 1965 about 30 percent
of all major industrial undertakings, including most of light industry
and food processing and some machinery factories, were reportedly
working under the new rules.5 2 The Bulgarian authorities also began
to experiment with a regrouping of industry into industrial associa-
tions (trusts), resembling those institutions which have already been
set up in the other East European countries. Nine such trusts lwere

48 Trailcho Kostov a leading member of Bulgarian hierarchy was executed in December
1949. after one of the most notorious show trials, which followed the expulslon of Ynigo-
slavia from the Cominform. In one of the subsidiary trials "the Kostov group" Professor
Kunin received a 15-year jail sentence. Early in 1960, he was fully rehabilitated and at
the VIII Party Congress in November 1962, lie was reelected to the Central Committee
of the Bulgarian Communist Party.

4" P. Kunin, 'The Systematic Development of the National Economy According to Plan
nid the Principle, From Each According to His Ability, to Each According to Ills Work

Under Socialism," Noso Vremue (Sofia), December 1963.
so Ibid. For a similar proposal, see A. Miloshevsky. "On the Question of Strengthening

Economic Incentives in Our Country," Novo Vreme (Sofia), November 1963.
5'Cf. J. F. Brown. 'Reforms il Bulgaria," Problems of Commnauisn, MTay/June 196(6.
12 Unsigned editorial: "For a Nationwide l)iscussion," Rabotnaichlesko Delo (Sofia),

Dec. 5, 1965.
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apparently in operation by the end of 1965, controlling the economic
peiformance of their subordinate enterprises.5 3

Bulgarian experiments, both on the enterprise level and on that of
the trust were allegedly based on the "selective application" of the
profit motive and, to a certain degree, on the principle of profit shar-
ing. But neither the enterprises nor the trusts had any say in deter-
mining prices or wages, and they had little authority in shaping their
own production plans. Moreover, to discourage "excessive" invest-
menit expedituid eand "to reduce costs" the G(oveernment had imposed a
substantial levv on all fixed circulating capital. 5 4

On the basis of such experiments, the Bulgarian Central Committee
approved in December 1965 a draft proposal of a comprehensive
reform blueprint. This time it "invited" a public discussion on the sub-
ject.55 The main reforms outlined in this draft proposal followed a
dual approach: binding directives and centralized controls on the
macroeconomic level, combined with indirect controls and a profit
motive at the factory and trust level. The Bulgarian blueprint also
envisaged the introduction of a many-category pricing system,
although not as flexible as the one adopted in Czechoslovakia.

On the wvhole, the proposed reform measures offered some hope for
a more efficient performance of the Bulgarian economy. although the
envisaged changes, both in industrial structure and in the methods of
planning and management, were certainly much less bold than those
foreseen in the East German or Czechoslovak models. As far as the
implementation of these reforms was concerned, the Bulgarian Central
Committee had tentatively decided that the scattered microeconomic
experiments should continue throughout 1966 and 1967. Beginning
with 1968 the new system was to be introduced in the economy as a
whole.5 /,

Although these decisions were officially labeled as "unanimous," the
Bulgariani hierarchy was apparently still very much divided on the
crucial issue of how much of the decisionmaking power should devolve
from the central economic institutions to the newly organized indus-
trial trusts. The Central Committee plenum, which was to give its final
approval to the proposed reform program was originally scheduled
for the end of January 1966.57 But since the reform controversy was
evidently not settled by that time, it had to be postponed at a very
short notice.58 Finally, a Central Committee meeting did take place at
the end of April 1966, but its outcome was still far from conclusive.
The plenum gave its approval to "the basic principles of the new sys-
tem" but not to the detailed "guidelines." These were to be redrafted
by the Politburo "in accordance with the numerous suggestions put
forward at the plenum." 59 Thus the dispute was not over yet.

sz Ibid..
Ii G. Petrov "Hlow to Raase the Efficiency of the Management of the Economy." a seriesof articles in the provincial paiper Radopsky Ustrem, Sept. 22, 24, 26 and 29, 1964.
" " The Politburo Theses on the New System of Planning and d Management of National

Ec(,nanv,,' Robetnichiesko (Seo (Sofia), Dec. 4, 1965.
5r Ibid.15.Unsigned editorial: 'For a Nationwide Discussion," Rabotnichiesko Ddel (Sofia), Dec. 5,

16 .The plenum was scheduled for Jan. 28. 1966. The announcement about the postponement
V a'- published in Rabottichiesko Ddel (Sofia) on Jan. 20.'r Tex t Of the Central Committee resolution as published in Rab o tnichzesko Delo (Sofia),
Apr. 29. 1906.
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By reading carefully between the lines of published documents,60

One could pinpoint qute easily the focal points of this controversy.
One was a conflict of authority between the ministries and the newly
created industrial trusts. The ministries were accused at the plenum of
"utndue interference in the operational problems," while the trusts
were charged with "a tendency to take advantage of their monopolistic
position." The second major bone of contention was the issue to what
extent the market situation should have a direct bearing on the process
of price determination.6 '

These controversial issues were but the visible tip of an iceberg.
The real problem was that an essentially conservative Bulgarian estab-
lislinieit was not yet prepared to implement an economic model, which
introduced so mainy far-reaching innovations. The crucial issue in
Balgaria, to a much greater extent than in the other East European
countries, was that of maintaining the essential elements of party con-
trol over the economy. Throughout the debate about the new system,
there were clear indications that the dogmatic core of the party appa-
raits intends not only to retain its existing prerogatives, but to
assilalno new ones."f2

With so manly contradictory interests at stake. the only way to
achiieve a semblance of political consensus was to send the whole draft
of economic reforms back to the drawing board.6 3 Thus, the decision
to continue microeconomic scale experiments was just a smoke screen.
TI', hlard fact was that by the end of 1966 Bulgaria still had no viable
reforwm programn and the prospects of working out such a program by
the 1968 deadline were extremely remote.

Jlungary-W/7wtore There Is a Political Will * * *

In H [ungary, on the other hand, the situation wvas very different.
There wvas no open tug, of war between the protagonists and the
antagonists of economic reformn, anld the Hungarian ruling elite
shiowed none of the amnbi %valence. inhibitions, and apprehensions, wvhich
were so much in evidence in Poland, Czechoslovakia, and Bulgaria.
Trmie, byv contemporary East European standards, Hungary was cer-
tainlv a very late starter. At the turn of 1964, the Hungarians did not
even have an officially sponsored reform blueprint. But this was due
pliimnlarily to objective political conditions prevailing during a period
of "normalization," which followed the ill-fated Hungarian uprising
of November 1956.

IHow-ever, what really distinguished Hungary fromn the other East
European countries was the fact that a large majority of the post-
iiisnirrection Politburo (whatever their political sins in 1956 and 1957)
was genuinely committed to the cause of economic reforms and had
amnplfly demonstrated a political wvill to implement a comprehensive and
mark-et-oriented reform blueprint. All this became apparent only in

'or instance Zhivko's report as publihlshecd in Rabotnielhesko lelo (Sofla), Apr. 29, 1960.
Cf. Zhivkov report, op. cIt. Rabotniehesko Delp (Sofla), Apr. 29. 1906.

"U Unsigned editorial: "Under the New Conditlons," Partylien Zhivot (Sofia), September
I5ui. ial p. 3-9.

WAfter the April 1966 Plenum, a grlOp of 150 economic experts was given the task of
preparing an "Improved" version of the new model. This new version was supposed to
incorporate 'all suggestions and conclusions as expressed by the participants In the plenum
disLutssion." Cf. Rabotnelichko Delo (Sofna), June f, 1966.
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the second half of the 1960's. Meanwhile, after the traumatic experi-ences of the Hungarian uprising. Itidlir and his close associates hadto keep a very low and rather orthodox profile. As far as the SovietUnion was concerned they were still on probation. But as soon as theirpolitical credit in Moscow was firmly established, the Hungarian
hierarchy turned its attention to the task of economic reform.

After that events moved very swiftly. Early in 1965, 11 specialcommittees of economic experts were set up and began to work on adraft of a new economic model.6 ' In less than 15 months all the pre-paratory work was done, and in May 19966, the central committee ofthe HSWIP approved a comprehensive program of economic reforms.It was also resolved that all the organizational and legal groundwork,necessary to implement the new system should be completed by the
end of 1967, so that the new model could become fully operative as ofJanuary 1, 1968.65 For one, this rather tight schedule was strictlyadhered to, which shows quite clearly that where there is a political
will, there is also a way to work out a comprehensive program ofviable economic reforms in a relatively short time and to implement
it without undue delays.

The 1lHungarian reform blueprint differed from its other East Euro-pean counterparts o0n four pivotal issues. First of all. in Hungar y(he most essential operational and structural features of the iiewmodel were to be introduced not only in industry, transport and dis-tributive services, but also in agriculture. Second, the organizational
pattern foreseen for Hungarian industry, did not envisage any middle-
level superstructure, such as trusts or inidustrial associations. Third,
the 1lungarians were the first to realize that, because of the changed
modus operandi of the new system, the whole concept of the role oftrade unions in a Coummunist planned economy had to be very radi-
cally redefined.e TIhe fourth unique feature of the Hunmgarian Ne~vsEconomic Mechanism was an elaborate profit-sharing scheme, which
was deliberately biased in favor of the managerial class, to com pell-
sate this group for its entrepreneurial risk-bearing tasks.

However, the most essential distinguishing trait of the Hungarian
reform was the greatly enhanced economic role of individual enter-
prises, which were conceived as the mainstay of the new system. Thle
Hungarian decree on state enterprises,e7 the first legislation of this
kind in Eastern Europe, was a virtual 'Magna Cluarta for business-
minded enterprise managers. In the decree the sphere of responsi-
bility of a factory director was greatly enlarged and very clearly de-
fined. He w as to set up his own production plans based exclusivCly
on market analysis and negotiate with trade unions about wage rates

6 Perhaps out of purely ideological considerations, the H ungarian ruling elite carefullyavoided the expression "new ecolnonmic m odel." Instead( the term "new economic mechanism"(NEM) was being used in all ofiicial statements and documents.
a Cf. "The R esolution of the Plenum of the Central Committee of the HSWP," publishedIn N zpvsaboadog (Budapest), Mlay 29. 1966. For more details on the proposed reformblueprint see: Joseph Held, "Hugary : Ilron Out of Wood,' P'roblein8 of Communismi

(Washington), November/December 1966.6' There is no space here to discuss either the rationale behind the decision to reassess therole of trade unions, or the specific measures, which were intended to serve this purpose.For more information on this subject, see the chapter ' "Trade Unions An Agonizing Re-apl)raisal" il M. Gamarnikow Ic onomic Reforms in L'astern, Europc, Wayne State Uni-versity Press (Detroit), 1968, and Radio Free Europe Research Paper, "The New EconomicMechanism and the Reform of Trade Unions in Hungary," (Munich), Nov. 11, 1966.a Decree No. 11 of the Hungarian Revolutionary Workers and Peasants Government,
M ayar K6iilijnty (Budapest) May 13, 1967.
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for his employees. He was also authorized to make all decisions about
marketing his factory products and obtaining credits from thle state
banking system and investmnent plans (in so far as these wvere financcd
out of the enterprise's own resources).

The principal statutory obligation of the enterprise manager was
to show a sizable profit at the end of the financial year. Tile appro-
priate legislation determined very clearly how such profits shtouldc be
divided.6es The state took its share in the form of taxes and capital
levies. The rest was to be apportioned between investment fluid, capi-
tal amortization fund, profit and loss reserve fund and additional
remuneration fund. The investment fund was to be used for further,
industrial expansion, the amortization fund, for replacement of capi-
tal assets and the profit and loss reserve fund, to cover possible losses
in a bad year. All this was very similar to standard Western business
practice.

The purpose of the additional remuneration fund was to finance
an elaborate profit-sharing scheme-another unique feature of the
Ilungari an economic model. For profit-sharing purposes all personnel
of a state enterprise were divided into three distinct categories. The
manager and his top assistants belonged to the first category; the
supervisory personnel down to the foreman level and the top adininis-
trative employees belonged to the second one: and the remaining em-
ployees were classified in the third category. This subdivision was not
only pertinent in respect to participation in profits, but also indicated
the differences in bearing entrepreneurial risks.

Accordingly, the members of the top managerial group could be
rewarded, out of the additional remuneration fund, up to 80 percent
of their regular yearly salaries. The people in category IT could re-
ceive no more than 50 percent of their regular salary as their share
in enterprise's profits. For category III, this figure dropped to 15
percent. But this obvious inequality in profit-sharing rules wvas some-
what balanced by a similar difference in risk-bearing provisions. The
workers and lowver grade office employees were exempted from any
risk-bearinlr. Wliether the enterprise made a profit or a loss. their wages
were guaranteed by the state and had to be paid out in full. In con-
trast, only 75 percent of the salaries of the top managerial group
(category I) were guaranteed by the state. The remaining 25 percent
were to be paid to them only if the enterprise which they managed
earned a profit. The same principle was to be applied to supervisory
staff (group II); for them the corresponding figures were: 85 percent
of the yearly salary guaranteed, 15 percent dependent on the balance
of the profit-and-loss accouint.G 9 Thus, the Mungarian profit-slharilln
scheme wovas based on a clear principle of income differentiation,
depending on responsibility and risk-bearing.

As far as the reform of the pricing system was concerned, the basic
position taken in the Hungarian reform blueprint was that "prices
have, to reflect the real (that is, market) value of all goods and serv-
ices." 70 Until the existing market shortages were eliminated, lhowever,

68 Decree No. 19 issued by the Economic Committee of the Bulgarian Council of Ministers,
Mfiszaki tlet, June 15, 1967.

m Ibid.
70"Resolution of the Hungarian Socialist Workers Party Central Committee ConeerningReform of the Economic Mechanism," Supplement to the Weekly Bulletin-23 of June 9,1960, published by the Hungarian news agency MITI.
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some prices would still have to be fixed by the state, or would be allowed
to move between the upper and lower limits set by the central planners.
Other prices were to be determined by the enterprises themselves, "lin
accordance with the current supply and demand position." It was
also assumed that, after the transitional period was over, the profit
motive and competition would keep all prices at their true market
value."

Thus, on the eve of the Prague spring,, Hungary hlad managed to
work out a new economic model, which was very much ahead of any
contemporary East European reform blueprint, both with respect to
the decentralization of the decisionmaking process and the conscious
use of the market mechanism to insure the best possible satisfaction
of the needs of the population at large. One can say, therefore, that
since 1968, Hungary has been the pace setter of economic reform move-
ment in Eastern Europe.

Romnania-A Nonmcaver~ck on the Reform'n Front

It was in the early 1960's that Romania began to acquire its well
deserved reputation as political maverick of the Aloscow bloc. In the
foreign policy field, its ruling elite proved consistently to be far more
sensitive to the self-defined national interests of Romania than to the
overall political objectives of the bloc. But on internal policy matters
the Romanian Party establishment r emained staunchly conservative,
and it was still firmly wedded to the rules of Marxist orthodoxy. All
this, at least to some degree, explained Romania's clearly demon-
strated distaste for all pragmatic economic concepts in the sphere of
planning and industrial management. But this lack of interest in
economic reforms had also a more valid objective reason. Ceausescu
and his close associates were simply too preoccupied with their drive
for political and economic independence from Moscow to pay much
attention to such mundane problems as greater economic efficiency,
rational industrial management, or elirniniation of waste. Besides, the
Romanian economy was just in the takeoff phase of rapid industriali-
zation and, from the point of view of quantitative returns on new
investment outlays, it was at the same stage of economic development,
which such countries as Hungary and Poland had reached in the early
1950's. Romania's basic economic problem was one of creating, as soon
as feasible, a relatively modern industrial potential to balance off her
essentially agricultural and raw material economy. 7 2

But during 1966, the question of getting a proper return on invested
capital and the dire necessity to adapt the industrial output to the
highly competitive conditions prevailing in the Western markets

n Ibid.
72 It was this question of massive industrialization, which was the main issue in a head-on

confrontation between Romania and the Soviet Union at all the Comecoii meetings in the
early sixties. The U.S.S.R. (supported by Czechoslovakia and East Germany) insisted that
Romania's main role in the Comecon should be that of a supplier of agricultural produce
and raw materials. Ceausesen and his close associates argued that in order to become a
truly Socialist state, Romania must create her own industrial proletariat and to this end
one has to build up an adequate industrial potential. Needless to say, their true objective
was to create a sound economic base for Romania's political sovereignty.

72 In many cases Western investment credits were to be paid back in the form of
deliveries of finished and semifinished products, manufactured in newly built factories,
which were financed out of these credits.
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forced the Romanian Party leaders to revise, at least to some extenr,their indifferent attitude toward the problem of economic efficiency.
Accordingly in the second half of 1966, the tightly controlled Roman-ian press published a whole series of articles stressing the necessity ofa more pragmatic and rational attitude to the problems of planningand industrial management.7 4 Some of these articles (no doubt alsoofficially inspired) went even so far as to suggest that the maanagersof large enterprises should be given more competence in the sphere ofoutput planning, self-financed investments, and setting up of wagerates.'5 This was a clear indication that some of the essential elementsof other East European reform programs were being tentatively coit-sidered as a suitable means for improving the Romanian nmonocentric
economic system.More important still, a certain note of urgency crept into the dis-cussion dealing with more pragmatic economic solution.s by the endof 1966. This was primarily due to a prodding keynote speech, whichthe Romanian First Secretary, Nicolae Ceauisescu, delivered at theCentral Committee Plenum at the end of December 1966.76 In hisassessment of the economic situation, Ceausescu was unusually severe
in criticizing the shortcomings of Romanian industry. Hle frankly
painted a very bleak picture of the deficiencies, which still prevailed
after almost two decades of planned economy and announced that a
whole series of problems, including improved organization of enter-prises, the applicatio]1 of economic incentives, management training
and an increased role for the banking system, would ome up for con-
sideration in 1967.T7

But while the top leadership of the Romanian Party was apparent lvready for a small dose of economic pragmatism, the hard core of t];e
bureaucratic apparatus, and especially the powerfully provincial big-wigs, remained utterly antagonistic to all the proposed changes in the
existing economic system , because they feared that the principle ofparty control over the economy (and thus m uch of their own powerbase) would be substantially undermined. So, they pointed to a nuli-
ber of "objective difficulties," which in their opinion made the pro-
posed changes somewhiat "premature" and "perhaps too far-reachingat the present state of economic development.'' 78

Ultimately, after several months of such shadow-boxing, esoteric
polemics and behind-the-scenes give and take, the top party leadershipcam e out with a sort of a minireform program. In October 1967, the
Romanian Central Com mittee approved draft directives for perfect-
ing management and planning of the national economy. Those draft
directives were then unanimously approved by a specially convenred
.National Party Conference in December 1967. The blueprint for thismini reform was a rather curious document, a typically Romanian mix-
* 4 F or Instance, B. Serban, "Enterprise Management In Step With Progress," Romania
Libcra (Bucharest). Sept. 7. 1966; L. I 'etrescu. The. Ability to Make Optimal and theMost Objective Decisions," Romania Libera (Buchnrest), Sept. 14, 1966; N. Agalci, "TheCilihor of Enterprise n Manngement." Romania Libera (Buchnrest). Sept. 28, 1966 f N.Agachl, "The Caliber of Enterprise lManagement," Romania Libcra (Bucharest), Sept. 28,
5 6L. Petreseu , "The Ability to Make Optimal and the 'Most Objective Decisions," Romania
Libera (Bucharest). Sept. 14. 1966.-Cf. the text of Ceausescu's speech, as published In Scauteia (Bucharest), Dec. 25. 1960.

'7 Some Conclusions From the Meetings of the Regl onal. Party Coum i ttee," Scant ei a
(Bucharest), Apr. 14, 1967.
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ture of a patchwork of pragmatic proposals, combined witlh an ardent
desire to acquire up-to-date technology of a modern industrial state.
But, precisely because of its inherent contradictions, the Romanian
minireform program could not be regarded either as an effective in-
strument for improving economic performance or as a viable solution
for the thorny and very complex problem of loosening the powerful
bureaucratic stranglehold over individual industrial entieprises and,
indeed, over the whole Romanian economy.

Thus, for instance, the directives issued after the National Party
Conference envisaged a substantial increase in the area of responsi-
bilities of the enterprise-level management." Yet, the same directives
(or any other decree or instructions) failed to give these factorv direc-
tors sufficient prerogatives to exercise this authority. Indeed, the pro-
posed changes in the organizational strulcture of industry (such as the
creation of industrial centrals) went in the opposite direction. If any-
thingq thev tended to strengthen the prerogatives of the bureaucratic
superstruticture and its powers of operative control.

To a Western observer, the Romanian minireform looked like an-
other attempt to prove that a still developing "Socialist" country
could (and should) maintain the essentials of an arbitrary, mono-
centric command economy, with its intricate system of direct controls,
and vet-in spite of this-it could still achieve significanit improve-
ments in economiic. perforniance through limited and selectively ap-
plied rationalization measures. Experience has shown that this type of
halfhearted minirieforim was doomed to fail, because even potentially
positive pragmatic solutions, if they are being applied in a patchwork
manner, tend to be effectively neutralized by bureaucratic interference
and adininistruitiN'e inertia.

III. Timr "PRAG.IUE SlTTNc,- AND ITS Ar'rruMATi

There are many very sound reasons why the "Prague spring" should
be reg arded as the most important turning point in the relatively short
history of the economic reform movement in Eastern Europe. For one
thing, all of what happened in Czechoslovakia during the brief period
of Dubeek's rule is still being seen by all antagonists of economic
reforms thromyliout the Moscow bloc as a sort of a final warning that
any tampering with the orthodox economic base of "genuine socialism"
must inevital)ly create a mortal danger to the whole political super-
structure of tlse dictatorship of the proletariat. This type of we-told-
you-so argument still remains a very serious obstacle to the implemen-
tation of really qualitative economic reforms in many East European
countries.

Second, the Soviet invasion of Czechoslovakia in August 1968 was
seized upon by the dogmatic core of the party establishment in some
East Eurpean countries (such as Poland) as a unique opportunity to
settle the accounts with their own economic reform lobby, hopefully
once and for all. Third, the traumatic aftermath of the 'Czechoslovak
events created very powerful pressures on these East European ruling
elites, which were genuinely committed to the implementation of a

7* I. Bltuleanu, "The Profitability of Enterprises," Probleme Economice (Bucharest),
February 1967.
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new economic model. These pressures and the sense of self-preserva-
tion induced some, such as the Hungarians, to scale down their own
reform programs.

But the most significant development-and a positive one this time-
was a growing realization that there exists a very close interdependence
between successful implementation of economic reforms and institu-
tional changes in the political structure. This interdependence was by
no means discovered by Dubcek and his close associates. But they were
the first to draw proper conclusions from the fact that so many well-
thought-out East European reform programs were effectively frus-
trated because the dogmatic elements in the party establishment held
the balance of political power.

What 'actually happened in Czechoslovakia in the brief interval
of relative political freedom, before the Soviet tanks rolled in, is now
a matter of historical record. There is little doubt that the entire proc-
ess of democratization acquired a specific momentum of its own and,
for many complex reasons, went much further than originally envis-
aged by Dubcek and his close associates, as a necessary precondition
for the successful implementation of the new economic model. No one
can say for certain whether the trend of events in Czechoslovakia be-
tween January and August 1968 was inevitable, since no absolutely
comparable situation has ever existed in Eastern Europe. The momen-
tuin of any social process is influenced by many diverse factors, some
of them unique to the given country, to the given period of time, or
to the given political situation. Pertinent as those factors were to the
actual sequence of events in Czechoslovakia, they might not manifest
themselves elsewhere.

Yet one basic point should be stressed here-the fact that as soon
as Dubcek and his close associates assumed political power, they
deliberately reversed the priorities of the Czechoslovak reform pro-
gram, insisting that meaningful changes in the political system were
a necessary precondition for the effective operation of the new eco-
nomic model. This was not done under the spell of political euphoria
that overtook Czechoslovakia after the downfall of Novotny. The
reversal of priorities was a deliberate political decision, the theoretical
justification for which had been worked out well in advance by several
prominent social scientists. 8 0

The basic political postulates of the reformers were perhaps best
formulated by prominent sociologist I. Bystrina in an article written
1 year before the ouster of Novotny. His basic argument was that:

The continued development of the new system of management of the national
economy definitely requires a simultaneous development of more democratic
forms, methods, and institutions within the political system, in accordance
with the principles of Socialist pluralism, which is obviously a higher form of
political development than the old, partly fictitious, partly formal, monolithic
forms of the past.'

What the Czechoslovak reformers were aiming at was a sort of
institutionalization (within the framework of the prevailing mono-

", In the fall of 1960 a special research team was get up by the Czechoslovak authorities
to study anfd to recommend some changes in the existing political system, so as to make It
consistent with the requirements of the new economic model. This team, which was headed
by Prof. Zdenek Allynar, a close associate of Dubcek during the Prague Spring, published Its
findings just before the fall of Novotny.

1' I. Bystrina, "New System and Democracy," Literarni Noviny (Prague), Dec. 17, 1967.
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party system) of the conflict of interest groups! which the imple-
mentation of economic reforms put into focus again after they had
been deliberately downplayed by the bogus "unity of interests"
approach. This could be done, they suggested, through devolution of
some of the political power to "democratic representative bodies and
to special interest organizations." 82

The main attention of Dubeek and his close associates was directed
toward creating the rudiments of a pluralistic and participatory
democracy in a form that could still be contained within the limits of
the single-party system. The task of preparing a comprehensive pro-
gram of economic reform, which now had a real chance to be promptly
aond consistently implemented by a political leadership genuinely com-

mitted to introducing .a-new economic model, was turned over to a
group of economic experts, headed by Professor Ota Sik.5 3

Although this second version of economic reforms was in essence
merely an expansion and elaboration of the original 1964 reform blue-
print, it was enriched by two entirely new elements-the concept of
diverse forms of ownership and the concept of self-administration of
enterprises. In addition the basic modus operandi of the new version
of the Czechoslovak model was to depend much more on the operation
of the market mechanism than it was the case in the 1964 reform
blueprint.8 4

The concept of diverse forms of ownership envisaged in essence the
end of State monopoly in the fields of production, transport and dis-
tribution, one of the basic dogmas of orthodox Marxism. Instead, it
was proposed that the actual form of ownership should depend on the
specific economic tasks of a given enterprise and on its social signifi-
cance. Thus, State ownership was to be retained in all basic industries,
in banking and in public transport. Publicly controlled non-state
enterprises (owned formally by the workers themselves), were meant
to operate in those areas of production and services which were in-
tended to satisfy mass consumption needs. These large undertakings
were to be supplemented by cooperative and privately owned enter-
prises, competing with them for a proper share of the market.

The concept of self-administration meant not only that each enter-
prise should be a fully independent economic unit operating according
to normal business principles. but also that the employees of any
enterprise should have a right to participate (through a workers'
council) in the decisionmaking process. At the same time, the inde-
pendent role of the trade unions was to be fully restored. Within each
enterprise there was to be a plurality of three social forces: workers'
council, management and trade unions. Trade unions would represent
the interest of enterprise's employees as hired -workers, and the vork-
ers' council, their interests as co-owners of a given enterprise, while

82J. Kroupa, "The Development of Political System in Our Country," an interview with
Prof. Z. ',Mlynar, Student (Prague), Sept. 27, 1967.

13Under Diibeck, Professor Sik became deputy prime minister In charge of economic
problems, but retained the overall direction over the final shaping of the new economic
model.

8 The work on the neW version of the Czechoslovak economic model was not finished
by the time the Soviet tanks rolled in. Hence, no official document outlining the new plro-
posals was published. The best description of the proposed reforms can be found in ch. IV
0f Prof. R. Seloeky s book "Economic Reform in Eastern Europe," Praeger Publishers
(New York), 1972, pp. c95i-119. Professor Selucky, now at Carleton University, Ottawa,
was himself a prominent Czechoslovak reformer.
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management was supposed to represent primarily business interest of
the enterl)rise concerned.

IIn its actual funmctioning the new version of the Czechoslovak model
was to depend(l heavily on the operation of the market mnechantisir.,
although the Czechoslovak reformers stopped short of the prilci ple
of free price formation. Instead they proposed a slihzhtly mnodified
version of thle zimmny-category pricing system and relied prijcipally
on the structural changes anid on competition to keep most prices at
their free miarket v alue level. They also aillmed at the full coonvertibil ity
of the Czechoslovak Kortuia, in order to brinig the domestic prices in
line with world price level.

Thle new version of the Czechoslovak economic mo(lel was to be
preseiitedi for apl)roval at the forthcoming XIV P'arty Cong.ress,
which was also supposed to institutionalize the proI)ose(l political
reforms anid legitimize the social objectives of socialism with a hmilllan
face. IBut before the XIV Congress could convene, the Soviet tanks had
put an end to the Czechoslovak experiment and restored Marxist-Len-
inist orthodoxy.

It is iot yet possible to assign a clear order of priority to the coin-
plex motives that prompted the Soviet decision to invade Czecho-
slovakia. There canl be little question, however, that one of the pri-
mary objectives of this armed intervention wvas to curtail lDubcek's
program of institutional anid economic reforms because of its strong
reliance on concomitant political liberalization.

If this assessment of the Soviet motives is correct (and there is a
wealth of circuiimstanitial evidence to support it), the Czechioslovak
precedent would raise a serious question-mark about the future pros-
pects of economic reform throughout Eastern Europe. What Avould be
at stake would be not necessarily the process of economic chalige in
the limited sense of efforts to evolve more rationial and pragmatic
methods of planning and management, but the broader imlet us to
bring about those qualitative changes in the orthodox power structure
that seem absolutely necessary, if the economic reforms are to succeed.

IV. Eco-NomIc REFORMNS AFIER Aucsr-sr 1968

The Soviet leadership has carefully (and, no doubt, (leliberately)
refrained fromit tefiniug the permissible limits of economic reforimis
and the concomiitanit changes in political powver structume.Y' However,
the shock wave prodiuced by forcible curtailment of the Czechoslovak
experiment uindisputably had a very powerful impact on the whiole,
economnic reforum movement throughout Eastern Europe.

After the ivasioII a veritable barrage of propaganda was directed
boti against the "revisionist" concepts of Czeclhoslovakia's reform
program anid againist economic reforms which were being implemented
in Yugroslavia. The fact that the Yugoslav economic model was also
included in these prop)algancla attacks convinced many miemubers of the
party establishimact throughout Eastern Europe (and some Western
oliservers as well) that the Soviet leadership was not only seriously

T'he so-called Brezhnev doctrine mennt simply that everything that happens iln a Mos-
cow bloc country Is of major concern to the Soviet Union. But the doctrine was so loosely
formulated, as to give the Soviet leadership maximum flexibillty in judging every developw
ment, according to the current political situation and Moscow's own interests.
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concerned about political and ideological cohesion of the Moscow bloc,
but also intended to put an end to all economic reform experiments by
branding them publicly as dangerous revisionism.86

Today. in retrospect, one can definitely say that these fears (or hopes,
if one looks at the whole problem from the standpoint of dogmatic
ultras) have not materialized, and that the primary purpose of this
propaganda barrage against "revisionist concepts was to justify post
factum the armed intervention in Czechoslovakia.

The simple fact is that in the aftermath of Soviet invasion none of
the major economic reform programs in Eastern Europe (with the
exception of the Czechoslovak new economic model) was either totally
abandoned, or even substantially revised. True, some of them, notably
in Bulgaria, have been somewhat diluted and their implementation
was slowed down. On the other hand, the Hungarian party leadership
very soon reasserted its firm resolve to implement its own new eco-
nomiC model as originally planned, while in Poland (after a brief but
hectic period of antireform rhetoric, economic reform was back in
the official favor by the end of 1968. And yet, in many respects, the
post-1968 developsient pattern on the sector of economic reforms was
so diversified, that it again requires a country-by-country review.

IHun .gary-A Firn Resolve [To Carry On

As already pointed out, many features of the Illuigarian new eco-
nomic model resembled rather closely certain essential characteristics
of its Czechoslovak counterpart. As in Czechoslovakia, the corner-
stone of the Hungarian new model was the concept of a fully in-
dependent and self-financing enterprise. Its modus operandi was based
on the profit motive and, to some extent at least, on the market inech-
anism and commodity-money relations, rather than on the orthodox
practices of directive and centralized planning. Finally, the Hungar-
ian reformers have opted for a many category pricing system, quite
similar to that proposed in Czechoslovakia.

Thus, it was -hardly surprising that the powerful shock produced
bv the brutal military intervention in Czechoslovakia, as well as the
vehement attacks in the Moscow bloc press against Czechoslovak eco-
nomnic reformers, raised serious and deep-rooted concern in Hungary
about the fate of her own new economic model. The fact that the other
Moscow-bloc countries maintained a heavy propaganda barrage
against the concept of "Socialist market economy" in general and
against the principles of both the Czechoslovak and the Yugoslav eco-
nomic reforms in particular, did nothing to alleviate these fears, espe-
cially since so many distinct features of the Hungarian model were
quite similar to some of the solutions which -vere now branded as
"revisionist."

Hungarian public opinion was well aware of the fact that some
Moscow-bloc countries were beginning to express serious reservations
about the 'Hungarian reforms. Thus, on September 28, Radio Budapest
commentator J11ios Dolgos openly admitted that "several theses and
concepts of the great experiment we have undertaken in our country
have been questioned at home and abroad." One of the main doubts
which had been raised, he said, concerned Hungary's continued co-

so This is, for instance, how these attacks were understood in Poland and a veritable
"antirevisionist" hue and cry was initiated there against economic reformers.
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operation with 'Comecon, while "other comrades" questioned the fateof centralized economic planning and the principle of profit sharilng.57
The Hungarian ruling elite's response to this complicated situation'was prompt, consistent, and unambiguous. High-ranking party leaders,

including Iiadtir himself, publicly and repeatedly proclaimed theirdetermination to proceed with speedy implementation of economic
reform."" The same firm resolve to carry on was stressed in a numberof programmatic editorials, published in Nepszabadsdg, the centralorgan of the HSWP.89 All of these articles and public statementsindicated a definite refusal to give in to internal and external pres-sures, generated by the invasion of Czechoslovakia and the subsequent
antireformist hue and cry.

'These pressures eased somewhat when Moscow soon after the inva-
sion began to give the Hungarians some obvious go-ahead signals,These signals were given in the usual esoteric manner, that is, in theform of positive assessments of the various aspects of the Hungarianeconomic model, published in the Soviet press.9 0 The real politicaland ideological meaning of such esoteric approval was, however, quiteclear to the initiated. And since, in practice, the Soviet attitude deter-mines both the legitimacy and the feasibility of any proposed eco-nomic reforms, there was really no reason, at least fromn early 1969 on,why the Hungarian ruling elite should not proceed with the imnple.
mentation of its new economic model.

Hoowever, the political decision to neither abandon nor even diliutethe essential content of the Hungarian reform program, despite ofwhat had happened in Czechoslovakia, was only a part of the story.The other was an apparent resolve of the Hungarian ruling elite tointroduce some institutional political reformis of theeir own.One would have expected that the brutal crushing of the incipientdemocratization process in Czechoslovakia would produce a powerfulrestrailling effect on a similar (although m uch less pronounced) trendin Hungary. In fact, the reverse has actually happened. Paradoxicallyenough, the occupation of Czechoslovakia, which put an effectivedam per on discussion about the political implications of economicreform elsewhere in the bloc, has impelled a franker airing of the sanv e
problem in 1Hungary.

Objectively speaking, there was a very valid reason why the Hui-
garian ruling elite should be giving a serious thought to its own ill-
stitutional problems at that particular time. This reason was essen-
tially economic. As already indicated, the H ungarian new economicmodel began to be put into effect much later than its Yugoslav a indCzechoslovak counterparts. In fact, the year 1968 was its trial periodand the problem of securing the active participation of the population,particularly of the working class, had just begun to be felt. One cansay, therefore, that a substantive ideological debate about the need to

w Radio Budapest, Sept. 28, 1968.
15 For Instance, KAdAr's speech to workers of Budapest Holsery Mill on Oct. 24. 196S,broadcast live both by radio and television. Similar assurances were made by Jenj rock,is tvin Szirrmil, Kdiroly N~meth, and others.S For inctance, unsigned editorial ' Where Are We Going?" " Neps.-aba8dg (Budapest),

o Cf. B. Rodlonoz, "Gathering Speed," Izvestia (Moscow), Sept. 16. 1969: M. Thirin,"Steps of Growth," 1-vestia (oMoscow), Nov. 14 1968; V. COerasiov, "With thee Particlpa-tion of Millions," Pravda (aMoscow), Feb. 13, 1969 ; and 1M. Trnar "A Country's Reforman Economic Development," P'ravda (Moscow), Apr. 22, 1969.
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democratize the orthodox political institutions in 1-Hungary was bound
to intensify around the end of 1968.

But the difficult political climate of the post-invasion era has set
definite limits, both to the ideological debate itself and still more to
concrete reform proposals. This is why the Hungarian ruling elite
decided to seize the initiative and to keep the ideological discussion
within permissible limits. Thus, an authoritative article on this prob-
lem, published in N.pszabadsd.!g acknowledged quite f rankly that there
exists a direct cause and effect relationship between the implementation
of the new economic model and the anticipated institutional changes
in the sphere of politics. "Everybody knows-wrote Nepszabad8ag-
that now, following the reform of the economic mechamism, many
questions concerning the activity of state and local authorities are
also being put on the agenda. This is so. because economic reforms
require corresponding changes in political structure."

The nature of these institutional reforms was analyzed at length in
yet another programmatic article, published in the HlVWSP central
theoretical monthly Ta'rsadalmni Szeqmle. This article dealt at length
with the idea that "further expansion of democratic institutions is one
of the principal tasks of our party." 92 DTevelopii-go this thesis. iidrsa-
dalmn S*zemle went on to argue that neither economic reforms, nor a
more democratic political system can become fully operative, unless
the broad masses of the population acquire a sense of direct participa-
tion in the decisioumakingr process. To attaiii this objective. it was
argued, no major institutional changes in the existing political super-
structure are really necessary. The appropriate institutions. such as
state. representative bodies and non-state socialist organizations are
already there, although they are not yet functioning properly. There-
fore "the main emphasis should be put on the greater democratization
of the existing institutions, rather than on the establishment of new
ones. 9 3

In retrospect, one can definitely say that much of the institutional
debate in Hungary was mainly a rhetorical exercise. Practical political
reforms which were introduced in 1969 and in 1970 had little institu-
tional significance, since their formally more democratic provisions
had no genuine political content and met with no public response.9 4

Anyway, with all its slogans about "socialist democracy" the Hun-
garian ruling elite has not moved an inch from its orthodox stand on
the leading role of the party.

-OUr historical experieices, declared Bela Bisvkim in Mlarch 1969,
prove unequivocally that socialist construction is feasible only if the
pminciule of the lendling role of the Communist lPartv is Strictly
adhered to." 95 This meant that the Hungarian ruling elite intended to

K L. R61zs,. The Road of Our Democracy," Nipszabadsd1g (Bl',dapestl. Sept. I, 196S.
]'. Kiiinfin. "Mnt:'tioIs a and P <oten tialities and Socialist D)eoln cracy,' Td7sada Insi Sze)sle

kBii'lanest), August-Septemiber 1968.
93 Ibid.

A typical example was the electoral reform of November 1966 (amended In April 1970).
which introduced the prlnCi)le of single member parliamentary constitulen(ies, contested
ly severalt canddlate. In pa etice., however, the law was hleaviy h:iased In favor of the
official party candidates, and there was a dearth of other contestants, who saw no reason
to serve as political window dressing.

!': B. Ttisz E.. '.. Frev Timiely Aspects of the Party's Leading Role," X'pszabad80g (Buda-
pest), Afar. 13, 1969.
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allow only the degree of democratization of the country's political
superstructure, which it could effectively contain and control."6

While little progress could be registered in the sphere of substantive
political reforms, the new economic model was being implemented in
Hungary with genuine zeal and in an orderly and consistent manner.
So much so, that by early 1969 the new system became fully operative
in all branches of national economy, including agriculture.

The main practical problem involved in launching the new economic
model in 1968 was the need to dovetail the initial transitory period,
which was estimated to require 3 years (1968-1970) with a successful
fulfillnent of the third 5-year plan (1966-1970). Realistically antici-
pating some slowdown in the real growth rate during this transitory
period, the Hungarian planners have considerably scaled down their
targets for an increase in national income and industrial production.
Moreover, in accordance with a switch from extensive to intensive
development methods, the plan placed heavy emphasis on the growth
of those industries which were serving the domestic consumer market
and the export needs.

In fact, the economic results achieved in the initial period were
Iluch better than anticipated, and the first three years of the new
model were unanimously hailed as an unqualified success by both the
party leaders and competent economic experts."1 Indeed, contrary to
some pessimistic forecasts made at the time when the new economic
model was about to be launched, the Hungarian economy managed
to maintain a high rate of economic growth, an apparent state of full
employment and a reasonable ratio of capital accumulation to indi-
viidual and social consumption."8

But the new model achieved much more than that. Thanks to the
combined effect of emergent market forces and the growing initiative
at the enterprise level, there was a marked improvement in the supply
of goods for mass consumption purposes. This in itself was highly
encouraging, since certain provisions of the reform program were
only being implemented in a step by step manner.99 But there were
other very hopeful symptoms of incipient prosperity. Thus, both in
1969 and in 1970 the volume of retail sales rose even faster than pro-
duction, w~hich helped to reduce excessive inventories. Living stand-
ards began to climb at an unprecedented rate. Exports increased so
rapidly that for the first time in many years Hungary could boast a
favorable trade balance both with the East and with the West. A real
breakthrough iwas also achieved in agriculture, where for the first
time since the collectivization drive, the rate of growth exceeded that
of industry.

9a "It must be again made clear that we do not want a democracy in general, but a
socialist democracy, that is a political development * which does not endanger, even
for a moment, the socialist foundations of the system, but strengthens and developes them."
I l nzgai 'Somie Problems of the Development of Socialist Democracy," 'drsadalmi Szeile
(Budapest) October 1968.

9 Cf. R. Nyers. *Problems of Profitability and Income Distribution," The New Hungarian
quarterly, No. 40, Winter 1970 and No. 41, Spring 1171. See also the proceedings of the
National Congress of Hungarian Economists held in June 1970, FigyelO (Budapest). June 4,
1970.

99 Ibid.
Oe For Instance, in 196S no more than 23 percent of all retailed goods were placed in a

free plice category. In 1969 their share of total supplies had increased to 31 percent and
in 1970 to 39 percent. Similarly, in 1968 new investments, financed by enterprises them-
selves represented only 40 percent of the total outlays. Their share in the total investments
increased to 31 percent in 1969 and to 59 percent in 1970.
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However, the euphoria generated by better than expected overall
performance of the new economic model did not last very long. By
mid-1971, it was becoming quite evident that the Hungarian NEM
had developed serious teething troubles. In a certain sense the new
system fell victim to its own initial success. The imbalances and dis-
tortions which appeared in Hungary were typical for an economy
with an excessive rate of growth and a population which wanted to
break the affluence barrier too soon. Broadly speaking, these dispro-
portions could be categorized under three main headings: excessive
investment expenditure, shortage of skilled labor, and rapid growth
of consumer imports.

Of these three imbalances, over investment was by far the most
serious problem. In 1971, the total expenditure on new investments
was growing twice as fast as the national income. The Hungarian
economy, still suffering from many shortages and bottlenecks left over
from the era of command economy. simply did not have enough re-
sources to satisfy this over-expanded investment demand. As a result,
about 80 percent of all investment projects fell behind their original
construction schedules, while the total investment expenditure was ex-
pected to exceed by some 50,000 million forints the target set for the
current 5-year plan.100

The root cause of the over-investment problem was a backlog of
pent-up consumer demand, accompanied by huge amounts of money
laying idle in saving accounts. When the new, market-oriented eco-
nomic model was introduced in Hungary in January 1968, every per-
ceptive enterprise manager realized that this postponed demand was
the best potential source of bigger sales and greater profits. All one
had to do was to produce the goods that were in short supply and
cash in on unsatisfied market requirements.

At first, increased sales could be achieved by squeezing a better eco-
nomic performance out of the existing productive potential, by raising
labor productivity and by better adjustment of the factory production
plans to the needs of the market. But soon the whole process of filling
in the consumption gap acquired a momentum of its own. Better eco-
nomic performance meant higher earnings for the managerial class
and the technocrats. Higher labor productivity had to be induced by
raising workers' wages. At the same time, peasant incomes went up
considerably as more food was produced and sold.

In short, the process of filling in the consumption gap left by the
era of command economy generated a substantial upsurge in individ-
ual incomes and this, in turn, created an additional effective demand
for more sophisticated consumer goods. Such goods could no longer
be produced by the existing industrial potential-at least not in the
quantities that the market clamored for. The only possibilities for
maintaining sufficient sales was either to increase the productive
capacity by additional investments, or to bolster available supplies
by additional imports.

The shortage of skilled labor was also a byproduct of incipient pros-
perity. When the new economic model was launched, many members

ROO Speech of Premier Jend Fock at the National Conference of Economic Activists,
A'4p8zabadedg (Budapest), Oct. 23, 1971.
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of the Hungarian establishment (and many workers as well) feared
that the increased economic efficiency coula result in substantial un-
employment.101 Indeed, many surplus workers lost their jobs in the
early stages of economic reform. But they were soon reabsorbed by
other enterprises, which were expanding their output. In no time at aTl
labor and especially skilled manpower became a scarce commodity and
industrial managers began to compete fiercely for the services of
skilled workers by offering them higher wages. These increased labor
costs could easily be absorbed by bigger profits, but the acute com-
petition for skilled manpower also resulted in a substantial labor
turnover.102

Unfortunately, while the Hungarian new economic model relied
rather heavily on the market forces for promoting economic growth,
it did not evolve any suitable, market-type control machinery to rec-
tify the potential imbalances and disproportions. Hence, the Him-
garian authorities had to fall back on the system of direct controls to
reduce excessive investment expenditures and to check excessive ex-
portS. Accordingly, in November 1971 the Hungarian Government
introduced "temporarily" strict controls over investment expendi-
ture of individual enterprises and a system of import licenses. 103 At
the same time, the party leadership had once more reaffirmed its faith
in the new economic model and went out of its way to reassure the
population that, despite the temporary setbacks, the original reform
program will be-in due course-implemented in full.

However, the most crucial problem, which remains unsolved to this
day was what to do next. There were two broad schools of thought.
One, represented primarily by Professor Csik6s-Nagy as the official
establishment spokesman on economic reforms, maintains that in order
to insure the proper functioning of the new model over a longer pe-
riod, one has to introduce certain structural changes in the organiza-
tion of industry, with the aim of strengthening central control over
the investment outlays of independent enterprises. This retrograde
step is to be balanced by a greater reliance on the profit motive and
the market mechanism in other fields. To this end, state subsidies,
which are still being paid to factories unable to pay their way, are
to be substantially reduced. This would imply a gradual closing down
of unprofitable and inefficient enterprises. In addition, more com-
petition for homemade products is to be fostered, by lowering import
duties.

Other corrective measures, foreseen by the party establishment,
envisage a substantial reduction of taxes paid by Hungarian enter-
prises. Thus, Prof. Csik6s-Nagy suggested that tax on fixed capital
should be reduced from 5 percent of the assessed value of such capital
to 3 percent, and that the rules for capital depreciation writeoffs should
be modified. Finally, as the best long-term solution, Csik6s-Nagy advo-
cated a comprehensive wage and price reform, the main objective of
which would be to close the "irrationally big gap" between the actual
cost of production and the final price. 'By 1980, argued professor

'I J. IKovilcs, "nManpower Forecasts," Magyar Nemzet (Budapest). Nov. 14, 1967.
I3 For a more detailed discussion of all these problems see RFE Research Papers:

"Whither Reform in Hungary," Feb. 25, 1972, and "The State of Economic Reform In
THunrary," Mar. 23, 1973.

10 Ibid.



194

Csik6s-Nagy, consumer goods prices should reflect their true economic
value, that is their actual costs and comparable world market prices,
even if this implied that wage rates would have to be raised substan-
tially to compensate for higher prices.104

The second school of thought encompasses all-out reformers, who
argue that the only effective way to cure the problems developed by.
the Hungarian new economic model is to carry the reforms begun in
1968 to the next logical stage, so as to eradicate the remaining vestiges
of a command economy.

The neoreformers criticize the new economic model, in its present
form, on two counts: first, because it still preserves the hierarchical
relationship between the central institutions and the allegedly inde-
pendent enterprises; and second, because the present system of regu-
lating profits is not only ineffective, but often counterproductive.'0 5

As to the first point, the neoreformers claim that despite all the
structural reforms introduced so far, the enterprises are not really
independent economic units. They are subordinated to the ministries
and other central bodies and remain on the lowest rung of a hierarchi-
cal pyramid. Yet their basic interests differ from those of the ministry.
For the enterprise profit is the main indicator of business success. For
the ministry such profits are only of secondary importance. The min-
istry is mainly interested in the overall development of its own branch
of industry, in its overall production results, in its overall foreign
trade earnings, and so on. The crux of the whole problem, argue the
neoreformers, is the fact that every ministry and every central insti-
tution tends to identify its own specific interests with the interests of
the society as a whole. Due to the persistence of the hierarchical rela-
tionship, the central institutions assert their own specific interests over
those of individual enterprises, thus impeding the enterprise directors
in pursuing a consistent market-oriented policy.'106

The second set of difficulties and contradictions, argue the neo-
reformers, has its roots in the faulty system of regulating profits. The
state, both to satisfy its budgetary needs and to forestall excessive
divergencies in enterprises profits and in personal incomes, deliber-
ately restricts the possibilities of profit accumulation at the micro-
economic level by heavy taxes and capital levies. Such policy, claim
the neoreformers, helps the weak and uneconomic enterprises, but
hampers the proper development of dynamic ones. It also has a more
or less similar effect on individuals. Thus, many skilled workers shift
from one job to another because they believe that, at their old place of
work their earnings are being deliberately kept down for the sake of
the abstract objective of social justice, which benefits only idlers and
beginners.' 07

Nevertheless, both the official spokesmen of party establishment and
the neoreformers agreed that the new model, as introduced in 1968,
had, by and large, stood the test of time. They also agreed that in the
course of actual implementation of economic reforms, there emerged

104 B. CsikUs-Nagy. "Achievements and Perspectives of the Hungarian Economic Reform."
Kxozazdasdgi Szemle (Budapest). September 1972.

tM. Tardos, "Problems of Economic Competition In Our Homeland," K0zgazdasadi
Szeinle (Budapest), July-August 1972.

10 T. Rozgonyli "Harmony and Conflicts of Interests," Ndpszava (Budapest), Dec. 8, 1973.
Xe0 Cf. M. Tardos, op. cit., and A. Csernok, "A F'ew Questions on the Development of Our

National Economy," Tdrsadalmi Szemlce (Budapest), November 1972.
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more problems than were originally anticipated.108 While there was
a general consensus that a reform of the new model itself had clearly
become necessary, the decision on this crucial issue was repeatedly
postponed, not only because of disagreement as to what to do next, but
also out of purely political considerations. For such a reform would
imply giving a freer play to market mechanism. But such a solution
would be vehemently opposed by a newly emerged pressure group;
namely, the blue-collar workers, who have already begun complain-
ing that the market-oriented new model tends to distort the pattern
of income distribution in favor of the technocrats. For this reason the
blue-collar workers lobby opposes any changes which would promote
a more vigorous play of market forces-changes on which the success
of the Hlungarian reform program ultimately depends.'09

Poland-A Fourth Time Lucky?

As already indicated in the section II of this paper, Poland's ex-
perience with economic reforms has been rather traumatic and hardly
encouraging. The record shows that, since 1956, Poland had made three
abortive attempts to introduce a new economic model (and a quite
different one each time). The first and the most comprehensive reform
blueprint was worked out in 1957, but it was never put into effect.
The second, more moderate attempt, made in 1964-65, fizzled out 2
years later, after a bout of fierce factional infightingg within the party
establishment. Finally the third try, which was made in 1969-70 after
a brief period of intense antireformist propaganda floundered ig-
nominiously after its principal sponsors were ousted from the party
leadership by the workers revolt in December 1970.110

But precisely because of these repeated failures to improve both the
functioning and the performance of Polish economy, the need for far-
reaching economic reforms persisted and, if anythinlg, the whole prob-
lem has become more acute with the passage of time. The severe eco-
nomic crisis at the turn of 1970, which sparked the workers' revolt,
was evidence of this. Thus, it was hardly surprising that barely 2
months after this major political upheaval the party leadership re-
solved that '"the whole system of economic managemenit must be coin-
pletely overhauled and adapted to a new strategy of social and
economic development." "I

In accordance with this basic policy decision, the PTTWP leadership
set up a special commission of experts and charged it with working
out a comprehensive economic reform program. Some 200 eminent
specialists were drafted to serve on 10 working teams, which were to
prepare both the general concept of the proposed new economic model,
as well as the concrete reform measures necessary to implement the
intended changes in economic system."12

r F. lPozsgay, "The Prier of Progress," P6rsadaimi Szenle (Budapest), May 1972.
UO For a more detailed discussion of this Intricate issue, see RFE Research Paper:

Hungary industrial Workers-Increasing Success as a Pressure Group," Mar. 8, 1973.
110 Paradoxically enough, the 'New System of Economic Incentives," intended originally

as the centerpiece of the third version of Poland's economic reform program was one of
the underlying causes of this revolt, since one of its provisions amounted to a virtual
wage freeze for the period of 2 years.

111 Cf. Resolution of the VIII Central Committee Plenum of the PUWP. as published in
Trybuna Ludu (Warsawv) Feb 8 1971

119 Cf. Report on the fiIst meeting of the special commission of experts, as published In
Trybuna lAidu (Warsaw), May 29, 1971.
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These teams of economic experts worked at their allotted tasks for
oVer a year. Finally, in April 1972, the special commission prepared
an interim report, which was then submitted to the party leadership
for final approval Apparently, however, there were again some serious
differences of opinion among the party hierarchy about the entire
concept of the proposed new economic model, and this caused consid-
erable delay in publication of the new reform blueprint.'13

In the meantime, the Polish ruling elite had changed its mind about
the way in which the proposed reform measures were to be put into
effect. Initially, the intention was to introduce a comprehensive reform
program throughout the whole economy at one time, much as the Hun-
garian regime had done in January 1968. But, by mid-1972, this macro-
economic approach was abandoned. Instead, it was decided that the
new system would be introduced on a trial basis in a number of large-
scale experimental enterprises."14 Thus, the new system was not to be
tried out in its entirety. In the first stage, which began in 1972, only
certain partial solutions advocated by economic experts were intro-
duced on an experimental basis, while other aspects of the reform,
which would require more time to be worked out properly, were not
scheduled to be put into effect until the late seventies. 115

'Nevertheless, the new economic system was initially carried out on
a fairly large scale. Some 28 large industrial organizations, which were
selected as pilot units, were said to employ about 1 million people, or
about 10 percent of the total labor force (outside agriculture) and to
produce about 20 percent of the total industrial output."8 Many of
these major economic units were specially created for the purpose of
this experiment and were in fact large-scale industrial conglomerates,
or industrial associations, rather than individual enterprises.

Indeed, a large-scale industrial conglomerate seems to be the king-
pin of the new Polish economic model. But, unlike the East German
VVB's, the Bulgarian trusts, or the Romanian industrial centrals,
these conglomerates were not conceived as administrative-management
units. but rather as large, self-financing industrial undertakings. 117

Hence, the size of the proposed conglomerates and their organizational
structure depended primarily on the specific attributes of a given
branch of industry. As a rule, however, each of the initial 28 experi-
mental undertakings was either an industrial conglomerate or another
type of large-scale economic organization."8

In 1974 the number of pilot units is to be increased by another 25
large industrial organizations, which means that about 40 percent of
total Polish industrial output would then be produced in undertakings
working according to the rules of the new economic system. 119 What

Indeed, this reform blueprint has not been yet published in Its entirety.
114 "Streamlining the System of Planning and Management," Polish Press Agency (War-

saw), Oct. 9, 1972.
1 S5 Chettoowski. "how to Speed Up Socio-economic Progress," Zycic Gospodarcze

(Warsaw), Jan. 2, 1972.
""l.1. Gloweczyk. "Comprehensively, Concretely and Gradually," Zycie Gospodarcze (War-

saw), Dec. 23-30 1973.17 K. Colnowsid. "The Interoretation of the Concept of WOG," Zycie Gospodareze (\Var-
saw) Aug. 5, 1973. (WOG in Polish is the abbreviation of "large economic organization.)

118 Out of 2S Initial pilot units, not less than 25 were industrial conglomerates or Indus-
trial Associations, two were large import-export organizations, and one a transport under-
rsing. A full list of pilot units was published in Zycie Gospodareze (Warsaw), Dec. 23-30,
1973.

119 ' According to the New Principle," Trybuna Lude (Warsaw), Dec. 13. 1973. A report
on the decision of the PUWP Politburo about expanding the reform experiment.
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seems still more important, however, is the fact that while the first
batch of pilot units were mostly composed of conglomerates producing
either capital goods or raw materials and semifinished products, the
second batch includes mostly large economic units producing primarily
for the consumer market.

The main purpose of the new system, according to the official state-
ments, is to introduce a more flexible relationship between the enter-
prises, the industrial associations and the central institutions. Thus,
the central planners, as a rule, are no longer empowered to set exact
production targets for each of the experimental units. The planners
apparently retained some rights, however; they can tell the producing"
units what and in some special cases how much to produce. At the
enterprise level, the independence of managers and their responsibility
for operational decisions on investmcnt, wages, employment, internal
organization, and other matters have been greatly expanded, with
considerable stress being placed on clearly locating responsibility in
individuals. A more economic approach to investments has been insti-
tuted, emphasizing financing through repayable high-interest credits,
rather than through State giants. A new wage system which makes
wages dependent on the efficiency of the enterprise wvas also intro-
duced.120 A central wage index relates admissible incomes paid from
the enterprise wage fund to the dynamics of production, reduction of
material costs, and maintenance of repayment on investment credits.
The general index of enterprise performance, as distinct from the
earlier simple plan target fulfillment, is added-value production, that
is, the value of production sold, minus the value of purchased mate-
rials, external services, repayment of investment credits and interest
rates, and turnover tax. 2 '

The main unresolved problem of the fourth version of the Polish
new economic model would seem to be the ambiguities between the
somewhat loosely defined legal and economic status of the large eco-
nomic units and the prerogatives of central plailers. It is quite pos-
sible, however, that this problem might be ultimately solved by
redefining the role of central planning Thus, State planlers might still
retain their overall responsibility for a purposeful guidance of the
national economy, as a whole, but would be divested of all operative
functions.122 Their main tasks are likely to be limited to setting up
the basic proportions of the future macroeconomic development. They
will also be expected to correlate the long-term objectives of the
party's socioeconomic policy with the basic targets of the national
economic plans. Finally, they will forecast the long-term needs of the
national economy and assess the means available for satisfying such
requirements. But they would not be allowed to interfere with the
process of operative decisionmaking at the microeconomic level, which
would be left to individual enterprises and industrial associations.'2 3

Such a limitation of the role of central planners is apparently regarded
by Polish economic reformers as an indispensible safeguard against

1w Dr. B. Fick. "The Wages Fund in the Pilot Units," Przeglad ZwviazkotwV (Warsaw),July-August 1073.
en K. Szware, "The Shae of the Changes," Zycie Gospodarcze (Warsaw), July 8, 1973.
12 .J. Beksiak, "Central Plan as an Instrument of Economic Policy," Nowce Drogi (War-

8aw), No. 10, October 1971.
ta ibid.
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a rebirth of "misinterpreted centralism," which in the past had always
led to a total paralysis of the initiative from below.'24

Accordingly, the enterprise managers might be granted a much
greater freedom of action, especially in the spheres of output plan-
ning and setting wagle rates of employment quotas.'25 However, the
mutual relationship between the enterprises and the industrial associ-
ations is still unclear. This is really the key issue of the proposed new
model, since the nature of this relationship will determine to what
extent the middle level bureaucratic superstructure will be permitted
to interfere in the operative decisions of the managers of individual
enterprises. There are many indications that the Polish hierarchy
might opt eventually for a differentiated organizational structure, de-
pending on the specific conditions in a given branch of industry.' 26 If
so, the greatest scope for entrepreneurial initiative and freedom of
action is likely to be granted to the managers of those industrial plants,
which produce directly for the market.

One has to emphasize, however, that the fourth version of the Polish
new economic model is still in the experimental stage, and that, with
conflicting tendencies apparent within the PUIWP leadership, no one
can really predict what kind of a new system will eventually emerge
in Poland. One thing, however, seems to be already quite certain,
namely, that the fourth version of the Polish new model will be far
less decentralized and less market-oriented than its current Hungarian
counterpart.

Ea8t Germany-A SomewAat Shop-Soiled Economic Miracle

In the post-1968 period East Germany was the only East European
country, where the economic reform program had been unaffected by
the traumatic aftermath of the Soviet invasion. Objectively speaking,
there was no reason why it should be. The East German economic
model was entirely different from the ideologically condemned Czecho-
slovak reform blueprint, the party's grip over the entire economy was
as firm as ever, and, in the tightly controlled East German intellectual
milieu, there were no unorthodox reformers, whose ideas had to be
publicly pilloried. Thus, the GDR hierarchy could carry on compla-
cently, as if nothing had happened.

This feeling of self-satisfaction with its own reform program was,
to some extent, quite justified. By 1968, the East German economy had
achieved such remarkable results that many members of the GDR
hierarchy (and some Western observers 'as well) began to talk about
East German Wirtsclcaftswunder (economic miracle). Indeed, since
the reform program was first introduced in July 1963, East German
industrial production had nearly doubled, the export earnings in hard
currencies had more than trebled, and individual and collective con-
sumption rose some 42 percent over its 1964 level.127 By 1969, the
standard of living of the East German population was the highest in

U' K. Solowolevqki. "lDew-'>ritic Centralism in Economic 3Management," Nowe Drogp (War-

saw), No. 12, December 1971.
1r Resollution of the Sjyth Pqrtv Concress. Cb. 2. r. 7.

"2 Resolnfion of the Sixth Party Coneress, ch. 5, p. 16.
a27 Cf. DIM Analyses, a weekly publication of the German Institute of Economic Re-

search in West Berlin, No. 28/1969. See also the report on fulfillment of national plan in

1968, iecucs De t8clcland (East Berlin), Jan. 24, 1969.
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the whole Moscow bloc, and productive efficiency of East German
industry had become a byword throughout Eastern Europe.

One has to bear in mind, however, that this dynamic progress was
only partly due to the reforms introduced in mid-1963. Another im-
portant element-perhaps the decisive one-was East Germany's de
facto membership of the Common Market. This meant, in practice,
that the GDR was the only East European country which could export
to the EEC area without being subjected to the custom duties levied
on goods produced in other nonmember countries. Thus, for all prac-
tical purposes, East German exports were treated in the same way as
those of any bona fide member country of the European Economic
Community.

The reason for this strange state of affairs was certain provisions
of the treaty of Rome. The treaty was drafted in an entirely different
political environment, namely, at the time when both Bonn and its
Western allies refused to acknowledge the existence of the GDR as a
political entity. Hence, when the Common Market was created in 1957,
a special protocol was attached to the treaty of Rome. Under the terms
of this protocol, trade between East and West Germany was to be
considered an internal trade, and as such was not subjected to the
EEC external tariff.

The purpose of this special protocol was largely political and little
thought was apparently given, at that time, to the potential economic
implications of this type of arrangement. In 1957, the problem of East
German exports to the EEC area was a very minor consideration.
But since the mid-sixties, after it has created a substantial industrial
potential, the GDR has turned this back door access to the Common
Market into a veritable gold mine. Although strictly speaking, the
East German goods could be exported duty-free only to the German
Federal Republic, once they were on West German territory, there
was nothing to prevent them being resold to any other EEC country.

This unique business opportunity was soon reflected in the trade
figures of the goods turnover between the GDR and the Federal
Republic. In 1965 East German exports to the GFR were valued at
1,249 million deutsche marks. Yet, only 6 years later, in 1971, their
total trade turnover had more than doubled, reaching 2,583 million
deutche marks. Moreover, since 1968, the East German exports to the
Federal Republic have been growing at an annual rate of some 25 to
30 percent.128 The rapid growth at this stage was hardly surprising,
since by 1967 the external tariff wall of the EEC had become really
effective and the East Germans could exploit their privileged position
to the full.

Fueled by these hard currently, export earnings, the East German
economy continued to grow at a very rapid rate in 1969 and to some
extent in 1970. But by 1971 the well-oiled East Germany economic
machine began to wobble and sputter, indicating quite clearly that the
supposedly superefficient East German industry had run into a serious
growth barrier. In 1971, about 30 percent of East German enterprises
failed to fulfill the overambitious tasks set up for them by central

m Cf. The official Economic Report ("Wirtschaftsbericht") submitted to the Bundestag
by the West German government in January 1972.
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planners. As the result of this, the production plans for 1972 had to
be considerably lowered.129

The other problem area was foreign trade. After several years of
registering recordbreaking growth rates, especially on the export side
of the balance of trade, East German industry has obviously lost its
competitive momentum. This has been particularly true in exports to
hard currency areas. Thus, in 1972 such exports have increased by
less than 10 percent, well off the 30 percent mark recorded in the
previous years and much below the targets set by the overconfident
central planners."30

What went wrong with the East German "economic miracle"? It
seems that the slowdown had its roots in two crucial areas: their eco-
nomic system and economic policy. The highly successful East German
economic reform program ran into a serious second-stage trouble,
while the economic policy pursued by East German regime proved
to be too ambitious and unrealistic. In a sense, this was a classic exam-
ple of dizziness resulting from success.

,In retrospect, the origins of East Germany's economic troubles can
be traced to a mid-1968 decision to undertake a large-scale investment
program, in order to modernize whole branches of industry, and to
rebuild not less than 16 major urban centers. To finance this ambitious
investment program, without slowing down the growth in living stand-
ards, the East German planners counted heavily on a steady influx of
foreign exchange.181

There was a sound basis for making such an assumption, given the
excellent foreign trade record of the past 2 years and the good pros-
pects for East Germany's trade with the Common Market. However,
the GDR planners did not reckon with the elements. Because of bad
weather, the harvests of 1969 and 1970 fell far below expectations,
and much of their precious foreign exchange reserves had to be used
to import food. At the same time, the winter of 1969-70, the longest
and the coldest in living memory, cut sharply into the vital production
of brown coal-the main source of energy. As the result, industrial
production had to be curtailed and export surpluses were substantially
reduced.13 2

The East German insistence on an inflexible, centrally controlled
wages and prices system was also a constraining factor. In order to
preserve the competitive advantages of their industrial exports on the
Western markets, the East German planners kept wage increases to
the minimum. This meant that consumer prices had to be kept stable,
despite the inflationary tendencies in the rest of the world. As the
result, retail price subsidies have risen sharply to 8,750 million East
German marks in 1971 and to 9,200 million marks in 1972.'33

'-9 Dr. M. v. Berg, "The Difficulties of the GDR Economy," a series of two articles in
Neue Zilricher Zeitung (Zurich) Aug. 1 and 3, 1972.

X * W. Laniberz. Report at SE6 Central Committee Plenum, as published in Neues Deutech-
lan7 (East Berlin). Oct. 13, 1972.

=t Cf. GUnther Mittag's report of the 13th Session of the SUD Central Committee, 'The
Implementation of National Economic Plan fr 1970," published in Neues Deutschlaand
(East Berlin), June 11 and 12, 1970.

'as Ibid.
-1 Inge Lorek "Our Social Policies." Die Arbeit (East Berlin), April 1972 and a state-

inent by Dr. Alfred Dost. deputy to the minister in the GDR Price Office, Presse Informa-
tion (East Berlin), Feb. 15, 1973.
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The reaction of East German hierarchy to these setbacks and prob-
lems was typically conservative. At the 13th session of the SED Cen-
tral Committee the main blame for incipient economic woes was laid
squarely at the door of the managers of state enterprises (VEB's)
and trusts (VVB's), which were accused of "lack of planning dis-
cipline," "financial laxity and gross neglect of the principles of cost-
accounting," and "lack of leadership abilities." 134 The remedies sug-
gested in the Politburo report, such as reintroduction of stricter central
controls in the spheres of financing and in output planning (not to
mention the inevitable "ideological education" drive) were put into
effect in the second half of 1970 and in 1971.

The changes introduced into the East German model in 1970 rep-
resented a definite tendency toward recentralization of the whole deci-
sionmaking process. This retrograde step was taken at a time when the
increasing role of lWesterin export markets in the East German eco-
nomic expansion would entail a still greater freedom of action for
the managers of industrial trusts and larger enterprises. However, the
conservative East German hierarchy has always displayed a tendency
to turn back to more centralized systemic solutions and more orthodox
methods of economic management. Hence, the future development
trend of the East German economic model is rather difficult to predict.

Czechoslo'vakia-Full Speed Astern

One of the chief victims of the dogmatic restoration in Czechoslo-
vakia was the entire program of economic reforms. In the early post-
invasion period, there were apparently still some forlorn hopes that
at least the vestiges of the new economic model could be preserved.
Dubcek himself declared in October 1968 that "nothing could be worse
for us today than if the whole process of economic reform were to be
stopped * * *." The party and its leadership do not intend to abandon
the reform objectives set by the 13th Party Congress and our action
program. 13 But in the political climate of post invasion in Czechoslo-
vakia, such assurances were nothing more than wishful thinking. In
April 1969, Dubcek was replaced as First Secretary of the CPCS by
Gustav Husak, and the rollback of economic reforms began in earnest.

The preliminary stage of this carefully coordinated antireform
offensive was a broad-gaged attack on Ota Sik and other prominent
economic reformers, as well as on the basic theoretical premises of the
Czechoslovak economic model. These denouncements ranged from per-
sonal name-calling and indiscriminate charges of outright economic
revisionism, to a detailed, pseudoscientific analysis of the alleged
ideological and theoretical errors committed by the Czechoslovak eco-
nomic reformers in working out the blueprint of a new economic
model1. 3 3

The general attacks on the economic concepts of Sik and his follow-
ers centered on various accusations. The reformers were accused of try-

G . Mittag, op. cit.
135 Dubcek's speech to workers and party representatives from 27 factories located In

Prague and In central Bohemia, CBTEKA, Oct. 17, 1968.
sax For a systematic and critical analysis of SIk's model, see the series of articles by

J. Vejvoda entitled "about the Theoretical Premises of Sik's Economic Model," Tribuna,
Dec. 10, 17, and 23, 1969.

32-765-74-14



202

ing to return the economy to "the liberalistic period, and hence to take
over, in essence, the Yugoslav model" 137 and of trying to introduce
a "socialist market economy" based on the "capitalism of free com-
petition as in the 18th and 19th centuries." 1 3 8 Another critic charged
them with trying to implement a "so-called new model of Socialist
market economy," emulating not "the highly organized monopolist
market, typical of the current stage of development in the capitalist
countries, but rather the premnonopolist market that existed in the era

of free competition" and to fashion "a kind of variant of the ill-famed
idea of the convergence of capitalism and socialism." 139 The reform
attempts by the "rightist-opportunists" were considered to be the
result of "economic romanticism and rightist view," to be "anti-
socialist" and "revisionist," and to represent an attempt to apply
"the methods of a bourgeois society." Radio Prague's Moscow corre-
spondent, Frantisek Kolar, characterized the proposal for developing
a separate Czechoslovak economic model as being "counterrevolution-
ary and an anti-Communist revision of Marxism-Leninism." 140

Another major criticism has centered on the attempts of Sik and
his followers to minimize the role of the plan and to favor the market
mechanism. Husak said that, as a result, the "rightists" favored "com-
plete anarchy." 1 4

1 He also charged that they wanted "to weaken the
role of the plan as the main instrument for directing the Socialist
economy," and wanted to give "the system of economic instruments
* * * its own life." He claimed that the reformers had attempted
"to separate and create two independent spheres-the enterprise
sphere and the central sphere-thus basically violating the principles
of democratic centralism in the national economic management." 142

After a lengthy period of this massive propaganda barrage, the
second stage of the rollback process began. At the Central Committee
Plenum, held at the end of January 1970, the entire pre-1968 economic
reform program was formally scratched and replaced by a new con-
cept, described vaguely as a "planned management system." 1

4 3

The precise theoretical meaning of this new concept was not spelled
out concretely, either at the January plenum or since, but the practical
implications of the new "system" were, nevertheless, quite clear from
the beginning. The national economic plan was to be restored as "the
main instrument of economic policy," in order to insure "the harmony
between political and economic aims, as defined by the party leader-
ship." 144 In other words, the decentralization process which began in
1965 and was well advanced by mid-1968 was to be reversed, and the
preponderant economic role of the central planners was to be restored.
The planners were given back most of their old prerogatives, includ-

LLadislav Snipka, a department head in the CPCS Central Committee in an interview

by J. Slonear, "What Next in Economic Reform?" Tribuna No. 40, Oct. 15. 1969.

1'' Comment by Jan Vecar, candidate in economic sciences, over Radio Prague, Oct. 21,

1969, 1S30 hours.
39lnoDeputy Premier Vaclav Hula in a speech delivered at January 1970 Central Commit-

e Plenumi. ct. Rude Prao° (Prague), Jan. 29, 1970.
"I Radio Prague, Nov. 14, 1969.

3'It -'- keynoie "1u'mvh at the January 1970 Central Committee Plenum, cf. Rude

Pra0V (Prague), Jan. 29, 1970.
142 ibid.
143 The resolution of the Central Committee of the CPCS "On Main Questions of Party's

Economic Policv," Rude Pravo (Prague), Feb. 2, 1970, and a similar resolution adopted

at the Slovak CP Central Committee Plenum, Pravda (Bratislava), Feb. 9, 1970.

144Resoilution of the January 1970 Plenum of the CI'CS, op. cit., Rude Praeo (Prague),

Feb. 2, 1970.
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ing the right to set binding production tasks for every single
enterprise."'

The whole organizational and institutional structure at the micro-
economic level was also basically reshaped. The enterprise councils,
established during the Prague spring, were abolished, and the enter-l)rise nianagers were given sole responsibility for running the indus-trial undertakings, under close tutelage of the appropriate ministries.
Trade unions wvere to return to the "tested forms of trade unionwork," 146 xvwhich simply meant that they were to be transformed once
train into an instrument of economic management and a transmission
belt for party directives.

Thus, in the second stage of the rollback process, the whole Czecho-
slovak economy was subjected to a strong dose of economic dirigisme.
Just before the January 1970 plenum, prices wvere virtually frozen at
their 1969 level,'47 while wages and investment expenditures were
being rigidly controlled by central planners. Initially, the price freeze
was proclaimed as a temporary measure, necessary to prevent a fur-
ther growth of inflationary pressures. But with the passage of time,
it has become quite evident that strict price control was conceived as
a standard policy of the Flusak regime. Prior to the price freeze, some
30 percent of the retail goods were in the free price category.148 After
the freeze, the products and services within the "free" price group were
largely limited to the catering trade, delicatessens, temporary accom-
modations, mail order services, jewelry and costume jewelry, seafood,
fruit, and vegetables.149 In all, only some 60 items are now included
in the "free" price category. For all practical purposes, the three-tier
price system has been suspended.

While the rollback of the new model bordered dangerously on an
all-out return to command economy, the Czechoslovak authorities con-
tinued to assure the population that all these moves were purely tern-
porary measures, which were indispensable to restore the dynamics of
economic growth."50 The new "planned management system," it was
repeatedly pledged, would be fully and "creatively" developed, after
the period of political normalization was over.

Indeed, the resolution of the January 1970 Central Committee ple-
num charged the party presidium with the "completion and gradual
iml)lementation of a comprehensive system of planned management."
The new model was to "perfect the instruments of planning" and at the
same time, "give a greater scope to individual initiative both at the
enterprise and the middle managerial (that is, trust) level." 151

According to the resolution, the draft blueprint of the "planned
mana-ement svstem" was to be submitted by the CPCS Presidium to
the 1-1tth Party Congress in May 1971. But no such blueprint was either
presented or discussed at this gathering. The resolution of the 14th

" 'I'he Criterion Is Changing," Prace, Jan. 30, 1970.
''s Lipavsky, "The Defense of Interests," Rude Pravo (Prague), Mfar. 3, 1970.

"' w holesale prices were frozen at their Jan. 1, 1969, level, and the retail ones, at thatof June 30, 1969. See Czechoslovak order in Council No. 168 of Dec. 23, 1969.
"I Report of Zuzanan Korackova on the Information presented by Czech Price Bureau

employees at a press conference held on August 5. Radio Prague, Aug. 5, 1969.
43 Rudolph Rohlieek, ''On Anti-1nflationary Measures and Politics in General," Rude

Praro (Prague), Mar. 24, 1970.
3 Jan Vintera, "What Kind of Return to the Plan?", Svet Priace (Prague), No. 9,

Ma r. 4. 1970.
'( Viktor Novotny. "The Main Center of C onsolidation Is In the Enterprises," Prace

(Prague), Mar, 6, 1970,
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Congress spoke only very generally about the need for "further per-
fecting of the system of industrial management."

Moreover, a recent authoritative article on this subject, published
under the signature of a high party functionary, indicated quite clearly
that the Czechoslovak authorities do not really intend to produce a
comprehensive blueprint of the elusive "planned management system,"
at least not in the near future. *The author argued that the "work on
the development of the planned management system" must be seen as
a "continuous process," during which a set of economic instruments.
"capable of resolving the management problems of a given period,"
was to be created, tested, and approved.' 52 The article made it quite
clear that this "continuous process" did not involve working out a
new economic system. Instead, the present (that is, the dirigiste one)
was merely to be "enriched" by certain new elements. For instance, a
reform of wholesale prices was to be carried out in 1976 to be grad-
ually introduced throughout the whole economy.153 The central in-
stitutions intend also "to improve" their market research methodology.
The aim here was a better adaptation of the output mix to the effective
needs of the population and "to perfect" the methods of economic
forecasting.

All this makes it perfectly clear that having scratched the "revi-
sionist" new economic model of 1965-68, the Husak regime has no
intention of replacing it by a new economic system of its own. It
appears that the present rulers of Czechoslovakia are unwilling to
contemplate comprehensive, systemic reform, which would compro-
mise their emphasis on the determining role of the center in both
planning and management. What seems to be in the offing is a some-
what more flexible approach to separate aspects of the economy, via
wage policy, and the continued "patchwork" practice of making peri-
odic adjustments in order to meet current requirements.

Bulgaria-A Reform Stuck in the Quagmire of Reorganizations

"In Bulgaria," [wrote a knowledgeable Western observer in 1967,]
"there is no shortage of bold reform blueprints. What seems to be
lacking is the determination, or the ability to carry them out." 154 Need-
less to say, the impetus for orthodoxy and conformity generated by
the Soviet invasion of Czechoslovakia had greatly reinforced the
inborn circumspection of the Bulgarian ruling oligarchy on such an
ideologically sensitive issue as economic reforms.

According to the original schedule, the Bulgarian new model was to
become fully operative by 1968. But, because of serious disagreements
within the party establishment, the implementation of the reform pro-
gram on the macroeconomic scale, had to be postponed, while the whole
blueprint was sent back to the drawing boards.' 55

The amended version of the new model was again submitted for dis-
cussion at a plenary meeting of the central committee in July 1968-
1 month before the invasion of Czechoslovakia. However, the results

162 Karel Stolba, "To Strengthen the Principle of Planned Management at All Levels,"
Zivot Strany (Prague), No. 22, Oct. 29, 1973.

15a Ibid. N.B. According to Svet Hospodarstvi, May 29, 1973, the new system of remunera-
tion waas introduced so far In some 18 percent of all Industrial enterprises.

1G4
Economist (London), Nov. 11, 1967.

;5 Supra, footnote 63.
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'of these deliberations were inconclusive. The plenum not only failed
to formulate and approve a coherent program of economic reforms,
but demonstrated once again that the principle of Party control over
the economy was far more important for the Bulgarian establishment
than any considerations of economic efficiency.

True to form, the programmatic Politburo report on the proposed
changes in the methods of planning and management wvas full of obvi-
ous inconsistencies and contradictions and, worse still, it definitely
suggested a retreat from certain significant concepts of the original
new economic model proposed in 1965. This was particularly evident
in the oft-repeated thesis that "the need for central plantning increases
as society develops" since at that stage "the planning must be expanded
to encompass the whole society." The report stressed also repeatedly
the "compulsory character of the central plan," arguing that "the indi-
v idual enterprises are not able to estimate the social conditions cor-
rectly and are thus in no position to determine the public's needs." 156
It also stressed the "urgent necessity to strengthen party control over
every segment of national economy." Such formulations undermined
the whole decentralization spirit of the original reform blueprint.

Thus Bulgaria became the first country in Eastern Europe which,
even before the invasion of Czechoslovakia, formally reversed the
decentralization principle, the basic tenet of all bona fide economic
reformers. What the July 1968 plenum preserved from the original
Teform blueprint was the concept that economic rationalization can
only be achieved through economic and financial levers. Hence the
plelium resolved that such instruments as interest charges, credit
financinog, amortization rules, taxes material incentives and bonuses
must be "improved" in order to encourage more efficient use of eco-
nomic resources at the level of enterprises and associations (trusts).
1-l0ov this "general use of indirect control methods" could be reconciled
with the "compulsory character of the central plan" and the principle
of party control remained the secret of the Bulgarian party hierarchy.

The effectiveness of economic and financial levers obviously depends
to a great extent on a rational price system. Yet, the plenum decided to
postpone the introduction of the three-category pricing system until
the often delayed reform of wholesale prices had been carried out,
arguing reasonably enough that no enterprise manager can be entrusted
with price-setting prerogatives until he had a clear idea about his
actual production costs. Apparently, the lack of such knowledge was
no obstacle to price determination by the central institutions.

Despite the inconclusive outcome of the July 1968 plenum and the
obvious contradictions in the still rather nebulous reform blueprint,
the Bulgarian hierarchv decided in 1968 that the new economic system
should be introduced for the economy as a whole at the beginning of
1969. A formal decision to this effect was made by the Bulgarian
Council of Ministers, which also announced that the reform of whole-
sale prices would be carried out on January 1, 1969. At the same meet-
ing, the Council of Ministers issued several detailed decrees and regu-
lations, which were meant to define the respective spheres of activities,
as well as the prerogatives and the duties of the managers of state

"I Text of the report of Todor Zhivkov published in Rabotnichesko Delo (Sofia), July 25,1968.
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enterprises and industrial associations. But, as if to complicate de-
liberately the whole situation, the Council of Ministers also approved
a new decree on state planning, which to a great extent cancelled out
the prerogatives of lower and middle level economic administration1.57

Formally, the economic system that was introduced in the entire
Bulgarian economy in January 1969 was based oln the decisions of the
July 1968 plenum. But the fact remained that, despite several years
of experimentation, adjustments and reorganizations, the new model
was still not fully crystallized. There was much confusion and un-
certainty, especially at the enterprise and trust level, as to the actual
meaning of the reform. This confusion was illustrated by the fact that
the original regulations defining the rights and the duties of enterprise
and association managers had to be amended twice within just two
years.'1 58

This tendency toward continual experimentation and reorganization
was well demonstrated by the evolution of the economic role of the
association (trust). Originally, the Bulgarian association was con-
ceived as an independent economic entity, supervising the activities of
a number of subordinate enterprises, which, however, remained inde-
pendent legal and economic bodies. This meant that at the early stage
of the reform the association was not responsible for the economic per-
formance of the component enterprises, but was merely supposed to
serve as an intermediary administrative link between the enterprises
and the ministry.

The reorganization, which was carried out on January 1, 1971,159
not only reduced the number of associations from 120 to 64, but changed
their entire character and their basic economic functions. The associa-
tion ceased to act as an intermediary administrative link between the
ministry and the independent enterprises and was transformed into
a conglomerate economic organization, into which the subordinate
enterprises have been completely incorporated. This meant that the
Bulgarian enterprises had lost their independent legal and economic
status and had become, in effect, subdivisions of a large industrial
concern. All problems dealing with supplies, financing, production
plan, and marketing have been reserved for the association. The sole
task of the enterprises was to produce what the parent association told
them to produce. Hence, this type of reorganization was another major
step on the road to recentralization.1 60

When the Bulgarian new model was first officially launched in De-
cember 1965, it closely resembled the Czechoslovak reform blueprint
of that period. Central planning was never formally abandoned, but
at least a genuine attempt was made to decentralize to some extent the
decisionmaking process and to replace administrative directives by
economic and financial instruments. Since then, however, the Bulgarian
reform blueprint had undergone so many changes, adjustments, and

157 The decision of the Council of Ministers was published In Rabotnichesko Delo (Sofia),
Nov. 13, 1968, while the relevant regulations and decrees were published in Darzha'ven
Vestnik (Sofia),No. 88, Nov. 15, 1968.

58Derzhaven Veatntk (Sofia), No. 44, June 6, 1969, and Derzhalsen Vestaik (Sofia), No.
98, Dec. 11, 1970.

]GD Derzhaven Vestnik (Sofia), No. 98, Dec. 11 1970.
1e0 Of the 64 new associations, only about 35 were Industrial ones, the rest were con-

struction, trade, and transport associations, etc. Thus, the whole Bulgarian industry was
concentrated In 35 large industrial concerns.
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reorganizations that by 1971 it was much more akin to the East German
model of 1963.

However, the system set up in 1971 was by no means the final muta-
tion of the Bulgarian model. Its organizational structure and its
modus operandi were amended twice during 1972 'i and subjected
to yet another major change in early 1973. This time the pendulum
swung in another direction and the main emphasis was again put on
economic rather than administrative methods of planning and man-
agement.162 But these new methods were placed in the context of new,
super-large economic units-the so-called economic complexes, which
encompassed mutually connected industrial branches and were-in
effect-a sort of vertical combines.

Outwardly, this type of organizational structure might suggest yet
another step toward greater centralization. But because various indus-
trial branches (or parts of them) were now included in larger eco-
nomic complexes, the orthodox administrative methods of planning
and management were no longer suited to the intricate nature of the
interwoven activities of the new super units. Every association which
belongs to a given economic complex must have some measure of eco-
nomic and financial autonomy in order to cooperate effectively with
other affiliated associations. Hence, to quote the Politburo report, "the
interbranch nature of economic complexes predetermines the decisive
role of economic methods of management and planning and consider-
ably restricts the use of administrative methods, which are more
suited to branch or departmental structure." I'3

It is still too early to say whether the establishment of economic
complexes would result in yet another evolution of the Bulgarian
model. As the record up to date shows, this model is much more re-
organization-prone than any of its East European counterparts.
Hence, nobody can really say how long the present organizational
structure (and the good intentions of the Bulgarian ruling elite,
which are closely connected with it) are going to last. If fully and
consistently implemented and if given enough time to prove its worth,
this latest version of the Bulgarian new model might produce some
positive results by overcoming the perennial difficulties in industrial
cooperation caused by lack of proper coordination between the indi-
vidual branches of industry. But the more cohesive organizational
coordination and more sensible methods and instruments of planning
cannot be regarded as adequate substitutes for a meaningful reform
program and genuinely decentralized operational patterns.

Romania-A Reform Paralyzed by Administrative Inertia

While in Bulgaria the economic reform program was plagued by
too much experimentation and too many organizations, in Romania
the main problem was that of administrative inertia. The seemingly
inborn obstinancy of the top-heavy Romanian bureaucracy caused

101
Darzhaven Vestnik (Sofia), No. 20, Mfar. 10, 1972, and Dermhaven Ve8tnik (Sofla),

No. 70, Sept. 5, 1972.
'21Resolution of the December 1972 Central Committee Plenum, as published in Rabot-

Dicheako DlPo (Sofia)_, Dec. 17, 1972.
'03 The Politburo Report, delivered by Todor Zhivkov was published In Rabotnichecako

Delo (Sofia), Dec. 14, 1972.
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countless delays in putting into effect even such modest reform pro-
posals as those envisaged in the Directives approved by the National
Party Conference in December 1 9 6 7 .1'4 The other major impedi-
ments to a consistent implementation of the Romanian mini-reform
measures were the lack of a clear-cut concept of the new economic sys-
tem and the persistent dirigiste tendencies within the top echelons of
the administrative and party hierarchy.

The new organizational structure, which was to be introduced in
Romania by 1969, was conceived as a trilevel system, consisting of
economic ministries, the industrial centrals (or quasitrusts) and the
enterprises. The essence of this reorganization was the establishment
of industrial centrals, which were to assume some of the microeconomic
planning functions and most of the operational prerogatives formerly
exercised by the ministeries. At the same time, these industrial cen-
trals were supposed to supervise and to direct the day-to-day economic
activities of a number of subordinate enterprises. The general idea
was that the whole conglomerate should function on a businesslike
basis, with the overall aim of improving economic efficiency at all
levels.

To this end, the Romanian minireform was supposed to soften some-
what the unyielding command economy approach of the old system.
Not only the managers of the industrial centrals but also the directors
-of individual enterprises were to have a greater say in drawing up of
economic plans. The industrial centrals, on the other hand, were to
have the sole responsibility for all financing arrangements and for
overall supply procurements. They were also to share with the min-
istries the responsibility for determining wage scales. The centrals
could also empower their subordinate enterprises to introduce certain
changes in the product mix of their output, in response to any shifts
in demand.' 6 5

Inadequate as those prerogatives were from the point of view of
genuiine decentralization of the essential decisionmaking process, they
could, perhaps, have led to a meaningful improvement of economic
efficiency. were it not for a variety of built-in checks and balances,
which reflected the obstinate dirigiste tendencies within the Romanian
Party establishment.

Having decentralized somewhat the industrial structure and having
granted certain new prerogatives to the lower echelons in the economic
set up, the authors of the Romanian minireform prograam did their
best to neutralize most of the potential advantages of this more flex-
ible operational arrangement by insisting that all the essential attri-
butes of central planning should be retained in their most rigid form.
Thus, in practice neither industrial centrals, nor enterprises could
deviate from a set of mandatory indicators, imposed by the central
planners.' 6 6

The problem of efficient management was further complicated by an
ideologically motivated decision to reject the principle of one-man-
management in favor of a concept of a "management collective." It

"4 SuDra, footnote 79.
's "The Statute of the Industrial Central," published in Buletinul Oficial (Bucharest),

No. 47, Apr. 2, 1969.
'a G. Lazaride, "Investigation, of the System of Plan Indicators," Probleme Economice

{Bucharest), No. 5, 1971.
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was argued that such collective leadership would replace the "arbi-
trariness" and "subiectivism" of individual economic decisions by a
"better informed judgment, based on a group wisdom and a variety of
experiences." 167 In practice, however, the concept of a management
collective became a thinly disguised excuse for packing the boards of
directors at all levels of economic structure, from the larger enter-
prises to the ministries, with party appointees, selected among "meri-
torious" but often ignorant apparatchiki.

Such a composition of the collective management bodies could not
fail to strengthen the bias toward economic dirigisme, which was
inherent in the Romanian reform blueprint. Since plan fulfillment,
as far as the industrial centrals were concerned, was contingent on
strict adherence to centrally imposed plan indicators by all subordi-
nate enterprises, full implementation of the allotted production tasks
by these enterprises had soon become the main concern of the conglom-
erate managers. 11Worse still, in order to insure adequate fulfillment of
the plan targets, the industrial centrals began to make extensive use of
their right to impose their own mandatory indicators on the subordi-
nate enterprises. Moreover, the managers of industrial centrals "had
frequently shown. a tendency to assume direct control over such opera-
tive matters, which are best left to enterprises themselves." "'s

However, the greatest bane of the Romanian minireform was neither
the management collective nor even the predilection for economic
dirigisme, but sheer administrative inertia. The self-imposed deadlines
for the introduction of individual reform measures were repeatedly
postponed and the implementation of sectoral solutions was constantly
delayed, quite often wvithout any explanation.

Originally, the Romanian minireform wvas to become fully operative
by December 31, 1969.169 By any standards, this was a reasonable dead-
line. When the report "On Measures To Improve the Management and
Planning of the National Economy" was submitted by Ceausescu to
the RPC National Conference in December 1967, he claimed that "the
party and state leadership have been working on these measures for
over 2 years." 170 One might infer from this statement that the economic
reform program was ready and, after the preparatory legal and ad-
ministrative work had been completed (and 2 years were more than
ample for that purpose), it could be implemented as scheduled.

Nevertheless, there was a considerable delay in putting the initial
reform measures into effect.171 Therefore, the 10th Party Congress
(August 1969) postponed the implementation deadline for 1 year,
that is, until December 31, 1970,172 explaining that not all of the pro-
posed sectoral solutions had been fully worked out. But the year 1970
came and still the preparatory work on the reform plogram was pro-
gressing at a very slow pace. The deadline was pushed back again to
December 31, 1971.173 But in 1971 the process of implementation of

207 "Improving Collective Leadership In Enterprises and Industrial Centrals," Probleme
Rconomice (Bucharest), No. 12, December 1969.

1'8 Ibid.
'0G Law No. 22/27 published In Buletinul Oficial (Bucharest), No. 112 Dec 27 19671

73Text of Ceanusescii introductory speech. Sceanteia (Bucharest), bec. 7, 1967.
MBy the end of 1969, only eight industrial centers had been established and this only

on experimental basis.
"7'Law No. 74 as published In Buletinul Oflclal (Bucharest), Dec. 29, 1969.
"3Law No. 41, as published In Buletinul Oflcial (Bucharest), Dec. 18, 1970.
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economic reform had reached such an impasse that the RPC National
Conference, scheduled for July of that year, at which the Romanian
politburo was to present a progress report on the new system, had to
'be called off.

Inevitably the date at which the minireform was to become fully
operative had to be postponed once again-this time to the end of
1972. " 74 Although there were no further official postponements, the
IRomamian minireform program remains completely stalled.'75

The RPC National Conference (which was itself postponed twice)
did eventually convene in July 1972, but instead of a progress report
on the reform, it heard complaints and recriminations about the con-
stant delays in the implementation of the new economic system. The
almost total paralysis of the reform prograni was quite frankly ac-
knowledged both in the keynote speeches and in the final resolution.'76

Soon afterwards several highly placed scapegoats were found. In
October 1972 the executive committee of the RPC and the state coun-
ci carried out a mass purge of top economic officials, including a couple
of deputy prime ministers, the chief planner, and the chairman of the
state economic council. They were either ousted, or transferred to
other. less responsible jobs.17 7

Thus, in a typical Communist manier, the main blame for a near-
paralysis of the Romania reform program, due primarily to the lack
,of a clear-cut concept of the new economic system, to department in-
fighting, and to administrative inertia, was put on a handful of indi-
viduals in exposed positions. This means that the Romanian party

hierarchy had again missed (or pretended not to perceive) the main
point; namely, that the near paralysis of the reform program was
caused by continuing rigidity of central planning and by its own
predilection for dirigiste solutions.

V. CONCLUSIONS

"At the present stage of socioeconomic relations," declared one of
the top economic theoreticians of the Polish Communist Party, "eco-
nom ic reforms are a historical necessity." 17' Such a statement, coming
from a man for whom the dialectics of historical materialism are an
article of faith, is certainly a very remarkable admission. Indeed, the
main conclusion, which one could draw from this analytical review
of both the past history and of the current status of economic reform
programs in the six East European countries, is that, at a certain stage
of socioeconomic development, dismantling the orthodox command
economy system and replacing it by a qualitatively different, more
flexible, more decentralized, and more market-oriented economic

171 Law No. 53, as published in Buletinal Oflcial (Bucharest), Dec. 21, 1971.R Recently, however. Obiston Marn, the chairman of state commission on prices, statedin an article publshed in Scanteia (Bucharest) of De. 20, 1973, that the council ofministers had set "final" deadlines for establishment of factory and wholesale prices. Thelong-delayed price reform was one of the major obstacles holding up the implementation
of the iminireform.

17q Ceausescu's report, published In Scanteia (Bucharest). July 20, 1972, Maurer speech(Pcanteia, July 21, 1972), and the text of the resolution (Scanteia, July 29, 1972).
177 All these changes were announced on Oct. 11, 1972. See Scanteia (Bucharest), Oct. 12,
197 Jozef Pajestka, "A Discussion on Modernizing the System of Economic Manage-inent." Noicc Drogi (Warsaw), No. 12, December 1971. Prof. Pajestka a full memberof the Central committee, Is also serving as deputy chairman of the Special Commission
preparing economic reforms.
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model is "a historical necessity." To put it differently, it is the only
rational solution to a very intricate and perplexing problem.

One could also say that the process of dismantling, once set in mo-
tion, is essentially irreversible. Despite many setbacks, frustrations and
disappointments, suffered by dedicated economic reformers through-
out Eastern Europe, nowhere-not even in postinvasion Czechoslo-
vakia-could one pinpoint a deliberate, programatic endeavor to re-
vert to the command economy system as it existed prior to the launch-
ing of the reforms. The process of change could be sidetracked or in-
teirupted, and certain objectionable features of the old, arbitrary,
monocentric system could be reintroduced, as an ad hoc remedy, but
the overall, reformist trend can no longer be reversed. The best ex-
ample is Poland, where in the last 18 years the process of change was
interrupted three times (including a brief period of antireformist
witch hunts), only to be resumed again after a short interlude of
cuasi-molnocentric restoration.

No one can predict with any degree of accuracy either the momen-
tUm of change, or the final structural and institutional forms of the
future new economic model or models. The extent and the intensity of
resistance to such systematic transformations, on which the dynamics
of the whole process depend are equally unpredictable. The enforced
retreat from the new economic model, evident in Czechoslovakia
since the Soviet invasion, offers grim evidence that dogmatic elements
within the party establishment, given the right opportunity, are pre-
pa red to go very fa r to preserve the systemic status quo, not to mention
their own vested interests.

However, barring a full-scale, bloc-wide return to some sort of neo-
Stalinismn, imposed bv force (which, even in the unlikely event that
it could be achieved, would probably create a total economic chaos),
the, process of chance cannot be reversed. Even the most conservative
r uling elites in Eastern Europe seem to have realized at last that they
cannot have their cake and eat it. If they want genuine economic (and
technological) priogress and a steady increase in living standards, they
must accept qualitative changes in the economic system. Strong popu-
lar p-essures for- meaningful and constant improvements in living
standards. and the desire to expand their economic relations with the
WXest at a very rapid rate provide strong incentives to the ruling
elites in Eastern Europe to continue their reforms.

Will the leaders in Eastern Europe be willing to give up some of
their political pow-er in order to achieve economic efficiency?

It is a generally acknowledged fact of life that a new economic sys-
temn cannot produce the expected results without some substantive
change in the existing power structure in favor of the emerging special
interest groups.

This basic dilemma remains largely unsolved. However, the factual
evidence, presented in the main body of this study would suggest that
most of the present-day East European elites are prepared to go very
fat- (by their own standards) to improve substantially the productive
efficienicy of their respective economies. All of them (with the possible
exception of the Romanians) have by now realized that the era of
extensive growth is over, and that in the future economic growth will
have to be induced by more sophisticated and more diversified intensive
methods.
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No doubt, there will always be a strong temptation to look for polit-
ically less sensitive substitutes for economic reforms, such as industrial
cooperation, or importation of modern technology and production
techniques. But such substitutes can be, at best, only temporary pallia-
tives. Up-to-date industrial technology remains up-to-date for only a
very short time; without systemic changes, which would provide proper
incentives for technological progress at the home base, the improve-
ment in productive efficiency can be only a temporary phenomenon.
As far as industrial cooperation is concerned, the past experience
shows that there exists a very definite correlation between the progress
in implementation of bonafide economic reforms and the propensity
to cooperate with Western firms, especially at the enterprise level.;97

Thus, when all is said and done, only a qualitatively different system
of planning and management can meaningfully improve both the
productive performance and economic efficiency of East European
economies.

The ultimate institutional and structural forms of such a new sys-
tem are a matter of conjecture. Economic reform programs throughout
Eastern Europe (even those in Hungary and in the GDR) are still at
an experimental, trial-and-error stage. However, there is a rather
subtle, but very meaningful difference between the economic models
proposed in the earlier period (prior to 1968) and their more recent
mutations. The earlier versions of the new model (that is, the Polish
Economic Model of 1956/57, the initial Czechoslovak blueprint, and
the Bulgarian model) were based on a sort of an idealistic laissez-faire
concept of full independence of every enterprise-large and small-
and an absolute faith in the perfect operation of the market mechanism
and the interplay of supply and demand. In a way, this was an under-
standable reaction to the gross distortions, resulting from the mal-
functioning of the old command economy system and its arbitrary
methods of planning and management. But such a concept of a new
economic model reflected a blissful ignorance of the intricate opera-
tional patterns of modern industrial society. Whether such a laissez-
faire economic system was ever compatible with state ownership of
all (or almost all) means of production, transport and distribution,
was always a highly debatable point. But quite apart from this type
of consideration, more perceptive economic reformers were bound to
realize quite soon (especially after the objective study of Western
economics and Western business methods ceased to be an ideological
taboo) that such a fully decentralized economic model cannot operate
effectively in the complex and highly interdependent economic world
of the second half of 20th century.

Needless to say, one of the basic lessons of the invasion of Czecho-
slovakia has been a clear warning that, while economic reforms, as
such, are ideologically and politically acceptable, any reform program
must be kept within the bounds of the constantly changing ideological
orthodoxy.

This warning was an important factor in the retreat from the
extreme laissez-faire-type positions, but not the most decisive one. The

179 For a broader discussion of this problem and for factual evidence of such a correlation
see, Air. Gamarnikow, "Industrial Co-operation-East Europe Looks Wcst," Problelns of
Comm itinisin (Washington), May-June 1971.
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reformers themselves have become more sophisticated and more con-
scious of the realities of modern industrial structure and its intricate
system of mutual interdependence. Hence, the switch-over is taking
place from a rather idealistic vision of a fully independent enterprise,
responding perfectly (and at once) to any change in effective demand,
to a more realistic structural set up, based oln large conglomerates,
iuictioning as a major industrial concern.

Still, the shift in structural concepts has not progressed far enough.
No East European country had yet succeeded in changing the old
branch structure of its economy, in accordance with the requirements
of modern business patterns. The conglomerates are almost always a
horizontal, specialized combines; there are few vertically integrated,
diversified complexes. There is also the ever-present tendency to con-
trol the subordinate enterprises by binding directives and mandatory
indicators, rather than to rely on economic instruments and on the
initiative, specialized knowledge and business acumen of enterprise
managers.

This does not mean, however, that all the basic ideas of a "socialist
market economy" have been abandoned. For one thing, the decen-
tralization process has been only partially reversed, and in Hungary,
for instance, the original concept is still very much in force. Central
p)anners no longer concern themselves with operational problems
and production targets at the microeconomic level, and most of their
supervisory functions have been taken over by the middle level super-
structure.

Secondly, the important role of the market is generally acknowl-
edged. Most pricing systems in Eastern Europe have undergone sub-
stantial reforms. There is a clear tendency to bring prices much closer
to actual production costs (including a standard profit margin) and,
in some East European countries, prices of certain consumer goods
do depend on the interplay of supply and demand. Market research is
also becoming common-place, and it plays an ever increasing role in
determining future production plans.

Third, there has been a major change in the methods of investment
financing. Central investment allocations are now, by and large,
linited to major new projects, while most of other types of investment
are being financed by repayable bank credits, available either to
trusts, or to enterprises themselves. Thus, investment funds ceased
to be free goods and the proper role of interest rates, depreciation
write-offs, and capital levies has been fully recognized.

Finally, the order of economic priorities has undergone a major
change too. Capital accumulation no longer has an absolute priority
over the growth of consumption, and some East European countries
(most notably Poland, Hungary, and Czechoslovakia) have even gone
over to an outright consumerism. Although these changes in economic
priorities do not yet fully correspond to the actual needs of the popu-
lation (if only in terms of the available purchasing power), they do
reflect a genuine effort, on the part of at least some East European
ruling elites, to achieve a more balanced type of economic growth.
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The complexities facing would-be forecasters of East-West trade

are many. Future trade policy in East and West, the progress of politi-
cal detente, considerations of comparative advantage, and the weather
will each have a role in determining the volume and composition of
these trade flows. In the United States the prolonged debate concern-
ing our trade policy toward socialist nations has served to focus atten-
tion on this one issue and the related questions of AIFN and Eximbank
credits. As a result, medium-term forecasts of U.S. trade with the
socialist area regularly appear in two variants-with and without
MFN and Eximbank credits.

While the above are key issues, the trade implications of domestic
policies in socialist countries must not be overlooked. The tying of
major development efforts to the 5-year plan period, for example, will
influence the pattern of East-West trade, producing trends quite dif-
ferent from those implied by simple extrapolations of recent trade
figures. At the beginning of the plan period a sharp rise in investment
follows the initiation of many new industrial projects. Because of
domestic capacity limitations this necessitates the boosting of imports
and the restriction of exports of investment goods. The lag in bringing
new export capacity on line and the subsequent deterioration in the
trade balance create pressures later in the plan period to restrict im-
ports administratively. When major projects are completed, though,
more exports are generated. As the trade balance improves, the basis
for yet another development push in created, thils superimposing a
cyclical pattern on the secular trend in trade.

This simplified model of a socialist trade cycle illustrates one
plausible way socialist development policies may affect foreign trade
activities. There are undoubtedly other ways one might profitably
view these interactions. The point is that considerations of the future
potential of East-West trade must look beyond trade to underlying
factors which characterize socialist economic policies and institutions.

*The viewvs expressed herein are the sole responsibility of the nuthor, and they should
not be considered as reflecting the official position or endorsement of his employer, the
Chase Mainhattan Bank.
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Thea research results presented here focus on a particulad character-
istic of policymnaking behavior in socialist econoinies, namely policy
cycles. These cycles, which are by no means unique to planned econo-
mines, transmit their effects to certain economic aggregates, thus gen-
erating cycles in these variables. The trade and investment cycles
observed in some socialist countries, for example, provide evidence of
underlying policy cy cles.1 In contrast to the case of the capitalist busi-
ness cycle, though, fluctuations generated by policy cycles need not be
pervasive in the sense that they affect all sectors of the economy and
the rate of economic growth. The cycles in Czechoslovak agricultural
policy examined below had an identifiable impact on the trade balance
and on other sectors in the economy, but the impact was not so strong
as to induce further cycles in these sectors.

I. TiE POLICY CYCLE

Soviet-type economies present a mixture of command and mnarket
mechanisms. Many of the economy's resources are allocated by means
of directives, but market processes are utilized to allocate consumer
goods and labor services. The coexistence of the command and mariket
sectors, though, has traditionally been Unstable, due to the policy-
makers' inability to achieve balance between them.

The conflicting behavior patterns of the two sectors interact to
cause economic disequilibrium in the allocation and use of resources.
The command sector takes as given the primacy of politics and the
promotion of socialist economic relations. Policies of taut planning,
forced-draft industrialization, collectivization, etc., ignore restraints
of the economy's factor endowment, thus increasing the imbalance
of supply and demand in the economy. The operation of the decen-
tralized markets within the command framewvork reinforces this im-
balance, since individuals have a limited opportunity to pursue goals
opposed to those set by the policymakers.

As it is used here disequilibrium consists of two interrelated com-
ponents. One is the economic disruption and loss of production caused
by a particular policy as individuals adjust to it. The second com-
ponent is measured by the economic cost of maintaining the policy
after individuals have adjusted to it, as compared to the situation
before the policy was introduced.

There is a tendency for economic disequilibrium to generate further
disequilibriunm. The policymakers continue to implement their poli-
cies. Their excessive optimism and limited knowledge of the economy's
resource constraints make them slow to recognize disequilibria, and
they may desire to create some pressure within the system as a way
to legitimize their power. W7hen particular disequilibria become seri-
olis, administrative measures are introduced to contain them. These
additional administrative measures tend to aggravate the economic
disequilibrium because they are generally applied at a more aggrega-
tive level than the source of the disequilibrium. The constraints of the

l Alexander Bajt, Investment Cycles In Europenn Socialist Economies: A Review Article,
Journal of Economic Literatture, IX, No. 1 (1971), 53-63; Jan Stankovsky, Bestim-
mungsgrunde in Handel zwkishen fist aind Vest, PorscIhungRberichlte, No. 7 (November
1972). Osterreichiselies lInstitit far WVirtsclaftsforschung. Vienna; John Al. Monltis,
I Trde in Machinery Produets, in International Trade and Central Planning, ed. by Alan A.
Browu find Egon Neuberger (Berkeley: University of California Press, 1968), 131-43.
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resource endowment cause the effects of disequilibrium to become more
pronounced.

The growing economic disequilibrium eventually overburdens the
administrative capacities of the policymakers and produces a crisis.
The policyrnakers respond to the crisis by introducing institutional
and policy changes designed to reduce the stresses and strains caused
by economic disequilibrium and to move the economy closer to an
economic equilibrium in terms of efficient allocation of resources,
that is, toward a balance between supply and demand. These changes,
in contrast to previous policy, give greater weight to market-type
forces in allocation resources. They reduce the tensions caused by eco-
nomic disequilibrium, but they also erode the primacy of the policy-
makers' political goals. After the tensions have been reduced, the
policymakers reimpose control over the allocation of resources and the
process is initiated once again in similar fashion. Thus, there is a
tendency for the institutional and policy changes to occur in a cyclical
pattern.2

Although the model sketched above focuses on economic disequilib-
rium generated by the political system, other factors will affect the
trend of disequilibrium, dampening or reinforcing it. In different
Socialist countries these factors reflect the imprint of both unique
conditions and random shocks. No claim is made here for a general or
comprehensive theory. 'The model should be interpreted, rather, as a
heuristic device which could prove helpful in discovering some of these
interactions in specific cases.

What is required is a certain turn of mind, the desire to speculate and to
search in a certain direction, rather than the application of any infallible and
objective technique."

The link of the policy cycle to foreign trade can easily be drawn.
Participation in an international market offers policymakers the short-
run possibility of mitigating particular domestic disequilibria. The
neglect of underlyng causes of disequilibria, however, leads to the use
of foreign trade as a safety valve or shock absorber. This makes policy-
makers particularly vulnerable to random shocks, for example, the
weather, which affect the trade balance. Where domestic disequilibria
are pervasive, a likely result will be a balance-of-payments crisis and
a type of trade cycle. The model of the Socialist trade cycle outlined
above shows one way cycles in investment policy may in turn generate
trade cycles.

The following study of Czechoslovak agriculture analyzes three
postwar cycles in agricultural policy.4 It focuses on the process by
which economic disequilibrium has induced changes in policy. During
the collectivization period 1948-60, disequilibria associated with the
mass outmigration of labor and the need to increase food imports were
the primary factors compelling policy changes. After collectivization
was completed in 1960, the growing economic cost of maintaining this
system-labor and capital subsidies to state farms and collectives, in-

D Thlis model is developed In detail In the author's "A 'Model of Cyclical Fluctuations
Un der gocialism," Journal of Economic Literature, forthcoming.

Albert 0. Hirsehman, A Bias fo} Hope,: Essays on Development and Latin America
(New Haven: Yale University Press, 1971), p. 13.

4 The study is based on parts of the author's "Policy Cycles in a Planned Economy:
The Case of Czechoslovak Agricultural Policy, 1948-67," unpublished Ph. D. dissertation,
Department of Economics, University of Chicago, 1971.
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efficient production, and high levels of food imports-provided the
inducement for policy changes. Because of the influence of exogenous
factors such as the weather on agricultural production, though, the
trends of increasing and decreasing economic disequilibrium which in-
.duced these policy changes are difficult to define with precision. In
dealing with phenomena of instability a certain degree of vagueness
cannot be avoided.

II. CZECHIOSLOVAlA's FIRST 5-YEAR PLAN PERIOD: 1948-54

The first 5-year economic plan (1949-53) placed major emphasis on
the rapid expansion of industrial output, especially that of heavy
industry. Agriculture had a supporting role to play as a supplier of
foodstuffs and a source of development capital and manpower. The
collectivization of agriculture which accompanied the industrializa-
tion drive created producers' cooperatives (Unified Agricultural
Cooperatives-in Czech, Jednotne Zemedelske Druzstva or JZD) orga-
nized to facilitate the redistribution of a surplus from agriculture to
priority industrial sectors. Official policy also dictated that retail food
prices be kept low, so as to improve the level of living of urban
dwellers.

Development policies for agriculture stressed the expansion of live-
stock production and the mechanization of crop production. By 1953
total livestock production was to surpass the prewar output level by
over 20 percent. The plan for total crop output, however, was only 95
percent of the prewar level.5 Mechanization of agriculture was synony-
mous with more tractors. The policymakers (many of whom had no
experience with agriculture) believed that doubling the tractor stock
(the 1953 target) would nearly complete the mechanization process. 6

Prices and quotas were differentiated as a means to further the goal
of socialized agriculture. JZD's received the highest output prices, the
lowest input prices, and the lowest compulsory delivery quotas. Since
the prices of quota deliveries were fixed below equilibrium levels as a
method of taxation, JZD's were often able to sell more of their output
at higher, above-quota prices than were private farmers.

Comprehensive agricultural planning and the monopolization of
agricultural purchasing and input supply afforded the policymakers
a measure of direct control over all agricultural enterprises. By 1951'
nearly all the agricultural machinery on private farms and JZD's was
transferred to machine tractor stations.7

Table 1 presents selected agricultural data for this period. The eco-
nomic disequilibrium generated by the implementation of official pol-
icy can be seen clearly in the data on agricultural labor and investment
(rows 1-4).

The agricultural labor force declined rapidly. The collectivization
drive was the major cause. The outmigration was facilitated by the
industrialization drive and the short commuting distance between

GC'zchoslovakla, Ministry of Information, The First Czechoslovak Five-Year Plan
(Prague: Orbis, 1949), p. 105.

Karel Kaplan, Utvareni generalni linie vvstavby socialiamu v Coskoslovensaku. (The
Formation of the General Line of the Building of Socialism In Czechoslovakia) (Prague:
Academia, 1966),p 235.

7 V. Lacina "pedani cest a prvnt kroky zdruzstevnovani ceskoslovenske vesnice (The
Search for Ways and the First Steps in the Collectivization of Czechoslovak Villages),"
Sbornik Ilistoricky, No. 14 (1966), pp. 130-31.

32-765-74-15
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rural and industrial areas characteristic of many parts of Czechoslo-
vakia. The loss to agriculture in terms of human capital was greater
than indicated by rates of change: (1) the absolute decline in male
workers was greater; (2) the best farmers ("kulaks") were forced out
of agriculture; (3) the management of JZD's was placed in the hands
of unqualified party members; and (4) the younger and more qualified
workers found jobs outside agriculture more readily.

Investment resources were used to support building construction on
JZD's (row 3) even though 56 percent of the planned investment in
the original 5-year plan was to go for machinery and agricultural
implements. As a result the pace of mechanization of agriculture stag-
nated. The building projects, in turn, were hastily conceived and
poorly executed. Private farm investment of all kinds dropped
abruptly. During the 5-year plan period the share of agriculture in
total investment was 9 percent, slightly higher than the 8 percent
originally planned.

The control of prices was used successfully to expropriate agricul-
tural incomes. From 1948 to 1952 agricultural output prices fell and
estimates of disposable personal real income showed declines of about
20 percent (row 6). The disposable real income per employed person
in agriculture was about 60 percent of nonagricultural income.

The policymakers attempted to increase livestock production by
expanding the size of herds. Herds were enlarged at a time when the
yields of fodder were adversely affected by the collectivization drive
and the decline in agricultural manpower. Despite increased imports
of feed grains (row 7), the lack of fodder helped account for lower
livestock yields.

The' organization of JZD's and state farms was subject to serious in-
efficiencies. Definite organizational rules had not been formalized. The
enterprises were supposed to be guided by comprehensive plans handed
down from above. But the plans were internally inconsistent, and
managerial confusion was the result. On JZD's collective production
suffered because labor and capital resources were concentrated on
private plots.

The policymakers reacted to the internal stresses and strains in
ways which aggravated the extent of economic disequilibrium. They
increased their harassment of agricultural producers in order to speed
up collectivization and to increase marketed production.8 Bad weather
in 1952 was an exogenous factor which aggravated the crisis in agri-
cultural supply. As a result certain ration allotments were reduced.
Sufficient food reserves and imports were not available to meet the
retail demand.

The shortages of foodstuffs caused by the disruption associated with
the collectivization drive and the subsequent drain on scarce foreign
exchange reserves were the major compelling factors which brought
about significant institutional and policy changes in 1953. In June
the pressure of excess demand in retail markets were reduced by the

8 For example: (1) a new Minister of Agriculture was appointed (September 1951), and
the collectivization drive was stepped up in 1952; (2) resolutions exhorting farmers to
improve production began to appear regularly during 1952 and they were given wide
publicity in the press; (3) several mass trials of so-called kulaks were staged during
1952; and (4) efforts were intensified to fulfill the targets of the five-year plan which
Lad been increased in early 1951 to unrealistically high levels.
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monetary reform which confiscated a large portion of the private
money supply. At the same time rationing was abolished and retail
prices -were increased by 20 percent. Major changes in agricultural
policy followed. Party leaders called a temporary halt to the col-
lectivization drive and peasants were allowed to leave the JZD's.
Substantially higher output prices were announced, effective Septem-
ber 1, for the 1953 harvest and all livestock products delivered after
that date (table 1, row 5). Delivery quotas were reduced 15 percent
for private farmers and 25 percent for JZD's. Most of the debt owed
the State Bank by cooperatives was written off.9

The chlanges in policy increased substantially the disposable per-
sonal real income in agriculture and reversed the decline in agricul-
tural manpower. More resources were allocated for agricultural invest-
ment, and mechanization received more weight (table 1, rows 2-4, 6).
Plans were approved in June 1954 to increase the sown area and to
recruit new agricultural workers: The new Communist Party First
Secretary, Antonin Novotny, promised that agricultural planning
would become more decentralized and that the quality of agricultural
science would be improved.' 0

TABLE 1.-SELECTED AGRICULTURAL DATA: 1948-55

1948 1949 1950 1951 1952 1953 1954 1955

1. Agricultural land added to JZD's
types III and IV (as percentage
of land belonging to agricultural
enterprises) --- --- 0 0.1 9.0 5.5 15.1 1 1. 1 -4.3 0.2

2. Permanent agricultural labor force
(percentage change over previous
yu~ar)t:

Total - . -4. 8 -4. 3 -11. 0 -7. 3 -8. 0 +3. 5 +7. 5 +2. 3
Czech lands ---------------- -5. 7 -8. 4 -9. 7 -5. 0 -5. 3 +1. 4 +5. 5 +1. 4
Slovakia - -3. 4 +1. 8 -12. 6 -10. 5 -11. 8 +6. 8 +10. 4 +3. 6

3. Share of building construction in
total gross fixed investment in
agriculture 2 in percent -88. 8 63.3 66. 1 74. 3 88. 7 85. 1 74. 0 65. 2

4. Share of agricultures in total gross
fixed investment (constant prices
in percent) -----------. 4.2 5.8 8.0 10.4 9.0 11.2 11.2 14.2

5. Index of average agricultural pur-
chase prices (1948=100):

Major crop products ---------- 100.0 98.3 95.4 95.4 94.9 121.5 121.5 122.6
Major livestock products - 100.0 100.0 100.0 100.2 97.5 99.6 109.2 119.2

6. Index of disposable personal real
incomeinagriculture(1948=100). 100.0 77.1 82.2 75.7 79.1 82.1 96.8 105.4

7. Grain imports (thousand tons) ------ 789.0 (e) 944.0 1,446.0 1,119.0 999.0 1, 286.0 1, 413. 0
8. Agricultural output# (index 1950=

100) ------------------------- 84.6 94.4 100.0 96.1 £6.7 S5.7 93.7 103.0

X As of Aug. 31, 1953, 5.3 percent added.
'Agriculture includes forestry. Includes private investment in agricultural buildings. The share of private investment

in total agricultural investment was 67 percent in 1948, 20 percent in 1949, 8 percent in 1950, and less than 2 percent in
1951-55.

3 Not available.
4 Includes changes in farm stocks.
Sources: Rows I to 5, 7, 8: "Statisticka Rocenka CSSR," various years; "Statisticke prehledy," supplement to "Ze-

medelske Ekonomika," No. 4 (1965), and No. 5 (1967). Row 6: Gregor Lazarcik, "Czechoslovak Agricultural and Non-
agricultural Incomes: 1948-1965," occasional paper No. 20 of the Research Project on National Income in East Central
Europe (New York, Columbia University, 1968).

9 J. Silar and T. Baca, "Vliv financnsich nastroju na faktory rauatu Geskoslovenakeho
zemedelstvi (The Influence of Financial Instruments on the Factors of Growth on Czeclio-
stovak Agriculture)," Research Study No. 4 (Prague: Research Institute of Finance, 1968).

10 A. Novotny, Projovy a stati (speeches and articles), volume I (Prague: NPL, 1964),
pp. 44, 52, 75.
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TABLE 2.-SELECTED AGRICULTURAL DATA: 1955-62

1955 1956 1957 1958 1959 1960 1961 1962

1. Agricultural land (as percentage
of land belonging to agricultural
enterprises) added to-

JZD's types Ill andIV . 0.2 4.1 17.1 11.2 6.6 1.8 -1.3 -1.2
State-owned agricultural en-

terprises -. 3 1.3 .5 .9 1.1 1.0 1.8 1.8
2. Permanent agricultural labor force

(percentage change over pre-
vious year).:

Total - +2. 3 -4. 5 -3. 6 -5. 0 -9. 5 -6. 7 -3.7 -2. 3
Czech lands -+1. 4 -5. 8 -2. 6 -3. 8 -6.1 -4.1 -1. 9 -3. 0
Slovakia -+3. 6 -2. 7 -5.1 -6. 4 -14. 5 -10. 9 -6. 7 -1. 3

3. Share of investments in machinery
in total gross fixed investment
in agriculture I (constant prices
in percent) -34.8 34.7 33.0 32.2 30.9 35.7 39.3 41.2

4. Share of agriculture I in total gross
fixed investment (constant
prices, in percent) -14.2 15.8 15.4 16.4 16.9 16.8 16.8 15.7

5. Index of agricultural purchase
prices (quota deliveries 1955=
100):

Major crop -100.0 100.0 100.0 100.0 100.0 152.0 154.0 154.0
Major livestock 100.0 96.4 100.3 98.1 101.2 177.1 174.2 173.8

6. Index of disposable real income in
agriculture (1955=100) - 100.0 107.5 109.4 94.8 92.3 100.4 96.7 86.2

7. Index of retail food prices (1953=
100) -98.2 95.8 92.7 92.7 90.3 89.7 89.2 90.8

8. Grain imports (thousand tons)- 1,413.0 1,600.0 1,662.0 1,317. 0 1,924.0 2,003.0 1,553.0 1,543.0
9. Per capita fond production (index,

1955=100) --Pe 100.0 107.0 103.0 98.0 96.0 102.0 98.0 93.0
10. Agricultural output 2 (index 1955=

100) -100.0 104.0 103.5 109.4 106.8 115.6 113.0 106.1

X Includes forestry.
a Includes changes in farm stocks.

Sources: Rows 1-6, 8, 10: see table 1. Row 7: "Statisticka Rocenka," various years. Row 9: U.S. Department of Agri-
culture, Economic Research Service, "Indices of Agricultural Production: Eastern Europe and the Soviet Union, 1950-68"
(Washington, D.C., Government Printing Office, 199).

III. THE DRIVE FOR COLLECTIVIZED AGRIcuLTruru: 1955-60

The policies of the adjustment period were reversed during 1955.
The improved economic performance of agriculture relieved pressure
due to supply difficulties on the policymakers and made possible the
resumption of the collectivization drive. In industry, the draft of the
second 5-year plan (1955-60, prepared during 1955) outlined a return
to the rapid expansion of industrial output characteristic of the first
5-year plan period. Periodic small reductions in the retail prices of
major foodstuffs furthered the goal of low food prices for urban
workers (table 2, row 7).

There were changes, however, in the orientation of agricultural
policy. During the earlier policy cycle, disequilibrium in agriculture
was most evident in the labor market. Now agricultural workers were
no longer encouraged to change jobs. Attempts were made to recruit
more young agricultural workers, and private farmers (especially
women) were prevailed upon to join JZD's rather than seek employ-
ment outside agriculture. More important, the policymakers attempted
to equalize personal income differences on JZD's-differences between
geographic regions and between efficient and less efficient collectives.
It was thought that that higher personal incomes on JZD's in less
fertile regions and on inefficient JZD's would help stabilize these enter-
prises by reducing outmigration.
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Less reliance was placed on comprehensive planning and admin-
istrative harassment of agricultural enterprises. Instead, differen-
tiation of agricultural prices and quotas received more emphasis. The
number of obligatory targets in the enterprise plans of state farmsand JZD's was reduced and organizational rules for JZD's (outlined
in a 1953 model charter) were implemented. Administrative inter-
ference in the internal management of socialized enterprises, although
reduced, was still common.

Other changes were evident in the plans for substantially increasedinvestment in agriculture. This rapid expansion of investment re-
flected: (1) the need to compensate for the loss of agricultural man-
power; (2) the delay in investment in mechanization caused by the
previous collectivization drive; and (3) the need to substitute for the
existing capital stock on private farms which was often useless incollective production. The increased investment and the diminished
expropriation of agricultural income (as the number of private farms
fell) meant that agriculture gradually became less important as a
source of development capital for industrialization.

The effects of the implementation of the policies described above
may be traced in table 2. Although the permanent agricultural labor
force increased during 1954-55, it resumed its decline when collecti-
vization was renewed in 1956 (rows 1, 2). The total rates of decline
were highest in 1958-60 because the last farms to be collectivized
presented the greatest economic and political obstacles.

The share of agriculture in total investment increased (row 4).
During this period the capital input increased faster in agriculture
than in industry." There were inefficiencies associated with this rapid
expansion of capital. Investment resources were again concentrated
in building construction. Many of the new collective buildings were
poorly planned and had to be later modified and rebuilt. ;hie ma-
chinery investments wvere concentrated in large-sized tractors andgrain combines. Other types of machinery which would have been more
effective substitutes for labor were neglected. Lastly, the allocation of
capital and income subsidies favored lagging enterprises which were
least able to use the additional resources efficiently.

In order to increase livestock production the area sown to labor-
intensive fodder crops was increased. This, however, aggravated the
labor shortage and reduced the area sown to grains, whose yield had
been increasing the fastest. The policymakers increased ilimp orts of
grain. The use of grain for feed reduced an enterprise's dependence on
its fodder production, helped solve problems of seasonal labor short-
ages, and avoided the tax implicit in the low prices for grain sold to
the state.

Payments in kind to JZD members (for work units earned) also es-caped the implicit tax in the agricultural output prices. These pay-
ments in kind were consumed or used for private livestock production
which was consumed or sold in free peasant markets. In both instances
the farmer paid no taxes. The private plots also allowed a fuller use
of domestic labor resources and often gave the JZD member a highlier
hourly income than did his work for the collective.

nurrgor Lazarelk, Czechoslorak Gross National Product bit Sector of Origin and bytFinal Use, 1937 and 19.4S-65, OccasIonal Paper No. 26 of the Reecareh r'roject on NationalIncome In East Central Europe (New York: Columbia University, 1969), p. 33.
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The extent of economic disequilibrium was aggravated during 1958
by administrative measures restricting private plot production. The
supplementary income from private plots was reduced, but incentives
for JZD members to improve collective production as a means of
increasing their incomes were not effective. The further collectiviza-
tion of marginal farms and the implementation of a plan to double the
size of cattle herds by 1965 made the situation increasingly more seri-
ous and more demanding of scarce capital. The trend in agricultural
production was not auspicious either. Per capita food production (ex-
cluding changes in farm stocks) declined in the years 1957 to 1959
(table 2, row 9). Imports of foodstuffs were increased but the com-
mitment of scarce foreign exchange reserves strained the balance of
payments.

During 1959 the policymakers implemented sweeping institutional
and policy changes.12 Although the renewed collectivization caused
less disruption of agriculture production than in 1951-53, the economic
costs-especially the subsidies and higher imports-played a greater
role in compelling policy changes. The policymakers learned to miti-
gate certain aspects of the economic disequilibrium generated by the
labor migration, but a hi her economic cost had to be paid. It is inter-
esting to compare the Nungarian approach to collectivization after
1957 with the Czechoslovak experience. In Hungary the policymakers
were careful to encourage private plot production, and as a result col-
lectivization was completed in 1962 without causing a mass outmigra-
tion of labor as in the Czechoslovak case.

In January the decision to sell the bulk of the machinery on the
MTS to the JZD's was announced. It was expected that decentralized
control of machinery by the JZD's themselves would improve the
organization of production and help increase output. In March a new
Minister of Agriculture was appointed and several important amend-
ments were made to the JZD model statute. In June a major reorgani-
zation of the agricultural price and purchasing systems was announced.
The two-price system (quota and above-quota prices) was abolished
as was the quota system. Prices were unified for the entire country
and for all types of producers. The new prices for 1960 showed sub-
stantial increases. Agricultural taxes were increased and differen-
tiated by production zone. The system of delivery contracting which
replaced the quota system gave the JZD management more freedom
in organizing production activities.

The collectivization drive was ended during 1960, short of the 1961
goal of complete socialization of agriculture. Twelve percent of the
agricultural land was left in private farms. Although higher purchase
prices helped increase agricultural incomes, many JZD's were in a
precarious financial position. The purchase of MTS machinery imposed
a financial burden, and labor shortages hindered efforts to increase
production. The policymakers attempted to solve these problems by
merging weaker cooperatives with more stable ones.13 In addition, most
of the debt accumulated by JZD's was written off in 1960.14 The
party's reorganization efforts were extended also to the state farm

12 These changes are reported in Eaat Europe, VII (1959): March, p. 49; April, p. 49;
May p. 53; August, p. 44.

13 ovotny, Projevy Vol. II, p. 191.
14 Stlar and Baca, "Vlv finanenlch nastroju," p. 221.
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system. The number of separate farms was doubled, thereby reducing
the average size from over 6,400 hectares to 3,100 hectares.

Because of the growing economic costs associated with socialized
agriculture, the policy changes adopted in 1959-60 contained an ele-
ment lacking in previous years-an emphasis on the need for economic
analysis. One Czech economist expressed it this way: "It is clear now
that the management of agricultural production will have to be based
on economic analysis." 15

IV. PROBLEIMS OF SOCIALIST AGRICULTURE: 1961-67

After the strains of economic disequilibrium had been reduced, the
policymakers initiated a new trend in agricultural policy. The sociali-
zation of private agricultural production continued to be an important
goal. The focus, though, was more on private plot agriculture oln JZD's
than on independent private farmers. No concerted effort was made to
collectivize the remaining private farms until 1972-73. Administrative
measures were used, however, to limit production and the supply of
inputs on private plots.

Another aspect of the socialization process was the rapid growth of
the state sector. About 80 percent of this expansion came from the con-
version of JZD's into state farms and other state enterprises (table 3,
row 1). These changes were made in order to prevent the transfer of
collective land back into the private sector.16 It was easier and quicker
to stabilize weak JZD's by converting them into state farms (where
labor was paid a fixed -wage), than by attempting to improve incomes
indirectly by subsidizing production activities on the JZD's.

The relationship between agriculture and industry -was changed in
several ways during this period. The stagnation of industrial growth
in 1962-64 brought with it a slower growth of retail demand for food-
stuffs and a reduced demand for labor in industry. Agricultural in-
comes were rising relative to nonaagricutural incomes andoutmigration
from agriculture slowed (row 2). Retail food prices showed little
change, but the increases in agricultural purchase prices in 1960 were
not reflected in retail prices. Although the evidence is incomplete, it
seems probable that after 1960 the net capital flow was into agri-
culture, not out of it.

The policymakers' agricultural development policies displayed a
number of changes. Where labor was concerned, policies concen-
trated on improving the quality of agricultural labor. The intro-
duction of modern agricultural techniques also received high priority.
The supply of mineral fertilizers and other modern inputs such as
herbicides, pesticides, and mixed feeds *vas increased. Mechanization
received an increased share of total agricultural investment (row 3).

In order to increase output, the policymakers attempted to keep
every available hectare of arable land under cultivation. In order to
keep weak JZD's operating, efforts were expanded to equalize agri-
cultural incomes as a way of stabilizing the labor force. This was done

" J. Bartunek, "Priprava novych ekonomickych opatrent v zemedelstvl (The Preparationof New Economic Measures in Agriculture)," Planovane Hospodarstvi, XII, No. 12 (1959),
p. 332.

la The conversion of JZD's into state farms was concentrated In the less fertile regionsof Czechoslovakia, such as the districts of Northern and Western Bohemia, NorthernMoravia, and Central and Eastern Slovakia.
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by increasing subsidies and allocating larger amounts of capital to
weak JZD's. It was thought that incomes could be equalized with
fewer subsidies in the long run if the capital intensity on JZD's in the
less fertile regions was increased.17

The improvements in agricultural incomes played a role in reducing
the outmigration of agricultural labor during this period, as did the
ending of the collectivization drive. Improvements in the quality of
labor, however, were stymied by numerous obstacles. The distribu-
tion of trained agricultural labor was uneven. In 1963, only 17 per-
cent of the university graduates in agriculture were working on JZD's,
even though JZD's accounted for over 60 percent of the total agri-
cultural land.' Many graduates with agricultural training preferred
to work in nonagricultural jobs and it was difficult to attract the better
students to agricultural studies.

TABLE 3-SELECTED AGRICULTURAL DATA: 1961-67

1961 1962 1963 1964 1965 1966 1967

1. Agricultural land (as percentage of
land belonging to agricultural en-
terprises) added to-

State-owned agricultural enter-
prises 1. 8 1. 8 1.7 2. 8 1. 2 0 0

JZD's types Ill and IV -- 1.3 -1. 2 -1. 4 -2. 3 -1.1 .1 0
2. Permanent agricultural labor force

(percentage change over previous
year 1967 2 years change):

Total- -3. 7 -2. 3 -1.3 -2. 8 -2. 8 (I -1.9
Czechlands -- 1. 9 -3. 0 -.9 -1. 9 -3 8 () -3. 4
Slovakia -- 6. 7 -1.3 -1.7 -4. 3 -.9 () +. 7

3. Share of investments in machinery
in total gross fixed investment in
agriculture 2 in percents

3-
--------- 39.3 41.2 41.9 38.3 41.5 39.5 27.1

4. Share of agriculturea in total gross
fixed investment in percent 

3
_._ 16.8 15.7 14.6 14.5 14.0 13.8 11. 0

5. Index of agricultural purchase prices
(basic fixed price, 1960=100):

Major crop -101.3 101. 3 101.3 101. 3 100.7 116. 6 130. 6
Malorlivestoch -98.3 98.1 98.1 95.9 100.1 108.4 117.9

6. Index of disposable real income in
agriculture (constant prices)
(1961=100) -100.0 89.1 91.7 105.5 107.5 (3) (')

7. Index of retail food prices (1961=
100) --- 100.0 101.8 101.6 100.8 100.4 99.9 (I)

8. Grain imparts (thousand tons):
Total- 1, 553. 0 1, 543.0 1, 872.0 2,350.0 1,716. 0 1,501. 0 1, 669. 0
of which 4 from nonsocialist

countries -358.0 29.0 450.0 1,181. 0 481.0 255. 0 215. 0
9. Per capita food production (index,

1957-59=100) -99.0 94.0 102.0 103.0 90.0 106.0 107.0
10. Agricultural output

5 (index, 1957-
59=100) -106.1 99.6 105.5 110.5 107.8 118.5 125.2

X Not available.
I Includes forestry.
31961-63 constant prices of Jan. 1, 1964; 1964-66 constant prices of Apr. 1, 1964; 1967 prices of Jan. 1, 1967.
'Includes wheat and rye for human consumption, corn, feed barley, and estimates for feed wheat.
a Includes changes in farm stocks.

Source: See table 2.

Investment policies continued the inefficient substitution of capital
for labor. Although there was a labor shortage, the mechanization of
the more labor-intensive farm tasks was neglected. Because of the
restrictions introduced on private plot production, a greater share of

17 Jir Karlik. et al., Ceakoslovenske zemedelatvi a pracovni sily (Czechoslovak Agri-
culture and the Labor Force) (Prague: Svoboda, 1966). D. 160.

18 Statlsticke prehledy, supplement to Zemedelska Ekonomlka, No. 4 (1965).
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the labor-intensive products had to be produced by JZD's. At the end
of 1964 about 40 percent of the cows on JZD's and state farms were
still milked by hand. In crop production, only 8 percent of the sown
area in sugar beets and 11 percent of the sown area in potatoes was
harvested with the aid of harvesting machines.'9 The possibilities of
shifting the performance of certain farm tasks to agricultural service
industries were not fully exploited.

The policy of increasing the capital intensity on farms in the less
fertile areas was a major factor in reducing the productivity of capital
investment. The new tax structure (with taxes differentiated by five
broad production zones) was ill-suited to the task of equalizing
incomes. Since labor was relatively free to migrate, the effects of dif-
ferential rent increased the difficulties of keeping marginal land under
cultivation. The policy makers attempted to compensate for the lack
of sufficient differentiation in the tax structure by using ad hoc direct
subsidies.

The policymakers failed to understand the interdependence of lixing
factor returns (labor in this case) and the allocation of factors. The
economic functions of differential rent as a guide to the rational allo-
cation of both labor and capital was never fathomed. As a consequence,
the policymakers attempted to equalize agricultural incomes on JZD's
by reversing the allocative effects of differential rent. The extent of
the misallocation of capital caused by this policy was considerable.20

The conversion of weak JZD's into state farms increased the extent
of capital misallocation. The state farms had higher costs of produc-
tion than JZD's, and they received more investment capital. Gross
fixed investment per hectare in the state sector was 20 percent higher
than in the collective sector in 1962, but 80 percent higher by 1965.21

Changes in the internal organizational efficiency of both state farms
and JZD's are difficult to estimate. State farms benefited from in-
creases in agricultural specialists, but they were often burdened with
the task of cultivating land which no one else wanted to use. On JZD's
the restrictions on private plot production were of little help in bring-
ing about a reallocation of labor to collective production. Direct sub-
sidies to collective production were more effective. But since these sub-
sidies were allocated on an ad hoc basis to weak JZD's, a JZD could
claim these subsidies simply by being inefficient. The incentives for
more efficient management were weakened.

Several exogenous factors made the policymakers less able to toler-
ate economic disequilibrium in agriculture. The Sino-Soviet break in
1960 eliminated China as an important supplier of foodstuffs. In 1963
the Sovet IJnion suffered a poor harvest and was unable to supply
enough grain to meet Czechoslovakia's needs. Consequently, Czecho-
slovakia had to purchase over half its imported grain with hard cur-
rencies in 1964 (table 3, row 8). This placed a severe strain on the
balance of payments. Efforts to stabilize weak JZD's were a costly

19 E. Divila, "Analyza vyvoje Ceskoslovenskeho zemedelstvi ve vztahu k ostatnim odvetvim
(An Analysis of the Development of Czechoslovak Agriculture in Relation to Other
SetorO)" in Zemnedelstri v ekonoinicken rozvoji (Agriculture in Economic Growth), by
J. Thinni et nI. (Prague: Academia. 1968). p. 110.

20 Every region which had an above-average increase in fixed and working capital on
JZDs between 1961 and 1963 also showed an average productivity of enpital In 1961 which
was below the national average. The data are reproduced In Brainard, "Policy Cycles,"
p. 173.

=' These figures are calculated from the Statisticka Rocenka for the respective years.
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failure. Mfore JZD's had to be turned into state farms as a stopgap'
measure, especially in 1964 (row 1). The misallocation of capital
caused by the various stabilization measures was enormous. Official
estimates of the net value added per unit of fixed capital showed a
decline of 50 percent between 1958-60 and 1963-65.22

In 1965 poor weather was an additional exogenous factor which
helped initiate institutional and policy changes. The compelling aspects,
of the economic disequilibrium which induced change were now largely
reflected in growing economic costs, particularly the drain of hard
currencies and higher subsidies. In October, higher prices for agri-
cultural products were announced. Retail food prices remained un-
changed, however, and this limited the amount by which purchase
prices could be increased. In February 1966 the first serious criticism
of the system of planning and control appeared in the press. In March
the institutional reforms planned for agriculture were published in a
resolution of the party's central committee.23

The resolution emphasized that the plan was to remain "the basic
instrument of control in agriculture." Individual farms, however, were,
given the freedom to make their own annual plans on the basis of con-
tracts negotiated with state purchasing enterprises. Where the farm
plans conflicted with the state's annual plan, the discrepancies would
be resolved primarily by the use of "economic levers," and directive
measures were to be used only as a last resort.

The role of prices and other financial instruments was changed by
the reform. Free market prices were introduced for a limited number
of products. It was intended that the level of the fixed purchase prices
would allow farms in the more fertile areas to realize part of the differ-
ential rent in their gross income, and a new agricultural tax was intro-
duced in order to expropriate a part of the surplus. In order to cover
the higher costs of production in less fertile areas, a system of differen-
tial payments added to the value of marketed production was
introduced.

In addition to these changes, the resolution touched on several other
topics. It emphasized the need to improve the quantity and quality of
off-farm inputs by developing the commercial ties between farms and
industrial suppliers. Measures to improve the rural standard of living
and ways to attract more qualified workers were also discussed. On
January 1, 1967, the reform proposals were officially put into action.

V. POST-1967 DEVELOPMENTS

One feature which distinguished the 1967 reforms from the previous
ones in 1953-54 and 1959-60 was the major change in the institutional
system of centralized administration of agriculture. The number of
central directives was reduced, and farms were relatively free to draw
up their own production plans. The structure of costs and rewards
which guided their decisions, however, still contained serious
irrationalities.

22 Silar and Baca, "Vliv 11nanenich nastroju," Appendix p. 2.r2 For a detailed analysis of these reforms see Jerzy Karez, "Certain Aspects of New
Economic Systems in Bulgaria and Czechoslovakia," in Agrarian Policies and Problems
in Communlist and No7n-Comnmunist Countries, ed. by Douglas Jackson (Seattle: University
of Washington Press, 1971), pp. 178-204; and Jerzy Karez, "Agricultural Reform in
Eastern Europe," In Plan and Market: Economic Reform in Eastern Europe, ed. by Morris
Bornstein (New Haven: Yale University Press, 1973), pp. 207-43.
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Most of the agricultural purchase prices continued to be fixed cen-
trally. As a consequence the price structure reflected relative scarcities
imperfectly at best. Because the policy makers were reluctant to
increase retail food prices, the level of purchase prices for farm prod-
ucts was too low. Rather than increase prices, the policy makers chose
to increase subsidies in 1967. The new subsidies, however, possessed
many of the same defects as the ad hoc direct subsidies used prior to
1967.

In 1970 obligatory targets for enterprises were reintroduced and the
state plan was "again the obligatory foundation and starting point for
economic activity at all levels of management." 24 According to this
source these changes were necessitated by the reform's underevaluation
of the role of the state plan and the unrealistic expectation that eco-
nomic instruments could resolve conflicts between enterprises and
social interests.25 A more probable reason for the reimposition of con-
trols derives from the political instability after 1968.

Although the managerial freedom of farm enterprises has been re-
stricted, attempts are still being made to improve the enterprises' ma-
terial incentives. The system of subsidies and taxes is being modified.
Priority is now being given to the functional integration of the plan-
ning and management of the agricultural-industrial complex agri-
cultural enterprises, government purchasing organs, and firms supply-
ing agricultural inputs). Since 1970 another development has seen the
formation of interfarm enterprises in an effort to promote further
horizontal integration. At the end of 1972, 282 such enterprises were
in existence, primarily in egg and poultry production and farm con-
struction.

Interestingly enough, agricultural output from 1965-66 through
1972-73 grew at the fastest rate-about 4 percent per annum-during
the postwar period. The 1967 reforms contributed to this growth, al-
though to what extent is difficult to estimate. The weather during the
period was quite favorable. More important were the improvements
in the inputs supplied to agricultural enterprises: new varieties of
seeds, herbicides, pesticides, fertilizers, mixed feeds, and more pro-
ductive breeds of livestock. These new technologies have also made the
inefficiencies in the agricultural sector "bearable," in the sense that the
policymakers have been able to live with them without feeling com-
pelled to implement new reforms. In this sense also, parallels may be
drawn with Western Europe. Governments there have learned as well
to live with considerable inefficiencies caused by agricultural policies.
The pressures for reform are not absent, but they have become more
diffuse.

VI. CONCLUSIONS

Evidence exists for the conclusion that Czechoslovak policymakers
learned from their experiences in dealing with economic disequilibrium
in agriculture.

When the collectivization drive resumed in 1955, the policymakers
paid close attention to particular economic disequilibria which had

14 E. Divila, et al., "Prispevek k analyze nove soustavy rizent ceskoslovenskeho zemedel-
stvl (A Contribution to the Analysis of the New System of Management of Czechoslovak
Agriculture)," Politicka Economic, XIX, No. 8 (1971), p. 701.

25 Ibid., p. 708.
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plagued them during the first policy cycle. Efforts were made to recruit
agricultural labor for the Socialist sector and to increase the sown area.
Acrgricultural investment on JZD's and state farms increased steadily.
The number of planned targets for enterprises was reduced and more
reliance was placed on the use of economic instruments rather than on
administrative harassment. These changes meant, however, that the
collectives were not being used to expropriate agricultural incomes.
The policymakers modified their goals to give less weight to the re-
distribution of income from agriculture to industry.

During the third policy cycle efforts were intensified to improve ag-
ricultural production. Agricultural incomes were increased and the
policymakers attempted to improve the quality of the agricultural

l abor force and the supply of mnodern off -farm inputs. The administra-
tive system of planninig, however, caused certain disequilibria to go
unrecognized.

The misallocation of capital, for example, was less apparent to the
policymakers than the economic disequilibrium characterized by the
exodus of agricultural labor. The policymakers' efforts to control the
disequilibrium in the labor market caused an increasing misallocation
of capital resources. The administrative system did not provide the
policymnakers with consistent signals for the types of services farmers
themselves desired, for the most labor-saving investments, and for the
most efficient allocation of resources among farms. The administrative
system, however, was effective in directing the policymakers' atten-
tion to those socialized enterprises which experienced the greatest
operational difficulties.

The 1967 reforms derived from an awareness of the economic dis-
equilibrium caused by the increasingly serious misallocation of capital
resources in the preceding years. The reforms were based on the princi-
ple that each farming enterprise should look out for its own needs
without administrative interference from above. Although elements of
these reforms remain, the changes introduced in 1970 restrict once
again the decisionmakinig freedom of enterprises.

In summary. the pressures of economic disequilibrium have over
time modified the set of goals the Czechoslovak policymakers at-
tempted to achieve in agriculture. Greater weight is now placed on
economic considerations. The policymakers have also learned how to
reduce the amplitude of economic fluctuations by controlling economic
variables, as reflected, for example, in the various measures used to
stabilize the agricultural labor market after 1960. The learning process,
though, is complex. Czechoslovak history bear witness to this fact.
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Management is defined very broadly in this paper. The term is used

to refer to the means by which the activities of a Socialist enterprise
are influenced by higher authorities in the country's state apparatus.
Management techniques, as here defined, cover an extremely broad
gamut ranging from direct orders given to enterprise directors as to
the quantities of specified products to be produced, to the use of mone-tary policy as a means of treating macroeconomic problems of unein-
ployment, inflation, and exchange rate instability.

Scholarly comparisons of management differences (so defined)
among the various countries of Eastern Europe have tended to con-centrate upon variations in the degree of centralization implied bythe methods used for national management of enterprises. Although
the differences to be examined in this paper do relate to such centraliza-
tion, this is not the perspective from which they are approached. In
order to put the issue of centralization to one side, insofar as this ispossible, the comparisons made will not be between centralized and
decentralized Socialist economies. Rather, a different comparison will
be made within each of these groups.

The first issue to be treated is that of the relationship between enter-
prise goals and incentives in centralized Socialist economies. Romania
and the German Democratic Republic are the two countries whose
industry will be examined here, both being contrasted with that of
the U.S.S.R. It will be argued that the national differences are pro-
found, and that in key respects the GDR's pattern is closer to themanagerial schema of large decentralized American companies than
it is to that of either of its CMEA partners.

The second issue is the effect of internal political constraints on the
form and effectiveness of national management in market socialist
economies. ITungarian and Yugoslav experience will be drawn upon;the relevant constraints to be treated are, respectively for these two
countries, full employment and the self-management principle.

This paper rests upon the results of a study which began with what
is probably a unique experience: 11 months of interviews during
1970-71 with people holding managerial posts in the four East Euro-
pean countries mentioned. Interviews were conducted at all levels ofthe industrial managerial hierarchy, the bulk being in enterprises and
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in amalgams of them (centrale and ]Kromrbnate). The full study
will be published as a book under the tentative title Comparisons of
Enterprise Guidance in Socialist Economies: Eastern Europe, by
Princeton University Press in 1975; the reader is referred to it for
substantiation and further detail.'

I. CENTRALIZED EcoNo1,iis: RO3IANIA AND TIE G.D.R.

Economics, like other sciences, is concerned with developing con-
nections between micro and macro behavior. In the case of socialist
economies, the enterprise is taken as the micro-unit of production;
such macrobehavior as the widespread neglect of quality in the pro-
duction of civilian industry of the U.S.S.R. finds its explanation in a
microeconomic model. It is difficult to see how an explanation restricted
to macroeconomics could be found which would explain the continua-
tion of the neglect of quality over widely ranging time periods in
Soviet history, given these periods' differences in their degree of capi-
tal scarcity.

An implicit model of microeconomic behavior in Soviet-type econo-
mies has become widely accepted in western literature.2 This model is
internally consistent, and appears to have considerable explanatory
value for Soviet industry since the Second World War. However, as
will be argued below, its presumable applicability to the U.S..R. does
not imply that it is also a useful model for all other CMEA centralized
economies.

T'he orthodox model.-The features of what I shall call the orthodox
model are the following:

(1) Managers are assumed to attempt to maximize their expected
personal incomes in both the current year and in the future.

(2) The proxy for such maximization of discounted future earn-
illgs is taken as the maximization of discounted future bonuses
expected to be earned while managers hold their current positions,
subject to the constraint of avoiding actions which are likely to lead
to dismissal. The justification for the use of this proxy is twofold.
First, bonuses are assumed normally to constitute a substantial pro-
portion of total managerial income. Second, the evaluation of indi-
vidual managers for possible future promotion is assumed to be made
by the same criteria which determine their bonuses.

(3) Managerial bonuses constitute a well-defined function of the
degree of fulfillment of specified plan indicators. This. function is
highly kinked, with very little or no bonuses being paid for anything
less than 100 percent plan fulfillment.

(4) Annual plan indicators are set at levels which are quite ambi-
tious in relation to the potentialities of a high proportion of enter-
prises. The managers of such enterprises are thus unable to fulfill these
indicators 100 percent except by violating other plan instructions
which are less important for the awarding of bonuses. The decision-
making powers of the managers stem from the fact that they must
choose which instructions to violate and in what degree; they are

1 The paper also draws upon two articles which have already appeared: "The Orthodox
Model of the Socialist Enterprise in the Light of Romanian Experience," Soviet Studies.
April 1974, and "The Hungarian Economic Reform," World Politics, XXV, 3 (April 1973).

2 The most crucial parts of the model rest particularly upon J. S. Berliner, Factory and
Manager in the U.S.S.R. (Cambridge, Mass., Harvard University Press: 1957) and H.
Hunter, "Optimum Tautness in Developmental Planning," Economic Development and
Cultural Change, July 1961, part I, pp. 561-72.
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guided in their tradeoffs by the effect on the bonuses which they are
maximizing.

(5) The constraint on managers' behavior (which consists of avoid-
ing actions likely to lead to dismissal) is not overly severe, and it
leaves a great deal of room for such tradeoffs. The justifications for
this critical hypothesis are that the ministries are themselves primarily
concerned with the fulfillment of those plan indicators to which enter-
prise bonuses are attached, and that the ministerial staff recognize that
such fulfillment is impossible except through violation of other minis-
terial instructions.

(6) Overfulfillment of plan indicators in 1 year is followed in the
next by the setting of a higher plan for the enterprise than it would
otherwise have been given. The greater the overfulfillment, the higher
the plan in the following year. Enterprise managers are well aware
of this process.

(7) Because of the above effect of overfulfillment, combined with
the fact that bonuses constitute a kinked function of the percentage of
plan fulfillment, enterprise managers avoid "excessive" overfulfillinent
in any year. "Excessive" is defined as a percentage of plan overfulfill-
ment which is believed to jeopardize 100 percent plan fulfillment in
the following year. (This is a further specification of (1).)

This model treats the managers as independent and maximizing
decisionmakers. Planners influence managerial decisions through their
choice of the parameters which affect managerial bonuses: (1) the
selection of the particular success indicators which are to influence
bonuses, and the weighting of these indicators in the bonus function;
(2) the level at which the planned indicators are set for a given enter-
prise in the current year, and (3) the degree to which the increase in
this planned level in future years is influenced by the enterprise's cur-
rent performance; (4) the shape of the nonlinear bonus function relat-
ing achieved performance to the planned indicators.

The model has the attraction that it can be used to explain where
and why decisions of enterprise managers will lead to results which
are dysfunctional from the viewpoint of the central authorities. The
model is based upon an assumption that is clearly comparable to the
profit-maximizilng assumption for firms which is the basis of micro-
economics of capitalist economies. It permits the construction of a
microcconomics of socialist economies which is the counterpart to the
microeconomics of capitalist economies.

There is, however, a fundamental difference in the justification
which can be offered for the assumption of managerial-income maxi-
mization in socialist enterprises and for profit maximization in capi-
talist enterprises. The latter assumption is justified on the basis that
enterprises which do not act in this fashion are unlikely to survive in
the longrun. In a centralized socialist economy, however, the survival
characteristics needed for enterprise managers to retain their functions
are not determined through the working of a market economy, but
rather by the administrative decisions of higher authorities. What is
required for socialist economies is a managerial analysis, and the
orthodox model described above is only one possible subset of relevant
managerial models.
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Romanian industry.-The applicability of the orthodox model to
contemporary Romanian industry has been tested against infor-
mation-primarily that of 1969 and 1970-which covers all of the 300
operating units in 6 of the country's 13 industrial ministries. This
information was provided in the various ministerial headquarters; the
sectors included range from the highest to the lowest national priority.
The unit of analysis is taken sometimes as the enterprise, and some-
times as the centrala (200 units into which industrial firms were
grouped at the end of 1969).

The Romanian results conflict sharply with both the assumptions
and conclusions of the orthodox model.

The orthodox model is predicated on the assumption that managers
attempt to maximize their bonuses, and that these bonuses are linked
in well-defined fashion to the difference between enterprise perform-
ance and plan as measured by specified plan indicators.

In Romania, however, bonuses of top managers of enterprises and
centrale seem to average only 4 to 9 percent of their annual salary-
a very low figure by the standards of either the Soviet Union or of
large, decentralized American companies. The difference between flat
failure and major success in bonus performance for individuals seems
to be about 12 percent of salary. Executives within the apparatus of
branch ministries receive virtually no variable income at all. Bonuses
of this magnitude do not appear to be large enough to serve as the
fundamental motivating force for managers which is posited by the
model.

Much more important, the overwhelmingly dominant financial
source of income variations for top managers in enterprises and cen-
trale consists of the ministerial bonus fund. The distribution of this
fund is controlled by the minister and vice-ministers, and is carried
out according to subjective rather than objective evaluations of man-
agerial performance. Such subjective evaluation does not appear to be
a function of the unit's performance compared to plan, whether this
be measured by a single plan indicator or by a weighted average of a
number of them. Therefore, even to the degree that managers do indeed
intend to maximize their bonus earnings, such an attempt provides
no guide as to the stress they will place on different plan indicators
to achieve.

The orthodox model further assumes that the annual plan indicators
are set at a very ambitious level. This assumption does not seem to
hold in Romanian industry.

The orthodox model proceeds on the basis of the bonus-maximizing
assumption, the assumption of ambitious planning, and other assump-
tions presented earlier, to predict that a large proportion of produc-
tion units must fail to fulfill their plans, and that a much greater per-
centage of units will underfulfill substantially than overfulfill sub-
stantially. Data for the 300 operating units of the 6 ministries studied
lead to a sharp rejection of both these predictions. A major reason for
the conflict between observed and predicted enterprise performance
relative to plan is that Romanian plans for both enterprises and cen-
trale are changed frequently during the year, and seem to be intended
to represent ministry officials' best estimates as to what enterprise



233

performance will actually be.3 Thus 100 percent plan fulfillment serves
primarily as an indicator of the ability of ministerial officials to pre-
dict enterprise performance, and cannot be regarded as a measure of
the quality of the enterprise's own performance.

No satisfactory information is available for Romania as to the basis
upon which managerial promotions and demotions are made. But it
is quite clear that the criteria employed are subjective, and that the
degree of fulfillment of key plan indicators is not given dominant
weight. Thus the applicability to Romania of the orthodox model
cannot be rescued by substituting career advancement for bonuses.

Analysis of decisionmaking in the enterprises and centrale studied
suggests that their managements have no clearly delineated objective
function which they attempt to maximize. Rather, managerial be-
havior can be best described as simply an attempt to meet the relatively
modest set of constraints prescribed by the annual plans. Economic
decisionmaking defined as the weight ing of the advantage of overful-
filling one indicator at the expense of unlderfulfillin another, seems to
be absent at the enterprise and centrala level. Managers at these levels
appear to focus their attention almost exclusively on improving tech-
nical efficiency-what Leibenstein has called X efficiency. Economic
decisionmakincg is concentrated at the level of the ministerial head-
quarters and higher bodies.

In contrasting Romanian microeconomic behavior -with that pre-
dicted by the orthodox model, we can see both advantages and disad-
vantages in the Romanian pattern. We would not expect Romanian
industry to suffer from the "success indicator" suboptimizing which
has plagued Soviet industry.4 The orthodox model predicts that enter-
prise managers will neglect plan instructions which have only a minor
effect upon the awarding of bonuses, let alone those desires of central
planners which cannot be expressed in quantitative terms. Romanian
enterprise and ce'ntrale managers have no reason for such neglect.

This major advantage of Romanian industry is offset by two other
considerations. The first is that the only pressure upon Romanian
managers to exert themselves to a maximum consists of career pro-
motion and demotion. Demotions seem to be quite exceptional, andi
promotion of upper enterprise managers (whether within their own
organizational level or to ministerial level) is accompanied by very
little monetary reward.5 Thus Romanian executives operate in a com-
paratively pressure-free environment, and the degree of their intensity
of effort compared to that of their Russian counterparts may reflect
this difference in environment.

The second and even more important consideration is that true
decisionmaking in Romanian industry is concentrated at the level of

3The Individual ministry, of course, Is subject to constraints on the degree that It can
adjust the plans for Its subunits to its changing expectations as to these subunits' probable
performance. Such constraints, however, serve as only a minor modification to the sentence
In the text.

'See A. Nove, "The Problem of 'Success Indicators' In Soviet Industry," Econonica,
February 195S, pp. 1-13.

a Functional directors in centrale (the top four or five managers below the ehlef executive
officer) earn only 10 percent less than (1o their counterparts In their Industrial ministry.
From the sample of upper managers for whom I have data, promotion of a functional
director to chief executive officer of his own concern would be accompanied by an average
of only 13 percent increase In earnings.

32-765-74 16
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ministerial headquarters 6 or higher. Top managers in the centrale
(which averaged 8,000 employees each at the time of my interviews
in 1970) have decisionmaking functions which are more comparable
with those exercised by foremen and junior managers in western
capitalist firms than with those of top or even middle managers in
such western companies. Economic decisions are either prepared and
taken in the ministerial headquarters or higher bodies, or they are not
taken at all. Here is a degree of centralization which far exceeds that,
found in the U.S.S.R., or which is postulated in the orthodox model,
and it has given grave concern to Romanian national leaders.7

East German Industry.-The management of East German indus-
try, as it was observed in the summer of 1970 and as its changes have
been traced through the literature up until the middle of 1973, is
radically different from both the orthodox model and from the pattern
observed in Romania.

As in the orthodox model, bonuses paid to top managers in enter-
prises and IKomnbinate represent a substantial portion of their incomes.
(KIombinate are groupings of enterprises, and are the counterpart of
Romanian centrale.) But in contrast to this model, and similarly to
the Romanian situation, these bonuses are allocated fr om a ministerial
bonus fund and are apportioned according to subjective rather than
objective evaluations of managerial performance. Overfulfilliment of
individual planning indicators appears to be of little importance in
determining managerial bonuses.

The bonus fund earned by the enterprise or IKom binate serves as
the sole significant source of bonuses for personnel below the level
of top management, and the size of this bonus fund is determined
objectively by comparison between performance and plan as measured
by selected plan indicators. Since the size of the bonus fund must be
of importance to the unit's top management, if only because high bonus
levels help in the retaining and attraction of competent personnel, one
might think that the motivation of East German top managers would
be linked by this route to selected plan indicators.

In fact, this is so to only a limited degree. Until 1972, the size of the
,cnterprise or Kombinate bonus fund was in theory determined entirely
by the amount of profits earned, subject to the side conditions of ful-
fillment of two other plan indicators. In fact, however, it was the
degree of fulfillment of the side conditions which served as the actual
determinant of the bonus fund, and these side conditions tended to be
very broad. One enterprise, for example, had as one of its side condi-
tions the fulfillment of all export contracts (including quality stand-
ards and delivery dates) ; the second side condition was the fulfillment
of the year's schedule of all measures planned to be taken to reduce
costs.

6 Individual industrial ministries in which I interviewed employed labor forces varying
between 65,000 and 400,000 people.

7 It does not seem possible to generalize as to the net efficiency of the Romanian system
of management compared to that of the orthodox model. While Romania has shown extraor-
dinarily high rates of growth of GNP, the major causal factor has probably been the rapid
structural change away from agriculture. The ability of Romanian industry to function
with an exceptional degree of centralization of economic decisionmaking is doubtless
promoted by the relative simplicity of its product mix. What can be said, however, is that
this highly centralized pattern of decisionmaking has proven its viability in administering
a rather large industrial complex (employing a total of 1.6 million people).
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In early 1972, the system of side conditions attached to payments
into the bonus fund of the enterprise or K1ombinate was abolished. But
at the same time, the guaranteed level of bonuses per employee was
raised sharply: to 80 percent of the planned bonus fund per employee
in the unit. Between 1971 and 1972, the guaranteed bonus fund per
employee in ministerially directed industry was increased from 200
marks to 585 marks annually; taken as a proportion of the maximum
bonus fund (in most firms), the guaranteed minimum rwas now 65 per-
cent instead of the previous 24 percent. Thus the importance of the
enterprise bonus fund as a source of variations in employees' incomes
was seriously downgraded at the very moment that the system of side
conditions was eliminated.

The degree of ambitiousness of plan indicators set for production
units in the G.D.R. is a complex matter. If one refers only to the indi-
cators which are defined by the plan as "key," then it would seem that
East German planning is not categorized by taut planning.8 This was
certainly the case during 1969 and 1970 in the enterprises and Koinbi-
nate in which I interviewed. For the entire year of 1972, 95 percent of
the industrial enterprises under ministerial jurisdiction fulfilled their
annual sales plans-the most important indicator at that time; the
comparable figure for the first half of 19730 was 90 percents (These
figures contrast with annual national industrial statistics of 60 to 69
percent [for the indicator of total output] in the Soviet Union during
1951-54, the most recent period for which such data are available.) 10
Furthermore, the fact that aggregate overfulfillnent of industry's
sales plan was only 1.7 and 2.1 percent in each of these periods suggests
strongly that the enterprises and Kombinate exerted their efforts in
other directions than that of gross overfulfillment of plan.

On the other hand, if one means by ambitiousness of plan indicators
the degree of tautness of the side conditions set prior to 1972 for the
full payment of earned sums into the bonus fund, then planning has
been very taut indeed. In one branch of industry which was regarded
as quite successful during 1969, and in which high top-management
bonuses were paid for that year's results, not a single Kombinate or
major enterprise was able to meet fully its side conditions for the
bonus fund. These side conditions, however, were so broad that they
cannot be considered planning indicators in the sense that the term
was used in item (4) of the orthodox model.

Defining planning indicators as consisting of the major ones of sales
volume and net profits, the predictions of the orthodox model as to
plan fulfillment must be rejected just as sharply for the GDR as for
Romania. In the GDR, however, unlike Romania, enterprise plans do
not seem to be changed on a major scale during the course of the year.
Instead, the reason for the high proportion of East German enter-
prises which fulfilled their plans must be sought in the absence of
original taut planning by the industrial ministries.

More than in any other East European country, it would seem that
East German top managers are affected by career incentives. The

8 For an opposite view with regard to the period since 1968, see M. Keren, "The New
3cononoic System in the GDI: An Obituary,' Sovict Stndies, XXIV, 4 (April 19173).

D Plan fulfillment reports, Die Wirtsclaft, Jan. 24, 1973, p. 15, and July 18, 1973, p. 13.
10 Pravda, Aug. 10, 1955, p .1.
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1970 age distribution of a sample of top managers in Vereinigungq
Volkseigener Betriebe's Kornbinate, and enterprises shows the remark--
able opportunities for rapid promotion which have existed in the
G.D.R.1 1

Top managers in-

Koombinate and
Age VVB's enterprises

Less than 40 years (percentage) --------------- 23 68
Over 49 years (percentage) -8 9
Sample size (number) -13 22

Furthermore, demotion is a serious threat for East German man-
agers. I have data as to the next post of 15 predecessors of the top man-
agers in my sample; 27 percent of them suffered clear demotion.

From these facts as to promotion and demotion, as well as from the
importance of top-management bonuses in total managerial earnings,.
I conclude that East German managers must feel themselves under a
fair degree of pressure to perform effectively. In this regard, they are
in quite a different position from Romanian top managers, although
in a rather similar one (for different reasons) to that of Russian
managers.

The orthodox model presented one set of criteria for performance,
and predicted managerial behavior on the basis of these criteria. The
appropriate model for East Germany is quite different, and seems to
be the same as that relevant for a number of large, decentralized Amer-
ican companies in which I have interviewed. The first model can be
categorized as one of maximizing, while the second consists of a par-
ticular form of satisficing.12

The orthodox (or Soviet) model can be characterized as a conven-
tional model of maximization under constraints'l The individual
enterprise managements are rewarded for maximizing one or another
specified quantitative objective (or a specified combination of a very
few such objectives), subject to the constraint of meeting both a fews
other individual quantified objectives and a combination of other cen-
tral objectives of which only some are quantified. In practice in Soviet
industry, most of the specified constraints-particularly those which
are nonquantified-tend to have little force and are nonbinding.

American corporate planning for the divisions and lower units
within the organization also singles out a small number of critical plan
objectives (for example, profits earned in the plamning year). In sharp
contrast to the orthodox model, however, there is no substantial incen-
tive for overfulfillnient of these objectives. Rather, the plan targets
serve as constraints which are to be met 100 percent but no more, and

u The sample is drawn from the organizations in which I conducted interviews. For
each such organization, data were provided for each top manager (although the proportion
for whom age information is lacking Is 24 percent in the VVB's and 21 percent in the
Kombinate and enterprises). Top managers are (defined as the chief executive officer and
the four or five functional directors in each unit. The VVB's are organizations intermediate
betwveen the industrinl ministry and the Konmbinate.

12 For an elaboration of the two models, see Granick, Managerial Comparisons of Four
Developed Countries: France, Britain, United States, and Russia (Cambridge, Mass., and
London, MIT Press: 1972), ch. 2.

13 In a Soviet survey carried out during roughly 1916V-67 among Soviet professionals.
junior managers, and middle managers, overfulfillment of plan held first place among the
activities rewarded by bonuses. (A. A. Zvorykin and A. M. Geliuta in G. V. Osipov and J.
Szezepatiski, cds.. Sotsial'nye problemy trudla i proizrodstva, Moscow Mysi: 1969. This
artiele was translated II full inl International Studies or Management & Organization, fall
1973g and reference is to p. ll1 there.)

EDITOR's NoTa.-Satisficing, as contrasted with maximizing, is the process of resolving
a problem as satisfactorily as possible, given the various constraints or choices.
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it is trusted that the residual efforts of the managers of divisions, fac-
tories, sales units, et cetera, will be directed to meeting the residual and
'only informally specified goals of the company central planners. Man-
agers of subunits "satisfice" with regard to meeting their stated plan
objectives; that is, they make no efforts to exceed them.

The satisficing model can differ significantly from the maximizing
model only if the critical plan objectives are set at less than a taut
level. This constraint was realized in the American corporations in
which I interviewed, and appears also to be met in East German in-
dustry. Furthermore, managerial reward cannot be attached to the
degree of success in overfulfilling plan indicators if the satisficing
model is to operate. The American corporations and East German
industry both pay high bonuses in proportion to top managerial sala-
ries, but bonus levels in each case are determined subjectively rather
than objectively.

In the American corporations examined, career advancement ap-
pears to be by far the most important incentive conditioning mana-
gerial behavior. In order to be seriously considered for advancement,
American managers must meet their planned targets; but this is only
a minfimumu and not very discriminating criterion. Overfulfillment of
,explicit planned targets is largely irrelevant. Promotion is based pri-
marily upon the subjective evaluation of the "potential" of managers
rather than upon an evaluation of their performance .14

The career histories of current upper managers within the American
companies show that the length of period in any single post had been
very short, that managers had typically managed in a number of quite

different job functions, and that they had worked in a number of
organizational subunits within the company.15 Since successful careers
typically cut across a number of functions and subunits, concentration
on meeting measurable success indicators would be a form of career-
suicide for a manager. Thus an American factory manager who at-
tained superplan cost reductions by resisting too strenuously the mar-
leting department's efforts to expand sales through widening the

range of products produced in his factory, which would incidentally
reduce the lengfth of his production runs and so raise his costs of
production, would find his career opportunities in the company sharply
curtailed. The American subunit manager achieves his career awards
primarily through activities geared to goals other than the narrow
ones specified in the plan objectives laid down for him.

To the degree that one can judge from a rather small national
sample of East German career histories, reinforced by subjective

impressions from interviews, the typical managerial pattern in East
German industry approaches-although it does not equal-the Ameri-
can figures of short tenure in past posts and of prior experience in a
large number of job-functions and different organizations. In these
respects, it appears considerably closer to the American corporate
pattern of managerial careers than do the comparable patterns in

1 If one assumes that the manager's direct superior, as well as the superior one-levelabove, are accepted within the company as the best judges of his performance, then wehave relevant 2-year transfer data for one company which cover all managers and pro-fessionals who were either Dromoted or who changed suibunits within the irm. (Sample
size Is between 750 and 1,500 managers and professionals; it cannot be specified moreclosely for fear of Identifying the company.) No correlation existed between prior per-

formance rating and extent of promotion, nor did one appear when other independent varl-nhIes were introduced Into the regression equation (Granick, Managerial Coempatisaon, pp.0 Ii-05).
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Romania, Hungary, ziovenia (the latter is the Yugoslav republic
studied) or, presumably, the U.S.S.R.

This similarity of career patterns for upper managers in the
G.D.R.'s industry and in large, decentralized American industrial
corporations suggests confirmation of the thesis that the behavior of
East German managers is likely to be better described by the satis-
ficing model of American corporation-division behavior than by the
maximizing, orthodox model.

Behavior dictated by the satisficing model offers the same macro-
economic advantage as does the Romanian model: namely, avoidance
of success-indicator suboptimizing. But such satisficing behavior, as
represented in East German industry, avoids the offsetting disadvan-
tages found in Romania. There is neither an increase in centralization
of decisionmaking as compared with the orthodox model, nor is there
a lessening of managerial effort. In these respects, national manage-
ment in the G.D.R. seems to be significantly different from that found
in the two other centralized socialist economies (Romania and the
U.S.S.R.) which have been examined.' 6 Given the preconditions neces-
sary for this satisficing managerial model to function effectively,
it appears to be a more efficient model of centralized planning than its
competitors in either Romania or the U.S.S.R.17

II. MARKET EcoNoirnEs: HUNGARY AND YUGOSLAVIA

Hungarian industry and the full-employment consstraint.-As of
January 1968, a major reform was introduced in Hungary which radi-
cally changed the mechanisms through which socialist enterprise
activities are influenced by higher state authorities. Operational plan-
ning to the level of the individual enterprise (a body which, in Hunv-
gary, had by this time much the same size and character as the
R{onianian centrala and the East German Kombinate) was renounced;
instead, it was intended that central authorities would restrict their
role to the setting of global goals and to the adoption of parametric
measures needed to stimulate enterprises to pursue these goals in their
own interests. Although central authorities have in fact intervened
sharply in the affairs of individual enterprises in all of the years since
the reform, such interference has been primarily through financial
arrangements localized to the individual enterprise. The reform con-
ception that the integration of the economy is to be achieved primarily
through the market place has to a large degree been realized.

It is important to emphasize that the shift to use of the marketplace
as the prime integrative device has been defended in Hungary pri-
marily on the ground that it constitutes a superior management mecha-
nism for achieving the same broad goal as earlier; that is, the
achievement of the objectives of central authorities. For example, it
has been claimed that central control, in the meaningful sense of imple-
mentation of central objectives, has been strengthened rather than.
weakened by the reform.'s The use of the marketplace in Hungarian
industry can be compared to the efforts by large, decentralized capi-

1 Although significant changes were introduced Into the East German managerial system
during 1971 and 1972, they do not seem to have modified the points made here.

17 This, of course, is not necessarily to suggest that Romania or the U.S.S.R. would be
well advised to shift to this model. The issue of preconditions is all important.

'5 J. Zala, "Central Intention and Planning," Acta Oeconornica, 7, 3-4 (1971) pp. 2S9-
301. A report in November 1970 by the Hungarian Communist Party's Central Committee
strongly implies the same claim (see E. Kemenes in New Hungarian Quarterly, XII, 42,
summer 1971, p. 205).
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talist companies to integrate the activities of their various plants and
divisions through the medium of interplant and interdivisional sales.
Such use of the market is simply a managerial tool; whether within a
large capitalist company or in a socialist nation, its appropriateness
must be judged by its effectiveness in realizing the objectives of the top
authorities. Its competitor as a managerial tool should be taken as the
issuance of direct planning orders.

This 1968 shift in managerial mechanisms in Hungary has not,
howvever, been accompanied by any relaxation of a very constricting
policy constraint: that of the maintenance of micro as well as macro.
full employment. The purpose of this section is to discuss the signifi-
cance of this constraint for the forms which the market mechanism
has taken in Hungarian industry, as well as for the effectiveness of this
mechanism.

'On an aggregate level, the rate of open (including frictional) un-
employment which can be tolerated in Hungary is considerably lower
than that accepted as a government policy objective in capitalist coun-
tries. But at least equally important is the fact that it is considered
impermissible, except in very rare circumstances, to dismiss workers
oil any grounds other than those of gross incompetence or continued
violation of factory discipline.19 Thus, even when other jobs are read-
ily available, workers cannot be forced to change either their trade or
their place of work because of the abolition of their existing post.20

Not a single industrial enterprise was closed during the first year of
the reform,21 and this situation has remained very similar thereafter.

This job maintenance policy seems to stem from what is considered
to be a fundamental advantage of socialism over capitalism. Perhaps
the greatest reproach which socialists have historically made against
capitalism is that it functions with a reserve army of unemployed,
and that workers are constantly threatened with the loss of their posts.
During the quarter of a century that the Communist Party regime has.
been in power in Hungary, workers have had virtually complete job
security. More than anything else, it is this feature which has given
content in the mind of the ordinary worker to the slogan of a worlkers'
state.

While the basic mechanisms of governmental control over the Hun-
garian economy have changed drastically under the reform, this strict
interpretation of the "right to work" has gone untouched. Meddling
with this fundamental right of Hungarian workers would raise in the
sharpest form the issue of the abandonment of socialism: In the minds
both of the population of Hungary and of leaders in the other CM[EA
countries.22 Precisely because of the drastic reform measures under-

'OrFor a rather similar view of the facts as to workers dismissals, see A. Bernard, H.
Guillaume, B. Ulimo, et al., "Organisation et methodes de la planification hongrolse," Econo-
mics et Socjites (Cahiers de i'I.8-.A., Serie G. No. 31) VII 2-3. February-March 1973.

p 335. This is a revised form of a report of a French ilanning Commissariat mission toHungary during October 1971.
o am familiar with only two significant exceptions in Hungary. The first is In thecoal mining Industry, where a number of Inefficient pits were closed. However, new industry

was brought into these regions so that little geographic movement was required of the
former miners. The second Is a policy of moving some 40 to 45 plants, with a total em-
ployment of 10,000, out of Budapest during the period of roughly 1971-75.

' Z. KoInonyl, "Some Aspects of Enterprise Behavior," in Z. Romdn (ed.), Progrcss aa~t
Planning ila Industry (international Conference on Industrial Economics of April 1970,
Akaddmial Ktad6, Budapest: 1972), p. 339.

2 The Hungarian academician J. Bognar Implies that abandonment of the socialist value
system ("e.g., equality, right to work, free education and health service, Inexpensive cul-

tural facilities and services") would mean falling headlong Into state capitalism. ("Eco-
nomic Reform, Development and Stability In Hungary," Acta Oeconomilca, 1972, 1, p. 29.
The emphasis is mine.)



240

taken, I would speeulate that Hungarian leaders-whatever their own
desires might be-would find any tampering with the current job
maintenance policy to be more politically dangerous than is the case in
any other CMEA country.

But if workers are to be fully protected with regard to their jobs,
and virtually protected as to their wages, from the consequences of
enterprise inefficiency and from the forced adjustments to changing
product demands and technology which are their fate in capitalist
economies, then two critical consequences follow.

The first consequence is that all high-cost enterprises must be
shielded from the repercussions of their own inefficiency upon their
output volume and thus upon their employment. 23 Since enterprises
must sell their products on the marketplace, this implies that at least
one of the following three conditions must prevail: (1) A subsidy sys-
tem must be used which is differentiated to the needs of individual
enterprises; (2) enterprises must be protected from competition by
giving them monopoly rights over both their own products and those
which are close substitutes; (3) prices must be maintained at levels
high enough to cover the costs of the most inefficient producers, and
these must be assured of the possibility of selling their products at
these prices.

All three of these conditions existed to some degree in Hungary in
1971 when I was interviewing there, and they have continued since.
But all three have consequences which are repugnant to Hungarian
reformers, since they require intervention by state authorities at the
level of the individual enterprise. The first condition implies that cen-
tral authorities must closely supervise the subsidized enterprises and
instruct them on how to improve their effectiveness; otherwise, the
subsidies would be completely open ended.24 The second implies that
the state must either determine prices, qualities, and product mix so as
to prevent the monopolists from exploiting their positions, or that it
must absorb monopoly profits into the state budget and-in order to
do this-regulate the individual enterprises sufficiently closely to be
able to determine what portion of their profits is due to their monopoly
position. The third condition implies that central authorities must
restrict the investment opportunities of the more efficient enterprises
so that these enterprises do not expand sufficiently to threaten the mar-
ket position of the less efficient. But it also implies either that the more
efficient enterprises must be given maximum output quotas in the short
run (that is, return in fact to the system of physical planning of out-
put), or that markets be maintained in permanent disequilibrium.
Only by the maintenance of market disequilibrium can increases in
output by the more efficient enterprises be prevented from either forc-
ing the less efficient into lower production than they require on employ-
ment grounds, or into sales at prices which would bring them financial
losses.

23 The most authoritative Hungarian figure with regard to economic policy writes that
"competition cannot become a competition among capital; competition in Hungary does not

endanger the existence of enterprises" (R. Nyers, "Hungarian Economic Policy In Practice,"
Acta Occononica, 1971. .3-4, p. 270).

' It is perfectly true that enterprises may be warned-as has in fact been done-that
their differential subsidies will be reduced over time; such warnings may motivate high-
cost enterprises toward Improved efficiency. But If the enterprises are not successful In
reducing costs or Improving their product mix, central authorities cannot withdraw the sub-
sidies without jeopardizing the job protection of the enterprises' workers.
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Protection of jobs from changing product demands, and from alter-
ations in technology which affect the skill composition required for the
enterprise labor force, is much more difficult to provide by the first and
second conditions than by the third one of price maintenance. But
price maintenance implemented through shortrun physical planning
would represent a return to prereform conditions. The continued oper-
ation of a sellers' market would thus appear to be the preferred mecha-
nism, even if it is used in combination with the others.

For these reasons, the second consequence of a national job-main-
tenance policy is that prices will generally be set below their equi-
librium levels, while still being high enough to assure profits to the
least efficient enterprises. This implies that the employment constraint
which I have hypothesized as binding upon the Hungarian economy
must prevent the government from leaving pricing decisions to the
marketplace. Restraints over such price setting seems to be a necessary
condition for satisfying the job-maintenance policy constraint on the
system.

The disequilibrium pricing system which is characterized as a
sellers' market is generally recognized to exist in Hungary as in the
other CAIEA countries. 26 The principal explanation for its existence

25 The first alternative of differentiated subsidies might seem to some renders to be less
deleterious than the permanent maintenance of sellers' market conditions. There are, how-
ever, reasons for rejecting sole reliance upon it other than the necessarily ex post and
open-ended character which such subsidies would have to take.

(1) Under Hungarian conditions, market-equilibrium prices In many spheres could only
be those dictated by monopolies. It is true that monopoly profits could be taxed away
through dliferentiating the sales tax even more sharply than It is today, but supply wou]ld
still be determined through monopoly pricing. Furthermore, there would be strong Ideologi-
cal objections to having relative prices (particularly of consumer goods) heavily influenced
by the degee of monopoly existing In the branch.

(2) The Ministry of Finance would doubtless exercise its parochial Interest In combat-
Ing the novel concept of open ended subsidies which Increase uncontrollably during the
fiscal year with the decline In demand for the products of Individual enterprises. Annual
budgeting would be made much more difficult.

(3) There would he a fear that demand for certain products is extremely Inelastic In the
shortrun, and thus that the producing enterprises cannot-however much they may reduce
prices-sell their existing product mix without reducing production and employment. Prob-
ably more important, even if demand is not so Inelastic, enterprises may not (mistakenly)
reduce prices rapidly enough.

0 See, for example, Janos Kornal In KdzgadasAgI Szemle, 1971, 1, translated as Working
Paper No. 7 of the International Development Research Center for Indiana University.

A survey (said to cover 80 to 85 percent of the large firms In Industry and construction,
and 20 percent of those in agriculture) as to the 1971-75 plans of Individual enterprises
showed that these enterprises were collectively planning on a rate of production Increase
which was 50 percent higher than had been attained during 1966-70 or was planned
nationally for 1971-75: yet only 10 percent of these enterprises mentioned marketing
factors as threatening their fulfillment of their own high goals (M. Siman In Figvelb,
Oct. 20, 1571, pp. 1 and 4).

A questionnaire addressed In late 1968 to the three top directors of some 60 to 70 large
enterprises, the results of which wvere believed by the group presenting the report to he
typical of manufacturing, showed that only 12 percent of the respondents believed that their
own enterprise faced strong competition from domestic producers, and that 17 percent
believed that it faced strong competition from imports (Bulletin of the Institute for In-
dustrial Economics of the Hungarian Academy of Sciences, No. 6 (1969), and the tables
In the Hungarian brochure to which the bulletin refers). A ministerial conference In 1971
was said to have establsised that true competition exists only In the laundry detergent field
(T. Friss In Kozgazdasdgi Szenmle, 1971, 12, December, pp. 1397-1411: and other source
adds certain telecommunication Items to the sphere of competition (J. Wilesek in Figveld,
4, Jan. 26, 1971, p. 3).

A study of the reasons for consumer dissatisfaction with durable consumer goods In 1969
showed that 64 percent listed total lack of availability-In contrast with the remaining
one-third listings of poor quality, lack of choice with respect to price. size. or fashion, lack
of spare parts, and absence of proper sales timing ("Kereskedelem-Politlkal Klizvclemeny-
kutatas," Marketing PiackutatAs, 1. 1970, p. 8, as referred to in G. P. Lauter. The Manawer
and Eoononie Reform ina Hungary, New York, Washington, and London, Praeger: 1072
p. 75).

Finally, the marginal rate of monetary saving (increase In savings deposits divided by
the increase In monetary income) has been very high during 1968-71, and has Indeed
actually increased somewhat In comparison with the previous 4 years: from 41 to 46 per-
cent (Hungarian Central Statistical Office, Statistical Yearbook 1971, pp. 332-33). If
sellers' market conditions had been radically reduced during the reform years, one might
have expected the marginal rate of saving to have become low or negative.
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-which is usually presented is that central planners consistently make
greater demands upon the available economic resources than can be
met. 27 Institutional reasons can be given for such excess demand. Pres-
sure upon central planners from enterprises and from individual sec-
toral ministries for additional investments which sum to more than
can be realized is one such reason.2 8 Both political and incentive pres-
sure for increases in the monetary disposable income of the population,
which are greater than the resources which central planners are willing
to allocate to the production of consumer goods, coupled with an
unwillingness on the part of central planners to allow a compensating
rate of inflation in the prices of consumer goods, comprise a second
reason. These, however, constitute a rather ad hoc explanation which
leaves unexplained why central planners should consistently give in to
these pressures. The alternative explanation that the job-maintenance
constraint is the fundamental cause offers the attraction inherent in
the principle of Occam's Razor.

I would argue, therefore, that the sellers' market in Hungary is not
merely a flaw in planning, but rather a necessary condition for meeting
-a policy constraint which takes precedence over the objectives of the
reform.2 9 Here is the basic fashion in which an internal political
-constraint shapes the form of the market mechanism which the Hun-
garian government uses as its prime tool of central managerial control
over the enterprises.

Furthermore, the efficiency of the market mechanism is drastically
affected by the requirement of a general sellers' market. The market-
place is an allocative instrument which works poorly in any country
when prices are prevented from finding their equilibrium levels. Thus
it is perhaps not surprising that the economic effectiveness of the
Hungarian economy does not seem to have improved during the first
4 years after the reform in comparison with the record of a command-
economy mechanism during the previous 5 or 10 years. It is to the
great credit of Hungarian planners and administrators that there
was no particular diminution of effectiveness.

Yugosltav industry and the self-ma'nagement constraint.-In con-
trast to Hungary, the second market-socialist economy treated in this
paper has rejected both the microeconomic and macroeconomic con-
straints of full employment. Since the Yugoslav reform of 1965, which
may be taken as a somewhat arbitrary date for the beginning of the
current period in the economy's history, Yugoslav unenriploymeut has
rangied annually between 7.2 and 9.1 percent of the employed labor
force.Z° Not only does the Yugoslav Government make no claims to
being able to resolve the capitalist problem of macroeconomic unem-
ployment, but it adapts to it in the same fashion as do the less devel-
*oped capitalist countries of Europe, namely, by permitting massive
,migration of the labor force to central and northwest Europe.3 1

27 See, for example, Iornal; his explanation leans most heavily upon the excess of
Investment plans.

38 See J. Drecln, "Investment Equilibrium: Mechanisms of Control and Decision," Acta
Occonomnica, 1971, 3-4, pp. -275-87.

29 Nyers, p. 270, assures us that it Is absolutely clear that early abolition of the sellers'
market would be an unrealistic objective. He does not, however, explain the reasons for his
viewpoint.

30 Self-employed, primarily the bulk of the agricultural labor force, are counted as neither
-employed nor unemployed.3 t

In late 1971, 20 percent of Yugoslavia's employed labor force worked In western Europe.
Forty-four percent of these workers abroad had left during 1970 and 1971. (Borba, Dec. 4,
1971, p. 11, summarized in ABSEES, April 1972. This Is based on a summary of official
11gures collected by the host countries.)
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rather than full employment, self-management has been the major
political constraint affecting the management of the Yugoslav econ-
omy. Partly since 1961, but particularly since 1965, self-management
has been one of the major myths (used in a nonpejorative sense)
of Yugoslav society, and as such has been immune to attack from
within the system. 32 This section will explain the nature of this con-
straint, and its effect upon the ability of the Yugoslav Government
to manage the economy.

For purposes of this paper, self-management will be distinguished
from workers' management. (Workers' management is a particular
form of self-managellment.) The concept of self-management embodies
three different elements:

(1) Decisions of all types should be made at the lowest level at
which an issue can be reasonably handled. The justification is the
desirability of a pattern of direct democracy wherever this is feasible,
and otherwise of a system in which decision-making bodies are in as
direct contact as possible with the public which elected them. The
political application of this principle is that as few decisions as possi-
ble should be elevated to the federal (all-Yugoslav) level, and as many
as possible be relegated to the commune level; this is true both for
government and for Communist Party (League of Communists)
authority.3 3 The economic application is that the individual enterprise
should be given as much power as possible in relation to government
authorities, and that within the enterprise there should be decentral-
ization of authority to suborganizations called economic units.

Traditional Leninist doctrine bears a superficial resemblance to this
element of self-management, in that it also holds that decisions relat-
ing to particular applications of broad policies should be made at the
lowest feasible level. But in Leninist doctrine, this amounts to no more
than administrative decentralization-required so that central bodies
should not be overburdened with petty issues, and so that the solutions
,of these issues be worked out at a level where the necessary detailed
information is available. In contrast, the self-management concept
provides for genuine autonomy of decisionniaking at each level. Under
self-management, lower organizational levels are not given the task of
simply applying central policy; instead, they are intended to be rela-
tively autonomous in developing their own policy.

This element of self-management is the direct antithesis of central-
ization, whether political or economic.

(2) Decisions at each level should be made, to the degree feasible,
'by elected representatives of the constituency or by meetings of all
members of the constituency. Full-time bureaucrats (managers in eco-
nomic organizations) should be kept under the control of elected repre-
sentatives, where possible at their own hierarchical level within the
organization.

3) Elected representatives should be replaced frequently, with
consecutive reelection being strictly limited. This rotation principle is
designed to insure both that the elected representatives remain close

82 See the 1970 statement by D. Rihtman-Augnutin that It Is difficult to talk about any
common values In this country, unless we affirm that It Is self-management as an Ideological
project (fourth meeting of the Yugoslav Association for Sociology held In February 1970,
as reported by B. Jakild In Praxis, international edition, VIII. 3-4, 1971, p. 630).

M3 A prominent Yugoslav sociologist agreed with me that the application of self-manage-
mnent to the party wias to some extent observable through 1971. But he pointed out that the
Yngoslav League Of Communists had never renounced the principle of democratic centralism
within the party, and that this principle was strongly reaffirmed In 1972-73.



244

in spirit to their constituency, and that the educational experience of
serving on an elected body be shared over time by a high proportion
of the total constituency.

The self-management principle acts as a counter both to centraliza-
tion and to bureaucratic control, and applies to political as well as to
economic decisionmaking. In my treatment of self-management from'
this point on, I shall concentrate on the aspect of anticentralization.

In the economy, the self-management principle has been taken to
imply that the enterprise should be as unregulated as practicable, and
that as little as possible of the country's gross material product should
flow throught the government (particularly the Federal) budget.
During the last 3 years (1963-65) prior to the major economic reform,
an average of 64 percent of the country's gross material product, and
68 percent of the gross material product produced in industry, was
absorbed by the budget of the federal, republic, or commune organs:
or by bank interest. In the 5 succeeding years (1966-70), these
proportions were down to an average of 39 and 36 percent respec-
tively.34 Thus investment decisions were transformed essentially into
self-management decisions of enterprises. Subsidies diminished. The
various enterprises were intended to be integrated primarily through
the marketplace, rather than by government regulation or through
central party influence. -

Where coordination of the various self-management units by devices
other than the market is deemed desirable (e.g., in the case of wage
restraint), the ideal form of coordination has been viewed as agree-
ment among representatives of the various units rather than state or'
party intervention. Thus the republic chambers of commerce are con-
sidered proper vehicles for such coordination. The syndicalist nature
of this approach is apparent.

Self-management, in its most important aspect which is the creation
and maintenance of many autonomous centers of economic power,
really began in 1961 and has flowered since 1965. In 1961, each indi-
vidual enterprise became free to set the current earnings of its own
labor force within its financial limits. After 1965, the federal govern-
ment lost most of its control over investment; at least in principle,
subsidies for current operations-other than exports-became of
minor significance, and enterprises were left to survive as best they
could in the open marketplace; in 1966, prices for one-third of indus-
trial production had become totally free of control (de facto, and not
simply de jure as in Hungary a few years later), and the relationship
among different fixed prices was sharply altered by the federal gov-
ernment to the considerable disadvantage of various branches of heavy
industry which had been previously favored. Although a substantial
portion of imports remained subject to federal licensing, and enter-
prises could thus be compelled to export if they were to satisfy their
individual import needs, the degree of control over imports was
sharply diminished.

" The only reason for lumping bank Interest with government receipts is the aggregated
nature of the data sources. Government receipts Include not only all direct and indirect
taxes, hut also the commune reserve fund for enterprises and gross social security payments.
(Calculations are made from Socijallstifka Federativna Republika Jugoslavija, Saveznl
Zavod Zna qtaittiku, Statisticki Godignjak Jugoslavije, Beograd, of various years, tables
106-4 to 106-8.)
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By 1970, when I conducted my Yugoslav interviews, a semilegal-
even if only a thin and loosely organized-market existed in Yugo-
slavia for foreign-currency purchases and sales by enterprises, and
the value of the Yugoslav dinar in this market seems normally not
to have exceeded the official rate by more than about 50 percent.
Finally, the banking system was transformed into a collection of in-
dependent "business banks" which provided both short-term and long-
term credit; Federal control over this system was essentially limited
to the reserve regulations and rediscounting procedure which are cus-
tomary for central banks in capitalist countries.

The transformation of the Yugoslav economy to a genuine market
basis is usually dated from 1965 in Yugoslav writings. The principal
changes which occurred on or about 1965 were the following:

(1) The establishmnent of a single rate of sales tax on retail sales
only, rather than a multitude of rates.

(2) The abolition of subsidies to industrial enterprises for sales on
the domestic market. The combination of these two changes implied
a massive withdrawal on the part of the Federal Government from the
determination both of prices and of the incomes of enterprises.

(3) The freeing of enterprise depreciation funds f rom partial block-
ing of expenditures by the Federal Government.

(4) The transformation of the banks from control by Federal, re-
public, and commune authorities to primary control by those enter-
prises which both invested equity capital in the individual banks and
which placed their bank deposits with them. This transformation
appears to have had considerable effect upon the lending policies
followed by the banks.

(5) The unification of foreiogn-exchange rates applicable to different
sectors of the economy. (This iad been attempted in 1961, but was not
successful at that time.) Although differential export subsidies have
made this last change less significant than it might at first appear, its
importance has not been challenged.3 5

The early 1970's saw further reduction in Federal economic influ-
ence, although now primarily to the advantage of the republics, au-
tonomous regions, and communes. Funds which the Federal Govern-
ment had earlier invested in enterprises were transferred to these
lower Government levels, and the interest and loan repayments by the
enterprises were to be made to them. In some cases, these Government
units completely freed the enterprises from these debts; but, at least
as of late 1972, this did not seem to be the rule.3 6

In this new environment, central planning lost whatever significance
it had previously had.37 Five-year plans were expected to continue
on an indicative rather than an obligatory basis. Annual plans were
abandoned. In short, although interventionism (particularly with re-
gard to import quotas and domestic prices) was maintained, central
guidance of the economy became minimal.

3~See It. Bldantd, Economic Policy in Socialist Yugoslavia (Cambridge, England. Cam-
bridge University Press: 1973), pp. 130 and 211-238.

w See the Interview with Cemovic, the president of the Inter-Republic Committee forMonetary Questions Borba, Aug. 8, 1972, P. 4.
87 Aleksander Baji, "Yugoslav Economic Reforms, Monetary and Production Mechanism,"

Economics of Planning, VII, 3 (1967), p. 203. Bajt Is also quite skeptical about the co-
ordinating power of national plans prior to 1965.
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Thus, under the slogan of self-management, a genuine market sys-
tem was created in Yugoslavia. Unlike the situation in Hungary,
prices by and large were allowed to find their own clearing levels. Not
only did the national authorities restrict their intervention at the level
of the enterprise to the use of financial means, but even such interven-
tion was relatively unimportant. Again unlike the situation in Hun-
gary, the chief executive officers of enterprises were in theory ap-
pointed, removed, and financially rewarded by groups internal to their
own enterprise; while this principle was never fully carried out (com-
munes and republics have always played a role in such decisions), the
national government and national party authorities have exercised no
significant role in such decisions.

The creation of an all-powerful ideology of self-management in
Yugoslavia must be given enormous credit for the formation and pres-
ervation of this well-developed market economy. The history of Hun-
gary since the January 1968 reform has shown the strong temptations
which exist for any reforming Socialist government to revert to its
past traditions of central interference and detailed control. The ideol-
ogy of planning is a powerful one in all Socialist economies (including
Yugoslavia), and its seems likely to lead to the falsifying of free-
market conditions by the central government whenever anything goes
wrong. ]erhaps only a still more powerful counterideology can restrain
such actions.

The costs of this ideology have, however, been high. Since the Second
World War, developed capitalist countries have attempted to manage
their economies in the sense of carrying out national policy as to the
appropriate tradeoff among the goals of full employment, relative
stability of domestic prices, and avoidance of major balance-of-pay-
ments crises. Although such management has been directed to a much
narrower group of objectives than has been the case in the CMEA
Socialist countries, nevertheless the existence of such national manage-
ment in developed capitalist countries constitutes a very fundamental
difference from prewar practice. National management tools have been
primarily monetary and fiscal policy.

In the period since 1965, the self-management principle has not only
prevented the implementation in Yugoslavia of traditional Socialist
methods of managing the economy, but it has also effectively prevented
the use of either monetary or fiscal policy.38 Since the principle of
self-management autonomy is most likely to be threatened by the,
National Government, it is not surprising that any Federal initiative
in the economic sphere should be interpreted as such an attack. As any
particular exercise of monetary or fiscal policy would be bound to,
have a negative effect on the economy of one or another of the Yugo-
slav republics (since they are at widely disparate income levels),
nationality conflict allied with the self-management ideology have
effectively prevented their use. The result is that the Yugoslav econ-
omy is run along Adam Smith lines to a degree which is quite unusual

a The governor of the National Bank of Yugoslavia declared In 1970 that the Increase of
prces cannot be stopped by monetary methods (Privrednyi vJesnik July 23, 1970, cited in
ABSEES, October 1970). The Yugoslav economist Horvat has written that "fiscal policypractically does not exist in the country' (B. Horvat, "Analysis of the Economic Situatiomand Proposal for a Program of Action,' Praxis, International edition, VIII, Mar. 3, 1971.
p. 650).
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for Europe as a whole. Judged from the viewpoint of conventional
Western doctrine as to the proper management role of the National
Government, the system would appear at best to be an unregenerate
19th century market economy.39

The economic consequences cannot be considered as favorable. Yugo-
slavia has combined a high rate of unemployment, a high rate of emi-
gration, a high rate of infiation,4 0 and a substantial deficit in balance
of payments on current account.4 ' Both material social product and,
particularly, industrial production, have shown a slower rate of an-
nual growth during 1961-70 than during the immediately preceding
period of 1956-60 when the National Government exercised strong
managerial powers over the economy. 42

In the longer run, the economic balance of the effects of Yugoslav
self-managemiient may be more favorable than it has been to the
present. If the self-management ideology continues to dominate Yugo-
slav political thinking, its proponents are likely to become more se-
cure-and thus more tolerant-over time. There seems no reason why
self-management cannot be merged with national macroeconomic pol-
icy in the same fashion that in Western countries private capitalism
has been merged with a major economic role for government. But this.
is a matter of evolution. Acceptance of such a modification of Yugo-
slav self-management in the early 1970's would, in my view, most
probably lead to an emasculation of a genuine market economy and
to a return to Federal Government control.

In any case, the political constraint of self-management has been
a prime force in both creating and shaping the post-1965 Yugoslav
market economy, as well as in preventing the conventional national
management which might have substantially improved its per-
formance.

39 Viewed from a different perspective, however, the system represents a mnjor step to-
ward communism. As the secretary of the commission for self-management of the council
of the Confederation of Yugoslav Trade Unions has stated, "the process of the withering
away of the state and that of the realization of self-management are in essence one and the
same social process, designated by different terms" (N. Jovanov, "Definition thdorlque do la
notion et de lessence de l'autogestion en Yougoslavle," Belgrade, April 1972, mImeographed,
P' 8).

'° During 1966-71, the annual compound rate of Increase In retail prices was 11 percent.
4' During 1966-71, the annual deficit In balance of payments on current account averaged

12 percent of annual gross trade Imports.
42 Official annual compound rates of growth (in 0966 prices) were as follows:

Material social product:
1956-60 -------------------------------------------------------_ 8.0-
1961-70 _________________________________________________ 7 5

Industrial production:
1956-60 ------------------------------------------------------- . am
1961-70 …----------------------------------------------------- 8…4
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I. INTRODUCTION

This paper aims to show the rates of economic growth and structure

of resource use in six countries of Eastern Europe (Bulgaria, Czechoslo-
vakia, East Germany, Hungary, Poland, and Romania in the postwar

period. This will be done primarily by tables showing the composition

of aggregate output, its allocation to final uses, the allocation of labor

and fixed capital resources to production, the productivities of factor

inputs, and the rates of growth of output, inputs, and factor pro-

ductivities.
The composition of national economic activity and the rates of

growth of its major components are of course the outcome of a com-

plex interaction of many factors: State policy, motivations of mana-

gers, employees, and consumers, the availability of resources, the rules

of the game governing economic activities, participation in world

trade, production and application of technology, the weather (pri-

marily through its influence on agriculture), and diverse other factors.

Elsewhere in the present volume the reader will find essays that il-

lurninate performance by a discussion of some of these factors. The

present paper is directed toward measures of performance, but some

reflections on problems of resource allocation will be offered in the final

section.
Section II of this paper presents structural aspects of economic

growth. The composition of economic activity will be examined in

both the gross national product (GNP) and net material product

(NMP) national income concepts. Selected comparisons will be made

with other countries of Europe and the U.S.A. The changing patterns

of labor and fixed capital inputs by production sectors will be shown

for various dates of the postwar period.
Changes in structure are a consequence of diverse rates of growth

of component activities; we show such rates in section III. Section IV

relates factor inputs to output in the form of labor and capital pro-

ductivities. Section V discusses current issues of resource allocation

and future perspectives.
The major conclusions as to changes in economic structure and

growth will be evident from the statistical tables; comments in the

text are intended to summarize the findings in the tables and to point

out limitations of the statistics for appraising economic growth. Ob-

viously, the complexities of economic growth can by no means be fully

comprehended by a single set of statistics based on the relative prices

of some one year or of one country where the reference is, respectively,
to intertemporal comparisons for a given country or comparisons be-

tween countries. Indeed, important qualitative factors may be largely

overlooked in conventional statistical measures.
As regards the statistical materials presented here, both those that

were independently established in the work underlying this paper and

those taken directly from the summary official national statistics of

the countries being surveyed, a general caution is in order at the out-

set. Results are inevitably imprecise and conclusions must be qualified

by the relativities that are inescapable in comparisons based on dif-

ferent sets of prices, or other weights enabling commensuration and

aggregation.
As to the precision of measurement of rates of growth in official

statistics, we may cite briefly the observation of a Hungarian econo-
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mist at the 13th General Conference of the International Association
for Research in Income and Wealth held in August and September
1973. Referring to the inaccuracies of constant price accounting as it
affects a "real" index of national income, he noted reliability limits of
10 to 15 percent in relation to a 5-percent rate of growth.' More
striking differences may be expected where the weight base is shifted
from an early year to a later year.2 Preliminary calculations of an
index of Czechoslovak civilian industrial production in various weight-
ing regimens (1948, 1962, and 1967 prices) show a very substantial
sensitivity of the rates of growth to the weighting regimen.' We have
found this index number ambiguity also very striking in other inter-
temporal and international comparisons, notably of value added in
agriculture as calculated in early period and later period prices.

The observations of Robert W. Campbell, M. Mark Earle, Jr.,
Herbert S. Levine, and Francis W. Dresch on the conceptual problems
involved in United States-U.S.S.R. comparisons of output and their
cautions as to the significance of empirical findings should be noted
here.4 Conceptually, intercountry comparisons are analogous to inter-
tem poral comparisons within a given country. Inferences of relative
production potentials based on GNP (or NMP) comparisons should
be tempered by cautions regarding the extent of utilization of capacity,
flexibility in resource allocation to produce alternative mixes ofprod-
ucts, and problems of valuation of services.

The call by Campbell et al. for dynamic comparisons and explana-
tions of the growth process that would have prognostic value is well
taken." And it is precisely here that particular skepticism is warranted
as to the significance of numerical findings on the elasticity of substi-
tution of capital for labor by whatever model, so long as these findings
are not presented over a range of alternatives depending on the output
and factor input measures used and their consistency vis-a-vis one
another. One may wonder whether the findings would not be seriously
affected by rather widely divergent output measures that could be
matched against given factor input measures. Also, the suitability of
the capital input series and the adequacy of their correspondence to
the output series for the countries of Eastern Europe pose a serious
challenge to the prognostic value of analyses based on them.

Despite counsels of perfection, comparisons, of necessity, are being
made and can be used to gain a reasonably clear impression of the
economic transformation occurring in Eastern Europe. Further cumu-
lation of independently calculated or officially revised measures of
economic performance and the testing of their sensitivity to econom-
ically justifiable alternative weighting regimens and other tests are
recommended. Meanwhile, we shall present in this paper our GNP
estimates along with various official NMP measures. The latter treat
as national income only the net product originating in so-called mate-
rial product sectors-industry, agriculture, forestry, construction,
trade, and transportation and communications, and exclude, as non-
productive, government services, education, health care, defense, and
other services. At present, Czechoslovakia still treats passenger trans-
portation and communication services for households and the non-
' Jnnos Arvay, writing In Statasztikal szemile, October 1973, pp. 948-962.
X See Statlizllkat 8zemle, August 1966, pp. 722-724.
S Work done at the Research Project on National Income in East central Europe.
4 See United States, 93d Cong., Ist sess., Joint Economic comnmittee, Soviet Economic Prospectsfor the

Seventies, A Compendium ofPapers, June 27,1973, pp. 131 ff.
A Ibid., p. 134.
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-material sectors as outside the material product concept. Other
countries over the recent years have dropped this distinction, although
sometimes they have not adjusted their published indexes retrospec-
*tively to accommodate the expanded concept. It may be worth noting
that the NMP concept is not strictly value added by the sector to
which it is credited, because the purchases of this sector from the
nonmaterial sectors are not subtracted from its gross output (as are the
purchases from material product sectors and depreciation) to arrive at
net material product. In effect, the purchases from nonmaterial sectors
appear in the net material product of the purchasing material product
sector; only material costs are subtracted from gross output to arrive
at "net material product." However, the value of nonmaterial services
thus included in the national income (NMP) is not large, only a few
percent.

II. CHANGES IN STRUCTURE OF ECONOMIC ACTIVITY

Population growth, the predominant source of new labor inputs into
the economies of Eastern Europe, has declined sharply in the postwar
period (see table 1). From 1950 to 1965, with the exception of East
Germany (which showed a decline of about 7 percent), these countries
had substantial increases of population: Poland-33 percent, Ro-
mania-26 percent, Bulgaria-18 percent, Czechoslovakia-17 per-
cent, and Hungary-11 percent. Thereafter, however, the growth
rates declined; from 1965 to 1972 Romania showed an increase close
to 9 percent, Bulgaria and Poland, about 5 percent, Czechoslovakia
and Hungary about 2 percent, and East Germany essentially no
change. Elsewhere in the present Compendium,6 the detailed develop-
ment of population and manpower is discussed; here it is mentioned
as background for the increasingly prominent references to manpower
shortages and the necessity for sharp increases in labor productivity
to maintain a high rate of economic growth. The pressure is of course
most intense in East Germany, Czechoslovakia, and Hungary, but
one finds references to growing scarcity of manpower even in Bulgaria.
For the latter, however, and for Romania and Poland, the supply of
manpower will become a more pressing problem after a decade or so,
given the composition of the present population. The 1972 population
for the 6 countries as a whole, 104.2 million, is about half that of
the United States (208.8 million), about two-fifths that of the U.S.S.R.
(247.4 million), or slightly less than the combined population of West
Germany and France (111.3 million).
* See the article by Paul F. Myers.
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TABLE 1.-INDEXES OF POPULATION, 1950-72

[Mid-year or annual averages. 1965=1001

Czechoslo- East
Bulgaria vakia Germany Hungary Poland Romanla

1950 -88. 40 87.50 108. 04 92.02 78. 82 185.981955 ---------- 91. 44 92.47 105.43 96.83 86.62 1 91.24
1960 -95.93 96.44 101.30 98.38 93.86 96.72
1965 -100.00 100.00 100.00 100.00 100.00 100. 00
1966 -100.69 100.57 100.22 100.30 100.64 a 100.611967 ---------- 101.33 101.03 100. 36 100.68 101.42 101. 35
1968 102.05 101.43 100. 37 101.06 102.57 103.64
1969 -102.84 101.81 100.33 101.45 103.36 105.16
1970 -103.51 101.24 100.22 101.80 103.27 106. 44
1971 -104.08 101.75 100.24 102.10 104.16 107. 58
1972- 2104.73 102.28 100.14 102.45 104.99 108. 59

Population 1972
(millions) ' 8.59 14.48 17.04 10.40 33.07 20.66

I nterpolated by straight fine between published data of nearest periods.X Estimate.

Source: Statistical yearbooks, except as follows: Hungary, Statiszkal idoszaki kozlemenyek, "A lakossag lovedelme asfogyasztasa 1960-71.

Throughout Eastern Europe in the postwar period national eco-
nomic plans have emphasized growth of industry as a key sector for
economic progress. Agriculture was initially looked upon as a sector to
provide, by transfer, manpower inputs into industry, and under dis-
criminatory pricing and procurement policies, to help finance indus-
trial investments. More recently, in all the countries, agriculture has
come to be looked upon with more favor, and there have been improve-
ments in the provision of factor inputs and price incentives to pro-
ducers. Thus, the relative decline of the sector has abated. Tables 2
and 3 show the shifting composition of national output, as indicated in
GNP concept and in the official net material product (NMP) defini-
tion of national income.

Between 1950 and 1973, the share of industry and handicrafts in
GNP in the more developed economies of East Germany and Czecho-
slovakia increased from over one-third to nearly one-half of total
GNP. In the remaining countries, this share grew to around two-fifths
of GNP, starting from one-sixth to one-fourth. Concomitantly, the
share of agriculture decreased in all the countries, with the decline as a
share of GNP being the sharpest in Bulgaria, Romania, and Poland
(from about two-fifths to about one-fifth of GNP), intermediate in
Hungary and Czechoslovakia (from about a fourth to about one-eighth
of GNP), and the least in East Germany (from nearly one-sixth to
one-eleventh). Further shrinkage may be expected in the share of
agriculture over the next decade or two toward the 5-to-10 percent
level. Industry already shows signs of leveling off in East Germany,
Czechoslovakia, and Hungary, and other countries are expected to fol-
low this trend. The service sectors should become more prominent as
the economies mature.

International comparisons of industrial composition of GNP, re-
flecting as they do different bases of valuation, must be regarded as im-
precise. Yet, for some very rough comparison with three countries of
Western Europe, we may note that in current prices in 1970, the shares
in gross domestic product (GDP) were as follows, in industry: France
-38 percent, West Germany-47 percent, and Italy-35 percent;

I See the appendix for a brief note on statistical sources and methodology of these tables.
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and in agriculture: 6, 3, and 9 percent, respectively.' One should not
read into these figures necessarily an indication of relative levels of per
capita output among these countries or with respect to countries of
Eastern Europe, or for the latter among themselves (on the basis of
tables 2 and 3). Direct comparisons of production on the basis of sam-
ples of production or the application of purchasing power parity ratios
of currencies to national product categories would have to be carried
out in order to arrive at relative levels of overall and per capita produc-
tion. The results of such bilateral or multilateral comparisons would
not, of course, be unambiguous, but such comparisons would correctly
address the question. Tables 2 and 3 have some indicative value for
comparisons over time for a single country where the valuation base is
constant; where this is not so, the comparisons are greatly reduced in
significance (see below).

TABLE 2.-COMPOSITION OF GROSS NATIONAL PRODUCT BY INDUSTRIAL ORIGIN, SELECTED YEARS, 1950-72

ln constant pricesl

1950 1960 1965 1970 1972

Bulgaria:
Industry and handicrafts-
Agriculture and forestry-
Construction …-----------…
Transport and communications …
-Trade-
Housing ----------
Government and other services .

Total GNP.

Czechoslovakia:
Industry and handicrafts.
Agriculture and forestry…
Construction --------------
Transport and communications-
Trade -------------------
Housing -------------------------------
Government and other services-

Total GNP -

East Germany:
Industry and handicrafts -
Agriculture and forestry -
Construction -
Transport and communications -
Trade -------.
Housing - -----
Government and other services -

Total GNP - --- .

Hungary:
Inoustry and handicrafts …
Agriculture and forestry -
Construction-
Transport and communications …
Trade -------.
Housing-
Government and other services …

Total GNP - ....

Indu: and handicrafts…
Agriculture and forestry-
Construction-
Transport and communications-
Trade -.-.--.-.-.----
Housing - ---
Government and other services-

Total GNP .----- ...........---------.-

15.9 25.0 29.2 37.4 39.0
41.3 34.7 31.0 22.5 21. 1
4.5 6.1 6.3 7.9 7.5
4.2 5.7 6.6 7.9 8.2
3.7 6. 0 6.2 6.6 6.7

18.9 12.0 10.0 8.6 8.8
11.5 10.5 10.7 9.1 8.7

100.0 100.0 100.0 100.0 100.0

34.8 36.1 44.0 47.3 47.7
23.9 20.0 11.6 11.9 11.7
6.7 8.0 7.7 7.1 7.2
7.3 10.0 13.6 12.3 12.8
7.1 7.3 7.7 8.1 8.3

10.0 8.5 6.1 5.0 4.8
10.2 10.1 9.3 8.3 7.5

100.0 100.0 100.0 100.0 100.0

36.0 45.0 46.5 46.8 47.4
15.3 12.0 10.8 10.0 9.2
4.1 5.8 6.3 7.6 7.8
7.2 6.9 7.1 7.0 7.8
6.7 10.7 10.6 11.5 12.1

12.8 7.4 6.7 6.1 5.6
17.9 12.2 12.0 11.0 10.1

100.0 100.0 100.0 100.0 100. 0

25.3 32.1 36.6 37.6 37.3
29.7 22.5 18.4 16.8 17.1
6.2 7.3 7.4 8.9 8.7
9. 5 13.4 13.7 12.3 11.5
6. 2 7.3 7.8 9.3 9.5

12.0 8.3 7.5 6.5 6.1
11.1 9.1 8.6 8.6 9.8

100.0 100.0 100.0 100.0 100.0

22.0 32.0 35.7 39.2 29.3
36.9 28. 4 24.9 20.0 19.6
4.5 6.3 6.0 7.2 7.7
5. 7 6.9 7.7 8.5 9.Z
6. 2 6.6 6.9 7.5 7.7

12.9 10.4 9.3 9.0 8.4
11.8 9.4 9.5 8.6 8.2

100.0 100.0 100.0 100. 0 100. 0

8 United Nations, Yearbook of MNtional Accounts Statistics, 1971, Vol. III, p. 72. We use GDP andIGNP
Interchangeable at various points in this paper. Adjustment of the territorial concept (GDP) for factor
payments to and from foreigners not normally residing In a given territory wtll lead to the national concept
(GNP).
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TABLE 2.-COMPOSITION OF GROSS NATIONAL PRODUCT BY INDUSTRIAL ORIGIN, SELECTED YEARS,
1950-72-Continued
[In constant prices]

1950 1960 1965 1970 1972

Romania:
Industry and handicraft ------------------------------,- 21.3 26.2 33.7 42.0 4i. 8
Agriculture and forestry -42.2 39.7 30.9 23.1 24. 5
Construction -. 3.0 7. 1 7. 5 9. 6 9.0
Transport and communications- - .- , 5.7 6.7 8 1 9.6 9.0
Trade ----------------------- 3.8 5.3 6.6 7.1 6.8
Housing - 11.3 7. 3 6.3 5.2 4. 6
Government and other services- -.......... 12.7 7.7 6.9 5.2 4. 3

Total GNP -100.0 100.0 I0. 0 100.0 100.0

TABLE 3.-COMPOSITION OF NATIONAL INCOME (NET MATERIAL PRODUCT) BY INDUSTRIAL ORIGIN,
SELECTED YEARS, 1950-72

[Percent of total]

Transport
Agriculture and

and communica-
Total Industry forestry Construction tions Trade Other

Bulgaria:
1956 1 ------------ 100
19601 -- ,---- ,, 100
1965 ' ---------- 100
1970 - 100
1971 2 '------------- 100
1971 .- 100
1972 a . 100

Czechoslovakia:
1950 1-100
1960'4 -.--------- 100
1965 '- 100
1966 i .-- 100
1966 a .- 100
1970 ' -.--- 100
1972 a '--- 100

East Germany: 6
1950 ------------------ 100
1955 -- 100
1960. 100
1965 -100
1970 ------------ 100
1972 - 100

Hungary:
Original version:

1960' ---------- 100
1965 -100
1967' ------- 100

Revised version:
19600 -e--- - 100
19656 -100
1970' ---------- 100
1972 -100

Poland :7

1950 - . .100
1960 - 100
1965 - 100
1970 - 100
1972 - 100

Romania:
1950' ---------------------- 100
1955'- 100
1960 - 100
1965 - 100
1970 -100
1970 .- 100
1972 - 100

37 33 7 3 17
47 28 8 4 11
49 28 8 5 8
55 18 9 7 9
56 16 9 7 9
51 24 9 7 6
51 24 9 7 6

61 17 9 3 9
63 14 11 4 8
69 10 10 4 6
68 10 11 4 6
62 13 12 4 8
62 11 11 3 12
61 10 12 4 12

47 28 6 7 10
52 20 6 7 14
56 16 7 6 13
59 14 7 5 13
61 12 8 5 13
61 11 8 5 13

58 22 12 4 8
67 16 11 5 7
68 15 11 4 7

36 30
42 24
43 18
43 18

11
11
12
12

5
6
6
6

32 '51 9
40 30 11 6
45 25 10 6
50 19 11 6
50 18 12 7

44 28 6 4
40 37 6 4
44 33 9 4
49 29 8 4
60 20 10 4
58 19 10 6
57 22 9 6

14
14
15
15

8
12
12
12
12

12
9
6
7
4
4
4

I In constant 1957 prices through 1960. In Jan. 1, 1962 prices through 1971.l January 1962 prices.
a Current prices.
'Apr. 24 1960 prices.
:Jan. 1, i967 prices.
S Constant or comparable prices.
71971 prices. Before 1965, agriculture is shown excluding certain agricultural services. In 1965, without such services,

the share of agriculture would be22.6 percent, including them, 23.2 percent.
Agriculture alone is 47.9 percent; forestry was estimated roughly at 3 percent.
Current prices; 1970 and 1972 figures reflect changes in coverage to Include passenger transportation and the com-

munications services formerly excluded from material product, and also some services formerly excluded from Industry
and agriculture.

3
2
2
2
3
3
3

1
1

1

1

1
2

2
2
2

-3
-6
-6

S
4
7
6

2
2
2

6
4
4
3
2
3
2
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The impression of structural changes obtained from the official
national income (NMP) tabulations by industrial origin from 1950 to
1972. is roughly consistent with that evident from changes in GNP
(compare tables 2 and 3). Despite the less comprehensive concept of
national output represented by NMP national income (exclusion of so-
called nonmaterial services and depreciation) as compared to GNP and
the different bases of valuation, as well as the different methodologies
for construction of the aggregate measures in constant prices, the two
tables show much the same general development. Because NMP
national income excludes nonmaterial services, the shares of the cor-
responding sectors, other things being equal, would have to be larger
at a comparable point in time in NMP than they would appear to be
in GNP. The differing compositions of GNP and NMP aggregates
obviously reflect more than the different production boundaries of the
concepts, and a detailed address to the bases of valuation and method-
ology underlying the two measures would be required to make the dif-
ferences explicit. For one instance, transfer elements (turnover taxes,
subsidies, disproportionate accumulations via profits among industrial
sectors) may be expected to warp the NMP structures in the stated
prices from what these structures would be at some approximation
to factor cost. The composition of GNP in table 2 for each country
reflects a consistent base of valuation, the approximate factor cost
structure of the GNP in the weight-base year, moved by value-added
indexes or their approximations to other years. Obviously, if relative
factor prices were substantially different in some alternative weight-
base used for the GNP aggregations, some changes in the composition
of GNP might be expected from that shown in table 2. This is part of
the inescapable ambiguity inherent in comparisons employing different
bases of valuation.

Such ambiguity is explicit in some of the entries in table 3, where the
structure of aggregate NMP by industrial origin is shown for some
countries for a particular year in more than one set of prices. Ob-
viously, Bulgaria did not deindustrialize between 1970 and 1972,
although the tabulated share of industry fell from 55 to 51 percent of
national income, with offsetting changes for agriculture (a rise from
18 to 24 percent) and for other sectors. The influence of the change in
price bases is evident in the choice of two entries for Bulgaria for 1971;
industry represents 56 percent or 51 percent, depending on calculation
in 1962 prices or in current prices, respectively. A similar situation is
shown for Czechoslovakia for 1966, Romania for 1970, and Hungary
for a number of years in two different sets of "comparable" prices.9
The more recent set of comparable prices for Hungary should reflect
the price reforms that were intended to bring prices closer into line with
production costs. Deviations of prices from production costs still
persist in Hungary, however, and subsidies remain a significant factor,
though not as great a problem as in some other countries of Eastern
Europe.

The revisions for Hungary shown in the official figures are par-
ticularly striking as regards the shares for trade (approximate doubling
in the revision), the declines for industry, and the increases for
agriculture and "other." So long as one sticks to a single version of the
Hungarian official figures on composition of the NMP, a roughly

* It would seem that the shifting of price bases and the related chain linking of Indexes of production would
raise issues of consistency of output indexes to input indexes of capital and labor services in productivity
calculations using production functions.
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consistent impression of the structural changes in production may be
gained. The share of the dominant industrial sector leveled off after
1965. The share of agriculture declined over the period, but with
some indication of slowing down the decline by 1972. Because agri-
cultural production is strongly influenced by weather in particular
years, its share may be somewhat unstable in the country tabula-
tions.' 0 Allowance has to be made for this in drawing conclusions from
a single year; it would be advisable to take 2 or 3 years to provide an
"average" share for agriculture.

One might be tempted to make comparisons among the countries on
the basis of the share for industry in NMP as shown in table 3, but
this temptation should be resisted for reasons given above. (One could
arrive at the obviously ridiculous result that Hungary stood both
highest, at 68 percent (in 1967), or lowest, at 43 percent (in 1972),
depending on which version of the official statistics one chose to
read!) "1

Composition of product by end uses.-We have not made detailed
calculations of the distribution of GNP to final uses for the most
recent years. It is possible, however, to gain some orientation with
respect to the breakdown of the GNP for Poland for 1970 and Hungary
for 1972 on the basis of calculations made in these countries.'2 Proceed-
ing in keeping with the United Nations methodology for national
accounts, Zienkowski estimated that between 25 and 26 percent of the
GNP was allocated to investment in fixed canittl Qver the period
1966-70. If we estimate that changes in inventories could account for
about 5 percent more, then gross investment could claim around 30
percent of GNP. Private and public consumption (government con--
sumption, defense, health, education, etc.) would account for the
remaining 70 percent. Official Hungarian statistics for 1972, referring
to "gross domestic product" in current prices show for a total of
domestic uses taken as 100 percent, that personal consumption
accounts for 58.2 percent, public consumption, for 10.0 percent, and
gross investment, for 31.8 percent. In "comparable prices" (not
specified, but apparently 1968 prices), the shares were somewhat
different, namely, personal consumption-60.3-percent, public con-
sumption-9.9 percent, and gross investment-29.8 percent. If, how-
ever, we take into account the export surplus, then the share of gross
investment is increased on this account, and, concomitantly, the
shares of personal and public consumption are decreased.' 3 In current
prices, the results are as follows: personal consumption-57.6 percent,
public consumption-9.9 percent, and gross investment-32.5 percent.
In the "comparable prices" noted above, the shares in the larger total
that includes the export surplus are: personal consumption-59.5
percent, public consumption-9.8 percent, and gross investment-
30.7 percent. One might guess that the composition of the GNP by
end uses in the other countries of Eastern Europe would be similar to
that of Poland and Hungary, but allowance should be made for
differences that a number of alternative bases of valuation can make
(see, for example, the discussion of table 3, on p. 257).

I' See the contribution by Gregor Lazarcik in the present Compendium for a detailed analysis of the per-
formance of East European agriculture.

I Hopspedarske noviny, No. 5, 1974, p. 3, in Table 4, shows for Hungary a decline of the share of industryin NMP from 48.6 percent in 1950 to 43.6 percent in 1970. Clearly these figures are not comparable, and no
caution as to the bases of valuation was given in the source.

12 Leszek Zienkowski, writing in Gaspodearka planowa, No. 6, 1973, pp. 382-385, and the official Hungarian
statistical yearbook, Statifszikai evkonyv, 1972, p. 73.

1H Hungarian official statistics show both NMP and GDP breakdown, detailing the export (or import)
surplus.
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It should be noted that the official country data showing the com-
position of national income by sector of origin and by end use (table
3 and 4) are expressed in the actual market prices, without adjust-
ment for the uneven incidence of such price deforming elements as
turnover taxes, accounting profits, and subsidies. During the 1950's
and the early 1960's the distortion introduced by such elements was
very substantial.14 Price reforms carried out more recently in some of
the countries have brought prices closer to factor costs by incorporat-
ing an explicit charge for capital into costs, by reducing the role of
turnover tax as a device for rationing consumer goods and assuring
State budget revenues, by treating profit less as a second form of
turnover tax or as a formal accounting category and more as a return
to capital and as a spur to efficiency, and by reducing subsidies.
There is still much to be done to improve prices as guides to resource
allocation, and cautions are still well advised in considering the mag-
nitude of particular economic activities in market prices as indicators
of their resource cost. There would be less concern, say, in the case
of Hungary, than for Romania, but in all countries there are still
significant departures of prices from resource costs in particular
activities. It would be difficult to generalize, but allowance should be
made that the shares of gross investment and defense are understated
at market prices from what they would be at factor cost.

Table 4 presents official data of the countries of Eastern Europe
on the distribution of the total domestically used national income
(NMP). These data show declining shares of net investment (accumu-
lation) in four countries from 1970 to 1972, as follows (in percentage
shares, 1970 and 1972): Bulgaria-30.8 to 26.0, Czechoslovakia-
23.1 to 21.7, East Germany-24.0 to 21.9, Hungary-2 7 .9 (1971)
to 22.0. Poland increased the share of investment from 29.3 to 31.6
percent, the highest share among the countries shown in the table.
RIomania does not provide details on the distribution of the national
income to end uses; the figures shown in table 4 were taken from two
"pie charts," one for 1961-65 and the other for 1966-70. Annual
detail was not indicated.

14 Estimates have been made at the Research Project osfNational Income in East Central Europe for

a number of countries to show the aggregate economic activity in ON? concept both at market prices and
at adjusted factor costs. (See the bibliography for monographs on Czechoslovakia, Hungary, and Poland
for the mid l950's. Cross-section GNP accounts, for 1967 and 1968, have been completed also for Czecho-
slovakia, Hungary, and Poland for the mid 1950's. Cross-section GNP accounts, for 1967 and 1968, have
been completed also for Czechoslovakia and Hungary.)
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TABLE 4.-COMPOSITION OF-DISTRIBUTED NATIONAL INCOME (NET MATERIAL PRODUCT) BY FIINAL USES,
SELECTED YEARS, 1950-72

[Percentage shares In total)

Accumulation

Consumption Net Increment
Accumu- Investment to working

Personal Collective lation, in fixed capital and National
consumption consumption total capital reserves income

Bulgaria I (see footnote on price
bases):

1952 -70.6 5. 6 23.8 -100
1956 -80.7 S. 0 14.3 -100
1960 -69.2 3.3 27.5 - 100
1965 -69.2 2.5 28.3 -100
1970 -66.3 2.9 30.8 -100
1972 -70.2 3.8 26.0 -100

Czechoslovakia:
1950 (currentprices)- 67.6 15.5 16.9 - - -10D
1966 (current prices) 65.7 17.8 16.5 11.2 5.3 100
1966 (Jan. 1, 1967 prices)-------- 60.3 19.1 20.6 14.6 f.0 100
1970 Jan. 1 1967 prics 57.9 19.0 23.1 15.3 7.8 100
1972 (Jan. 1, 1967 prices) 57. 6 20. 7 21.7 19.0 2.7 10D

East Germany (all years in 1967
prices):

1950 -82.9 8.6 8. 5 3.1 5.4 100
1955 -81.3 8.9 9.8 8.7 1. 1 100
1960 73. 7 8. 2 18.1 15. 0 3. 2 100
1965 -71.6 8.5 19.9 15.4 4.5 100
1970 -66.8 9.2 24.0 20.3 3.7 100
1972 68.0 10.1 21.9 18.4 3.5 100

Hungary (in comparable prices):
1961-65 -70.6 8.4 21.0 13.5 7.7 100
1966-70 - 68.1 8.4 23. 5 15. 5 8.0 100
1971- -------------------- 63.2 8.9 27.9 18.0 9.9 100
1972- - 68.5 9.5 22.0 19.0 3.0 10D

Poland (in 1971 constant prices):
1950 -71.8 7.2 21.0 13.0 8.0 100
1960 -67.4 8.4 24.2 16.9 7.3 100
1965 -63.7 9.5 26.8 18.6 8.2 100
1970 - 61.4 10.7 27.9 21.8 6.1 100
1971 -59.8 10.9 29.3 21.9 7.4 100
1972 -57.7 10.7 31.6 24.8 6.8 100

Romania: a
196145 -74.3 25.7.
1966-70 -69.7 30.3.

a At 1957 prices through 1962; Jan. 1, 1962 p rices through 1970: 1972 index price base not indicated, but seems to be the
1962 pricesu cf. "Statisticheski godishnik 1472," p. 91, and "Statisticheskl izvestlia," 1973, No. 7, p. 54, table 5, with
reference to 1971 values.
$ The official tabulation shows, In addition to the total domestic uses taken as 100 percent, the exgort (+) or import (-)

surlus, which amounted to the following percentage of national income: 1961-6b: (-)1.4, 1 66- 0: (-)0.6. 1971:
(-)8.2, 1972: (+)1.5.

a In unspeci led prices. Detailed composition was not provided.

It should be noted that the export surplus is not included in the
totals in table 4; an import surplus obviously could affect the percent-
age shares if it were disproportionately distributed among the domestic
uses. (An export surplus would conventionally be considered an addi-
tion to investment, and an import surplus as disinvestment.) Hungary
showed a small export surplus in 1972; Poland had an import surplus.
Taking such balances into account would not substantially alter the
general impression the table conveys, but it could sharply change the
share of gross investment from 1 year to the next when an import sur-
plus is followed by an export surplus. Such, for example, was the case
for Hungary in 1971-72. Treating the import surplus in 1971 as dii-
investment, would mean in "comparable prices" that gross invest-
ment's share would be 29.4 percent of GNP, instead of 33.9 percent
when the foreign trade balance is disregarded. (For 1972, the respective
shares, including and excluding the export surplus were 29.4 percent
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and 29.8 percent.) By 1973, the pendulum had swung back from the
large surplus of 1971 to a large export surplus."5

It is worth noting again the relativity of shares of end uses to the
prices in which the distributions are calculated. For Cze hoskovakia in
1966, two distributions are shown, one in current prices and one in
January 1, 1967, prices. In the former, net investment amounts to 16.5
percent of the domestically distributed national income (NMP); in the
latter, this share (for the same year) comes to 20.6 percent. Thus, the

range of ambiguity comes to about 25 percent of the net investment in
1966 prices. This is one reason why one speaks of gaining only a general
impression from the table. Precise intertemporal or international com-
parisons of shares of the national product devoted to end uses on the
asis of such tabulations are ruled out.
For rough comparison, the percentage shares of gross investment in

GDP in 1970 in the United States, France, Italy, and West Germany,
respectively, were as follows: 17, 29, 23, and 30.16 In Eastern Europe
the comparable shares would be around 30 percent.

Explicit state budget expenditures on defense during the past decade
may be estimated for the countries of Eastern Europe roughly in
the range of 2 to 5 percent of GNP at current established national
narket prices.' After rough adjustment in the direction of factor cost
(in domestic prices), the range would become roughly 4 to 7 percent of
GNP. In the more recent years of the period, East Germany, Czecho-
.lovakia, and Poland would show higher shares than Bulgaria, Hun-

gary, and Romania. Soviet defense expenditures as shares of GNP in
current prices during the 1960's were in the range of 8.4 to 11.1 per-
cent.18 The possibilities for augmenting economic growth by reducing
defense expenditures and spending more on productive investment is
evidently not as great in the countries of Eastern Europe as in the
U S.S.R.

The changing composition of economic activity in the countries of
Eastern Europe shown in tables 2 and 3 is corroborated in -general
terms by the changing structure of national employment over the
1948-72 period as shown in table 5. At the beginning of this period,
these countries were widely dissimilar in the shares represented by
industry and agriculture in total employment. The extent of diversity
may be judged by juxtaposition of the percentage shares in total
employment represented by industry on one hand, and agriculture
and forestry on the other, in that order, as follows: East Germany-40
and 23, at the top, and Bulgaria-8 and 82 at the bottom. At the end
of the period the gap had closed very strikingly to: East Germany-42
and 12, still at the top, and Romania-26 and 44, at the bottom. The
share of industry by 1960 had begun to level off in Czechoslovakia and
East Germany, but rapid structural change is still in progress in
Romania and Bulgaria. Hungary and Poland fall between these
extremes of structural change. There is still ample scope for transfer
of labor from agriculture to other sectors in Romania, Poland, Bul-
garia, and, to a lesser extent, Hungary and Czechoslovakia. With

1" Statiztikai havi koziemenyek, No. 1, 1974, p. 53. The large export surplus with socialist countries (roughly
20 percent of Hungary's exports to these countries in 1973) may limit Hungary's ability to export to the
West and thus gain the means to pay for increased imports from the West, including advanced technology.

I' United Nations Yearbook ef National Acsunt Stolistte, 1971, vol. III, pp. 25, 39-41.
" See article in the Present Compendium by Alton Bass, zirjak and Lazarcik for more detailed estimates

of defense expenditures In various bases of valuation
Is See the article by Stanley H. Cohn Economic Burden of Defense Expenditures," in U.S. 93d Congress,

1st Session, Joint Economic Committee, Soviet Esnonic Prospect for the Seventies, p. 151.
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technological advance one may expect that the share of, employment
in agriculture will decline further even in East Germany, and that-the
share of service sectors will rise in all countries.

TABLE 5.-STRUCTURE OF EMPLOYMENT BY INDUSTRIAL SECTOR, SELECTED YEARS, 1948-72

{Percent of total]

1950 1960 1970 1972 8

Bulgaria:
Industry- 7.9 21.9 30.4 31.2
Agriculture and forestry -82. 1 55.5 35. 7 33.9
Construction - 2. 0 5.2 8.4 8. 6
Transport and communications -1. 5 4.1 6. 0 6.0
Trade ----------------------------------- 2.2 4.0 6.1 6. 6
Other- 4.3 9.3 13.4 13.7

Total - -- --------------------------------- 100.0 100.0 100.0 100.0

Czechoslovakia:
Industry- 27.9 36.1 37.6 38.4
Agricultare-and-forestry 36.9 24.8 18.3 16.6
Construction -,,-- ,-- ,- 6.0 7.9 8.6 8.9
Transport and communications .s----.----. 4.9 5. 8 6.6 6.7
Trade - .8 0 7. 6 9.2 9.8
Other -.. 16. 3 17.8 19.7 19.6

Total - . 100.0 100. 0 100.0 100.0

East Germany: I
Industry 39.7 41.4 41.7 41.6
Agricultre end forestry -22.9 17.0 12.8 12.0
Construction - 5 8 6.1 7.1 7.2
Transport and communications- 70 7.2 7. 5 7. 5
Trade --------------------------- 10. 7 11.6 11.0 10. 9
Other -..----- ,,.,-- , 13.8 16. 7 19.8 20.8

Total -1. KG0. 0 IG0 0 100.0 100.0

Hungar: 7-dust 19.7 29.8 38.0 37.6
Agricult re and forestry ------------------- 49.8 36.6 21.6 20. 4
Construction - 5.3 5.9 8. 0 8.4
Transport and communications ----------------------. 4.2 6.8 7.5 7. 6
Trade -.----------- - 4.8 6.4 9.1 9.4
Other -. 16.2 14.5 15.8 16.6

Total- -------------------------------------. 0 100.0

Poland:
Industry- 20.8 25.5 29.2 29.6
Agriculture and forestry ------------------ 54. 3 44.3 36. 2 34. 5
Construction .... 5.0 6.6 7.3 7.7
Transport and communications ------------------ 4.6 5.4 6.4 6. 5
Trade -.--. -- .-- .- 5.3 6.1 6.2 6.1
Other -........--------....-- 10.0 12.1 14. 7 15.6

Total - ---- --------------------------- 100.0 100.0 100.0 100.0

Romania:
Industry -....--------...---- 12.0 15.1 23.0 26.1
Agriculture and forestry - 74.3 65.6 49. 3 44.2
Construction -- 2.2 4.9 7.8 8.4
Transport and communications - 2.2 2.8 4.3 4.4
Tradeo - 2. 5 3.4 4.3 5.1
Other - 6. 8 8.2 11.3 11.8

Total -100.0 100.0 100.0 100.0

Bulgaria, 1948; East Germany, 1952.
3 Bulgaria, 1972.

At the present, labor scarcities are felt strongly in East Germany
and Czechoslovakia, and to a somewhat lesser extent in Hungary,
and there are discussions of shortages even in Bulgaria. The structure
of Polish population is such that manpower will be in relatively ample
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supply into the 1980's, but by the end of that decade the number of
new entrants into the labor force will have sharply diminished.

The structure of employment by branches of industry shown in
table 6 provides further insight into the development priorities over
the postwar years. In all the countries, machinery has become the
dominant branch, accounting at the outset of the 1950-72 period in
the various countries for from 15 to 36 percent of total industrial
employment and by the end of the period, rising to 24 to 42 percent.
Chemicals and rubber, a much smaller branch, also improved its
shares substantially over the period. Metallurgy fared similarly,
except in Hungary and Poland, where its shares declined. The large
branches of textiles, and food processing and tobacco relatively lost
ground, as did the lumber and wood products branch. However, a
decline in the share of a branch in the total does not necessarily imply
an absolute decline in its employment over the period. Employment
in agriculture in all countries did, in fact, show negative rates of growth
(see table 15), but the only other instance of such decline was trade
in East Germany. Within the machinery branch, the subbranches of
electrical, electronic, and precision engineering products were ex-
panding more rapidly than the average.



TABLE 6.-STRUCTURE OF EMPLOYMENT BY BRANCHES OF INDUSTRY, SELECTED YEARS, 1950-72 (SOCIALIZED INDUSTRY, EXCEPT EAST GERMANY, WHICH IS TOTAL INDUSTRY)

[Percent of total]

Bulgaria Czechoslovakia East GermanyC)

1952 1960 1965 1971 19501 1960 1965 1972 1960 1966 1972

1. Electric power------------------ 1. 9 1.6 1.6 1.4 1. 4 1. 7 1.7 1. 8 9.2 9.6 6.3
2. Miningand/orfuels -6.5 5.7 5.6 5. 0 9.73 8.1 8.3 6.5 .-- - __ -3. Metallurgy ------------------- 3.2 5. 2 6.8 5.7 7. 2 8.6 9.1 8.8 3.7 4.1 4.2

°> 4. Machinery 15.1 16.7 19.8 23.9 24.9 34.6 35.8 37.4 36.4 38.0 42.
5. Chemicals and rubber-3.5 3.4 4.1 5.7 4.2 4.1 4.5 5.1 9.7 10.3 11.1
6. Building materials -3.4 4.3 5. 0 4. 3 4. 4 4. 5 3.9 3.9 3.3 3.2 3.2
7. Subtotal, rows 1-6 -33.6 36.9 42.9 46. 0 51. 4 61. 6 63. 3 63.5 62.3 '65.2 66. 9
8. Lumber and wood products -14.1 10.4 8.8 7. 2 6.6 5. 0 4. 8 4. 7 5. 5 5.2 (1)9. Paper and allied products ------------ .7 .9 1. 0 1.1 1. 7 1. 7 1. 7 1. 7 2. 2 Z.1I

10. Textiles- - .--------------------- - 15.3 12.7 10.0 10.3 13.6 9. 8.6 1. 1
11. Other light industry---------- 16.8 22.3 21. 3 21.8 16. 0 13. 4 13.6 13.9 10. 5 9. 9 2 16. 5

12. Food processing and tobacco -19. 5 16.8 16. 0 13. 6 10. 7 8. 5 7.6 7. 6 7.6 7. 3 7.9

Total employment - - 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Hungary Poland Romania 3

1950 1960 1965 1972 1950 1960 1965 1972 1950 1960 1965 1972

1. Electric power -2.8 2.8 2.7 2.0 3.0 2.2 2.1 2.2 1. 3 1.3 2.1 1.7
2. Miningand/orfuels -11.1 11.3 10.5 7.8 13.0 12.1 I.1 9.7 7.5 6.9 5.8 4.2
3. Metallurgy -7.8 6.5 6. 1 6. 0 6.6 5. 7 5. 8 5.6 6. 6 7.6 7.8 6.8
4. Machinery -29.2 27. 8 29.3 31. 1 17. 7 24. 9 28.2 31.3 21.3 23.3 24. 2 28.0
5. Chemicalsand rubber -4.6 4.9 5.7 6.6 6.1 6.3 6.6 6.9 2.8 4.4 5.5 6. 6
6. Buildingmaterials - -6.8 5.3 4.9 4.8 5.4 5.9 5.2 4.8 5.8 5.6 5.5 5.0
7. Subtotal, rows 1-6 - -62.3 58.6 59.2 58 3 51.8 57.1 59.0 60.5 45.3 49.1 50. 9 52.3
4.Lumbecand wood products 2.2 3.3 3.8 3.0 6.3 5.2 5.0 4.8 17.2 16.4 16.1 12.9
9. Paperandallied products - - 1.0 0.7 0.8 1.0 2.0 1.5 1.4 1.3 1.1 1.0 1.5 1.3

.10.Textiles - - 14.2 9.5 9.3 8.3 16.8 12.6 11.4 10.5 12.7 11.4 10.4 14.8.11. Othef lightin~dustry---------- 7.8 17. 8 17.0 18.6 12.4 11. 5 11. 1 11.4 12. 7 12.7 12.0 13. 2
12. Food processing and tobacco 12. 5 10. 9. 9 10.8 10.7 12.1 12.1 1.75 11.0 9.4 9. 1 8.5

Total employment -100.0 100.0 100.0 100. 0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

I Workers distribution for 1950; not fully comparable to later years or other countries. * For 1972, rows 8 and 9 are combined with row IL
2 Includes some nonindustrial activities, for example, reed cutters in paper, wood cutters in lumber

and wood products, etc.
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The changes in sectoral structure of fixed capital oiver the 1950-72
period (table 7) roughly correspond to those of employment. Here, as
in table 6, a declining share does not signify necessarily an absolute
decline; capital grew in all the major sectors of the economy (see
table 17). The decline of the capital shares of the nonmaterial produc-
tion sphere and of transport and communications was offset by
increasing capital shares for industry and other material production
sectors.



TABLE 7.-SECTORAL STRUCTURE OF FIXED CAPITAL. SELECTED YEARS, 1950-72

1Percent shares of sectors in totall

Bulgaria Czechoslovakia East Germany
(at full initial cost) (in 1967 prices) (at reproduction prices)

1952 1960 1965 1971 1950 1960 1965 1972 1955 1960 1965 1971

Industry - 11.8 20.4 27.9 34. 4 29.0 32.2 33.9 34. 9 27.4 29.6 33.7 37.1
Agriculture -13. 2 13.4 14.5 13.5 7. 6 8. 1 8.7 8.9 5. 9 6.3 7.2 8. 1

Construction -. 6 .9 1.3 2.0 1.2 1. 5 1.6 2. .7 .9 1. 2 1.7Transport and communications -20.3 17.3 14.6 14.3 7. 5 7. 4 7 2 6.6 10.7 10.2 10. 2 9.8Trade -1.4 1.7 1.8 2.5 2.6 2.7 2.8 3.6 2.5 2.1 2.9 3.1
Other material production -. 1 .1 .1 .0 .1 .1 .1 .1 .1 .2 .2 .3Subtobal : matorial production - 47.4 53.8 60.2 66.7 48.0 52. 0 54.3 56. 2 47. 3 49.8 55.4 60.1
Nonmaterial production -52.6 46.2 39.8 33.3 52. 0 48.0 45. 7 43.8 52.7 50.2 44.6 39.9Of which, housing -45.8 38.2 30.9 26. 3 27. 3 25.5 23. 9 22.3 (I) (I) (U) (I)

Total -100.0 100.0 100.0 100.0 100. 0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 tD

Hungary Poland Romania
(In comparable prices) (In 1971 prices) (At full costs)

1960 1965 1972 1960 1965 1972 1950 1960 1965 1972

Industry -25. 3 27.5 30. 5 17.6 20. 5 25.7 19.8 27. 7 31.8 37.8Agriculture -7.6 8.0 9.8 17. 3 16. 4 15. 8 19.0 14. 9 13. 5 11.8Forestry -. 2 .3 .3 .8 .7 .6
Construction -. 5 .7 1. 3 .8 1. 1 1.8 7 2.0 2. 4 3.0Transport and communications 19.1 18.1 16. 3 10. 2 10.1 10. 3 13.7 11. 1 10.9 12. 0Trade ----------------------------- 1. 1.5 2. 1 1.5 1.8 1.8 13.1 12.6 12.4 8.7Other material production ------- 0 0 0 1. 9 1.9 2. 3
Subtotal: material production -53.8 56.1 60.3 50. 1 52.5 58. 3 66.3 68.3 71.0 73. 3Nonmaterial production -46.2 43. 9 39.7 49.9 47. 5 41. 7 33. 7 31. 7 29. 0 26. 7Of which, housing- () (1) 21.8 34. 2 32.2 28.3 5(31. 2) 5(28. 4) 2(25. 2) 2(22.9)

Total - - -100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100. 0 100.0

I Not available. a Figure includes, besides housing, communal economy, etc.
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Table 8 shows a number of alternative estimates of the level of total
and per capita GNP (or GDP) of the countries of Eastern Europe in
1972 in 1972 U.S. dollars. Sources and methodology of the estimates
are given in the appendix notes to the table. The A and B figures are

based on the original estimates by Maurice Ernst, with the A denoting
dollar values obtained by conversion from West German marks (in
the initial East European country-West Germany comparison) to
dollars by the official marks to dollars exchange rate, and B denoting
values based on conversion by the geometric mean of purchasing
power equivalent rates of the two currencies. Estimates C are United
Nations ECE figures based on curve-fitted estimating equations.
relating physical indicators to dollar values of GDP's of Western
countries. These estimating equations were then used with physical
indicators of the Eastern European countries to estimate their dollar
GNP's. Estimates D were published by the U.S. Department of
State. Estimates E were taken from a Czechoslovak source: the meth-
odology was not indicated. All the estimates were moved by our GNP'
indexes (see tables 9 and 10, below) to 1972 and expressed in 1972
dollars by means of the implicit U.S. GNP price deflators.

A rough estimate for Poland in 1970 was prepared by Zienkowski
on the basis of a Polish-Austrian comparison of levels of personal
consumption and on other considerations.' 9 His result, converting
shillings to dollars at the official rate of exchange, was 1,200 U.S.
dollars GNP per capita. This figure falls within the range of the A
and BWestimates of table 8, adjusted to the 1970 basis to reflect the
growth of GNP per capita and the GNP price deflator for the U.S.
dollar.

TABLE 8.-TOTAL AND PER CAPITA DOLLAR VALUES OF GNP, 19721

[In 1972 U.S. dollars]

Total
(billion dollars) Per capita (dollars)

A B A B C D E

Bulgaria -12.1 13.8 1,410 1,610 1, 740 1, 570 1, 510

Czechoslovakia -35. 5 40. 8 2, 450 2,820 2, 530 2, 500 2, 240.

EastGermany- 37.6 43. 3 2,210 2, 530 2 410 2 520 2,11Q

Hungay---------------- 16.8 19.3 1,620 1,850 1,810 1,820 1,610

Poland-47.2 54.2 1,430 1, 640 1,770 1, 750 1, 540

Romania -28.6 32.9 1, 380 1, 590 1,410 1,560 1, 210

Total -177.8 204.3

' See the text for designation of A-E.

Sources: See appendix, notes to table 8.

For comparison, the U.S. GNP in 1972 (in 1972 dollars) was $1,151
billion, of $5,515'per capita, and Soviet GNP was $597.6 billion, or
$2,414 per capita.20 Thus, the total GNP of the six countries of
Eastern Europe in 1972 roughly amounted to about one-sixth that
of the United States and about one-third that of the U.S.S.R. On a,
per capita basis the average GNP in the six countries in 1972 was
about one-third that of the United States and three-fourths that of the
U.S.S.R. In comparisons with countries of Western Europe at levels
attained in 1970, the combined GNP of the six countries of Eastern
Europe was about 15 percent less than that of West Germany. Per

a' Gospodarka planowna, No. 6, 1973, pp. 382-385.
as StatisticalAbstract of the United States, 1975, I. 320; 93d Congress, 1st Session, Joint Economic Committee,

Soviet Economuic Prospects for the Seventies, p. XVI.
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capita levels of GNP in Czechoslovakia and East Germany were
higher than in Italy, and around two-thirds to three-fourths that of
West Germany and France. At the lower end of the scale, in Bulgaria,
Poland, and Romania the per capita GNP was somewhat above that
of Greece and Spain, but below that of Italy. Hungary ranked some-
awhat higher, but still below the Italian level.

III. RATES OF ECONOMIc GROWTH

Tables 9-12 present indexes of "real" GNP and NMP (that is, in
,constant prices) by sectors of origin of product and by end uses over
the 1950-72 period. Subsequently, tables 13-16 show some of the
same information as average rates of growth over the 1960-72 period.
Comparisons are made with countries of Western Europe and the
United States. Appendix notes to the tables indicate sources of data
and provide methodological comments.

The GNP measures represent aggregations of indexes of value
added in industry, agriculture, and other sectors of production.
Weights for the aggregation consist of relative shares of the sectors
in total GNP at factor cost in a selected base year. For each sector
the weight consists of returns to labor, a net return to the current
value of fixed and working capital, and depreciation of fixed capital.
The NMP measures represent aggregations of gross output less
material cost (including depreciation) in the material product sectors
(various services are excluded; see above, p. 4). The indexes were
calculated for successive subperiods, but with different prices for the
various subperiods. The subperiod indexes were chain linked into
overall indexes.

One should not expect necessarily very close agreement of the GNP
measures and their component indexes vis-a-vis the NMP indexes
and their components. As regards the overall GNP and NMP national
income indexes, these may differ because of coverage (GNP includes
depreciation and services that are excluded by the NMP measure),
methodology, and bases of valuation. The same remark applies to
corresponding sectoral indexes, but one should expect less disagree-
ment on grounds of coverage for the sectoral measures than for the
overall GNP and the NMP national income indexes.

No attempt was made to insure consistent coverage in the NMP
sectoral measures over time; these measures were taken without change
from the official publications. The latter often provide footnotes to
tables advising the reader that reclassifications of economic activities
had occurred that would introduce some degree of incomparability in
the published series, but retrospective adjustments rarely were made.
One major change, the reclassification of passenger transportation and
communications serving households and nonmaterial sectors from the
nonmaterial sphere to the material, was not made uniformly in Eastern
Europe. Czechoslovakia still treats these activities as nonmaterial.

More substantial are the differences in methodology underlying our
independently calculated indexes and the corresponding official
indexes. But here not enough information is available on the official
measures to undertake a detailed comparison. The brief statement
that the official NMP measures in constant prices represent gross out-
put minus its material cost does not answer questions concerning
pricing of new products. It is believed that new industrial products are
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introduced at initially high "constant" prices with 'a view .toward
subsequent reduction of these prices as the volume of production
increases, but that such reductions are not made as expected.

Tables 9 (GNP indexes) and 11 (NMP indexes) agree as to the rank
of overall growth of the six countries of Eastern Europe. Because GNP
includes some relatively slow growing service sectors that the NMP
excludes, and because some of our independently calculated sectoral
indexes differ substantially from the corresponding official indexes,
the extent of growth shown by the two overall measures should differ,
with GNP growing more slowly than NMP. By either measure,
Romania and Bulgaria, the less-developed countries of the area, showed
the fastest growth over the 1950-1972 period. Poland came next,
followed by Hungary, Czechoslovakia, and East Germany. The same
rank order for growth is evident from the 1965-1972 period. Table 10
shows the same information as table 9, but on a per capita basis.
Since the countries that showed the highest overall growth also had the
highest rates of growth of population, their performance on a per
capita basis is less outstanding, although the rank order in terms of
extent of growth is about the same as in table 9.

TABLE 9.-INDEXES OF REAL GNP

11965 =1001

Bulgaria Czechoslovakia East Germany Hungary Poland Romania

1950 -.--.-- 36.7 55. 3 45.5 52. 5 51.0 42. 3
1955 -49.9 65.4 68.0 68.3 64.2 59. 7
1960 - 73.2 88.9 86. 5 82. 5 80. 3 77.0
1961 -76.7 92.4 87. 5 86. 5 86. 7 82.9
1962 -82.4 93.7 89.8 90.2 85.6 84. 7
1963 -85.6 91.9 92. 5 95.2 90.7 88.7
1964 -93.7 96.4 95.4 100.7 94.8 94.9
1965- 100.0 100.0 100.0 100.0 100.0 100. 0
1966 -108.2 105.3 103.3 106.3 106.3 111.0
1967 -116.2 110.4 106.8 112.3 110.6 117.9
1968 -122.5 116.3 111.1 115.1 118.1 122.9
1969 -130.7 120.7 114.8 119.7 118.8 130.0
1970 -140.5 127.3 118.5 124.9 123.5 137.3
1971 -147.7 133.9 122.4 133. 1 131.2 153.7
1972 -158.0 138. 1 127. 6 138.6 142.6 166. 5

TABLE 10.-INDEXES OF REAL GNP PER CAPITA

11965=1001

Czechoslo- East
Bulgaria vakia Germany Hungary Poland Romania

1950 -41. 5 63.2 42. 1 57. 0 64. 7 49. 2
1955 -54. 6 70. 7 64. 5 70. 5 74.1 65. 4
1960 -76. 3 92.2 85.4 83.9 85.6 79. 6
1961 - 79.2 94.9 87.0 87. 5 91. 1 85. 0
1962 -84.3 95.7 83.4 91.0 88.9 86. 3
1963 -86.9 93.3 91. 8 95.8 93.1 89. 7
1964 -94.3 97. 1 95. 6 101.0 95. 8 95. 4
1965 -100. 0 100.0 100.0 100.0 100.0 100. 0
1966 -107. 5 104.7 103.1 106.0 105.6 110. 3
1967 -114.7 109.3 106.4 111.5 109.0 116.3
1968 -120.0 114.7 110.7 113.9 115.1 118. 6
1969 -127. 1 118.6 114.4 118.0 114.9 123. 6
1970 -135.7 125.7 118.2 122.7 119.6 129.0
1971 -141. 9 131.6 122. 1 130. 4 126.0 142. 9
1972 -150.9 135.0 127.4 135.3 135.8 153.3
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TABLE 11.-INDEXES OF 'NATIONAL INCOME (NET MATERIAL PRODUCT) PRODUCED, TOTAL AND
PER CAPITA OFFICIAL FIGURES, 1950-72 1

[in constant prices; 1965=1001

- -. . Total Per capita

1950 1955 1960 1965 1970 1971 1972 1950 1955 1960 1965 1970 1971 1972

Bulgaria -36 46 72 100 152 163 175 41 50 75 100 147 157 167
Czechoslovakia - 44 64 91 100 139 146 154 50 69 94 100 137 143 151
East Germany - 32 60 84 100 129 135 143 30 57 83 100 129 135 143
Hungary -46 61 82 100 139 148 156 50 63 83 100 137 145 152
Poland -36 54 74 100 134 144 159 46 62 79 100 130 138 151
Romania -24 46 65 100 145 164 180 28 50 67 100 136 152 166

X Price bases used in the official calculations were various, with chain linkages at specified years, as follows: Bulgaria-
1957 prices up to 1962, prices of Jan. 1 1962 for 1962-71, thereafter, prices of Jan. 1, 1971. Czechoslovakia-1955 prices
to 1960, 1960 constant prices to 1967, i967 constant prices thereafter. East Germany-in comparable prices. Hungary-
average prices of 1949 to 1954, average prices of 1954 to 1958, average prices of 1959 to 1960, unspecified prices to 1f68,
1968 prices thereafter. Poland-1956 prices to 1960, 1961 prices to 1965, 1965 constant prices to 1970, 1971 constant
prices thereafter. Romania-1950 prices to 1959, 1955 prices to 1965, 1963 prices thereafter, except depreciation, which is
included in material cost at current prices since 1971 in the calculation of nut material product.

2 1952.

Table 12 shows trends in the national income (NMP) domestically
distributed to final uses. Export balances are not taken into account
but should be kept in mind where investment (accumulation) com-
parisons are considered. Differences between total NMP produced
and total NMP distributed are attributed to the foreign trade balance,
to losses, and to statistical discrepancies. Romania does not provide
indexes of MNP by final uses.

In all countries, over the 1950-70 period, consumption grew at a
slower rate than total NMP or accumulation (net investment). This
conclusion also holds with respect to 1965-72 in all countries except
Bulgaria (1965-71), where the index for consumption is slightly
higher, but the large difference between the indexes of NMP produced
and NMP domestically distributed between 1970 and 1971 should
be noted. In the period since 1970, the consumption categories grew
faster than accumulation in all countries except Poland, where an
import surplus made possible a high increase in all final uses, but
especially of accumulation. Net investment in fixed capital grew
more rapidly than other final uses in all countries, except in Czecho-
slovakia in the more recent years, where evidently increases in inven-
tories accounted for the rapid growth of the comprehensive
accumulation category. "Other consumption" (variously defined, but
comprised mostly of consumption of material goods and services in
government, defense, health, education, communal services, etc.)
grew more rapidly than personal consumption (also variously defined
as that which is financed by households from their own incomes or
that which is attributed to household from all sources).
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TABLE 12.-INDEXES OF NATIONAL INCOME (NET MATERIAL PRODUCT) DOMESTICALLY DISTRIBUTED, 1950-72

[Official figures in constant prices; 1965=1001

1950 1955 1960 1965 1970 1971 1972

Bulgaria:
Total consumption - 37.2 52. 8 72.5

Personal consumption -35.5 51.1 71.3
Other consumption -96. 2 108.6 116.3

Accumulation 28.3 21.5 67.1
Total distributed -34.7 43.7 71. 2
Total NMP produced -36. 0 46.0 72.0

Czechoslovakia:
Total consumption 48.4 64.1 84. 4

Personal consumption -51. 7 63.2 86.4
Other consumption -37.4 66. 8 78.0

Accumulation -18. 4 66. 0 125. 0
Fixed capital (net) - ----- () () 91. 7

Total distributed -44.0 64.2 89.9
Total NMP produced -44.0 64.0 91.0

East Germany:
Total consumption -35. 4 63. 7 88. 5

Personal consumption -35.7 64.3 89.3
Other consumption 31.7 59. 2 83. 3

Accumulation -13. 5 28.6 79.4
Fixed capital (net)------------ 15.6 31.5 84. 3

Total distributed -31. 3 57. 4 87.0
Total NMP produced -32.0 60.0 84.0

Hungary:
Total consumption -49. 5 63. 4 83. 2

Personal consumption -50.3 62. 8 85. 4
Accumulation -33. 1 46. 0 83. 1

Fixed capital (net) -18. 9 36. 8 75. 5
Total distributed -() (X) 83.3
Total NMP produced- 46.0 61.0 82.0

Poland:
Total -38. 4 57. 2 78.2

Personal consumption -40. 0 58.8 79.7
Other consumption 27. 2 44. 5 66. 7

Accumulation -27. 5 45. 1 66.9
Fixed capital (net) 24. 4 43. 2 66.8
Total distributed -35. 5 54. 0 75. 1
Total NMP produced -36.0 54.0 74.0

100 141.3 151.7
100 140.1 148.9
100 165.4 215.4
100 167.1 147.9
100 149.0 151.4
100 152.0 163.0

100 130.6 138.7
100 130.1 136.4
100 132.4 145.8
100 190.0 187.0
100 131.6 141.4
100 139.6 145.8
100 139.0 146.0

100 125.7 131.0
100 123.2 128.6
100 143.3 157.5
100 160.31 157.1
100 175.3 168.5
100 132.2 136.5
100 129.0 135.0

100 135.1 143.6
100 133.7 141.2
100 172.8 219.5
100 192.1 196.6
100 142.9 158.9
100 139.0 148.0

100 130.6 140.6
100 127.9 136.9
100 150.2 167.5
100 137.3 158.6
100 154.9 171.4
100 132.3 145.4
100 134.0 144.0

I Not available.

Tables 13-16 show average annual compound rates of growth at
constant prices for various time periods for GNP and NMP aggre-
gates of economic activity. Per capita GNP rates of the six Eastern
European countries as a whole (taking simple arithmetic averages)
were about the same as those of the European Economic Community
in the various periods, that is, around 4 percent (see table 13), but
lower than those of Italy, Greece, or Spain. Within the group of
Eastern European countries, Bulgaria and Romania, the less developed
countries, showed the higher rates, while Czechoslovakia and East
Germany, the more developed countries, showed lower rates as a rule.

175.0

147.1
142.9
160. 1
196.9
150.0
154.3
154.0

138 9
135.7
170 0
157.9
170. 2
143.5
143.0

148.5
146.2
165 6
198 5
152.0
156.0

153.4
148.9
185.8
192.4
218.2
163.9
159.0
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TABLE 13.-AVERAGE ANNUAL RATES OF GROWTH OF GNP PER CAPITA I

[At constant prices; percent]

1960-65 1965-70 1967-72 1960-72 1960-70

Eastern European countries:
Bulgaria ----------------------------- 5.5 5.9 5.5 5.9 -
Czechoslovakia -1.3 4.5 4.4 3.4 ..........
East Germany -------- 3.1 3.4 3. 5 3. 4
Hungary ---.----------- 3.9 4.0 3. 9 .---------
Poland . 2.8 3.4 4.0 3.7.
Romania -------------------------- 4.4 4.7 5.7 5.3 ........

6 countries, simple arithmetic averages 3.5 4.3 4.5 4.3 ...-----

Other countries:
United States 3.4 2.2 3. 3
Japan.------------------------- 9.1 11.2 .. ......... 9.7
European economic community. 4.1 4.1 4.1
France --------------------------------- 4.5 4.9 4.6
West Germany 3 3. 9 3. 5
Italy . 4.3 5.3 ------- 4-5
Greece. --------------------------------- 6.9 6.5 . 6..
Spain - 7.4 5.3 6.1

1 By least squares fit to la = lo (I + R)p.

The same data for Eastern Europe are shown in table 14 for total
GNP, and there the rankings are more diverse because the relatively
rapid growth of population of the less developed countries is not
reflected (as it is in table 13). The rates of growth range from a low
of 2 percent (Czechoslovakia in 1960-65) to a high of 7 percent
(Romania in 1967-72). The rates generally correspond to the level of
development, the less developed countries showing the higher rates.
Rates for individual countries over the subperiods were generally
consistent in holding to about the average for the 1960-72 period as a
whole. Czechoslovakia was the exception; there the rate for 1960-65
(2 percent) reflect the mounting difficulties of ad ustment from sellers'
markets domestically and abroad, to more selective demand. The
unweighted arithmetic average rates of growth of GNP of the six
countries of Eastern Europe by various periods were (in percent) as
follows: 1960-65-4.1, 1965-70-4.8, 1960-72-4.8. The rates for the
European Economic Community, for comparison, were somewhat
higher: 1960-65-5.3, 1965-70-5.4, and 1960-70-5.1.2

a1 United Nations, "Yearbook of National Account Statistics, 1971' vol. lIT, table 4B.
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TABLE 14.-GROWTH OF GNP BY SECTOR OF ORIGIN, 1960-72

[Average annual rates at constant prices; percent]

196045 1965-70 1967-72 1970-72

Bulgaria:
GNP - , 6.3 6.6 6.2 6.6
Industry (including handicrafts) -8.4 12.2 10.1 10.3
Agriculture and forestry -------- - 4. 5 -. 8 .7 2.1
Construction - ---------- 7.6 11.1 6.6 9. 5
Transport and communications -9.9 10.4 8.6 9.8
Trade - ---------------- 6.9 8.3 7.1 7.6
Housing-3.0 3.6 5.3 3.8
Government and other services -6.6 3.6 3.5 4. 7

Czechoslovakia:
GNP -2.0 4.8 4.6 3.9
Industry (including handicrafts) -2.9 6.1 6.0 5.0
Agriculture and forestry -- 3. 6 5.0 3.4 2. 1
Construction --. 8 2.7 3.6 2.4
Transport and communications -4.8 2.8 3.9 3.7
Trade - ------------------------------ 0 6.5 5.6 5.0
Housing -1.2 .9 1.1 1. 0
Government and other services -4.3 2.9 1.2 3. 1

Last Germany:
GNP -2.9 3.4 3.5 3.4
Industry (including handicrafts) -3.6 3.8 4.0 3.6
Agriculture and forestry -1.4 .4 -1. 2 1. 8
Construction - ------------ 4.2 7. 8 6.3 6.4
Transport and communications -3.2 4.1 5.7 4.0
Trade: ---------------------- 2.7 5.3 5.7 4.6
Housing ------------- 1. 2 .9 .7 .9
Government and other services- 1. 9 1. 1 .9 1. 8

Hungary:
GNP -4.2 4.3 4.4 4.2
Industry (including handicrafts) -6.4 4.7 4.9 5.4
Agriculture and forestry -1.3 2.5 1.4 1.6
Construction ------------------ 4.0 8. 8 6. 5 6. 4
Transport and communications -4.6 1.7 2.1 2.9
Trade -------------------------------. 7 8.0 7.7 6.9
Housing- --------------------- 1.6 1.7 1.5 1.7
Government and other services 3. 1 4.1 8.2 4. 5

Poland:
GNP -4.1 4.1 4.6 4.6
Industry (including handicrafts) -6.5 6.2 6.4 6.4
Agriculture and forestry- .9 -1. 0 -. 3 1.1
Construction ------------------ 3.3 8.0 7.4 6.6
Transport and communications -6.6 6.1 7.8 6. 8
Trade ---- --------------------- 4.6 6.5 7.0 5.9
Housing -- -------------------------------- 2.3 3.6 3.4 3.1
Government and other services -4.5 2.5 3.1 3.3

Romania:
GNP -5.0 6.0 7.0 6.3
Industry(including handicrafts) -10.0 10.6 10.3 10.3
Agriculture and forestry --. 1 -1. 8 3.1 1. 7
Construction - 60 11.3 9.9 8. 7
Transport and communications- 9.2 97 7. 5 8.9
Trade -------------------------- .2 7.8 7.3 8.2
Housing -2.4 2. 5 2.8 2.4
Government and other services -3.2 .7 0 1. 4

I Least squares fit to 1, =I (1 + R)t.

The rates of growth of GNP by sectors of origin of product are not
fully comparable with corresponding rates of growth of NMP (tables
14 and 15) for reasons mentioned above. These reasons refer to:
(1) differences of production boundaries in the overall concepts (GNP
includes depreciation and services that are excluded from NMP) and
in particular sectors (e.g., Czechoslovakia excludes passenger trans-
portation and communications serving nonmaterial sectors from
NMP; other countries have added these services to their NMP
concept at various times); (2) differences in bases of evaluation (the
GNP measures combine indexes of component sectors by weights
representing sectoral shares in GNP at factor cost in a base year;
the NMP measures include such price deforming elements as turnover
tax, subsidies, and accounting profits at diverse rates that do not
necessarily reflect factor contributions, and these NMP measures are
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chain linked at various intervals); and (3) different methodologies
for construction of indexes. (Note: "Other" in table 15 refers to
miscellaneous material production; it is not comparable to anything
in table 14.) The GNiP indexes for industry are based on sample
series of production aggregated by constant price weights at lower
levels and by approximations to factor cost weights at higher levels.
The NM? measures are scantily described as comprising gross pro-
duction less material costs (including depreciation) calculated at
constant prices for subperiods and chain linked into an overall index.

TABLE 15.-AVERAGE ANNUAL RATES OF GROWTH OF NATIONAL INCOME (NMP) PRODUCED,
BY SECTORS OF ORIGIN, 1960-731

[At constant prices; percentl

1960-65 1965-70 1960-70 1971 1972 1793

Bulgaria:
NMP, total .-- ---
Industry.
Agriculture .
Construction
Transport and communications.
Trade -----------------
Other .......

Czechoslovakia:
NMP, total .- .-- -----------
Industry ----------------------
Agriculture .-. -.--
Construction .
Transport and communications --
Trade -- -----------------
Other .......--.

East Germany:
NMP, total
Industry
Agriculture
Construction .
Transport and communications--
Trade - . -.-.---
Other.

*fungary:
NMP, total -----------
Industry .
Agriculture .
Construction .
Transport and communications --
Trade -- -----------------
Other -- -------------

Poland:
NMP, total -------. -
Industry .
Agriculture -.-.---
Construction
Transport and communications...
Trade -- ------------------
Other .......

Romania:
NMP, total
Industry .
Agriculture
Construction .
Transport and communications. __
Trade - .-.------------.-.----
Other. -----

7.0 8.6 8.2
9.1 12.9 11.2
2.9 -2.5 1.2
7.6 12.3 10.9
11.9 9. 9 11. 6
6. 3 I1 3 8.6
5.0 2.3 3.9

1.2
3. 1

-4. 2
-.5
- 9

-4. 3
5. 3

7.0 7.0 .
9.0 8.0 .

-2.0 7.0 .
4.0 4.0 .

10.0 9.0-
8.0 16.0 .

6.9 4.2 5.1 5.9 5.2
6. 0 4. 5 4. 8 4. 8 6. 3
6. 3 1. 2 3. 3 2.7 .------
6.4 5.3 10.4 11.4 6.5
3.4 2.2 11.8 6.9

14.4 3.9 2.1 9.9 ... ..
17.3 11. 8 -3. 0 2. 6 .------

3.5 5.2 4.5 4.5
4.7 5.8 5.1 5.2
.7 1.0 2.1 -4. 7

4.2 8.1 6.5 4. 8
3.8 4.2 3.8 6.5
2.7 5.5 4.4 6.2
4.4 5.4 5.4 2.6

5. 8 .
5. 4 .

10.5 -- - -. - -
4.0 .
6. 3
5.4 .
-. 3 .

4.5 6.8 5.4 6.5 5.1 7. 0
6.7 7.0 6.9 6.3 5.7 7. 0
.7 1.2 1.1 8.6 4.6 5.0

2.8 9.6 5.9 6.6 3.0 3.0
6.2 8.4 6.7 5.8 4.5 3.0
4.2 8.8 6.1 11.0 5.0 6.0

20.9 17.7 15.7 -2.7 2.7 (')

6.0 6.0 6.2 8.1 10.1 10.0
8.6 7.9 8.3 8.5 10.4 (12.0)
1. 1 -2.1 .6 7.4 4.4 .-.-.
5.6 8.3 7.3 5.0 18.0 (20.8)
7. 2 6. 2 7.0 12.0 12. 5
4.2 6.7 5.2 9.3 9.0 .------
7.2 13.9 10.4 1.0 13.5 .

8.9 7.8 8.8 13.0 10.0 11.0
13.7 11.8 12.9 12.0 12.0 15.0
-.1 1.1 1.9 19.0 9.0 0. 0
6.2 11.4 8.2 9.0 7.0 7. 0

12.6 9.3 10.9 9.0 6.0 8.0
11.3 -10.7 1.1 9.0 6.0 7.0
-.4 6.3 2.9 (5) (e) (')

I Figures for 1972-73 are preliminary. The rates for periods are determined by least squares fit to l,==10(1+R)t.
a Not available.

A caution also should be noted as to the comparability of annual
average compound rates of growth obtained by least square fit to an
exponential curve. It can happen that the scattering of actual obser-
vations over a longer period is such that the derived average rate for
such a period is greater (or smaller) than all the rates derived for
component subperiods that exhaust the longer period. For example,
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for the 1960-70 period an overall rate can emerge that is lower than
the rates for both 1960-65 and 1965-70. (Such was the case for
West German GDP, in percent: 1960-65--4.9, 1965-70-4.7, and
1960-70-4.6; see UN, Yearbook of National Account Statistics,
1971, Vol. III, p. 96. Wider "differences" could be cited. Such in-
stances occur also in some of our tables which were calculated by a
computer and spot checked, where "abnormalities" appear, by the
more laborious reference to tables of logarithms and use of a desk
calculator.) Thus, this is an additional caution to be kept in mind for
comparisons between GNP and NMP growth rates for various periods.
and subperiods.

Despite these differences, the rates shown in tables 14 and 15
reflect the same general trends for particular sectors over the period as
a whole and by subperiods. The general pattern of less developed
countries showing higher rates of growth is evident for industrial
production; Bulgaria and Romania are at the top, and Czechoslovakia
and East Germany at the bottom in both tables (14 and 15). Industrial
activity in the European Economic Community grew at the following
annual rates (percent): 1960-65-6.2, 1965-70-6.6, and 1960-
70-6.1.22 These rates are higher than those of East Germany and
Czechoslovakia and lower than those of Bulgaria and Romania by
either table 14 or 15. Rates for Poland and Hungary were closer to,
those of the European Economic Community.

The small differences in the indexes for agriculture for a particular
country in tables 14 and 15 reflect the inclusion of depreciation in the
GNP measure and its exclusion from the NMP index, and the different
bases of valuation. Because the prices of farm purchases (fertilizers,
fuels, etc.) in relation to average prices of farm sales, as well as the
relative prices of farm outputs within total production (especially of
animal products versus plant products) are subject to substantial
changes, one should not expect precise agreement among various.
alternative indexes. The differences can in fact be very large, depending
on the choice of weights (and inferences as to factor productivities and
factor substitution accordingly would not necessarily be invariant).
Agriculture is a relatively slow-growing sector in all the countries.

The low rates of growth of housing (table 14) should be read in con-
junction with the NMP indexes for personal consumption (table 12).
Official policy statements and economic plans reflect dissatisfaction
with this aspect of economic progress.

The odd figure for the growth of NMP of the Romanian trade
sector merits special attention as indicative of possibly less onerous.
manifestations of index number problems that may go uncorrected
simply because the indexes do not shock observers as utterly incredible.
The average annual rate of growth of minus 10.7 percent in the 1965-
70 period is not a misprint. The corresponding index was published
in the 1971 official Romanian statistical yearbook ("Annuarul statistic
al Republicii Socialiste Romania," 1971, p. 111) but dropped from view
in subsequent issues. Taking 1950 as 100, this index reached a level of
213 in 1965 and then diminished to a value of 52 in 1970, or to less than
one-fourth its peak value. At "constant prices," what should this
signify? Clearly, the index is not devoid of meaning, bat this meaning
must be sought in a study of Romanian prices. The index obviously
cannot be taken at face value and used for intertemporal and inter-

22 Ibid.
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national comparisons, or used uncritically for analyses of resource
allocation. It suggests care in the use of statistics of whatever prove-
nance. Eventual findings by elaborate statistical analyses obviously
may have prognostic value only if their data support is satisfactory.
A number of alternative measures may provide some insurance against
statistical miscarriages.

Table 16 shows average annual rates of growth of national income
(NMP) domestically distributed to final uses. Because nonmaterial
services are excluded from the NMP concept, the NMP indexes and
the growth rates based on them are poor indicators of trends in personal
and public consumption; they are better indicators of net investment
than of consumption. In all countries, except Czechoslovakia, net
fixed capital formation over the 1960-70 period and in subperiods
thereof grew more rapidly than total consumption or personal con-
sumption. (An index of inventory changes is not shown.) In 1971 total
consumption and personal consumption grew faster than total na-
tional income (NMP) domestically distributed in Bulgaria and East
Germany, and in the other countries shown in the table, a quickened
rate of growth of domestically distributed national income was re-
flected in higher rates for consumption than in the previous five-year
period. The fall of Gomulka in Poland may have had some influence
on these trends. In 1972 the rates for consumption declined, except in
East Germany and Poland. In the latter country concerns are being
expressed about the possibility of continued favorable crop years for
food production and of import surpluses to maintain consumption at a
high rate of growth.

TABLE 16.-AVERAGE ANNUAL RATES OF GROWTH OF NATIONAL INCOME (NMP) DOMESTICALLY
DISTRIBUTED, 1960-72 '

lAt constant prices; percenti

1960-65 1965-70 1960-70 1971 1972

Bulgaria:
NMP total -7.0 8.6 8.2 1.6 9.9
NMP, per capita- 6.1 7.8 7.4 1.0 9.2
Total consumption 6.9 7.2 7.1 7.4 6.1

lersonal consumption 6. 5 7.0 6.9 6.3 6.0
Net fixed capital formation 12.3 16.1 12.8 NA NA

Czechoslovakia:
NMP, total . 1.2 6.9 4.2 1 5.9
NMP, per capita- .5 6.4 3.6 4.6 5.4
Total consumption 2.9 6.0 4.6 6.2 6.0

Personal consumption 2.7 5.2 4.0 5.0 4.8
Net fixed capital formation 1.1 4.3 2.4 7.3 NA

fast Germany:
NMP tota.l 3.5 5.2 4.5 3.3 5.1
NMP, percapita- 3.7 5.0 4.5 3.3 5.2
Total consumption 2.1 4.5 3.5 4.2 6.1

Personal consumption 2. 1 4.3 3.4 4.3 5.6
Not fixed capital formation 3.3 12.7 8.5 NA NA

Wik ,total -4.5 6.8 5.4 11.2 -4.4
N MP, per capita -4.2 6.4 5.1 10. 9 -4.7
Total consumpion S3.7 5.8 4.6 6.1 3.4

INrsonal consumption 3.5 5.7 4. 5 5.6 3.7
Net fixed capital formation 7.5 11. 3 8.0 2. 4 1. 0

P'oland:
NMPtotal ---------- 6.0 6.0 6.2 9.9 12.7
NMPpercapita- 4.6 5.1 5.2 9.0 11.8
Total consumption- 4. 4 5.1 5.0 7.7 9.1

Personal consumption 4.4 5. 1 5.0 7.0 8. 8
Net fixed capital formation 7.9 9.6 9.3 10.6 27.2

4 By least squares fit to I,=l,(1+R)i.
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IV. LABOR AND CAPITAL PRODUCTIVITY

Table 17-21 present rates of growth of labor and capital inputs and
their related productivities (output index divided by the input index).
Both GNP and NMP concepts are represented in the tables.

In table 17 the relatively stable total employment growth rates
reflect demographic factors; more significant are the different rates of
the various sectors of production. In all the countries in all periods,
agricultural employment has declined. This decline was most rapid in
Bulgaria and slowest in Poland, reflecting, no doubt, the system of
private agriculture in the latter as contrasted to socialized agriculture
in the other countries, as well as the possibilities for alternative em-
ployment. Industrial employment grew more rapidly in the less de-
veloped countries (Romania, Bulgaria, and Poland) then in Hungary
and the industrially more developed countries (East Germany and
Czechoslovakia). In all countries, except Romania, the rate of growth
of industrial employment has slackened in the last 5 years of the larger
1960-72 period. Employment in construction has also slackened from
earlier high rates, though still growing faster than the average for the
economy.

TABLE 17.-AVERAGE ANNUAL GROWTH RATES OF EMPLOYMENT,' 1960-72

1960-65 1965-70 1967-72 1960-72

Bulgaria, total … 0.6 1.5 1.1 1.3
Industry (including handicrafts) -4.2 3.5 2.1 4.2
Agriculture and forestry -- 4.3 -3.5 --3.5 _3 9
Construction -6.7 5. 4 3. 0 5. 9
Transport and communications -1.0 4.5 3.9 3.2
Trade- 4.5 3.5 7.0 4.2
Other sectiors- 3. 4 3. 5 3.3 3. 4

Czehchoslovakia, total -1.7 1.7 1.1 1.6
Industry (including handicrafts) -2.0 1.2 .6 1. 5
Agriculture and forestry -- 2. 3 -1. 2 --1.6 -1.6
Construction_ 2. 5 2.9 2.7 2.0
Transport and communications -2.6 2.8 2.0 2. 4
Trade -3.1 3.2 4.3 2.9
Other sectors- -- 4.2 2.8 1.2 - 3.1

East Germany, total --. 2 . 5 . 6 .7
Industry (including handicrafts) --. 8 .3 .2 .9
Agriculture and forestry -- 2.1 -3. 5 --3. 5 -2.9
Construction --. 6 4. 5 3. 5 1.9
Transport and communications -. 4 .4 1.2 .4
Trade- -.2 -. 6 -.9 -.3
Other sectors1.7 1.8 2.2 1. 9

Hungary, total --. 1 1.8 1.4 .9
Industry (including handicrafts) -2.6 2.7 1.1 2.1
Agriculture and forestry -- 7. 6 -1. 5 -1. 2 -3. 9
Construction -2. 2 4.9 5.1 3.7
Transport and communications- 1.8 .6 1.2 .9
Trade -3.3 - 4.7 4.6 3.6
Other sectors- 1. 4 .7 1.7 1. 1

Poland, total -2.0 2. 4 2. 2 2. 3
Industry (including handicrafts) -2.9 3. 5 2.8 3. 3
Agriculture and forestry _- 3 -.3 -_ 1 _ 1
Construction -2. 1 3. 9 3. 2 3. 2
Transport and communications -3.9 3. 2 2.9 3. 5
Trade 1.5 2.6 1.6 1.9
Other secnrs -4.1 3.4 3.7 3.8

Romania, total- 1. 4 1. 2 1. 4 1. 4
Industry (including handicrafts) 4.9 4.0 5.8 4.6
Agriculture and forestry -- 2. 5 -2. 4 -3. 9 -2.6
Construction -5. 2 4. 3 3 8 4.0
Transport and communications -5.0 2.9 3.1 3. 9
Trade 3.6 1.9 4.3 3.4
Other sectors 4.4 2.6 1.8 3.4

' Least squares fit to 1, = IO(1+ R)4.

Average annual rates of growth of labor productivity (GNP in-
dexes divided by employment indexes) for overall GNP have been
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maintained at higher levels in Bulgaria and Romania than in the other
countries (table 18). Industrial labor productivity has displayed
similar stability, but in some other sectors the rates of growth have
fluctuated considerably (construction, agriculture, and trade). High
rates of growth of capital inputs have helped to sustain the growth of
labor productivity (see tables 19 and 20).

TABLE 18.-AVERAGE ANNUAL RATES OF GROWTH OF LABOR PRODUCTIVITY, 1960-72'

[In constant prices; percent]

1960-65 1965-70 1967-72 1960-72

Bulgaria:
GNP -- 5. 6 5 1 5.1 5. 2Industry -------------------- 4.2 8.7 6.0 6. 2
Agriculture- 8 8 2.7 4. 2 6. 0Construction ------------------- 9 5. 7 3. 6 3.7Transport and communications -89 66.0 4. 8 6. 6Trade- - :------------ 2.4 4. 8 .1 3. 4
GNP -. 3 3.1 3. 4 22Industry -. 9 4.9 5. 4 3. 4Agriculture -1. 2 6. 2 5.1 3.7Construction ------------------------------------ -1. 0 -.2 8 .4Transport and communications -2.2 0 1. 9 1.3Trade ---------------------- -. 1 3.3 1. 2 2.1

East Germany:I
GNP 3.1 2.9 2.9 2.7
Industry -4. 5 3. 5 3. 8 2. 7Agriculture- 3.5 3. 9 2.3 4.7Construction- 4. 8 3.3 2. 8 4. 5Transport and communications- 2. 8 3.7 4. 5 3. 6Trade- 2.9 5. 9 6. 6 4.9

HugN-4.3 2. 4 3. 0 -33

Industry -3. 8 2.0 3. 8 3. 3Agriculture- 8.9 3. 9 3. 5 5.5Constructin -1. 8 4. 0 1. 4 2.7Transport and communications- 2. 8 1. 0 .9 2.0Trade- 2. 4 3.3 3.1 3. 3Poland:
GNP----------------------- 2.1 18 2.5 2.3Industry- 3. 6 2.8 3.6 3.1Agriculture - 1.2 -.7 -. 2 1.3Construction- 1. 2 4.1 4.2 3.5Transport and communications- 2.7 2.9 . 4.9 3. 4Trade - -------------------------------- - 3.1 3.9 5. 4 4.0Romania:
GNP- 3. 6 4.8 5. 6 4.9Industry - 5.1 6.6 4.5. 5.7Agriculture- 2. 3 .6 6. 9 4. 3Construction-- 8 6.9 6.2 4.7Transport and communications- 4. 2 .6. 7. 4. 3 5.1Trade - 5. 6 5. 9 2.9 4. 8

aBy least squares fit to 1,=10(1+R)o. Each productivity index is the ratio of the corresponding output (gross valueadded) and labor input indeses.

Massive fixed capital inputs have taken place in all the countries of
Eastern Europe (tables 19 and 20). Rates of growth of fixed capital
have been particularly high in Bulgaria and Romania. Fix-ed capital
growth has been higher in the material production sector than in the
nonmaterial sector. Within the material production sector, industry
and construction have experienced higher rates than other sectors.
Agriculture witnessed less rapid growth of fixed capital than the
average for material production sectors as a whole in Bulgaria,
Hungary, Poland, and probably Romania, and more rapid growth than
this average in Czeehoslovakia and East Germany. This evidently
reflects the labor scarcity in the latter countries.
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,ABLE 19-OFFICIAL INDEXES OF FIXED CAPITAL, SELECTED YEARS, 195d-72

[A: 1950=100 except Bulgaria (1952), B: 1960=100; C: 1965=1061

Bulgaria Czechoslovakia East Germany

1960 1965 1971 1960 1965 1972 1960 1965 1971

'Industry:
A--ndustry:264 522 1,057 156 200 273,
B----------------------- 100 198 401 100 128 176 100 138 188
C---- - 51 100 203 78 100 137 72 100 136

Agriculture and forestry:15 24 37 19 14 26A------------------------+'~~ --- 1 5 2 3 3 0 19 14 2 7 -- - - - - -- - - - -

A----1-00------ 100 157 239 100 130 179 100 139-
C--B-----64 100 152 77 100 138 72 100 139

Constructioni:
A-Constructi: 229 502 1,261 174 229 389 .
B---------------- 100 219 550 100 132 224 100 162-28

C- - 46 100 251 7S 100 170 62 100 177
Transport and commnsuication,

A--*-----130 159 256 139 163 200 ..
B ------------------ 100 122 196 100 117 144 100 121 144
C-------.;- 82 100 161 85 100 123 83 100 119

'Trade:
A--- - - 192 301 668 149 189 317 ,
B-------- 100 157 348 100 127 213 100 129 173
C---- - 64 100 222 79 100 168 78 100 134

Mvaterial production, total:
A--terial -------------------- ,, 174 282 513 152 193 266 134 179 241
e---------------- 100 162 295 100 127 175 100 134 181
C--B.-. -------. 62 100 182 79 100 138 75 100 134

Nonmaterial production, total:
A------- ------- 134 168 230 130 150 192 I11 119 132
B-------- ------- 100 125 171 100 115 148 100 107 119
C- - B - 80 100 137 81 100 129 93 100 111

-Total, all sectors:15 2
A--l---l----------153 222 364 140 171 227 121 146 181
B------------- ------ 100 145 238 100 122 162 100 121 150
C- - 69 100 164 82 100 133 83 100 124

Hungary Poland Romania

1960 1965 1972 1960 1965 1972 1960 1965 1972

Industry: 225 357 836

B-100 133 208 100 138 235 100 159 372
C- - 75 100 156 72 100 170 63 100 234

Agriculture and forestry:
A -- - - - - - - -- -145-- -- - - - - - - -- - - - - - - -- - - - - - - - 127 159 257
B------------ -------- 100 pi 220 100 iii 145 100 125 202

C- - 58 100 129 90 100 131 80 100 162
Construction:

A--Construction:-- 768 1,380 3,560 - -- 477 791 1,800
B--------------------------- - 100 179 464 100 161 335 100 166 377

C-B. ----------------- 5----- 6 100 259 62 100 208 60 100 227
'Transport and communication;

A- -121------ io 10 1 77-----31 17-------7------ _ 31 177 307
B---------....... 100 110 147 100 117 162 100' 135 234

C- - 86 100 127 85 100 138 74 100 173
'Trade:

A- ------- --------- 185 304 617333 ~ ... . i9

B---------------- 100 164 333 10 3 9-------------
C- 61 100 203 74 100 140-

Material production, total:
A--terial ---oduction, --otal 156 199 300 144 179 269 (I) (1) (1)

B.- 100 128 192 100 124 187-
C- 78 100 150 81 100 151-

Nlonmaterial production, total:
A-----------------------------: 127 147 187 117 131 157 151 191 270

B - - 100 116 148 100 112 134 100 127 178
C-- 86 100 128 89 100 120 79 100 140

Total, all setora:
A--l,-all-sectors: 142 173 243 129 153 207 161 223 399
B- - 100 122 172 100 118 160 100 138 248
C- - 82 100 141 85 100 136 72 100 180

Not available.
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TABLE 20.-AVERAGE ANNUAL RATES OF GROWTH OF FIXED CAPITAL INPUTS AND CAPITAL PRODUCTIVITY,
SELECTED PERIODS, 1960-721

[In constant prices; percent]

1960-65 1965-70 1967-72 1960-72

Bulgaria:
Capital inputs:

Industry -13.6 12.7 11.0 12.3
Agriculture- 9.0 7.1 6.6 7. 7
Construction -16.8 16.0 10.9 15.7

Capital productivity:
Industry -5.1 -.5 -.9 -2. 0
Agriculture -4. 5 -7.9 -5.9 -5. 6
Construction -9. 2 -4.9 -4.3 -6.2

Czechoslovakia:
Capital Inputs:

Industry 5.2 4.2 4.9 4. 6
Agriculture 4. 9 4.3 5.0 4.5
Construction 7.5 7. 7 8.6 7. 3

Capital Productivity:
Industry -2. 1.9 1. 1 .4
Agriculture -8. 5 .6 -1. 5 -2. 4
Construction -8. 3 -5.0 -5.0 -4.9

East Germany:
Capital inputs:

Industry 6.4 4.9 5.5 5.7
Agriculture. 66 5.6 5.0 5.7
Construction 9.9 10. 1 10.4 9. 2

Capital productivity:
Industry - -2.8 -1.1 -1. 5 -2. 1
Agriculture -5.2 -5.1 -6.2 -3.8
Construction -5.8 -2.2 -4. 2 -2.8

Hungary:
Capital inputs:

Industry 5.6 6.0 6.4 6. 0
Agriculture ,, ,,, , 5. 2 7.0 8.6 6. 7
Construction 11 2 10.9 15.0 11.9

Capital productivity:
Industry 8 -1. 3 -1. 5 - 5
Agriculture -3.9 -4.5 -7. 2 -5. 1
Construction -7. 2 -2.1 -8.5 -5. 5

Poland:
Capital inputs:

Industry 6. 5 7. 5 7.6 7.1
Agriculture 2. 1 3.8 3. 9 3. 2
Construction ,, ,, 9.4 11.4 9. 3 9.9

Capital productivity:
Industry 0 -1. 3 -1.1 - 7
Agriculture -1. 2 -4. 8 -4. 2 -2. 0
Construction -6. 1 -3. 4 -1. 9 -3.3

Romania:
Capitol inuts:

I.1tustry 9. 5 12. 3 12. 4 11. 2
Agriculure 4. 2 5. 8 7. 7 6.0
Construction . ,,,,,-,,,,,- 10. 4 10. 5 11.3 11.1

Capital productivity:
Industry 5 -1. 8 -2. 0 -9
Agriculture -4. 3 -7. 6 -4. 6 -4. 3
Construction -4. 4 .7 -1. 4 -2. 3

X Rotvs determined by least squares lit to I .- -0 (I+R). The capital productivity indexes are the ratios of the sectoral
output (GNP) indexes to the capital input indexes.

Official national indexes of employment, fixed capital, national
income originating factor productivities, and capital-labor ratios,
1960 versus 1972, are arrayed in table 21. Rows 4, 5, and 6 follow by
ratios of rows 1, 2, and 3. We leave it to the reader to scan
the relationships.

The question immediately arises as to what future prospects for the
economies of Eastern Europe are foreshadowed by their past per-
formance as indicated by various measures of inputs and outputs.
This question is of mounting concern to the planners and economists

32-765-74 19



282

of the countries concerned, as well as of interest to students of economic
development generally. We may harken here to the advice in the
J. E. C. compendium, "Soviet Economic Prospects for the Seventies,"
page 134, calling for the formulation of a model that would relate
relevant economic series (output, labor, capital, research and develop-
ment expenditures, education, et cetera) in such a way as to forecast
future performance.23 One can only endorse the need for prognoses,
and prognoses will no doubt be made by application of explicit models,
or by simple extrapolation of past experience, or by something much
cruder in the form of a glance at the demographic considerations and
some intuitive address to psychological and sociological principles
that could scarcely qualify as a model.

TABLE 21.-INDEXES OF EMPLOYMENT, FIXED CAPITAL, NATIONAL INCOME (NMP), LABOR PRODUCTIVITY,
CAPITAL PRODUCTIVITY, AND CAPITAL-LABOR RATIOS, 1972 (1960=100)

[Official dataj

Total national
income Industry Agriculture Construction

Bulgaria:I
Employment-
Fixed capital-
National income originating (NMP)
Labor productivity.
Capital productivity-
Capital, labor ration.

Czechoslovakia:
Employment-
Fixed capital-
National income originating (NMP)
Labor productivity-
Capital productivity-
Capital, labor ratio-

East Germany: '
Employment-
Fixed capital-
National income originating (NMP) .
Labor productivity-
Capital productivity-
Capital, labor ratio-

Hungary:
Employment-
Fixed capital-
National income originating (NMP)
Labor productivity.
Capital productivity-
Capital, labor ratio-

Poland:
Employment
Fixed capital-
National income originating (NMP)
Labor productivity-
Capital productivity-
Capital, labor ratio-

Romania:
Employment-
Fixed capital-
National income originating (NMP) -.-
Labor productivity-
Capital productivity-
Capital, labor ratio-

99.9
295.0
225.0
225.2
76. 3

295. 3

Ill.6
175.0
171.1
153. 3
97.68

3156. 8

101.4
180.6
161.6
159.4
89.5

178.1

101.2
192. 5
189.9
187 67
98.6

190.2

122.4
187.0
214. 5
175. 2
114.7
152.8

101. 1
(4)

276.0
275.0

(4)

153.4
2401.0

302.8
197.4

75. 5
261. 4

120.2
175.6
180. 3
150.0
102.7
146. 1

102.0
187. 5
175. 6
172.2
93.6

183.8

125.0
207. 5
225.6
180. 5
108.5
166.4

66.0
239.0
103.2
156.4
43.2

362. 1

77. 5
176.5
108.0
139.4
60.5

230. 3

71.8
193.3
104.8
146.0
54.2

269.2

59.7
220. 5
111.5
186.8
50.6

369.3

146.4 98.0
235.0 145.0
266.5 116.0
182.0 118.4
113.4 80.0
160.5 146.0

180.6 70.6
371.6 202.4
430.1 135.5
238.2 191.9
115.7 66.9
205.8 286.7

1 1971 data.
2 Includes forestry.
3 Freight transport only.
4 Not available.

We abstain from offering any quantifications of prospects, but
we shall discuss in the next section some of the problems confronting
these economies and some of the efforts of their economists and other
observers to find solutions. Here we suggest that more consideration

23 See the article by Robert W. Campbell, M. Mark Earle, Jr., Herbert S. Leviise, and Francis W. Dresch.

193.4
550.0
266.6
137.8
48. 5

284.4

127.4
223.4
185. 2
145. 4
82. 9

175.4

118.0
287. 1
190.4
161. 4
66.3

243. 3

147.0
464. 0
194.7
132.4
42. 0

315. 6

146.9
335.0
236. 9
161. 2

70. 7
228.0

178.3
377. 4
263.0
156. 7
75. 0

211.6



283

than in the past should be given to the relativity of intertemporal and
international economic comparisons to the bases of valuation and to
techniques of index number construction. There is a great need for
cumulation of findings by various models, and by many alternative
economic input and output series to be applied to such models, in
order to establish empirically whether some stability of findings, or a,
narrow range of results will emerge. For it does not seem to be a mat-
ter of indifference what output series should be. matched against
given labor and capital input series in the quest for explanation of past
growth and future prospects. The official indexes of outputs are being
modified in a number of instances. Independent calculations using
early period, intermediate period, or late period weights suggest very
substantial sensitivity of calculated aggregate indexes to the
weighting regimens.

Many refinements or alternative series of labor inputs are evident
and available from national statistics: economically active persons,
full man-year equivalent series, man-hour series, wage-weighted labor
inputs, education-level weighted inputs, etc. Taking account of such
refinement obviously would help explain economic growth.

The immediate prospect for the capital input measures, however,
is less promising. The capital stock series in full initial cost is given
only in current prices in Bulgaria; the price base is not specified in
Romania. Much of the fixed capital carried in the official series in
East European countries is obsolescent. The relation of net capital
stock to gross capital stock depends on the applicable rates of tie-
preciation, and such rates may be available in a number of real and
hypothetical alternatives. In Hungary the average level of deprecia-
tion rate was raised by 40 percent in 1968.21 Poland is raising de-
preciation rates that will very sharply reduce the lives of various
types of fixed capital. Bulgaria and Czechoslovakia are elaborating
new norms for depreciation. Bulgaria is planning a capital census for
the next year in order to facilitate studies of productivity that cannot
be carried out with the present inadequate information. Current
discussions indicate that the fixed capital stock in Eastern European
countries has in it much deadwood that should be eliminated by
sharply higher rates of scrapping. New policies in all countries are
calling for less construction of new plants and more modernization of
existing facilities. What this betokens is eventually better information
on fixed capital; what it suggests for the present is caution on findings
based on the presently available fixed capital series.

V. FUTURE PROSPECTS AND CURRENT PROBLEMS

Judged on the basis of comparative rates of growth, the economies
of Eastern Europe on the whole more than held their own in the second
half of the 1960's as compared with the first half. This is the case
whether we use GNP or NMP indexes, or their derived rates of growth,
overall or per capita (tables 9-15, 22). Performance in 1971, 1972, and
1973, to the extent that results have been published, has been some-
what uneven, but, on the whole, the tempos of the 1965-70 period
have been maintained. Bulgaria shows some signs of slight slackening
of its rate of growth in 1971-72, but is still growing at a fast rate.

U4 B. Sitnin, "Khozraschet Relations in European CMEA Countries," Planovoe Khoziaialovo, July 1973,P. 103.
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Czechoslovakia has eased the pace but is growing faster in 1971-73
than in 1960-65. East Germany in 1971-72 seems to have main-
tained the average rate of the preceding half decade; Hungary does
likewise in 1971-73. Poland and Romania in 1971-73 are appar-
ently enjoying an economic boom in comparison with. either half of
the decade of the 1960's. The six countries of Eastern Europe as a
whole grew about as fast as the European Economic Community
(EEC) during the 1960's, but one might expect them to have grown
somewhat faster in view of their lower level of development. If
Bulgaria and Romania are excluded, the average performance of the
remaining four countries of Eastern Europe is below that of the EEC.

What are their future prospects? Their problems are numerous:
growing labor scarcities; unsatisfactory rates of growth of labor produc-
tivity, despite the high rates of investment; obsolescent technology;
misdirected investment allocations of the 1950's and 1960's, inconsis-
tent and conflicting elements in their systems of planning and manage-
ment; apathy on the part of employees; rising expectations of con-
sumers confronting governments that are less able than in the past
to ignore them in favor of increased investments; inefficiency in
production and stagnation of technological progress induced by
sheltered markets at home and in the Socialist Council on Mutual
Economic Assistance (CMEA) bloc; limited possibilities for wider
participation in world trade because of dependence on Soviet sources
of raw materials (iron ore, oil, gas, cotton, et cetera); pressures to
shorten the workweek to catch up with such reductions achieved much
earlier in other countries; anticipated rising costs for protecting the
environment from pollution; and rising costs of imported raw mate-
rials, to name some of the more immediate ones. (Poland is projecting
an expenditure of 1.5 percent of the national income by 1990 on envi-
ronmental protection-"Gospodark-a Planowa," No. 10, 1973. pp. 649-
660.) There is general dissatisfaction with the quality of production-
a matter that is intimately connected with the web of problems
relating to personal motivations, enterprise incentives, competition
with foreign producers, and technological progress. Housing remains
scarce, and consumer services are inadequate. We shall discuss briefly
some of the problems of resource allocation confronting the economies
of Eastern Europe in the 1970's, but first let us consider the prospects
for the immediate future in the light of past perfornmance and the
plans for 1971-75.

Table 22 presents rates of growth of a number of economic indicators
for the 5-year plan intervals of the 1960's for the individual years of
1971 and 1972, and for the 1971-75 plan. The rates set for 1971-75
and the results achieved for 1971-72, taken in comparison with the
rates realized for 1966-70, indicate som e slackening of growth for
Bulgaria, Czechoslovakia, East Germany, and Hungary (see the
rates for national income produced, gross industrial production, and
gross agricultural output). By the same measures, Poland and Ro-
mama have planned for 1971-75 and arc achieving in 1971 and 1972
higher rates than in 1966-70 (except for gross industrial production
in Ronmania, which is growing at essentially the same rate as in 1966-
70). Labor productivity rates of growth planned for 1971-75 are
equal to or higher than those achieved in 1966-70, and the targets
are being met by Czechoslovakia, Hungary, and Poland in 1971-72.
Bulgaria and Romania are lagging somewhat with respect to the
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1971-75 targets and the 1966-70 rates for labor productivity, but the
rates achieved in 1971-72 are still high compared to those of other
countries in the area. East Germany is also mildly lagging in 1971-72
with respect to more modest past performance and the 1971-75 target.

National income (NMP) domestically used may differ for a given
country in comparison to its national income produced in the same
period or year. Such differences can arise mostly on account of foreign
trade balances, but also on account of losses and statistical discrep-
ancies. The necessity to redress unfavorable trade balances may be
indicated by planned rates being set lower for national income used
than for national income produced. The rates for these two indicators
show overall agreement in the countries represented in table 22, al-
though some differences are evident for particular periods. For ex-
ample, in 1971 and 1972, Poland has shown substantially higher rates
for national income consumed than for national income produce(l.
Foreign credits to finance net imports have helped here.

The 1971-75 plans show higher target rates for growth of gross
investment than for consuLmjptioll in all countries except Bulgaria.
In 1971, however, the growth of consumption was faster than that of
gross investment in Czechoslovakia, East Germany, and Poland, as
well as Bulgaria.

Thus, performance rates achieved in 1971-72 and the planne(l
growth rates for 1971-75 broadly indicate a continuance of the growth
of the 1966-70 period, with some differences among countries, as noted
above. In all countries, the rates of growth of national income pro-
duced in 1971-72 and planned for 1971-75 are higher than those
realized in 1961-65. The statistical performance, however, does not
adequately take into account the quality of growth or the problems
that lack of balanced growth may produce in the future.
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TABLE 22.-AVERAGE ANNUAL RATES OF GROWTH, SELECTED INDICATORSI

1961-65 1966-70 1971 1972 1971-75 (plan)

Bulgaria:
National income produced (NMP)
Industrial production, gross value.---
Agricultural output, gross value ---
Labor productivity in industry -
National income domestically used

(NMP)
Total consumption .
Gross fixed investment

Czechoslovakia:
National income produced (NMP)...
Industrial production, gross value_
Agricultural output, gross value
Labor productivity in industry -
National income domestically used

(N MP) .
Total consumption -
Gross fixed investment

East Germany:
National income produced (NMP)---
Industrial production, gross value.---
Agricultural output, gross value.----.
Labor productivity in industry
National income domestically used

(NMP)
Total consumption.
Gross fixed investment .

Hungary:
National income produced (NMP)---
Industrial production, gross value..
Agricultural output, gross value.-..--
Labor productivity in industry ----
National income domestically used

(NMP).
Total consumption
Gross fixed investment - -- --

Poland :
National income produced (NMP) ---
Industrial production, gross value.---
Agricultural output, gross value
Labor productivity in industry .
National income domestically used

(N MP)
Total consumption .
Gross fixed investment

Romania:
National income produced (NMP)X.--
Industrial production, gross value -
Agricultural output, gross value..
Labor productivity in industry
Total consumption .

6. 7
11.7
4.3
7.2

7.0
6. 7

14.2

1.9
5.2
.4

3.3

1. 2
3. 4
5. 7

3. 5
05,9
1.8
5.9

3. 5
2.3
7. 0

4. 1
6.0
1. 6
5. 1

4. 5
3. 7
9. 2

6. 2
8. 5
2.6
5.2

6. 0
4. 9
8. 2

9. 1
13. 7
3. 2
7. 3

8. 7
11.3
4. 7
6.9

8. 3
8. 2

212.3

6. 9
6. 8
3.5
5. 3

7. 0
45.6

7.2

5. 3
6. 6
1. 5
6. 2

5. 5
4.6
9. 7

6.8
6. 1
3.0
3.6

7. 4
6. 0

28.4

6. 0
8. 4
2. 9
4.9

5. 9
5. 4
8. 1

7.7 1
11.8 1
4.2 1
7.3
6. 2 .

7. 0
9. 6
3. 1
7. 2

7. 0
8. 3
4. 8
5. 9

1.6 9.9
5.5 5.0
-.8 310.7

5.9
6. 4
3. 6
5.8

5.1
6.9
3.2
6.4

5. 1
6. 3
5. 7

4. 5
5. 6

-1. 1
4. 9

3.3 5.1
4.0 .
0 3. 0

7.0
5.0
9.6
5.3

11. 2
6. 2
9. 9

5. 4
6. 3
0. 5
5. 0

7.7- 8.5
9.2- 9.9
2.3- 3.7

7.6

8. 1
38.4- 9. 4

6.0- 7.0

5. 1
6. 0- 6. 3

2. 7
5.4- 5. 7

5.9 .
6.0 4.9
8.3 6.2- 6.5

4. 9
6. 0
2. 4
6. 2

4. 0
4. 2
5. 2

5.0 5. 5- 6.0
5.6 5.7- 6.0
5.0 2.8- 3.0
6.5 4.5- 5.0

-4.4 5.4
'3 5 5.0
-2.0 8.1- 8.4

9.0 7.0
10.8 8.4
8.1 3.6- 3.9
6.0 05.4

12.7 7.0
9.1 6.6

721.5 8.3

10.0 11.0-12.0
11.7 11.0-12.0
9.0 6.3- 8.3
7.1 7.3

7. 6

8.2
8. 3
3. 7
4. 9

9. 9
7. 7
7. 7

2.9
1. 5
8.4
6.3

I See appendix, notes to table 22.
2 Annual average change from preceding 5-year period.
aEstimated.
'1967-70.

Commodity production (production de biens).
e Consumption by the population.
7 State and cooperative sectors only.
8 Includes construction.

Fixed capital stocks are growing at significantly different rates in
the countries of Eastern Europe (see tables 20 and 21). Romania and
Bulgaria show rates up to two times as high as the other countries.
The "actual" rate or increase of combined labor and capital produc-
tivity is an unclear matter, partly because the indexes of capital
inputs and of production in industry and other sectors are of uncertain
reliability, are available in a number of alternatives, and perhaps are
ill-matched for deriving results that possess prognostic value. Never-
theless, there is some evidence that a preferentially higher rate of
growth of gross investment as compared to that of consumption is
beginning to be questioned by the policymakers in these countries.
Rising popular expectations for a better standard of living motivate
such considerations.
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The rates of growth of GNP and its consumption and investment
components, and their shares in the total GNP are intimately inter-
connected with rates of growth of labor and capital inputs and their
combined productivity. Bergson's projections for the Soviet economy
for the period 1970-S0 under various assumptions as to rates of
growth of factor inputs, their relation to output in a production
function, and various rates of growth of factor productivity, illuminate
also the problems confronting Eastern European countries.2 A higher
rate of growth of factor productivity obviously can compensate for
falling rates of growth of labor inputs and relatively low rates of
growth of capital stock. The quest for higher productivity underlies
the various tinkerings and the more substantial reforms of economic
systems in Eastern Europe.

The inverse relationship in Eastern Europe between the level of
development and the rate of economic growth finds reflection in the
kinds of economic priorities set in these countries. At one extreme,
Romania, with ample resources of manpower and rich raw material
resources, is pushing extensive development-rapid expansion through
increased employment and new production facilities. Quantity of
output takes precedence over quality, investment grows at a high
rate, output of producer goods grows faster than output of consumer
goods, development of the tertiary, service sectori is lagging. Plans
for the near term call for very rapid growth of both industry and
agriculture, and some disproportions and bottlenecks in supply may
be expected to appear. Bulgaria, also on the extensive mode, is expe-
riencing lower rates of growth of total employment but at the same
time showing some fast tempos for growth of employment in service
sectors (table 17). Poland's more ample manpower supply should
support extensive development into the mid-1980's, but already
concerns are expressed over the lag in supply of services to households
and the need to give more emphasis than in the past to modernization
of existing production capacities. Efforts are being made to get a
greater contribution to economic growth from labor productivity
than in the past. Hungary's policies reflect the evident labor scarcity;
emphasis is placed less on rapid quantitative growth and more on
quality, efficiency, balanced growth, and advanced technology.
Investment policies stress modernization of existing facilities and
efforts to reduce the volume of unfinished construction of new capaci-
ties.2 " The more highly developed economies of Czechoslovakia and
East Germany show the lowest overall growth rates in the area.
The urgency for improving factor productivity is greatest for them
because their manpower situation is the least favorable. East Germany
is attempting to maintain strong and relatively detailed central
economic direction and at the same time to promote the spread of
modern technology by giving priority in development to the high-
techlology bearing branches-chemical industry, machine building,
electro-technical equipment, electronics, instruments, and synthetic
materials.2 "

The tight labor supply in the more developed countries of Eastern
Europe was made more stringent by the adoption of shorter work
hours (for example, East Germany introduced a 5-day work week in
1967). Employment of women has increased rapidly in the postwar

a5 Abram Bergson, "Toward a New Growth Model," Problems of Comnmunisom, March-April, 1973, pp. 1-9.
' Oyula Nemeth and Mrs. Bela Szlklay, article in Gazdasag, No. 3, 1973, pp. 83-102.
a V. Isun ov, "Development of the (ID R Economy in 1971-i975," Voprosy ekonomiiki, No. 2,1973, pp. 75.
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period, and they now represent relatively large shares of total employ-
ment in Eastern Europe. Thus, in 1972, as percentages of the indicated
totals, these shares were as follows: Bulgaria-42.5 (of total number
of workers and employees), Czechoslovakia-47.4 (of total employ-
ment in the national economy), East Germnany-49.0 (of total em-
ployment in the national economy; or 50.2 of the total number of
workers and employees), Hungary (1973)-42.9 (of total employment
in the national economy), Poland (1970)-46.0 (of total "economically
active" population), and Romania-32.2 (of total number of workers
and employees).28 There is some scope here for further increased
participation of women in total employment, but in Czechoslovakia
and East Germany it would appear that the practical limit has been
reached.29 In Poland, over 70 percent of the total number of employed
women are married, and over 50 percent of the working mothers have
children of age 6 or younger. Forecasts for 1976-1980 assume further
growth of participation of women in employment. Of those within the
working-age bracket, the percentage employed is expected to increase
from 73.4 in 1975, to 78.3 in 1980, and the increase will be highest in
the 24-35 age group.30 Part-time jobs are being urged for women.

Labor migration within the CMEA area does not appear to be
considered a solution to regional manpower shortages. (See "Inter-
national Symposium on Labor Resources in C MEA Countries,"
Voprosy ekonomiki, No. 2,1973, pp. 151-155.)

As the easy gains of growth through increased employment are
approaching exhaustion in Eastern Europe, there is increased concern
being shown over more efficient utilization of the available manpower
and capital resources. Past economic performance is being analyzed to
identify the sources of growth. An example of such studies is an
analysis of the growth of Polish industrial production in 1965-68.3l
The authors of this study quantify the contributions to growth of
total industrial output by 22 branches in terms of: (1) structural
changes of employment among branches of industry; (2) increased
employment; (3) increased labor productivity (output per employee);
and (4) a joint contribution of items (1)-(3). The analysis was carried
out by a method of difference analysis, assuming that output is equal
to the product of employment and labor productivity and relating the
later period (1968) to the earlier by means of changes in employment
by branches of industry, in labor productivity, in structure of output,
and in ratios of branch employment to total employment in industry.3 2

The authors concluded that the increment in industrial production,
1965-68, was attributable (in percentages of the total) to: (1) Changes
in structure of employment, (-) 1.01, (2) changes in employment,
56.28; (3) changes in labor productivity, 40.20; and (4) joint con-
tribution of items, (1) to (3), 4.52. Textiles, chemicals, and fuel
branches accounted for about 80 percent of the total contribution of
the 22 branches attributable to labor productivity. Increased employ-
ment was evidently the dominant factor in the growth of industrial

29 Sources: Statistical yearbooks of the indicated countries.
29 in the U.S. S. R. in 1970, women accounted for 61 percent of total employment in the national economy-

N. Tatarinova, "Scientific-Technical Progress and the Labor of Women," Voprosy ekonlomiki, No. 11,
1973, 58

30 Zycie gospodarcze, March 10,1974, p. 6.
St Miroslawa and Jan Klamut, "Influence of Structural Changes on Factors of Economic Growth," Gos-

podarka plansssa, No. 1,1973, pp. 20-26.
32 The authors are appropriately modest regarding the economic interpretations they place on their mnathe-

matical formulations, stating that replacement of one arbitrary interpretation by another may still leave
one ill a situation described by Strumilin as "hi lifting the nose out of the mud, the tail sinks; in lifting the
tail, the nose sinks."
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production. The authors caution that the study should be regarded
primarily as illustrative of a method of analysis and that the period
of study (1965-68) was too short to average out the fluctuations that
affect the observations.

Zoltan Roman addressed the issue of labor productivity in Hungary
by taking into account the contribution of fixed capital.33 His analysis
proceeds by comparison of indexes of outputs with indexes of labor
inputs and combined labor and capital inputs. He presents a formula
for calculation of total factor productivity which has in its numerator
an index of production, and in its denominator an index of combined
labor (L) and capital (C) input indexes: aL+(1-a)C, where "a" is
the relative weight assigned to labor. When made explicit in the form
of a production function and when carried to the extent of displaying
the elasticity of substitution of one factor for another, it is clear that
this formulation with fixed weights results in an infinite elasticity of
substitution.3 Roman carries has analysis so far as to estimate
quantitatively the sources of growth of Hungarian national income
(NMIP) in percentage shares contributed by various factors: popula-
tion, rates of participation in labor force of eligible population,
employment, share of employment in the "material" sphere of produc-
tion, simple labor productivity (output per employee), factor substitu-
tion, education, economies of scale, structural changes of employment,
combined labor and capital inputs, and total productivity.3 5

Similar studies aiming at explaining past economic growth are being
undertaken both within Eastern Europe and outside the area.3" The
results should be judged both on grounds of theoretical adequacy and
empirical validity. The discussion of various approaches and the cumu-
lation of results purporting to have prognostic value no doubt will
help illuminate the causes of economic growth. Studies that aim to
illustrate a method and those that are hypothetical, or speculative,
that seek to set possible limits to courses of development, of course
merit the attention of serious students. But prognostication can be
misleading when a single forecast is made under circumstances where
many, possibly widely divergent, forecasts can be made under even
a single theoretical approach, but using a variety of indexes of inputs
and outputs. In the case of Hungary, for example, there are several
choices for an index of industrial production, and other alternatives
can be produced under various assumptions concerning index number
formulas, actually available price weights of various vintages, value-
added or gross-output product group and branch weights based on
factor cost or on market prices, etc.37

Concern over labor and capital productivity in Eastern Europe is
reflected in measures designed to facilitate the introduction of new,
technologically advanced fixed capital and to eliminate from the stock
items that are fully depreciated or morally obsolescent. Amortization

33 Zoltan Roman, "The Dynamics of Labor Productivity in the National Economy of Hungary," Voprosy
ekoneoiniki, No. 6,1973. pp. 85-92.

" A number of earlier researchers had proceeded similarly, as indeed we did also, but other means of
combining labor and capital inputs are currently the standard. These allow for various elasticities of sub-
stitutiton, either by assumption based ore empirical evidence, or implicity determined by choice of pro-
duction function and alternative empirical data.

35 Roman, op. cit., p. 91.
" E.g., see the article by Aiklos Siman, "Sources of the Increase in Production, 1967-1972," Kozgazdasagi

szemle, No. 1, 1974. pp. 1-22.
at Among the Hungarian industrial production Indexes are gross output measures, net output measures.

and indexes based on sample product series aggregated on lower levels by hours worked and on higher
levels by various approximations to value added (including indexes prepared by Zoltan Roman and pub-
lished through 1964, and, in 1968, a new official Index using sample series with various modifications).
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periods had been set for too long periods of useful life, with deprecia-tion rates too low. Despite this, fixed capital continues to be kept instock long after its life has expired. In Hungary, in 197:1, the value offixed capital in use, whose life had expired, increased to 51 percent inindustry and 22 percent in transportation and communication. 38 Be-ginning January 1, 1974, the predominant majority of Polish stateand cooperative enterprises will be applying new rates of deprecia-tion.39 These rates will be higher than the old rates by 43 percent onmachinery, equipment and means of transport, and by 34 percent onbuildings and constructions. As a result, the period of use (in years)should drop from about 19 to 13 on machinery and equipment, andfrom more than 43 to 35 on buildings and constructions. Hungary,
East Germany, and Romania already had introduced new, higherrates of depreciation, and Czechoslovakia is planning to do so.40 Buil-garia will take a census of fixed capital on December 31, 1974, hopingto establish uniform valuation, to make possible proper application ofnorms of depreciation, and to create a basis for comparisons of capital
intensity and for economic analyses.

These measures may be expected to raise questions about the con-sistency of fixed capital indexes over time. If to some substantial degreethe present series are burdened by capital stock that long ago shouldhave been scrapped and presently will be scrapped, and if some of thecapital investments were not justified on economic grounds (as wasthe case with some part of the investment attendant upon collectivi-zation of agriculture), then measures relating to capital productivity
and total factor productivity derived from unadjusted capital seriesshould be interpreted with caution. Over short periods, analyses offactor productivities and substitutions may be hazardous because ofabnormalities of supply (bad harvests, foreign trade problems) thatmay seriously warp output of a particular branch of production, andbecause of cyclical behavior of investment (relaxation of duress tosupport high rates of investment followed by renewed pressures toachieve fast growth via high rates of investment).

Despite the absence of adequate measures of factor productivity,enough is evident from rough measures of production costs and fromgeneral observations of the quantity and quality of output and itsmarketability in competition with foreign goods to conclude that East-ern Europe and the U.S.S.R. are seriously lagging in technology anld inefficiency of production. In addition to taking such measures as direct-ing investment expenditures primarily to completion of unfinishedprojects and giving priority to modernization of existing facilitiesrather than construction of new plant, they are emphasizing through-
out the area a rapid catch-up to the technological level of industrially
developed Western economies. In the short run, this is to be achievedby imports of technologically advanced equipment and processes, butfor the longer run, the aim is to train and motivate scientists, managers,and employees, to improve on the imported technology and to in-novate products and processes that rival best available elsewhere.4 1
Specialization within product groups in intra-CMEA trade is al-most always invoked as a further means of improving technology.

38 G. Gertsovich and B. Mihailov, "The Efficiency of Social Production in European Countries-Membersof CMEA," Voprosy ekonomiki, No. 11, 1973, pp. 108-119.39 Zdzislaw Fedak, "New Rates and Principles of Amortization," Finamen, No. 6, 1973, pp. 1-12.r40 G. Gertsovich and B. Mihailov, op. cit., p. 115.
41 See, E. G., Jozef Pajestka. "Innovative Dynamism and the Coupling of Science with the Economy,"Ekonom.ta, No. 5, 1973, pp. 1021-1038.
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Training scientists and engineers is a task that economic observers in
Eastern Europe bestow on their educational systems with suitable
exhortations to get good results. Specialization in intra-CMEA trade
should help in the longer run, but even better results should follow
from broader competition on world markets. Perhaps the countries of
Eastern Europe are about to experience more adverse consequences
than in the past from their ties to the Soviet Union. In the new context
of sharply higher world prices for raw materials (oil, natural gas, cot-
ton, ores, etc.), the Soviet Union may exact greater counter deliveries
of desired products from Eastern Europe than heretofore. Because of
the need to pay for its increased imports of high-technology goods from
the West, the U.S.S.R. may even deliver less raw materials to Eastern
Europe than the countries there had expected. Political considerations,
including the prospects of Soviet-U.S. d6tente, must be taken into
account here.42

Human motivation antd economic organization are basic concerns
confronting the policymakers in Eastern Europe. Their task is to (le-
vise a socioeconom.ic system that successfully combines motivation
with organization to achieve the goals of policy. Their dilemma is how
to harmonize their insistence upon the supremacy of the Communist
parties and their state bureaucracy in setting goals and directing ac-
tivity with the aspirations of the population in their roles as workers,
managers, innovators, consumers, and contributors to policy forma-
tion. This dilemma is all the more painful because the Soviet Union
limits the scope for devising alternative Eastern European economic
systems to those in harmony with Soviet aims.

The economic systems currently in effect display a range of comn-
binations of central planning and management with assorted degrees
of freedom on lower levels to make decisions on wages, investments,
research and development, marketing, and prices. Direct central
commands are augmented by arrays of economic levers intended( to
guide economic activity toward the achievement of centrally estab-
lished goals. At one extreme stands East Germany with relatively
strong, detailed central planning and management; at the other is
Hungary with less detailed central direction and more substantial
devolution of decisioiumaking to lower levels.43 Poland comes some-
where in between, stressing both the virtues of central decision and
the necessity to spur efficiency at lower levels.4 4 Various scheilles of
rewards to managers and employees have been devised. These typically
link rewards to performance as measured by various indexes: quantity
of output in physical units or in constant prices, achievement of goals
of assortment, profit targets, cost Ieductions, introduction of new
products, value added in production, goals for exports, etc. Revisions
of economic mechanisms, replacement of norms guiding peifoi'niance,
abolition of measures once regarded as salutary,4 2 decentralization,
recentralization-the ferment continues, and so does the basic
dilemma.

4I Seo Adam B. Ulam, The Destity of Eastern Europe," Problems of Commnunisn, January-Februnry
1974, pp. 1-12.

43 See V. Sitnin, "Khozraschet Relations in European CMEA Countries," Planoroe Kho iaistro. No. 7,1973, pp. 102-111, and V. Isunov, "Development of the GDR Economy in 1971-1975," loprosy ekonoilliki,
No. 2,1973, pp. 75-83.

4' Jozef Pajestka, "Perfection of Management In Organizations Introducing New Principles of the Eco-nomic-Financial Sytem," Nowe drogi, No. 10, 1973, pp. 49-63.
4' For example the imposition of a charge for the use of fixed and working capital placed at the disposition

of enterpiises was hailed as introducing rationality into price formation. Bulgaria has abolished such chargesin 1973, and Hungary, a leader in their introduction, is considering their abolition or modification.
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One gets the impression that the designers of East European
systems of economy have been studying what is positive in Western
economic systems in regard to promoting factor productivity, and
striving to graft this onto their own systems. The analog of the modern
Western corporation is the East European industrial association.
Profit an(l wage motivations related to efficiency, innovations, and
marketability of products-basic motivations in the West-are
being adapted with various compromises in Eastern Europe.

In their forced diraft industrialization under the Soviet model of
socialized economy, the policymakers and central controllers in
Eastern Europe have seriously weakened the most precious element:
the motivation of personnel and enterprise at the local levels. Their
continual programs of change in economic administration, planning,
and management, reflect the necessity to reinvigorate such motiva-
tion, but they do not wish to carry it to the extent that it would
challenge the political authority of the Communist parties and their
government bureaucracies. The various measures of devolution of
decisionmaking from the center to the enterprise, and the systems of
profit incentives and differential rewards being introduced in many
variations in these countries represent in essence, if not in form,
half-wav measures of reprivatization.

There are lessons to be learned from the economic experience of
the U.S.S.R. and Eastern Europe. Forced industrialization on the
Soviet model can make progress where there are ample reserves of
manpower and enough state force to restrain consumption by the
population to levels low enough to finance a high rate of investment
by public saving. In the pressure for quantitative goals, efficiency in
factor use and quality of output suffer. Technological progress yields
place to extensive expansion of capacity with obsolescent techniques.
Exhortations to the population to work hard and efficiently are no
substitute for tangible individual rewards for special effort. When
the easy sources of growth (reserves of labor, natural resources, the
readily available technology of other years and other countries, the
patience of the population) are exhausted, a slowdown threatens.
It becomes evident that the old prescription no longer is potent.
Something vital has been dulled in the process-human motivation
needs a better set of stimuli than fine slogans and promises of tomor-
row. The effort to catch tip to the level of more developed countries
requires new sources: cutbacks on bureaucracy and military spending,
foreign credits to finance import of advanced technology, and a bigger
slice of the national product to help refurbish the popular will to work.
More than that, it requires scope for initiative from below-funds at
lower levels to be spent flexibly on research and development and for
differential rewards for special efforts at efficiency and innovation,
and the expectation that the rewards of yesterday can be spent fruit-
fully to meet the needs of tomorrow.

Socialization, centralization, and organized duress were imposed
upon the economies of Eastern Europe, but the disadvantages of such
a system are there whether the system is introduced by force, or
whether a country slides into it by slow degrees. Herein lies a lesson for
other countries, whether they are underdeveloped and seek to develop
rapiclly, or whether they are already advanced and are confronting
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double-digit inflation and a rising role of government expenditures
and direct controls over economic activity.46

The environment for personal motivation and for enterprise is
becoming polluted by rigidities introduced by government measures
seeking quick solutions to economic problems. Eastern Europe is try-
ing to find its way back. Other countries can profit from that experience-

V. CONCLUSIONS

The statistical evidence on1 changes in economic growth and resource
allocation in Eastern Europe is given in the tables. Some summary
conclusions are as follows:

(1) The structure of production has shifted strikingly from 1950,
when agriculture was the dominant sector in all countries, except
Czechoslovakia and East Germany, to 1972, when industry became
the predominant sector everywhere, and agriculture had recedled to
second place in most countries. Service sectors (trade, government,
and other services) are gaining in importance, an(l in some countries,
trade and government and other services already outrank agriculture
in their contributions to the national product (tables 1-2).

(2) Investment has claimed a large and generally increasing share
of the national product up to 1970. Plans for 1971-75 call for continue(d
priority in the rate of growth of gross fixed investment over thatrof
total consumption in all countries except Bulgaria (tables 4, 22).
Results in 1971 and 1972, however, have shown higher rates for total
consumption in Czechoslovakia (1971), East Germnany (1971), lndI
Hungary (1972).

(3) Changes in the structure of allocation of manpower and fixed
capital to sectors of production are in accord with the changing comn-
position of national product (tables 5-7). Because output per person
employed in agriculture is below that of other sectors, agriculture
still accounts for a share of employment that is higher than its share
in the national product. It is expected that this disproportion will
continue to be reduced by changes in relative prices in favor of agri-
culture as its share in total employment declines further.

(4) Rates of growth of GNP per capita in 1960-72 in Eastern Eu-
rope have been unexceptional. The less developed countries (Bulgaria,
Romania, and Poland) have grown faster than the more (developed
(Czechoslovakia and East Germanty). The average rate for Eastern
Europe is roughly the same as that of the European Economic CoIn-
munity, but if Bulgaria and Romania are excluded, the average for
the remaining four countries of Eastern Europe is lower than that of
the EEC (table 13). The quality of growth in Eastern Europe has been
unsatisfactory; the lag in technology in the area is recognized as a
serious obstacle to future growth.

(5) Agriculture is the slowest growing sector in all the countries;
industry is the fastest, as a rule (tables 14-15). Housing and personal
services have grown unsatisfactorily.

(6) Net fixed capital formation over the 1960-70 period has grown
faster than other final uses of national income in all countries except
Czechoslovakia (table 16).

"t U.S. gross fixed capital formation over the 1960-70 period averaged 17 percent of the gross domestic
product; in Japan it was twice as great; in France an.d West Germany, about 25 percent. Government expen-
ditures on the average in this decade claimed about 20 percent of the GDIP iA the United States; in Japan
the share was 9 percent: in France and West Germany, about 14 percent. (See United Nations, Yearbook of
NatIional Account Statistics, 1971, Table 2A.)
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(7) Average annual rates of growth of employment for the economy
us a whole have leveled off or are falling in all countries. Agricultural
employment is declining. Rates of growth of employment are generally
high in industry, trade, and other services (table 17).

(8) Average rates of growth of labor productivity have been gener-
ally maintained, but with some fluctuations around an average level
in most countries in the period 1960-72 (tables 18, 21, 22).

(9) Output per unit of fixed capital has shown negative rates of
growth in all countries (tables 20, 21).

(10) National plans for 1971-75 and the results achieved for 1971
and 1972 indicate some slackening of growth of production for Bulgaria
Czechoslovakia, East Germany, and Hungary (table 22). Poland and
Romania have planned and are achieving higher rates of growth than
in 1966-70.

(I 1) Possibilities for further extensive growth by means of transfers
of labor from agriculture and by increased employment of women are
becoming limited. Sustained economic growth will require moderniza-
tion of fixed capital and changes in the economic systems that will
promote innovation and efficiency. Government policies for continued
high rates of investment are running into the opposition of rising
consumer expectations.

(12) There is inevitable ambiguity in index number comparisons
because of alternative choices of prices and other weights that enable
commensuration, and because of alternative methods of constructing
indexes. This ambiguity requires that findings as to rates of growth
and factor productivity be taken with appropriate caution. Both
output indexes and factor input indexes can be prepared in a number
of variants. Their correspondence in factor productivity analyses is
not a matter of indifference.

(13) Various attempts are being made to modify the systems of
economic planning and management by measures of decentralization
and by use of automatic regulators, including success criteria and
profit distributions, so as to encourage efficiency, innovation, and
quality. These measures in essence, if not in form, represent a limited
reprivatization of the economic system; they seek to restore something
that the earlier economic systems had frustrated. Their success is
problematical.

(14) Countries outside Eastern Europe, both highly developed and
less developed, should profit from the experience of Eastern Europe.
They should guard against the possibility of sliding into systems of
economic organization that are counterproductive.

APPENDIX

NOTES ON SOURCES

Tables 1, 3-7, 11-12, 15-17, 19, and 21-22 are based directly on official data,
generally given in statistical yearbooks of the respective countries or in other
sources that refer to the official statistics. The principal sources used here are as
follows:
Bulgaria. Tsentralno statistichesko upravlenie. "Statisticheski godishnik na

Narodna Republika Bulgariia." Annual.
Czechoslovakia. Statrni statisticky urad. "Statisticka rocenka Ceskoslovenske

socialisticke republiky." Annual.
Germany (Democratic Republic). Staatliche Zentralverwaltung fur statistik.

"Statistisches Jahrbuch der Deutschen Demokratischen Republik." Annual.
Hlungrary. Kozponti statisztikai hivatal. "Statisztikai evkonyv." Annual.
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Poland. Glowny urzad statystyezny. "Rocznik statystyczny." Annual.
Romania. Directia centrala de statistica. "Anuarul statistic al Republicii Social-

iste Romania." Annual.
United Nations. "Yearbook of National Account Statistics," 1971, Vol. III.

"World Economic Survey", 1972.
Economic Commission for Europe "Economic Survey of Europe in 1970,

Part II."
"Etude sur la situation economique de l'europe en 1971, Deuxieme Partie."

United States, "Statistical Abstract of the United States."
Tables 2, 8-10, 13-14, and 20 are based on work done at the research Project

on National Income in East Central Europe, formerly at Columbia University
and at Riverside Research Institute, and currently at L. W. International Finan-
cial Research, Inc., New York, N.Y. The proect's publications (see list below)
provide details on our sectoral GNP indexes and the weights used to combine
them into overall GNP indexes. Updating of various measures to 1972 generally
conforms to the methods described in the publications, with some adjustments.
The general procedure is summarized in Thad P. Alton, "Economic Structure and
Growth in Eastern Europe," U.S. Joint Economic Committee Print, "Economic
Developments in Countries of Eastern Europe, a Compendium of Papers," 1970,
pages 41-64. Some changes in sectoral weights have been made for the indexes
presented in the present report. New weights for Bulgaria are based on the 1963
Bulgarian input-output table, augmented ads necessary to the GNP concept.
Revised weights have been used also for Romania and East Germany, where
more recent data on wages, fixed capital, and employment made possible improve-
ments. Agriultural indexes for Bulgaria and Romania have been revised to re-
flect more recent prices of production inputs and farm outputs. The industrial
production indexes for 1968-72 were extended on the basis of correspondence of
our sample product based indexes with official measures for the earlier years of
the 1960's Average annual rates of growth presented in tables are for the most
part rates determined by least squares fit to the compound rate formula: I.=I.
(l+R)". Footnotes to tables, comments in text, and special notes to tables (see
below) should make clear the rate concept.

Notes to Table 8

The A and B estimates of total and per capita GNP are based on estimates
originally presented by Maurice Ernst for 1964 (see U.S., 89th Cong., 2d sess.,
Joint Economic Committee, "New Directions in the Soviet Economy," part IV,
1). 977). These estimates were updated to 1967 in my article in 91st Congress, 2d
session, Joint Economic Committee, "Economic Developments in Countries of
Eastern Europe," p. 49. Ernst's estimates were made by comparing Eastern
European countries with West Germany in marks and subsequently adjusting
the results roughly to allow for less favorable relative magnitudes that would.
emerge from calculations in Eastern European currencies. The link to the U.S
dollar was based on alternative A on the official exchange rate of the mark to the
dollar and in alternative B on the geometric mean of two rates based on purchas-
ing power equivalents prepared for OEEC for 1955. The A and B estimates were
moved to 1972 using GNP indexes prepared by the Research Project on National
Income in East Central Europe (table 9 and 10) and then converted to 1972 U.S.
dollars using the implicit GNP price deflator.

Estimate C consists of figures published by the United Nations, "Economic
Survey of Europe in 1969," part I, p. 150, for 1965. These figures were moved to
1972 by our indexes of GNP and then expressed in 1972 dollars using the implicit
U.S. GNP price deflators. The U.N. estimates were derived by establishing a
mathematical relationship by curve-fitting between each of 21 physical production
indicators and the U.S. dollar value of GDP (based on official exchange rates)
for 22 Western countries. Twenty-one estimating equations were thus obtained,
and for each country the GDP was estimated 21 times by this means. The arith-
metic average of the 21 GDP estimates was taken for the final GDP U.S. dollar
estimate for the given country. Confidence limits at the 5-percent significance
levels were established for the individual country estimates. The estimating
equations were then used to obtain dollar figures for the GDP's of Eastern Euro-
pean countries, with confidence limits again indicated. A comparison of the U.N.
estimates derived by this method for 22 Western countries, with figures derived
from conversions by official exchange rates and with estimates for Western Euro-
pean countries prepared by OEiCD by updating the original Gilbert-Kravis esti-
mates of 1955, provided an indication of range for the alternative GDP (orGNP)
measures.
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The range of estimates was in some instances very substantial. Confidence limits at
the 5-percent level for the 22 Western countries ranged from a low of ± 7 to a high
of ± 18 percent (meaning, that with random samples of indicators considered to
be drawn from some universe of samples, there would be a 95-percent chance that
the true values of GDP would lie within the indicating percentage limits). The
corresponding confidence limits for the Eastern European countries were as low
as ± 13 percent to as high as ±21 percent.

Estimate D was taken from figures published by U.S. Department of State,
background notes of the following indicated dates: Bulgaria-September 1971,
Czechoslovakia-March 1972, East Germany-January 1971,, Hungary-Febru-
ary 1970, Poland-July 1970, and Romania-August 1970. `ihe values referring
to an earlier year were moved to 1972 by our GNP indexes and expressed in 1972
dollars by the application of the implicit U.S GNP price deflator. There was no
indications of methodology by which the figures given in background notes wAere
derived.

Estimate E is based on figures published in "lHospodarske noviny," No. 5, 1974,
p. 3, for 1970 in the form of relative numbers (with Czechoslovakia= 100) and an
absolute figure for Czechoslovakia in 1965 dollars. The periodical cited a publica-
tion by J. Tauchman as the source of data. The figures were moved to 1972 by our
GNP indexes and then expressed in 1972 dollars using the implicit U.S. GNP
price deflator.

Ai6tes to Table 22

Official statistics as published in:
United Nations, "World Economic Survey, 1972," pp. 67-73.
Ibid., Economic Commission for Europe, "Etude sur la situation economiclue de
l'europe en 1971," Deuxieme partie, pp. 117-120.
Ibid.,-, "Economic Survey of Europe in 1970," part II.
Statistical yearbooks and other official publications of the countries concerned.

NOTE.-The statistics in the various sources do not always agree. There are
small differences that may reflect preliminary versus final data or methods of
deriving average rates of growth. Some annual figures in tables 15 and 22 for 1971
and 1972 may differ because of derivation from different rounded index number
series. In some instances the rates are specified as "regression parameters from
time series," or as "average annual compound rates," or as "average annual
change from preceding 5-year period" (as was indicated for agricultural gross out-
put, 1966-70 and 1971-75), or simply as "average annual rate" (as for gross value
of industrial production). The data by 5-year periods were taken from the United
Nations compilations, and there seems to be comparability along each given row.
For the rough purpose here, no attempt was made to get more precise specifica-
tions.

PUBLICATIONS OF THE RESEARCH PROJECT ON NATIONAL INCOME IN EAST CENTRAL
EUROPE

Books

Thad P. Alton and Associates (Laszlo Czirjak, George Pall, Leon Smolinski).
"Hungarian National Income and Product in 1955."

Thad P. Alton and Associates (Vaclav Holesovsky, Gregor Lazarcik, Paul D.
Sivak, Alexej Wynnyczuk). "Czechoslovak National Income and Product, 1947-
48 and 1955-56."

Thad P. Alton and Associates (Andrzej Korbonski, Bogdan Mieczkowski, Leon
Smolinski). "Polish National Income and Product in 1954, 1955, and 1956."

Financial Studies (Book Length)

Thad P. Alton, Elizabeth M. Bass, Jaroslav Dusek, and Frank Bandor. "Financial
and Fiscal Systems of Czechoslovakia." ACDA/F-45, vol. I, 1968.

Laszlo Czirjak and George Pall (Editors: Thad P. Alton and Elizabeth M. Bass).
"Financial and Fiscal Systems of Hungary." ACDA/E-45, vol. II, 1968.

Vaclav Holesovsky and Claus Wittich. "Financial and Fiscal Systems of Poland."
ACDA/E-45, vol. III, 1968.

Vaclav Holesovsky, Alexej Wynnyczuk and Jaroslav Dusek. "Recent Develop-
ments in the Czechoslovak Financial System." ACDA/E-134, vol. I, 1971.

Paul Marer and George Pall. "Recent Developments in the Hungarian Financial
System." ACDA/E-134, vol. II, 1971.



297

George R. Feiwel and Alexej W\'ynnyczuk. "Recent Developments in the Polish
Financial System." ACDA/E-134, vol. III, 1971.

Paul Marer. "Selected Comparisons of the Financial Systems of the U.S.S.R,
Czechoslovakia, Hungary and Poland." ACDA/E-134, vol. IV, 1971.

Thad P. Alton, Gregor Lazarcik, Laszlo Czirjak, and Elizabeth M. Bass. "Esti-
mates of Military Expenditures in Eastern Europe." ACDA/E207.

Occasional Papers

OP- 1 Gregor Lazarcik. "Growth of Czechoslovak Trade, Banking, and
Insurance, 1937-1962."

OP- 2 Vaclav Jiolesovsky and Gregor Lazarcik. "Trends in Czechoslovak
Housing, Government, and Other Services, 1937-1962."

OP- 3 George J. Staller. "Czechoslovak Index of Investment, 1937-1962: Ma-
chinery and Equipment."

OP- 4 George J. Staller. "Czechoslovak Index of Construction, 1937-1962."
OP- 5 Maurice C. Ernst. "Index of Polish Industrial Production, 1937-1960."
OP- 6 Gregor Lazarcik. "Output of Czechoslovak Forestry, Fishery, and

Hunting, Trapping and Game at Constant 1948 Prices, 1936 and
1946-1962."

OP- 7 Gregor Lazarcik. "Czechoslovak Agricultural Output, Expenses, Gross
and Net Product and Productivity, 1934-38 and 1946-1962."

OP- 8 Laszlo Czirjak. "Hungary: Index of Transport and Comniunication
Services, 1938-1962."

OP- 9 Gregor Lazarcik. "Output and Value Added in Czechoslovak Transpor-
tation and Communications, 1937 and 1946-1962."

OP-10 "Indexes of Rumanian Industrial Production, 1938, 1948, and 1950-
1967."

OP-11 Laszlo Czirjak. "Growth of Hungarian Domestic and Foreign Trade,
1938 and 1946-1965."

OP-12 Laszlo Czirjak. "Output of Hungarian Forestry, Fishing and Hunting,
1934-38 and 1946-1965."

OP-13 Laszlo Czirjak. "An Index of Hungarian Construction, 1938 and 1946-
1965."

OP-14 Lawszlo Czirjak. "Hungarian Agricultural Production and Value Added,
1934-38 and 1946-1965."

OP-15 George Pall and Leon Smolinski. "Indexes of Hungarion Service Sectors
and Fianacial Institutions, 1938 and 1947-1965."

OP-16 Laszlo Czirjak. "Indexes of Hungarian Industrial Production, 1938 and
1946-1965."

OP-17 Laszlo Czirjak. "Hungarian Investment, 1938 and 1949-1965: Trends
in Fixed Capital, Inventories, and Net Foreign Investment."

OP-18 Vaclav Holesovskv and George Pall. "Personal Consumption in Hungary,
1938 and 1947-1965."

OP-19 Andrzej Korbonski and Claus Wittich. "Index of Polish Transport and
Communications, 1937 and 1946-1965."

OP-20 Gregor Lazarcik. "Comparison of Czechoslovak Agricultural and Non-
agricultural Incomes in Current and Real Terms, 1937 and 1948-
1963."

OP-21 "Comparison of Hungarian Agricultural and Nonagricultural Incomes,
1938 and 1949-1965 (to be published Fall, 1973)."

OP-22 Andrzej Korbonski and Claus Wittich. "Index of Polish Construction
Materials Consumption, 1937 and 1946-1965."

OP-23 Andrzej Korbonski and Claus WVittich. "An Index of Polish Trade and
Catering, 1937 and 1946-1965."

OP-24 Gregor Lazarcik and George J. Staller. "A New Index of Czechoslovak
Industrial Output, 1937 and 1947-1965."

OP-25 Vaclav llolesovsky and Gregor Lazarcik. "Czechoslovakia: I. Extension
of Growth Indexes to 1965; II. Personal Consumption Index, 1937
and 1948-1965."

OP-26 Gregor Lazarcik. "Czechoslovak Gross National Product by Sector of
Origin and by Final Use, 1937 and 1948-1965."

OP-27 Gregor Lazarcik and Alexej Wynnyczuk. "Bulgarian Growth of Indus-
trial Output, 1939 and 1948-1965."

OP-28 Gregor Lazarcik and Alexej Wynnyezuk. "Bulgaria: Index of Govern-
ment Services, Trade, Banking and Insurance, and Communal Serv-
ices, 1938 and 1948-1965."

32-765-74-20
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OP-29 Andrzej Korbonski and Claus Wittich. "Indexes of Polish Housing,
Service, and Government Sectors, 1937 and 1946-1965."

OP-30 Gregor Lazarcik and Alexej Wynnyezuk. "Bulgaria: Indexes of Con-
struction, Investment, Housing, and Transportation and Communica-
tions, 1939 and 1948-1965."

OP-31 Joseph Bombelles. "Yugoslav Agricultural Production and Productivity,
Prewar and 1948-1965."

OP-32 Gregor Lazarcik and Wassyl Znayenko. "Bulgarian Agricultural Produc-
tion, Output, Expenses, Gross and Net Product, and Productivity,
1939 and 1948-1967."

OP-33 Frank Bandor, Laszlo Czirjak, and George Pall. "Hungary: Extension of
Growth Indexes to 1967."

OP-34 Alexej Wynnyczuk and Wassyl Znayenko. "Trends in Output, Inputs
and Factor Productivity in Polish Industry, 1947-1967."

OP-35 Laszlo Czirjak and Jaroslav Dusek. "Growth of East German Industrial
Output, 1936, 1946, and 1950-1967."

OP-36 Gregor Lazarcik. "East German Agricultural Production, Expenses,
Gross and Net Product, and Productivity, 1934-38 and 1950-1970."

OP-37 Andrzej Korbonski and Gregor Lazarcik. "Polish Agricultural Produc-
tion, Output, Expenses, Gross and Net Product, and Productivity,
1934-38, 1937, and 1946-1970."

OP-38 Gregor Lazarcik and George Pall. "Rumania: Agricultural Production,
Output, Expenses, Gross and Net Product, and Productivity, 1938,
1948, and 1950-1971."

OP-39 Gregor Lazarcik. "Bulgarian Agricultural Production, Output, Expenses,
Gross and Net Product, and Productivity, at 1968 Prices, 1939, and
1948-1970."

OP-40 George J. Staller. "The Comparative Material Products of Czecho-
slovakia and the Soviet Union: 1959."

I0-41 Andrzej Korbonski, Alexej Wynnyczuk and Wassyl Znayenko. "Poland:
Index of Gross Investment, 1937 and 1946-1967."

OP-42 Vaclav Holesovsky, Alexej Wynnyezuk and Wassyl Znayenko. "Index
of Personal Consumption in Poland, 1937 and 1946-1967."

OP-43 Laszlo Czirjalk. "Hungarian GNP by Sectors of Origin of Product and
End Uses, 1938 and 1946-1967."
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I. INTRODUCTION

The present study aims to show the magnitude, trends, and structure
of military expenditures of selected countries of Eastern Europe,
namely, Bulgaria, Czechoslovakia, East Germany, Hungary, Poland,
and Romania. Valuations are shown in current domestic prices and in
current dollars. In order to place military expenditures in perspective,
they are shown in the context of values of GNP in absolute and
relative terms, as well as, in terms of average annual rates of change
(chs. II and III).

*The present contribution is a revision and updating of the authors' Estimat(s of Xflitary Expendifturesin Estfern Europe, prepared for US ACDA, by the Research Project on National Income In East CentralEurope, at L. W. International Financial Research, Inc., N.Y., N.Y. The authors aro indebted to FrankBandar and George Pall for cooperation in the research for this paper.
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Inasmuch as prices in these countries reflect varying degrees of
incidence of turnover taxes, profits, and subsidies, the structure of
GNP by final uses at market prices differs from that in prices that
approximate factor cost. We have attempted to show what difference
this would make in the case of Czechoslovakia for 1967 and Hungary
for 1968 as regards the share of military expenditures in GNP (see
ch. IV).

In international comparisons of shares of GNP devoted to defense
expenditures, the factor cost structure would be preferable to that
given in effective market prices. Nevertheless, factor cost approxi-
mations conventionally calculated would still fall short of an equitable
standard of comparison in those cases where conscription results in
diverse proportions of opportunity cost being paid to conscripts in
the form of nominal cash pay plus subsistence. This follows from the
conventional procedure of accepting the market price (actual) returns
to labor as equal to the factor cost of labor.

Where the concern is to compare internationally the shares of
GNP allocated to defense, it would appear that a modified concept of
GNP and military expenditures should be employed; that is, both the
GNP aggregate and the military component should reflect suitable
upward revaluation to account for services of military personnel at
opportunity cost. We did not attempt such adjustments in the present
study. It seems clear, nonetheless, that the outcome of such com-
parisons between countries of Eastern Europe on the one hand and
the United States on the other would be to raise the shares of the
former in relation to the latter. That is, the shares we should show
would be higher than those in table 4.

Another approach to international comparisons of defense expendi-
tures is to express all the outlays in a common currency. To this end
we present a number of alternative dollar valuations of the East
European military expenditures. In order to facilitate such conver-
sions to dollars, we allocated the total military expenditures to
personnel costs and other outlays, and used distinct conversion rates
for the components (ch. V).

As a result of the direct valuation of military personnel costs at
U.S. pay rates in our newer variants, the dollar values of total military
expenditures are very substantially higher than in alternative esti-
mates (ch. VI).

The procedures we employed could certainly be refined, particu-
larly in getting better breakdowns of total expenditures and devising
better conversion rates to apply to components of the total.

II. GNP, DEFENSE EXPENDITURES, AND IMPLICIT CONVERSION RATES
OF NATIONAL CURRENCIES TO DOLLARS

In this chapter we present for Eastern Europe and for each country,
for the period 1960 to 1973, annual estimates of the total gross national
product and total military expenditures in current dollars, conversion
rates, and shares of defense in GNP. Given the limitations of time,
accessible information, and material resources, we applied the best
feasible methods of estimation available at present.

For each country the GNP values in current market prices in the
respective national currencies were estimated as follows. Detailed
independent estimates of GNP were made at our research project for
Czechoslovakia for 1966 and 1967 and for Hungary for 1967 and 1968.
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Also rough estimates of GNP are available for East Germany for
1966 and Romania for 1960 and 1961, while for Bulgaria and Poland
detailed independent estimates of GNP are available only for 1956 and
1954-56, respectively. On the basis of the ratios between GNP and
official national income (material product) for these benchmark years,
we were able to inflate the official national income series to the GNP
concept for all other years covered in this study. It is to be noted that
these ratios exhibited a degree of stability, comparing the middle of
the 1950's with the 1967-68 period.

Officially given military expenditures series wvere available for all
countries, and they include the direct cost of maintenance of military
personnel, cost of military equipment and supplies, and maintenance
of equipment and structures. In some countries, that is, Czechoslovakia
and East Germany, expenditures for internal security are included in
the military expenditure data. On the other hand, indirect military
activities, that is, expenditures on military research and development,
industrial investment spending on military facilities, and other related
spending are not included in the national defense figures. Adjustments
of official figures to conform more closely with the U.S. definition of
military purpose are made in chapter III.

The general level and relative importance of military expenditures
in different Eastern European countries may be obtained by express-
ing the defense outlays in percentages of the total GNP. Such a
comparison wtill be meaningful only if the pricing of the defense and
nondefense (civilian) components of GNP is uniform. Unfortunately,
in all centrally planned economies, the prices of civilian consumption
goods and services, because of the heavy incidence of turnover taxes,
are relatively high in relation to prices of investment goods and,
pal ticularly, military hardware and other procurement items, on
which turnover taxes generally are not imposed. Also, most probably,
the production of defense items is heavily subsidized through the state
budget. This uneven incidence of pricing results in substantial under-
estimation of the "real" cost of military spending when expressed as a
percentage of GNP at market prices in domestic currencies (table 1,
col. 5).

The conversion of military expenditures given in national currencies
into current dollars is a very difficult task, given the lack of information
on prices of military items and composition of military procurements
in East European countries. Proper conversion, indeed, would require
information on the composition of the forces, rates of military pay, the
quantity, quality, and technical characteristics of the various military
items purchased in each year, and the value weights in the national
currencies and in dollars. This study offers several approaches to the
problem of conversion. The first (Variant A), presented in this chapter,
is based on implicit conversion rates for GNP derived from com-
parisons of dollar estimates of GNP and domestic currency estimates
of GNP, both given in current prices. Further refinements involve
estimates of the structure of military expenditures, presented in
chapter III, with components then converted separately from domestic
currencies into current dollars, as described in chapter V. All the con-
version rates used, it should be said, rest on approximative methods
and accordingly should be interpreted with caution.
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TABLE 1.-GNP, DEFENSE EXPENDITURES, AND IMPLICIT CONVERSION RATES OF EAST EUROPEAN COUNTRIES,
1960-73 (VARIANT A)

BULGARIA

Indexes in current dollars, Defense as percentage of
1960=100 GNP in:

GNP, millions Implicit
of current conversion Domes'ic

Year dollars rate: $1= GNP Defense currencies Dollars

1960 -4, 000 1. 54 100. 0 100. 0 2. 9 14. 0
1961----------- 4, 200 1. 54 106. 1 106. 5 3. 3 14. 0
1962 -4,600 1. 55 115. 4 113.1 3.6 13. 7
1933----------- 4,800 1. 62 121. 5 110. 3 3.68 12.7
1964 -5,400 1. 59 134. 9 119. 8 3. 0 12.4
1965----------- 5,6800 1. 56 146. 7 121.68 2. 5 11. 6
1966-------------- - 6, 500 1. 54 163.1 125.7 2.4 10.8
1967----------- 7, 200 1. 50 160.68 103. 8 2. 3 10.1
1968 - 7,900 1. 49 198. 2 . 136.0 2.2 9. 6
199--8, 800 1.46 221.7 146. 2 2. 3 9. 2
1970----------- 10, 080 1. 45 251. 4 164. 4 2. 2 9. 1
1971 -------- _- 11, 000 1. 30 276. 7 182.7 2. 5 9. 2
1972 - 12, 100 1. 28 305.1 203. 2 2.5 9. 3
19731 - 13,800 1. 22 345.6 234.0 2.5 9.5,

CZECHOSLOVAKIA

1960 -16, 200 12. 73 100. 0 100.0 4. 3 6. 9
1961----------- 17, 000 12. 97 105. 2 104. 4 4. 3 6. 9
1962 -17, 500 12.79 108. 0 114. 5 4. 9 7.4
1963----------- 17, 400 . 12. 42 107.4 120.0 5.0 7. 8
1964----------- 18, 500 11. 60 114. 2 135. 5 4. 8 8. 2
1965 - - 19,600 11. 30 120. 8 140.4 4.6 8. 1
1966----------- 21, 100 11. 72 130. 6 142. 9 4. 4 7. 6
1967 -22, 900 12. 43 141. 4 154. 7 4. 4 7. 6
1968 -25, 100 12.76 155.0 161.8 4. 1 7.3
1969- 27, 300 13. 23 168. 6 169. 1 4. 0 7. 04
1970----------- 30, 600 12. 43 189. 2 169. 7 3. 9 6. 2
1971-33, 400 11.86 206.5 194.0 4.0 6. 5
1972----------- 35, 600 11. 76 219.6 208.0 4. 0 6.6.
1973 -- 39, 000 11. 28 240. 8 225.6 3.8 6. 5

EAST GERMANY

1960----------- 18, 100 4. 81 100. 0 100. 0 1. 2 3. 1
1961----------- 18, 500 4. 85 102. 4 101. 6 .I -3. 1
1962 -19, 200 4. 77 186.4 169.7 2.9 5. (
1963----------- 20, 100 4. 71 111. 1 191. 4 3. 0 5. 4
1964----------- 21, 000 4. 72 116. 2 196. 8 2.9 5.3
1965-22, 400 4.55 124.2 214. 8 3.0 5.4
1966 -- - 23,800 4.251 131. 8 225.°4 3.0 5.4
1967----------- 25, 400 4. 51 140.6 247. 4 3. 1 5. 5
1968----------- 27, 500 4. 39 152. 1 316. 4 4. 8 6. 5
1969----------- 29, 800 4. 26 164. 8 346. 7 5.0 6. 6
1970----------- 32, 400 4. 13 179. 4 386. 9 5. 1 6. 8
1971----------- 35, 000 4. 06 194. 0 413. 6. 5. 1 6.7
1972----------- 37, 708 3. 03 201. 5 448. 5 5. 1 6. 8
1973 1---------- 41, 400 3. 75 229. 3 507. 1 5. 4 6.9

HUNGARY

1960----------- 7, 100 25. 15 100. 0 100. 0 1. 7 5* 8
1961----------- 7, 500 24. 75 106. 2 105. 1 1. 8 5. 8
1962----------- 8,000 24. 59 112. 1 122. 4 2. 5 6
1983----------- 8, 500 24.14 118. 9 153. 5 3. 2 7. 5
1964----------- 9, 100 23. 71 128. 6 156. 6 2. 8 7. 1
1965----------- 9, 200 22. 84 130. 2 161. 9 2. 7 7. 3
1966----------- 10, 100 22. 96 142.6 157. 1 2. 3 6. 5
1967----------- 11, 000 23. 16 155. 0 156. 9 2. 1 5. 9
1968----------- 11, 700 23. 69 165. 3 172. 8 2. 4 8. 1
1969----------- 12, 880 24. 44 180. 1 190. 8 2. 4 6. 2
1970----------- 14, 100 23. 67 198. 3 227. 5 2. 8 6. 7
1971----------- 15, 700 23. 10 221. 2 242. 6 2.7 8. 4
1972----------- 16, 800 23. 42 237. 4 254. 0 2. 4 6. 1
1973'1---------- 18, 900 22. 26 266. 7 279. 5 2. 3 0. 1
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ABLE 1.-GNP, DEFENSE EXPENDITURES, AND IMPLICIT CONVERSION RATES OF EAST EUROPEAN COUNTRIES,

1960-73 (VARIANT A),-Continued

POLAND

Indexes in current dollars, Defense as percettage of1960=100 GNP in:
GNP, millions Implicit

fo current conversion Domestic SYear dollars rate: $t= GNP Defense currenceis Dollar

1960 - -18, 800 23.53 100.0 100.0 3. 4 7. 41961 ----- ------ 20, 600 23. 43 109. 3 107. 9 3. 5 7. 31962 - -20, 500 24.45 109.3 112.1 3.7 7. 61963 ----- ------ 22, 000 24.5) 117.2 120.2 3. 8 7. 61964 - -23, 400 24.43 124. 4 128.0 3.8 7. 61965 - -25,200 24.80 133.8 133.9 3.7 7. 41966---------- - 21,500 24.35 146.1 139.1 3.8 7. 11967 ----- ------ 29, 500 23.91 155.9 148.1 3.7 7. 01968 - - 32, 800 23.65 174. 2 164.6 3. 9 7. 01969 ----- ------ 34, 500 23.48 183. 7 180. 5 4. 1 7. 31970 - -37 900 22.82 201. 5 193.8 4. 1 7. 11971 - -42, 100 23.63 224. 1 220. 0 3. 8 7. 31972 ----- ------ 47, 200 23.82 251.0 224.9 3. 5 7. 21973 l--------- 54, 000 23. 52 287. 2 261. 2 3. 1 6. 8

ROMANIA

1960 ---------- 9,300 15.56 100.0 100.0 2.3 10. 61961 . 10,200 15. 20 109.0 103.8 2.3 10. 11962.---------- 10.500 15.61 112.8 107.1 2.4 10.11963- 11.200 16.61 119.7 110.9 2.2 9.91964 . 12,100 17.07 129.9 112.2 2.1 9.21965---------- 13,000 17.41 139.5 109.4 2.1 8.41966 -14,900 16.78 159.1 109.2 2.0 7.31967----------- 16, 300 16.45 174.4 103.9 1.9 6. 31968----------- 17,700 16.24 189.1 111.2 2.0 6.31969 - - 19,600 15.73 209.6 128.6 2.0 6.65
1970 - - 21,800 15.08 233.6 142.7 2. 1 6.51971 ---------- 25,600 14.52 273.8 143.5 2.0 5.61972----------- 28, 600 14.33 305.7 167.2 1.9 5.81973 ---------- 33,100 13.72 354.3 178.0 1.7 5,3

I Preliminary.
EASTERN EUROPE

Nonpersonnel
Defense as percentage of and R. & D.GNP, Defense, Indexes in current dollars, GNP is: costs asmillions millions 1960=100 percentage

of current of current ---- Domestic of defenseYear dollars I dollars GNPa Defense currencies 3 Dollars7 variant B

1960 ------- 73, 477 5,055 100.0 100.0 2.6 6.0 28. 71961 ------- 78,040 5.320 106.2 105.2 2.7 6.8 30.61962 - 80,345 6,019 1090.3 119.1 3.3 7.5 37.71963 ------- 84,009 6,467 114.3 127.9 3.5 7.7 38.61964-89,499 6,860 121.8 135.7 3.2 7. 7 36.51965.------- 95, 253 7,096 129.6 140.4 3.1 7.4 36. 51966 ------- 103, 877 7, 267 141.4 143.8 3.0 7.0 38.6&1967 ------- 112,303 7,624 152.8 150.8 2.9 6.8 40.11968 ------ _ 122,617 8,492 166.9 168.0 3.2 6.9 43.21969------- 132, 781 9,275 180.7 183.5 3.3 7.0 43.81970-....... 146, 833 10, 088 199.8 199.6 3.4 6.9 46.51971 ------- 162,916 11,052 221.7 218.6 3.4 6.8 45.51972 ------- 177,971 12,152 242.2 240.4 3.2 6.8 43.219731------- 200,215 13,294 272.5 263.0 3.1 6.6 41.8

1 Preliminary.
2 Calculated from unrounded data,
3 Unweighted average of percentages of all 6 countries.
Sources: Calculated from data given in Thad P. Allon, Gregor Lazarcik, Laszlo Czirjak, and Elizabeth M. Bass, "Estimatesof Military Expenditures in Eastern Europe." Washington, D.C., U.S. Arms Control and Disarmament Agency, 1973. Pre-Oared by Research Project on National Income in East Central Europe, L.W. International Financial Research, Inc. Nework, N.Y., tables 1, 2, 4, and 5, revl;ed and updated far 1971-73.

In this study, the GNP dollar figures were first derived in constant
1967 prices on the basis of the 1967 GNP dollar values and the ex-
tended GNP indexes shown by Alton.' The GNP's in constant 1967

I Thad P. Alton, 'Economic Structure and Growth In Eastern Europe," in joint Economic committeo01st cong., 2d Bess., Economaic Dreveopmenze in Counlstries of Eaolarn Eusrope, 1970, p. 49, aisd "EcoisomicOrowvth arnd Resource Allocation in Eastern Europe," in this volume, tablo 8.
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dollars were deflated into current dollars by the U.S. GNP implicit
price deflator.

The new estimates of defense spending (table 1, col. 4 and table
5, col. 4) value the East European (and the U.S.S.R.) military person-
nel services directly in dollars at U.S. pay rates for officers and men,
with some adjustments for quality. For converting the military non-
personnel and research and development expenditures from domestic
currencies into dollars we used the implicit average exchange rates
(table 1, col. 2) derived from comparisons of the estimated GNP's in
domestic currencies and the corresponding dollar values of the GNP's
in current prices.

The important findings in tables 1 and 2 may be summarized as
follows:

1. The implicit conversion rates between East European domestic
currencies and the U.S. dollar decreased in the last 5 years because
the rate of inflation in the United States was higher than in the East
European countries.
TABLE 2.-AVERAGE ANNUAL PERCENTAGE RATES OF CHANGE IN GNP AND DEFENSE EXPENDITURES FOR EASTERN

EUROPEAN COUNTRIES, 1960-73' (CALCULATED FROM DATA IN CURRENT DOLLARS)

Defense expenditures

Nonpersonnsl
Personnel and R. & ii.

Country and period GNP Total costs costs

Bulgaria:
1960-73 --- ------------------ 10.0 6.8 6. 2 9.6
1960-67 -8 8 3.9 3. 9 3.8
1967-73 -11.0 10.2 9.0 17.4

Czechoslovakia:n
1960-73 ------ --------------- 7. 0 6. 5 6.0 7. 2
1960 67 - ----------------- -------- 5.1 6.4 5.4 7. 8
1967-73 -9. 3 6.5 6.6 6.4

East Germany:
1960-73 -6.6 13.3 8.5 21.6
1960-67 ------- ------ 0--- --------- -. 0 13.4 7.3 24.4
1967-73 -8. 5 12.7 10.0 15.3

Hungary:
1960-73 -- ------- ------------------ 7.8 8.2 6. 8 13.7
1960-67 -- -- -------- 6----------- 6.5 6.7 5. 13.0
1967 73 -9.5 9.7 8.6 14.6

Puland:
1960-73 -------- -------------- 8. 5 7.7 7.1 8.7
1960-67 ---------------------- 6. 3 5. 8 3.3 9.8
1967-73 -10.6 9.7 11.6 7.5

Rumania:
1960-73 ------------------------ 10. 2 4. 5 3.4 9.6
1960 67 -8.3 .3 -. 7 7.0
1967 73 ----------------------- 12.5 9.4 10.9 12.6

Eastern Europe:
1960-73 -8.0 7.7 6.2 11.0
1960 67 --------------------- 5.1 5. 3 3.7 10.9
1967-7 -- 11.6 10.6 9.3 11.0

U.S.S.R.:
1960-73 ---- -------------- 8.0 7.7 5.3 8.9
1960-67 -7.2 7.6 .9 10.6
1967 73-7 8.9 7.9 10.7 7.0

United Stales:
1960_73 --------------------- 7.5 4.0 5.8 3. 3
1960-67 - 6.7 6. 2 7.2 6.9
1967-73 -8.4 1.5 4.3 .4

Data for 1973 are preliminary.

Notes and Sources: Eastern European countries: Calculated from data in tables 1 and 5 (variant A). U.S.S.R.: Calculated
from the following sources: U.S. ACDA, "World Military Expenditures 1971," pp. 

9,1
9 , and 23. The GNP and defense series

were updated for 1960 and 1971-73 by growth rates given in Stanley H. Cohn, "General Growth Performance of the Soviet
Economy" and "The Economic Burden of Soviet Defense Outlays, ' in U.S. Congress, Joint Economic Committee, "Eco-
nomic Performance and the Military Burden in the Soviet Union," Washington, D.C., U.S. Government Printing Office,

1970, pp. 9 and 183, and John P. Hardt, "Summary" snd Herbert Block, "Value and Burden of Soviet Defense,' in U.S.
Congress, Joint Economic Committee, "Soviet Economic Prospects for the Seventies," Washington, D.C., U.S. Government
Printing Office, 1973, pp. IX, 177. These growth rates for 1960 and 1971-73 were adjusted by the U.S. GNP implicit price
deflator for 1960 and 1971-73 given in U.S. Department of Commerce, Survey of Current Business, July 1971, p. 46; ibid.,
January 1974, p. 7; and Statisticbl Abstract of the United States, 1973, p. 348. Personnel costs were obtained by attributing
to Soviet officers (estimated at 12 percent of military personnel) the average yearly compensation in dollars of officers
in the United States, and by attributing to the Soviet enlisted personnel (88 percent of total military personnel) 75 percent
of the average yearly compensation in dollars of enlisted men in the United States (see Ibid., 1965, p. 265; ibid., 1968,
p. 262; and ibid., 1973, p. 271). The nonpersonnel and R. & D. costs were obtained as the difference between the total
defense expenditures and the personnel costs. United States: Calculated from the following sources: Ibid., 1971, p. 305;
ibid., 1973, pp. 257 and 319; and Survey of Current Business, January 1974, p. 7.
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2. Military expenditures expressed as percentages of GNP are sub-
stantially lower (in some countries several times lower, for example,
Bulgaria, Hungary, and Romania) in domestic currencies than in
current dollars. There are two reasons for these large differences:
(a) the very low nominal pay rates in Eastern Europe for enlisted
men (a small fraction of their opportunity costs), and (b) price dis-
tortions (the uneven incidence of turnover taxes, accounting profit
taxes, and subsidies) which result in a very low percentage share for
military expenditures in GNP at current market prices (as compared
to shares on other bases of valuation, for example, at dollar prices).
Thus, these percentage shares of GNP in domestic currencies of
centrally planned Eastern European countries are very misleading
for comparisons with percentage shares in other countries where such
drastic valuation abnormalities do not occur (for example, Western
Europe, United States, and Canada).

3. Our new estimates based on dollar valuations indicate that the
percentage share of GNP spent on defense in Eastern Europe as a
whole is more than double the corresponding percentage of GNP cal-
culated in the national currencies.

4. When valued in dollars, the nonpersonnel and research and devel-
opment expenditures (operations, maintenance, and military procure-
ments) expressed as a percentage of total defense outlays increased
steadily from 29 percent in 1960 to over 46 percent in 1970. This would
indicate substantial progress in mechanization and modernization of
Eastern Europe's military forces.

5. Based on valuations in dollars, defense spending grew at approxi-
mately the same rate as GNP (table 2). In most of the countries
defense spending grew at a slower rate in the 1960-67 period than in
the 1967-73 period. For Eastern Europe as a whole, the average
annual rate in the latter period (10.6 percent) was double that in the
former (5.3 percent).

6. In all Eastern European countries the nonpersonnel and R. & D.
costs grew at substantially higher rates than personnel costs. The high
annual percentage rates of growth of nonpersonnel costs that occurred
in Bulgaria, East Germany, Hungary, and Romania in the last 6 years
apparently indicate rapid progress in mechanization and modernization
of their armed forces.

7. Comparison of Eastern Europe with the U.S.S.R. shows that the
rate of growth of GNP was the same in 1960-73 in both countries
and likewise the rate of growth of defense spending was the same in
both. The other Warsaw Pact member countries have contributed a
lower share of their GNP's to defense than the U.S.S.R. In the last 6
years the average annual rate of growth in military spending has been
higher in Eastern Europe than in the U.S.S.R.

8. Comparison with the United States, however, shows distinct
differences. The average annual rate of growth of defense spending in
current dollars from 1960 to 1973 has been significantly lower in the
United States than in the U.S.S.R. or in Eastern Europe. The con-
trast is greatest for the 1967-73 period, when the U.S. GNP grew at
an average annual rate of 8.4 percent, while the military expenditures
grew only at 1.5 percent. The respective percentages for the U.S.S.R.
were 8.9 and 7.9., and for Eastern Europe, 11.6 and 10.6 (table 2).

9. U.S. military outlays on nonpersonnel and R. & D. costs in current
dollars remained practically unchanged from 1967 to 1973. Since U.S.
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wholesale prices increased by 35 percent in the same period, the non-
personnel spending (operations, maintenance, military procurements
and research and development) actually declined by about 26 percent
in real terms. This is in contrast to the continuous increase of these
costs in the U.S.S.R. and Eastern Europe in the same period.

10. In the NATO member countries (excluding the United States),
defense spending declined by about 10 percent fromn 1967 to 1971;
in 1971 it accounted for only 3.3. percent of GNP in dollar valuation.2

Thus, the NATO allies (Western Europe and Canada) are carrying
a disproportionately smaller share of the burden of NATO defense
than the United States. Such a favored relationship does not exist
between the U.S.S.R. and the other members of the Warsaw Pact.

11. It should be noted that Eastern Europe as a whole currently
spends, in terms of dollars, more on defense than any other country
besides the United States and the U.S.S.R., or about one-fifth as
much as the United States. (See tables 1 and 5.) This is a significant
contribution to the total defense expenditures of the Warsaw Pact.

12. One may conclude that the overall military posture of the
Warsaw Pact countries has been steadily improving over the last 6
years while that of the United States and other NATO countries has
been deteriorating in absolute and relative terms. In other words, the
United States and its NATO allies have materially reduced their
military efforts, while the U.S.S.R. and Eastern Europe continued to
increase their military spending.

13. The tentative conclusions of this study point to the need for
further research on comparisons of economic potential and the related
military expenditures.

The results shown in tables 1 and 2 can be improved by detailed
studies of the structure of the GNP's in current market prices and in
prices with adjustment toward factor cost for all the countries under
study, enabling corrections for major deviations from factor costs.
Some preliminary findings for two countries are presented in chapter
IV. Further research on exchange rates based on purchasing power
parities is necessary for improving the international comparability
of defense spending of various countries. Use of reliable purchasing
power parity exchange rates could substantially alter the results
shown here. A survey of currently used and alternative dollar conver-
sion rates is provided in chapter V.

III. ESTIMATES OF THE DEFENSE EXPENDITURES OF EAST EUROPEAN
COUNTRIES BY MAJOR PURPOSE, IN CURRENT I)OMESTIC CUR-
RENCIES, 1960-73

The estimates presented in table 3 offer a breakdown of direct
defense budget expenditures between outlays to support uniformed
military personnel and those for operations, maintenance, and pro-
curements as a residual category that could not be further subdivided
except on an arbitrary basis. In addition, some rough measures to
reflect presumed research and development of a military nature
financed outside of budget defense appropriations are offered for
the three countries in which such activities may reasonably be thought
to be greater than negligible.

X See Gregor Lazarcik, "Defense, Education and Health Expenditures and Their Relation to GNP in
Eastern Europe, 1960-70", The American Economist, No. 1, 1973, pp. 32-33.
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The concept of "military purpose" providing the underlying frame-
work for these estimates is fairly strict. The intention is to reflect
current outlays to support, equip and administer armed forces, plus
research and development directly related to military purposes. No
attempt has been made to assess industrial investments that may be
related to armaments production. Investment expenditures made
directly by ministries of defense, however, are implicitly included.

The definition of armed forces followed for these estimates includes,
in addition to the regular army, navy, and air forces, the border
guard troops routinely organized and equipped as army units in all
these countries, and the security troops that are essentially military
in their organization and equipment. It is important to distinguish
between these latter, the "militarized police," and the various other
internal security units, such as the secret police, the worker's militia,
CUstoms guards, prison guards and other uniformed services that do
not seem to be directly military in their organization and potential.
This "civilian" portion of internal security is excluded from the
estimates. Adjustments have accordingly been made in the budget
expenditure totals for the two countries, Czechoslovakia and East
Germany, whose published budget appropriation figures reflect
defense and internal security taken together.

The general estimation method followed was the same for all the
six countries covered. Working from estimates of regular forces and
"paramilitary" border and security troops published by the Institute
for Strategic Studies, London, the pay and subsistence of these forces
were calculated with reference to national wage rates and consump-
tion data. Exact procedures varied somewhat with the availability
or nonavailability of data or other evidence of national differences in
structure. The resulting personnel costs wvere then deducted from the
defense budget expenditure totals to obtain the estimates for opera-
tions (including civilian personnel and other administrative expenses),
maintenance and procurements (other than supplies for the subsist-
ence of uniformed personnel). The basis for the research and develop-
mient estimates were budget expenditures on "science and research,"
of which only a portion were deemed "military." Again, varying
availability of data necessitated some differences in method. The
details for all estimates are outlined in the notes to table 3.

Inevitably, these estimates must be regarded as rough approxima-
tions. 'Many choices underlie them, some involving no small element
of arbitrariness. One of the more debatable points, perhaps, was the
decision that the military-type security troops are financed out of
ministry of defense budgets, not through internal security appropria-
tions. This decision was arrived at on the basis of evidence for Poland
around 1950, with some vaguer indications for Hungary. Should the
assumption be erroneous, the residual for operations, maintenance
and procurements would be higher, and total expenditures to military
purposes would increase by the amount to support such troops under
internal security, rather than defense appropriations. The magnitudes
of these differences, however would not be great. Depending some-
what on assumptions as to the numbers of these particular forces and
their pay, the alternate decision might increase the residuals within
the defense budgets and the total expenditure for military purposes by
around 5 percent.
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TABLE 3.-ESTIMATES OF DEFENSE EXPENDITURES BY MAJOR PURPOSE, EAST EUROPEAN COUNTRIES, IN
CURRENT DOMESTIC CURRENCIES (MILLIONS), 1960-73

Defense budget expenditures

Personnel costs Operations,
_________ ______-- mainte- Researui

Military Subsist- nance, pro- and devel- Total
Total Total pay ence curemeats opment (1)+(6)

(1) (2) (3) (4) (5) (6) (7)

Bulgaria (leva):
1960 -179
1961 -217
1962- 258
1963------------- 297
1964 - 260
1965 -230
1966 -240
1967 -247
1968------------- 264
1969 -302
19730 324
1971 -354
1972 -391
1973 -422

Czechoslovakia (crowns): 2
1960 -- ----------- 6, 675
1961 -7, 229
1962 -8, 242
1963 -8, 447
1964 ------- --- 7,969
1965 - 7,896
1966 -,890
1967 -10, 156
1968 -10, 945
1969 -------------- 12, 034
1970- 12, 470
1 971- 12,972
1972 -13, 169
1973 -12, 958

East Germany (marks): a
1960 -1, 000
1961 -1, 000
1962 - ------------- 2, 700
1963 -2, 800
1964 - -- ------------ 2, 900
1965 -3, 100
1966- 3, 200
1967 -3,600
1968-a 4, 814
1969 -5, 229
1970 -a- 5, 712
1971-a 6,018
1972 - 286,237
1973r-.....' ...... 6, 571

Hungary (forints):
1960 -3, 100
1961 -3, 376
1962 -4, 913
1963 -6, 500
1964 -6, 163
1965 -5 ...... 5, 757
1966------------- 5, 219
1967 - 5, 433
1968 -6, 611
1969 -7, 644
1970- 9, 448
1971 ------------------- 9, 891
1972----------- 9, 430
1973 -9, 848

Poland (zlotys):
1960 -14, 920
1961 ------------- 17,019
1962 -- 18, 378
1963 -20, 695
1964 -21, 881
1965 -23, 255
1966 -25, 213
1967 -26, 438
1968 -30,332
1969 -33, 519
1970 -35, 724
1971 -37, 684
1972------------- 39,490
1973 -39, 206

See footnotes at end of table p. 309.

75
79
81
80
90
93

101
115
126
127
126
130
132
142

2, 001
2, 040
2, 074
2, 091
2, 454
2, 539
2, 520
2, 710
2, 014
3, 282
2, 795
3, 014
3, 218
3, 275

447
464
472
574
593
629
679
717
812
848
838
837
858
923

1, 522
1, 545
1, 573
1, 827
1, 918
1, 982
2, 032
2, 004
2, 051
2, 131
2, 195
2, 166
2, 294
2, 386

3, 857
4, 087
4, 099
4, 276
4, 692
5, 303
4, 697
5, 046
5, 307
5, 496
5, 047
6, 161
6,649
7, 185

39
42
43
44
47
47
52
61
64
63
65
66
67
72

925
948
953
954

1, 013
1, 038
1, 057
1, 127
1, 233
1, 304
1, 313
1, 373
1, 429
1, 480

233
242
246
299
311
332
358
376
434
452
466
479
495
525

760
777
805
954

1, 008
1, 028
1, 069
1, 084
1, 123
1, 168
1, 235
1, 226
1, 282
1, 332

2, 265
2, 451
2, 429
2, 544
2, 806
3, 300
2,798
2, 977
3, 105
3, 176
2, 914
3, 499
3, 845
4. 333

36
37
38
36
43
46
49
54
62
64
61
64
65
70

1, 076
1, 092
1, 121
1,1 37
1, 441
1, 501
1, 463
1 ,583
1, 781
1, 978
1, 482
1, 641
1,699
1, 795

214
222
226
275
282
297
321
341
378
396
372
358
363
398

762
768
768
873
910
954
963
920
928
963
960
940

1, 012
1, 054

1, 592
1, 636
1,670
1, 732
1, 886
2, 003
1,899
2, 069
2, 202
2, 320
2, 133
2, 662
2,804
2, 852

104 - - - - - -
138 ._- -- - -
177 - - - - - -
217 - - - - - -
170 .
137 7
139 ------------
132
138 - - - - - -
175 - - - - - -
198 - - - - - -
224 - - - - - -
259 - - - - -
280 .. ---

4,674 1,090
5,189 1,094
6, 168 1,259
6,356 1,360
5,5,5 1,552
5,357 1,722
6,370 1,826
7,446 2,083
7,931 2,332
8,752 2,038

9,675 2,249
9,958 2,412

10 041 2,575
9,683 2,050

553 50
536 50

2, 228 135
2,226 140
2, 307 145
2,471 155
2, 521 160
2,883 180
4 002 241
4,381 261
4,874 286
5,181 381
5,359 311
5, 648 329

1,578 041 ---
1,831 2-- -
3,340 -226
4,673 - - - - - -
4,245 307
3,775-------
3,187 180
3,429 - - - - - -
4,560 241
5,513 311
7,253 .-- - - - -
7,725 - - - - - -
7, 136
7,462 .-- - - - -

11,063 150
12,932 203
14,279 248
16,419 272
17, 189 294
17,952 297
20 516 338
21,392 412
25,025 442
28, 023 424
30,677 450
31,523 735
32,841 1,034
32,021 1,162

179
217
258
297
260
23tr
240
247
264
302
324
354
391
422

7, 765
8, 328
9, 501
9, 827
9, 521
9, 618

10, 716
12, 239
13, 277
14, 072
14, 719
15, 384
15, 744
15, 808

1, 050
1, 050
2, 835
2, 940
3, 045
3, 255
3. 360
3, 780
5, 055
5, 490
5, 998
6, 319
6, 528
6, 900

3,100
3, 376
4, 913
6, 500
6, 163
5, 757
5, 219
5, 433
6, 611
7 644
9, 448
9, 891
9, 430
9, 848

15 070
17, 222
18, 626
20, 907
22, 175
23 552
25 551
26,850
30, 774
33, 943
36, 174
38 419
40 524
40, 368
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TABLE 3.-ESTIMATES OF DEFENSE EXPENDITURES BY MAJOR PURPOSE, EAST EUROPEAN COUNTRIES, IN
CURRENT DOMESTIC CURRENCIES (MILLIONS), 1960-73-Continued

Defense budget expenditures

Personnel costs Operations,
mainte- Research

Military Subsist- nance, pro- and devel- Total
Total Total pay ence curements opment (1)+(6)

(1) (2) (3) (4) (5) (6) (7)

Romania (lei):
1960 -3,392 1,312 631 681 2,080 -3,392
1961 -3,639 1,379 663 716 2,260 -3,639
1962 . 3,924 1,457 700 757 2,467 .. 3,924
1963-............ 4,143 1,564 746 818 2,579 ------- 4,143
1964- 4,346 1,610 774 836 2,736 - 4,346
1965 - 4,735 1,624 808 816 3,111 -4,735
1966 -4,927 1,686 848 838 3,241 4,927
1967 - 5,146 1, 617 852 765 3,529 -5,146
1968 -5,751 1, 665 877 788 4,086 - 5,751
1969 - 6, 319 1,823 929 894 4,496 -6,319
1970-------------7,067 1,955 1,016 939 5,112 ------- 7,067
1971 -7, 424 1,736 902 834 5,68 -7, 424
1972 -7,710 1,937 1,007 930 5,773- 7710
1973 1 -7, 922 1, 893 984 909 6, 029- 7, 922

Preliminary.
Excludes civilian portion of internal security.

Source: "Estimates of Military Expenditures in Eastern Europe," op. cit., table 2, and notes thereto, revised and updated
ta 1971-73.

rThe general results for all countries show a clear tendency for total
defense expenditures to rise more rapidly than personnel costs. The
rise in personnel costs, it should be noted, is partly attributable to
the fact that rising wage levels and rising costs of living are reflected
in our estimates of pay and subsistence. The numbers of personnel
have tended to increase somewhat in very recent years, according to
the Institute for Strategic Studies estimates. Increasing costs of
operations, maintenance and procurements per uniformed effective
are, of course, a logical concomitant of modernization, the intro-
dluction of more sophisticated and more expensive weaponry, com-
muinications and other equipment.

With regard to the changing structure of the observed defense
budgets, it seems important to state that none of the breakdowns of
expenditure by purpose in these estimates rely directly on the tech-
nique of estimating by analogy with other countries or earlier time
periods. In the Benoit-Lubell estimates, analogy to Poland is the
basis for all the countries in question but Czechoslovakia, and their
sources suggest that their detailed breakdown of the residual after
personnel costs for both countries derives from estimates made for
1956.3 In the estimates presented here in table 3, the technique of
analogy was almost totally confined to minor aspects, such as dif-
ferentials between enlisted men's and officers' pay. No structural
rule of thumb was applied to all in common beyond the assumption
with regard to the financing of security troops, discussed above. The
broad results are the product of numbers of troops and rates of pay
an(d subsistence calculated separately for each country. No reasonably
sound up-to-date basis was found for a breakdown of the operations-
maintenance-procuremient residuals, hence no new attempt was made
in this regard.

a Emile Benoit, ed. Disarmament and World Economic Interdependence, New York, Columbia Untverslty
Press, 1967, pp. 31-32 siad 37.
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IV. ESTIMATES OF DEFENSE EXPENDITURES AT ADJUSTED DOMESTIC

PRICES

At the present state of research, revaluations of military expend-
itures in Eastern Europe at prices closer to factor costs than the
established market prices can be offered for only two countries,
Czechoslovakia and Hungary, for the single years 1967 and 1968,
respectively. It should be understood that even these estimates,
limited as they are in geographical and chronological scope, are
tentative. The detailed GNP accounts from which they are drawn
are still in manuscript, potentially subject to some revision.

The estimates in question are shown in table 4, in terms of the
structure of GNP by end use. The definition of GNP here is the
Western concept rather than the narrower net material product
national income traditionally used in Eastern Europe. The underlying
values are current domestic values of the given years. For epoch
country, the structure of GNP by end uses is shown first as measured
in current domestic market prices, then as adjusted with a view to
correcting for major departures from factor costs.

TABLE 4.-STRUCTURE OF GROSS NATIONAL PRODUCT BY END USE AT MARKET PRICES AND ADJUSTED PRICES,

CZECHOSLOVAKIA 1967 AND HUNGARY 1968

[in percent]

Market prices Adjusted prices

Czechoslovakia Czechoslovakia
Hungary 1968 1967 Hungary 1968 1967

Personal consumption ----------------------- 53.9 52.1 59.1 52.7
Government consumption - 9.0 10.5 6.6 9. 8

National defense- 2.4 4 2 3.5 5.4

(a) Cost of personnel - 4 .9 .4 .9

(b) Military purchases -2.0 3.3 3.1 4.5

Gross investment -34.7 33.2 35.8 32. 2

Total -100 100. 0 100.0 100. 0

Source: Research project on national income in East-Central Europe, "Czechoslovak National Income and Product,"

1966 and 1967, tables IA-SC, in manuscript, 1972, and "Hungarian National Income and Product, 1967 and 1968," tables
IA-SC, in manuscript, 1972.

For the adjusted measures here, the guiding principle is that the
total GNP in market prices recompenses the factors of production
taken as a whole. The need for adjustment of the component market
prices values arises because, in these centrally planned economies, the
disparate incidence of indirect taxes, profits, and subsidies in indi-
vidual market prices distorts the reflection of the costs of factors used
in the production of particular goods, or categories of goods, and serv-
ices. Through the intervention of reallocative fiscal devices, such as the
turnover tax, the cost of the capital used to produce commodity A may
be collected in the selling prices of commodity B. Recent price re-
forms in Eastern Europe have mitigated some of the earlier extremes
of arbitrariness in this regard, but the nonuniform incidence of turn-
over taxes, profits, and subsidies is still an important factor affecting
the structure of GNP. The adjustment procedure used for the esti-
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mates here is largely a matter of redistributing known values of in-
direct taxes, profits, and subsidies among the various end uses of
GNP with a view to achieving a more accurate reflection than is offered
by the market price values of the cost of all the factors entering into a
particular final product or service.

Details of estimating procedure vary somewhat from country to
country, depending on the availability of data. The general approach
is to deduct indirect taxes and profits from the appropriate use values
in market prices, and add offsetting subsidies to obtain "adjusted
base" values. The total sum of the net deduction (indirect taxes plus
profits, minus subsidies) is then redistributed among the eligible GNP
uses. The portion assigned to rent is such as to make the measure of
rent in terms of adjusted prices equal to the gross value added by hous-
ing (as adjusted to allow for a return to capital at the same rate as in
other sectors of production) plus purchases from other sectors. The
remainder is distributed among the other eligible uses in proportion
to their "adjusted base" values (that is, market price less indirect
taxes and profits, plus subsidies).

In making the adjustments for turnover taxes, profits, and subsidies,
we were guided by information given in official statistical sources and
in discussions of the State budgets and prices in economic periodicals.
The Hungarian 1968 and 1969 input-output tables facilitated a num-
ber of rough adjustments by indicating the distribution of output of
affected sectors of production to intermediate and final uses and also
by showing the structure of costs of production. It must be emphasized
that the adjustments we made are by no means precise; however, they
provide a structure of GNP by end uses that we believe is closer to
factor cost than the structure in the established market prices.

The result of the adjustment, for both countries, shown in table 4,
is a larger share of GNP for military uses than indicated in the market
prices. In this context, we should note that we followed convention in
accepting the actual returns to labor as equal to factor cost in valuing
certain components of end uses of GNP. The single instance where this
procedure is especially important is the valuation of services of mili-
tary personnel. The very low shares of personnel cost observable in
table 4 are a reflection of low pay levels for enlisted personnel in
East European forces. Costs of military personnel were not affected by
the adjustment procedure followed for table 4. An adjustment along
the lines of opportunity cost would result in a significant increase in
such personnel costs.

The question of opportunity costs is especially important for in-
ternational comparisons in the military field. Where conscription
results in nominal cash pay in some countries, but in pay closer to
opportunity cost of the labor in others, there is obviously a departure
from symmetry of valuation in the comparison of shares of military
expenditures in the GNP's. If the adjustment procedure were carried
out so as to allow for revaluation of services of military personnel at
opportunity cost in each country's adjusted structure of GNP in its
own costs, or prices, then the shares of military expenditures in the
countries where conscripts aire given nominal wages (as in Eastern
Europe) would increase relatively in comparison with countries where
the conscripts are paid a substantial part of their opportunity cost
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V. DOLLAR ESTIMATES OF EAST EUROPEAN MILITARY EXPENDITURES

BY MAJOR PURPOSE, EXISTING CONVERSION RATES, AND SOMIE

NEW APPROACHES

F or international comparisons of military expenditures, or of other
components of national products, of the Warsaw Pact countries, it

is necessary to express the given values in the national currencies in

a common unit of value. The present chapter will survey various avail-

able approaches for conversions into U.S. dollars and offer some
alternatives.

Among the available conversion rates are two sets of official ex-
change rates and two sets of Western conversion rates applied to
military expenditures. For each country, the official rates are the
"basic" rate that is used as a unit of account in foreign trade statistics
and the "noncommercial" or tourist rate applied to traveler's funds
and sometimes to other personal transactions. The two sets of Western
rates are, first, those estimated by Benoit and Lubell and subse-
quently adopted as the basis for dollar estimates published by the
Stockholm International Peace Research Institute (SIPRI) and the
Institute for Strategic Studies, London (ISS), and second, those used
for dollar estimates published by the U.S. Arms Control and Dis-
armament Agency (ACDA).' A complete set of our rates for 1960-73
appears in this study in table 1, column 2. Various rates for 1965 shown
below were chosen for purposes of comparison with the original Benoit-
Lubell estimates, which referred to 1964-65.

Of the two sets of official rates, it may be said that neither offers
a satisfactory basis for converting military expenditures. The arbitrary
nature of the "basic" rates is well known; indeed, it is admitted that
they bear no meaningful relationship to purchasing power parity with
respect to the goods moving in international trade. The noncom-
mercial, or tourist rates, in contrast, are intended to and apparently
largely do reflect purchasing power parities for a tourist's basket of
consumer goods and services. Here, however, the objection is that such
purchases not only represent a product-mix lacking many of the ele-
ments included in military expenditures, but also that thev are made
at prices including a high incidence of turnover tax, from which
pulltrclases by East European ministries of defense are thought to be
largely exempt, and probably higher profit rates than the average
included in the prices of military procurements.

MAJOR AVAILABLE SETS OF RATES FOR CONVERTING EAST EUROPEAN NATIONAL CURRENCIES TO U.S. $1

Official rates

Basic Noncommercial Bensit-Lubell ACDA
Country (1964) (1568) (1964-65) (1965)

(1) (2) (3) (4)

Bulgaria (lava) - 1.17 2.00 1.16 1.11
Czechoslovakia (crowns) - 7.20 16.20 8.50 8. 45
East Germany (marks) -2. 22 (7. 3) 3. 39 3. 42
Hungary (foarts) - 11.74 30.00 17.36 15.95
Poland (zlotys) - 4.00 40.00 15.92 18. 32
Romania (lei) 6.00 18.00 9.43 13.35

SOURCES

Col. I: Calculated on the basis of officially given gold content.
Col. 2: "Nemzetkozi statisztikai evkonyv" (international statistical yearbook), 1970, Budapest, p. 365.
Col. 3: Emile Benoit, ed. "Disarmament and Wold Economic Interdependence", New York, 1967, p. 40.
Col. 4: "Estimates of Military Expenditures in Eastern Europe," op. cit., table 1, col. 11.

4 These rates were calculated for ACDA by Thad P. Alton, Gregor Lazarcik, Laszlo Czirjak, and Eliz-
abeth Bass at the Research Project on National Income in East Central Europe, L. W. International Finan-
cial Research, Inc., New York, N.Y.
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The Benoit-Lubell rates, in the words of their authors, represent
"very rough purchasing power parity." I The rather general account
provided of their derivation indicates that they are based on coim-
parisons of general national income and product aggregates. It is not
clear whether or not any consistent effort was made when deriving
these estimates to allow for the skewed incidence of turnover tax and
profits in East European prices of different categories of goods and
for different categories of buyers. The authors were, however, quite
aware of this problem, as evidenced by their use of differential rates
for various components of the U.S.S.R.'s defense expenditures.'

The set of rates hitherto used for dollar estimates published by
ACDA were given implicitly by estimates of GNP in national cur-
rencies and in dollars, with adjustments to remove the turnover tax,
and profits and profit taxes from the national currency values. These
elements are believed to be absent in the prices paid by ministries of
defense. The conversion rates thus derived must also be regarded as
very rough approximations of purchasing power parity.'

Clearly, the rates implicitly given by comparisons of aggregates in
national currencies and in dollars are far from ideal. They reflect the
roughness of the basic estimates. However, more satisfactory infor-
mation on purchasing power parities is thus far fragmentary. Some
work in this field has been done among the East European countries
themselves, but very few results have been published. Reported
United Nations research may bring some new results.

Even if detailed purchasing power parity rates were available for
application to the diverse bundles of military goods and services,
there would still remain problems of choosing suitable weights for
combining the detailed rates into rates appropriate for major com-
ponents of military expenditures. The composition of the latter varies
among countries and, for given countries, over time.

The new estimates offered in this chapter represent a somewhat
more direct approach to the problem of converting East European
military outlays into dollars, although they still, inevitably, rest in
part on rates implicitly derived from GNP estimates in dollars and in
national currencies. The roughness of the "purchasing power" parities
underlying the dollar figures has already been noted. Our approach in
all three variants presented is to convert the military personnel costs
within military expenditures by pricing the "products," that is, the
services of the officers and enlisted men, directly in American prices.
This is done entirely in terms of cash pay in variants A and B, with an
alternative treatment of subsistence in variant C. The reliance on
implicit GNP rates, of which two further variants are used, is thus
somewhat reduced in scope.

Our results in current U.S. dollars are presented in three variants:
A, B, and C in tables 5 and 6, respectively. The calculations are
summarized below. We assumed for all three variants that the per-
centage of officers in total military personnel was roughly the same as
in the United States, or 12 percent on the average, for the East
European countries for the 1960-73.8 It may be noted that this
ostensibly differs from the procedure in chapter III where, for cal-

aEmile Benoit, ed. Disarmament and World Economic Interdependence, New York, 1067, p. 40.
'Speciflcally (in rubles per$1 U.S.):0.5 for procurements, R. & D., operations, maintenance and construc-

tinon: 0.2 for cash pay of military personnel and cost of transfers; I for military subsistence; see ibid., p. 40.
' Details on the estimation of these rates will be found in Eatimates of Military Expenditure. in Eastern

Europe, op. cit., notes to table 1.
See U.S. Department of Commerce, Statistical Abstract of the United States, 1971, p. 252.

32-765-74-21
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culating the cost of military personnel in domestic currencies, we put
the number of officers at 20 percent of the total military personnel.
This larger share was assumed to include lower grade officers, covering
sergeants as well as commissioned officers.

For each of the three variants, we estimated separately three
functional categories of military expenditures: (1) personnel costs,
broken into compensation for officers and for enlisted men, separately;
(2) costs of operations, maintenance, and procurements; and (3) esti-
mates of military research and development for those countries in
which this category was believed to be of some significance (that is,
Czechoslovakia, East Germany, and Poland).' It is to be noted that
military subsistence (cost of food and clothing) is included in com-
pensation of officers and enlisted men.

TABLE 5.-ESTIMATES OF DEFENSE EXPENDITURES BY MAJOR PURPOSE, EAST EUROPEAN COUNTRIES, IN CURRENT
U.S. DOLLARS (MILLIONS), 1960-73 (VARIANT A AND B)

Nonpersonnel and research
and development costs Total defense expenditures

Persannel-- - - _ _ _ _

Year costs Variant A Variant B Variant A Variant B

Balgaria:
1960 - .- 488 68 77 556 565
1961 -502 90 102 592 604
1962 -515 114 130 629 645
1963 -479 134 153 613 632
1964 -59 107 121 666 680
1965 -589 88 100 677 689
1966 -609 90 103 699 712
1967 -639 88 loB 727 739
1968 -663 93 105 756 768
1969 -693 120 137 813 830
1970 -777 137 156 914 933
1971 -844 172 196 1, 016 1,040
1972- 928 202 231 1,130 1,159
1973 1 -1,071 230 262 1,310 1,333

Czechoslovakia:
1960 -672 453 510 1, 125 1,192
1961 -690 485 557 1,175 1,247
1962 -708 580 667 1,288 1, 375
1963 -727 623 715 1,350 1,442
1964- 915 609 700 1,524 1, 615
1965 -952 626 724 1,579 1, 676
1966 ------------- 908 700 803 1,608 1,711
1967-973 767 881 1,740 1,854
1968 -1, 015 805 924 1,820 1,939
1969 -1,086 816 937 1,902 2,023
1970 -950 959 1,102 1 909 2 052
1971--------------- 1,140 1,043 1,199 2,1183 2,339
1972 -1, 1 267 1 073 1,232 2 340 2,499
19731 -1,427 1, 111 1,276 2,538 2,703

East Germany:
1960 -442 125 144 567 586
1961 - 455 121 138 576 593
1962 -467 495 566 962 1,033
1963 -582 503 576 1,085 1,158
1964 -596 520 595 1,116 1, 191
1965 - 641 577 661 1,218 1,302
1966 -684 594 681 1,278 1,365
1967-724 679 778 1,403 1,502
1968 -827 967 1,108 1,794 1,935
1969 -877 1,089 1, 248 1,966 2,125
1970 -945 1, 249 1,429 2,194 2,374
1971 -995 1,350 1,544 2,345 2,539
1972 -1,100 1,443 1,653 2,543 2, 753
1973 - 1,281 1,594 1,828 2,875 3,109

See footnote at end of table, p. 315.

9 Research and development is shown together with nonpersonnel costs (operations, maintenance, and
procurements).
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TABLE 5-ESTIMATES OFDEFENSE EXPENDITURES BY MAJORPURPOSE, EAST EUROPEANCOUNTI ES, INCURRENT
U.S. DOLLARS(MILLIONS), 1950-73 (VARIANT A AND B)-Continued

Nonpersonnel and research
an] development costs Total defense expenditures

Personnel
Year costs Variant A Variant B Variant A Variant B

Hungary:
1960 352 63 72 415 424
1961 - 362 74 85 436 447
1962 -372 136 156 508 528
1963 -443 194 222 637 665
1964 -471 179 205 650 676
1965 -507 165 189 672 696
1966 -513 139 159 652 672
1967 -503 148 170 651 673
1968 -525 192 220 717 745
1969 -566 226 258 792 824
1970---------------- 638 306 351 944 989,
1971 -673 334 383 1,007 1, 056
1972 - 749 305 349 1, 054 1, 098
1973 1 -825 335 384 1,160 1, 209

Poland:
1960 -922 475 546 1, 397 1, 468
1961---------------- 947 561 644 1, 508 1, 591
1962- 972 594 683 1 566 1,655
1963 -998 681 783 1, 679 1, 781
1964- 1,074 714 821 1,788 1, 895
1965---------------- 1, 135 736 846 1, 811 1, 981
1966 -1,086 857 984 1,943 2,07(Y
1967 -1, 157 912 1,048 2,069 2, 205
1968 -1, 222 1, 077 1, 237 2, 299 2, 459
1969- 1, 311 1, 211 1, 392 2, 522 2,703
1970---------------- 1, 343 1, 364 1, 548 2, 707 2, 911
1971 -1,708 1, 365 1, 569 3,073 3,277
1972 -1, 999 1, 422 1,633 3,421 3, 632
1973 -2, 239 1, 410 1,621 3,649 3, 860

Romania:
1960 -861 134 154 995 1, 015-
1961 -884 149 171 1, 033 1, 055
1962 -908 158 182 1,066 1, 090T
1963 - --- ----- - 948 155 179 1, 103 1,127
1964 -- -- - - - 956 160 185 1, 116 1, 141
1965 -- ------------ 910 179 206 1,089 1, 116
1966 -- - --- -- 894 193 223 1,087 1,117
1967 - -- --- - 819 215 247 1, 034 1, 066
1968 -854 252 290 1, 106 1, 144
1969 -994 286 330 1,280 1. 324
1970 -1, 081 339 391 1, 420 1, 472
1971 -1,036 392 452 1, 428 1,488
1972-1,261 403 465 1,664 1,726
1973' -1,332 439 507 1,771 1, 839

Eastern Europe:
1960 -3,737 1,318 1,503 5,055 5, 240
1961 -------------- 3, 840 1, 480 1,697 5, 320 5, 537
1962 -3, 942 2, 077 2, 384 6, 019 6, 326
1963 -- ----- - 4, 177 2, 290 2,628 6, 467 6,805
1964 -4,571 2,289 2,627 6,860 7,198
1965 - 4,734 2,371 2,726 7,105 7,460
1966 - 4,694 2,573 2,953 7,267 7,647
1967 -4, 815 2,809 3,224 7, 624 8, 039
1968- 5,106 3,836 3,884 8,492 8,990
1969 ----- --- - 5 527 3,748 4, 302 9, 275 9, 829
1970 -5,734 4,354 4,977 10,086 10,711
1971 - 6,396 4,656 5,343 11,052 11,739
1972 -7,304 4,848 5,563 12, 152 12, 867
1973 -8,175 5,119 5,878 13,294 14,053

X Preliminary.
Source: Calculated from "Estimated of Military Expenditures in Eastern Europe," op. cit., tables 4 and 5, revisad and

updated for 1971-73.

Variant A.-In this variant the estimates of different categories of
outlays in current U.S. dollars were done as follows: (1) The cost of
personnel was obtained by attributing to officers in all East Europeau
countries (12 percent of total military personnel) the average yearly
compensation in dollars of officers in the United States, and by at-
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tributing to the enlisted personnel in all East European countries (88
percent of total military personnel) 75 percent of the average yearly
compensation (including subsistence) in dollars of enlisted men in the
United States. This rough downward adjustment of enlisted men's
pay is justified by the consideration that the technicial qualifications
required of these men in Eastern Europe is assumed to be lower than
in the United States. No similar downward adjustment was felt to be
necessary for the officer's pay in Eastern Europe because their duties
and competence are thought to be about the same as in the United
States. The average annual pay plus allowances for officers and en-
listed men in the United States is given below in current U.S. dollars:

Enlisted
personnel,

ad justed
Enlisted (75 percent

Year Officers personnel ot col. 2)

(1) (2) (3)

1960 -8, 734 3,034 2, 276
1961 -8, 884 3, 135 2 351
1962 -9, 034 3, 236 2, 427
1963 -------------------------------- 9, 184 3, 337 2, 503
1964 -9, 334 3, 439 2 579
1965- 9 677 3 583 2,687
1966----------------------------- 9. 811 3, 612 2, 709
1967 -10, 684 3, 622 2, 716
1968 ----------- ------------- 10, 697 3, 862 2,896
1969 -- 11, 341 4,146 3, 110
1970 -12, 947 4, 734 3, 550
1971 -14,000 5, 300 3, 975
1972 -15, 000 6,000 4, 500
1973 -16, 000 6, 700 5,025

Source:1960 and 1964-66: U.S. Department of Commerce, "Statistical Abstract of the United States, 1965," p. 265;
196143: Estimated by jnterpolation; 1967: ibid., 1968, p. 262; 1968: ibid., 1969, p. 260; 1969-70; ibid., 1971, p. 255:
1371-73:ibid., 1973, p. 271.

The average annual pay given above in columns 1 and 3 was multi-
plied by the number of officers and enlisted men for each country and
year, respectively. The resulting values in U.S. dollars are shown in
table 5, column 1 for officers and enlisted men combined.

(2) Dollar estimates of outlays on operations, maintenance, and
procurements, and research and development (table 5, cols. 2 and 3)
were obtained for variant A by converting our estimates in domestic
currencies for East European countries (table 3, cols. 5 and 6) by the
GNP implicit average exchange rates between the U.S. dollar and
domestic currencies given in table 1, column 2, for respective countries
and years. These GNP exchange rates were de'ived by comparing
GNP's in domestic currencies with the corresponding dollar values of
the GNP's in current prices. The calculation of GNP's in current
U.S. dollars is described in chapter II, and the respective values are
given in table 1 column 1. It is to be noted that the GNP dollar esti-
mates in table 1 are based on Maurice Ernst's study,'0 updated by
Thad P. A.lton.50 In the variant A of Alton's estimates that we used,
the GNP at current domestic prices in the various Eastern European
countries was converted to West German marks by means of estimated
purchasing power ratios for individual components of GNP. The values
in West German marks so obtained were then converted into U.S.

X5 Maurice Ernst, in U.S. Congress, Joint Economic Committee, New Directions in the Soviet Economy,
Washbigton, U.S. Government Printing Office, 1966, Part IV, Appendix A, pp. 911-912.

11 Thad P. Altons, in U.S. Congress, Joint Economic Committee, Economic Developments in Countries of
Eastern Europe, 1970, pp. 48-49, and "Economic Growth and Resource Allocation in Eastern Europe,"
Table 8, in this volume. The GNP estimates for 1973 were obtained by extrapolating the 1972 figures.
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dollars at official exchange rates between the U.S. dollar and the West
German mark, originally for 1955. The 1955 U.S. dollar values if
East European GNP's were carried forward by East European GNP
quantity indexes into the 1960-73 period, and then the GNP's in
constant U.S. dollars of 1955 were deflated into current dollars bv the
U.S. GNP implicit price deflator.

It should be also noted that the estimates of military research and
development outlays are very rough and were made only for Czecloi-
slovakia, East Germany, and Poland, on the basis of very scanty
information.

Variant B.-In this variant the cost of personnel (table 5, col. l) is
the same as under variant A and the method of its estimation is( de-
scribed in variant A above.

Dollar estimates of outlays on operations, maintenance, and pro-
curement, and research and development (table 5, col. 3) were obtained
by converting our estimates in domestic currencies for the East
European countries (table 3, cols. 5 and 6) by variant B GNP im-plicit average exchange rates between the U.S. dollar and domestic
currencies for each country as follows (U.S. $1 equals amounts shown
in table):

Czecho- East
Bulgaria slovakia Germany Hungary Poland RomaniaYear ([eva) (crowns) (marks) (torint) (zloty) (lei)

1960-................... 1.35 1.08 4.20 21.95 20.52 13.491961- 1.35 11.29 4 24 21.60 20.39 13.2181962 -1.36 11. 14 4.17 21.47 21.28 13.541963 - 1.42 10.82 4.11 21.07 21.32 14.401964-........._ 1. 40 10. 10 4. 12 20. 70 21. 31 14. 80
1965 -1.37 9. 84 3.97 19.94 21. 58 15. 101966- 1.35 10.20 3.94 20.05 21.19 14.551967- 1. 32 10. 82 3. 94 20.22 20. 81 14. 261968-.............. .... 1. 31 11. 11 3.83 20.69 20.58 14.081969 1.28 11.52 3.72 21.34 20.44 13.641970- 1.27 10.82 3.61 20.66 19.86 03.071971-........._ 1.14 10.32 3.55 20.16 20.56 12.59
1972 - 1.12 10.24 3.43 20.45 20.74 12.421973 - 1.07 9.82 3.27 19.44 20.47 11.90

The method of calculation of the variant B GNP implicit exchange.
rates is the same as in variant A above, both being based on Ernst's
study as updated by Alton, except that their variant B GNP dlolltr,
estimate was used to obtain the implicit average exchange rates. in
their variant B, the GNP at current domestic prices in various East
European countries was converted to West German marks by means
of estimated purchasing power ratios for individual components of
GNP (by the same method as for variant A), and then the values in
West German marks so obtained were converted into U.S. dollars by
means of estimated purchasing power parity equivalents for 1955
prepared by Milton Gilbert and Associates.'

Variant C.-In this variant the military expenditures by major
purpose in East European countries were estimated in current U.S.
dollars for 1968 (table 6). Estimates were made for 1968 only, because
the purchasing power parity exchange rates for military subsistence
were estimated only for that year.

ia Milton Gilbert and Associates. Comparative National Products and Price Levels, Paris, O.E.E.C., 1958.
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Personnel costs, except for military subsistence (table 6, rows 2 to
5), were calculated by the same procedure as under variant A above
(table 5, col. 2; see also sources to table 6).

The cost of military subsistence (food and standard clothing, table
6, row 6) was estimated by converting the value of military subsistence
in domestic currencies given in table 3, column 4, into U.S. dollars by
purchasing power parity exchange rates for food, clothing, and foot-
wear calculated on the basis of major consumption quantities in each
of the East European countries, valued respectively at average U.S.
retail prices in 1968 and at the average retail prices in each East
European country's domestic currency in 1968. The estimated ex-
change rates are given in notes to table 6, row 6. It should be noted
that the value of military subsistence in variants A and B ($475 per
enlisted man per year) is included in the cost of personnel (table 5).

Dollar estimates of expenditures on operations, maintenance, and
procurement, and research and development (table 6, rows 7 and 8)
are the same as under variant B (table 5, col. 3), and the method of
their estimation is described in variant B above.

TABLE 6.-ESTIMATES OF DEFENSE EXPENDITURES BY MAJOR PURPOSE, EAST EUROPEAN COUNTRIES, IN CUR-
RENT U.S. DOLLARS (MILLIONS), 1968 (VARIANT C)

Czecho- East East
Bulgaria slovakia Germany Hungary Poland Romania Europe

1. Total defense ------ 788 1,755 1,916 771 2,457 1,139 8,826
2. Personnel cost, total -683 1,041 871 551 1,241 849 5,236
3. Officers -222 340 277 176 409 286 1, 710
4. Enlisted men, total -461 701 594 375 832 563 3, 526
5. Military pay -392 599 489 310 722 505 3, 017
6. Subsistence -69 102 105 65 110 58 509
7. Operations, maintenance, procurement 105 714 1,045 220 1,216 290 3,590
8. Research and development - -210 63 -- 21 -- 294
9. Total defense and research and de-

velopment - --------- 788 1,965 1,979 771 2,478 1,139 9,120

Sources: Row 1: Sum of rows 2 and 7. Row 2: Sums of rows 3 and 4. Row 3: Obtained by applying to number of officers
112 percent of total personnel) in 1968 the U.S. officers' pay plus allowances in 1968, or $10,697 (see variant A). Row 4:
Sum of rows 5 and 6. Row 5: Obtained by applying to 8 percent of all military personnel the U.S. enlisted men adjusted pay
in 1968, or $2,896 (see variant A) plus applying to 80 percent of all military personnel the U.S. enlisted men adjusted pay
in 1968 reduced by the value of subsistence ($475 per enlisted man and year, see U.S. Department of Defense, Modernizing
Military Pay, vol. , Washington, 1967, p. 45). Row 6: Military subsistence in domestic currencies given in table 3, col. 4 was
converted into U.S. dollars by purchasing power parity exchange rates for food, clothing, and footwear calculated on the
basis of major consumption quantitiesi n these countries in U.S. retail prices and in each of the domestic currencies in
1968. The resulting exchange rates to the U.S. dollar were 0.9 leva for Bulgaria, 15.5 crowns for Czechoslovakia, 3.6 marks
for East Germany, 14.0 forints for Hungary, 20.7 zlotys for Poland, and 13.5 lei for Romania. Row 7 and 8: Estimates of
MilitaryExpenditures in Eastern Europe, op. cit, table 5, rows 5 and 6, respectively, revised. Row 9: Sum of rows 1 and 8.

VI. A COMPARISON OF SELECTED WESTERN ESTIMATES OF EAST
EUROPEAN MILITARY ExPENDITURES

The estimates to be considered here are those appearing in the
publications of the Institute for Strategic Studies in London (ISS),
the Stockholm International Peace Research Institute (SIPRI), the
United Nations, the U.S. Arms Control and Disarmament Agency
(ACDA), official East European data, and our estimates. For purposes
of comparison and analysis, they fall into two groups: estimates in
domestic East European values (shown in conjunction with official
defense expenditure data in table 7) and estimates in U.S. dollar
values (of which the current price versions are shown in table 8).

In the domestic currency group of estimates (table 7), there appears
to be substantial agreement among all sources that the officially
announced defense appropriations in East European State budgets
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constitute the main measure of military expenditures in these coun-
tries. Many of the seeming discrepancies in table 7 between the official
budget series and the figures published by ISS, SIPRI, and the UN
are traceable to differences between ex-ante, or planned budget
expenditure figures and ex-post data on actual budget expenditures.
The latter sometimes appear with a considerable timelag. Hence
differences between up-to-the-minute assessments such as those issued
annually by ISS and retrospective estimates are to be expected.
Discrepancies can also arise when defense expenditures are announced
in vague terms, such as shares of proposed budgets, as is routine in the
case of Bulgaria. Also, for particular countries in particular years
there may be more than one published version of both the ex-ante and
ex-post figures, differences between appropriations initially proposed
and ultimately passed into law, between actual expenditures as
reported on a preliminary basis and as ultimately recorded in final
accounts.



TABLE 7.-COMPARISON OF MILITARY EXPENDITURE ESTIMATES, 1960-73 

[In millions of domestic currencies, current prices] 
- - 

Bulgar~a Czechoslovakia 

Offlc~al I SS SlPRl U.N. Ours Offic~al 1 Offic~al 1 ISS SlPRl U.N. Ours 

East Germany Hunearv - * 

Omcis! 1 Official 1 I SS SlPRl U.N. Ours Uiiicial I SS SlPRl U.N. Ours 



1967 - 3,600 3, 600 3,600 3, 600 (3) 3,780 5, 433 5,444 5,437 5,433 5,433
1968 -5, 80 4,814 5, 800 5, 800 (3) 5,055 6 611 6,439 6,439 6, 611 6 611
1969------------- 6, 300 5,229 6,350 6, 350 (),490 7,644 7,952 7,952 7,644 7, 644
1970- - . 6,800 5,712 6, 747 6,747 5,998 9, 448 8,900 8, 900 9,848 9,448
1971 -7,----------- 200 6,018 7,200 7, 200 () 6,319 9, 891 8, 900 9,440 9,891 8,891
1972 -7,600 6, 217 7,600 7,625 (3) 6,528 9, 430 9,717 9,715 9,715 9,430
1973 -8,328 6, 571 8,328 8, 300 (a) 6,900 9,848 5 16, 117 9,850 (') 9, 848

Poland Romania

Official ISS SIPRI U.N. Ours Official ISS SIPRI U.N. Ours

1960 -14, 920 (3) 14, 900 14, 900 15, 070 3,3392 (3) (8) (3) 3, 392
1961-------------------- 17, 019 (3) 17, 000 17, 000 17, 222 3, 639 (3) (3) (3) 3, 639
1962 -18, 378 (') 18, 400 18, 400 18, 626 3, 924 (3) 3, 900 (3) 3, 924
1963 -20,695 (3) 20, 700 20, 700 20, 967 4, 143 (3) 4,100 (A) 4, 143
1964 -21, 881 22, 233 21, 900 4 21, 900 22, 175 4, 346 4, 110 4, 110 () 4, 346
1965 -23, 255 23, 459 23, 600 4 23, 200 23, 552 4, 735 4, 540 4, 540 4,735 3, 735
1966-------------------- 25, 213 25, 300 25, 200 ' 25, 200 25, 551 4, 927 4, 800 4, 800 4, 927 4, 927
1967 -26 438 26. 450 26. 400 26, 400 26,850 5, 146 5, 000 5,000 5, 146 5, 146
1968 - .-- -- . -30, 332 29,111 291,00 30, 300 30, 774 5, 751 5,187 5,187 5, 751 5, 751
1969-------------------- 33, 519 31,936 33, 000 33, 500 33. 943 6, 319 5, 395 6, 400 6, 319 6, 319
1970 - 35, 724 35, 300 35, 400 35, 700 36, 174 7, 067 7,000 7,052 7, 067 7,067
1971 -37, 685 35, 300 37, 700 37, 200 38, 419 7, 424 7, 500 7,495 7,424 7, 424 CD
1972 -39, 490 37, 400 39, 861 39, 900 40, 524 7, 710 6, 800 7,845 (a) 7, 710 <
1973 -39, 206 39, 210 41, 066 (3) 40, 368 7,922 7, 920 7,922 (a) 7,922

X Before adjustment for police force. Sources: Official: "Estimates of Military Expenditures in Eastern Europe," op. cit., table I cut 3,
a After adjustment for police force. revised and updated. ISS: "The Military Balance," 1964-65, pp. 6-8; ibid., 1965-66, pp. 6X; ibid.,
a Not available. 1966-67, pp. 6-8; ibid., 1967-68, pp. 2-4; ibid., 1968-69, pp. -4; ibid., 1969-70, pp. 12-14; ibid.,
4 Revised figures. 1970-71, pp. 14-17, ibid., 1971-72, pp. 9-11; ibid., 1972-73, pp. 11-13; ibid., 1973-74, pp. 11-13.
Apparently an error. SIPRI: See SIPRI 1969-70, p. 271 and ibid., 1973, p.237. United Nations: U.N. Statistical Yearbook,

1965, pp. 642 and 653' ibid 196) pp. 661, 660,'and 673; ibid., 1970, pp. 602, 688, and 693; ibid.,
1971, pp. 678, 684, 690: and -9i; ibid., 1973, pp. 711-724. Ours: Sea table 3.
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The limited scope of this study did not permit us to attribute every
difference among the estimates in table 7 to an exact cause. Enough,
however, were traced to one of the reasons outlined above to allow
us to conclude that the domestic currency figures published by ISS,
SIPRI, and the UN, and our earlier set, those underlying the dollar
figures hitherto published by ACDA, consistently reflect State budget
appropriations as officially announced by the East European govern-
ments in question, without adjustment.

The new set of domestic currency estimates presented in this study
also are based primarily on official defense expenditure data (using
final ex-post figures when they are available). Here, however, two
types of adjustments have been made, affecting the series for three
countries. First, deductions were made to eliminate the expenditures
on civilian police functions of the internal security apparatus that
were included with military expenditures in the budget appropriation
figures as published for Czechoslovakia throughout the period under
review, and for East Germany since 1968 (see chapter III). In table 7,
this adjustment appears as the difference between official series "a"
and official series "b."

The second type of adjustment, affecting Czechoslovakia, East
Germany, and Poland was the addition of estimates representing
outlays on military research and development presumed to be funded
outside the State budget defense outlays proper. For Czechoslovakia
and East Germany, this addition tends to offset the deductions for
civilian internal security. For Bulgaria, Hungary, and Romania,
where announced appropriations are believed to refer to military
purposes only and R. & D. are believed to be negligible, our series
simply reflect budget defense expenditures in as final version as could
be found.

When we turn to the estimates in terms of U.S. dollars shown in
table 8, the issues range beyond matters of coverage and exclusions
and lead to questions concerning the structure of East European
military expenditures. The estimates thus far published by ISS,
SIPRI, and ACDA all have the common characteristics that the
total military expenditures in domestic currency for a given country
and year has been converted into dollars at a uniform rate; there
was no breakdown of the total into components with different rates
applied to the latter. The rates themselves differ from source to
source. ISS estimates diverge for the early years, then begin to concur
with SIPRI's in using Benoit-Lubell exchange rates. The ACDA
estimates here, meanwhile, are essentially those presented with slight
revisions in our earlier study, "Estimates of Military Expenditures
in Eastern Europe, op cit.," table 1, column 12. As such, they reflect
conversion by implicit modified GNP rates that represent rough
attempts to equate purchasing power parities for the military sector
as a whole for each country. It might be noted that these three sets
of estimates for recent years are in close agreement, particularly
when allowance is made for differences in the underlying domestic
currency values.
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The single rates underlying the conversions discussed above were
not arrived at by combining particular rates applicable to components
of total military expenditures, using the percentage composition of
the total as weights. Instead, they reflect other considerations.
Obviously, the use of a single rate for all components of military
expenditure has the effect of retaining the same structure of military
outlays in the dollar versions as in domestic prices. Since it is un-
realistic to assume that the relative costs of services of military
personnel and of other components of military expenditures would
be the same in Eastern Europe as in the United States, this study
has attempted a more detailed approach to the problem of conversion.

TABLE 8.-COMPARISON OF MILITARY EXPENDITURE ESTIMATES: 1960-73

[Millions of current dollars)

Bulgaria Czechoslovakia

Ours Ours
U.S. U.S.

ACDA ISS, SIPRI A B C ACDA ISS, SIPRI A B C

1960 - - - 154 556 565 ---- 1, 035 1,125 1,192
1961 - 230 187 592 604 -- 960 -- 1,118 1,175 1, 247.
1962 - 230 --- 222 629 645 -- 1,150 -- 1, 282 1, 288 1, 375-
1963----- 300 128 233 613 632--....1 200 789 1,329 1, 3508 1, 442.----
1964 2040 122 224 666 680 --- 1170 7752 1,282 1, 524 1,615 .
1965 - 210 116 199 677 689 -- 1,200 715 1,212 1,579 1,676 .
196 - 240 208 207 699 712 -- 1, 200 1, 270 1, 282 1, 608 1, 711 .
1967 - 240 225 228 727 739 -- 1,370 1,452 1,459 1,740 1,854-
1968 - 260 228 228 756 768 788 1, 390 1,538 1, 529 1, 820 1,939 1, 965
1969-----310 234 261 813 830 -- 1,-- :510 1, 576 1,635 1. 902 2, 023 ----
1970 - 310 279 279 914 933 -- 1,660 1 765 1,741 1. 909 2,052 .- _
1971----- N A NA 316 1,016 1, 040--- NA-- hl 1,875 1, 768 2.183 2, 339.----
1972 NA NA 323 1,130 1,159 - NAI I N} 1,873 2, 340 2, 499 …
1973 - NA 301 NA 1, 301 1, 333 - NA 1 336 NA 2, 538 2, 703 …

Ebst Germany Hungary

Ours Ours
U.S. U.S.

ACDA ISS I SIPRI A B C ACDA ISS I SIPRI A B C

1960 ---- NA 567 586 -NA 415 424.
1961 -- 280 -- NA 576 593 - 170 205 436 447.
1962 ----- 760------815 962 1,033 ----- 280 ----- 288 508 528-----
1963 -- 800 650 815 1,085 1,158 380 277 348 637 665-
1964 ----- 790 658 815 1, 116 1, 191 ----- 360 262 346 650 676.----
1965 . 910 665 826 1, 218 1, 302 - 360 246 284 672 696-
1966 -- 950 975 973 1,278 1, 365 - 320 300 292 652 672.
1967 -- 1,070 1, 063 1,062 1, 403 1, 502 - 320 313 313 651 673-
1968 -- 1,760 1,715 1,711 1,794 1,935 1,979 370 370 371 717 745 771
1969-- 1,960 1, 873 1, 873 1,966 2,125 -- 440 457 458 792 824.
1970 ----- 2,200 1,990 1. 990 2,194 2, 374 ----- 560 SII 513 944 989.----
1971 -- NA 2 124 2, 124 2, 345 2,539 - NA 543 544 1,007 1,056.
1972 - NA 1,840 2 ,249 2,543 2,753 NA 1 558 560 1,054 1,098.
1973 ------- NA 2,031 2,448 2,875 3,109 -----. NA 695 567 1,160 1,209

See footnotes at end of table, p. 824.
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TABLE 8.-COMPARISON OF MILITARY EXPENDITURE ESTIMATES: 1960-73--Continued

Poland Romania

Ours Ours
U.S. U.S. -

ACDA ISSI SIPRI A B C ACDA ISSI SIPRI A B -C

1960 - - - 936 1,397 1,468 ---- NA 995 1,015
1961-----950 ------ 1,068 1,508 1,591 ------ 310 ------ NA 1,033 1, 055.----
1962 1 ,000 --- 1,156 1,566 1 ,655-------- 340------ 414 1, 066 1,090.
1963 - 1,120 911 1, 300 1, 679 1,781 -- 330 342 435 1,103 1,127
1964 - 1,220 920 1,376 1,788 1, 895 -- 330 296 436 1, 116 1,141.
1965 - 1,270 928 1,482 1,871 1,981 -- 350 250 481 1,089 1,116
1966- 1, 400 1, 589 1 583 1,943 2,070 -- 380 510 509 1,087 1,117.
1967- 1,500 1,662 1,658 2,069 2,205 ---- 410 530 530 1,034 1,066.
1968 - 1,780 1,830 1, 828 2,299 2, 459 2,478 480 551 550 1, 106 1, 144 1, 139
1969 - 2,040 2,080 2,073 2, 522 2, 703 -- 560 574 679 1, 280 1,324
1970 - 2,250 2,220 2,224 2,707 2,911 -- 610 750 748 1,420 1,472.
1971 - NA 2,350 2,368 3,073 3,277 -- NA 798 795 1,428 1,488
1972 - NA { 7 } 2,504 3,421 3,632 -- NA { 7 } 832 1,664 1,726
1973 - NA 1,799 2, 580 3,649 3,860 -- NA 528 840 1, 771 1,839.

1 ISS has changed conversion rates in 1972, by using subsequently rates taken from Estimates of GNP, Defense, Educa-
tion, and Health Expenditures of East European Countries, 196070, U.S. Arms Control and Disarmament Agency, Washing-
ton D.C., December 1971 (ACDA/E-207).

NA-Not available.

Sources: USACDA: World Military Expenditures 1971, p. 19. ISS: The Military Balance, 1963-64, pp. 7-9; ibid., 1964-65,
pp. 6-8; ibid., 1965-66, p. 43; ibid, 1966-67,p) 46; ibid., 1967-68, p. 47; ibid., 1968-69, p. 55; ibid., 1969-70, p. 57; ibid.,
1970-71, p. 110; ibid., 1971-72, p. 60; ibid., 1972-73, p. 70; ibid., 1973-74, p. 74. SIPRI: Calculated from current price
data by the application of the Benoit-Lubell exchange rates; see SIPRI 1968-69, p. 179, ibid., 1969-70, p. 271, and ibid.
1973, p. 237. Ours: Variant A and variant B from table 5; variant C from table 6.

The basic procedure for our estimates, offered in variants A, B, and
C, table 8, was to treat personnel costs and other outlays separately
for purposes of conversion into dollars. Given East European secrecy
in military matters, even this rudimentary breakdown of military
expenditures involved some rather rough estimates. Details on esti-
mating the cost structure in domestic currencies are given in chapter
III, and the dollar conversion procedures are given in chapter V.
Briefly, both rely on the estimates of armed force personnel levels
provided by the Institute of Strategic Studies, which also appear to be
accepted by ACDA and by SIPRI as well. It was further assumed that
the appropriate total force levels included the "paramilitary" forces
(border troops and security troops) treated separately in ISS publica-
tions, in addition to the regular armed forces. On this point, also, other
studies implicitly concur.

Further steps in the conversions procedures, however, move essen-
tiallv into new territory and undoubtedly raise some debatable issues.
An element in the personnel cost estimates, for example, is the share
in the total forces presumed to be represented by officers. The rules-
of-thumb broadly applied here are expedients that could be challenged
in the light of detailed knowledge of the organization and duties of
military personnel in Eastern Europe and the United States.

Under personnel costs, the products bought are the services of
officers and enlisted men. Our estimates variants A, B, and C here
assign the pay of an American officer to his East European counterpart,
and somewhat less than the pay of an American enlisted man to the
East European, whose average technical qualifications and job
requirements are assumed to be somewhat less demanding. For the
nonpersonnel costs, reflecting a mixed basket of purchases of goods
and services, the conversion rates used in variants A and B were the
implicit GNP exchanges rates defined in chapter V. Variant C offers,
for 1 year only, 1968, an alternative treatment of the cost of enlisted
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personnel, valueing the subsistence or in-kind portion of their compensa-
tion in terms of consumer goods purchasing power parities between
U.S. dollar and the respective domestic currencies.

As is shown in table 8, our variants A, B, and C for each country
are close together, reflecting essentially similar valuations of the cost
of personnel and only some variation in the method of valuation of
nonpersonnel costs (operations, maintenance, procurements, and
research and development) and military subsistence (see chapter V,
variants A, B, and C). The dollar values in variant B are a few percent
higher than in variant A and those in variant C are in turn 1 t. 3
percent higher than in variant B.

It is to be noted, however, that our dollar estimates of defense
expenditures differ substantially from those of ISS, SIPRI, and ACDA
for several countries. The differences are largest for Bulgaria where
our estimates are roughly there to four times higher than the ISS,
SIPRI, or ACDA estimates. Our estimates are more than twice as high
on the average as those of ISS, SIPRI or ACDA for Romania, roughly
twice as high for Hungary, about one-third to one-half higherfor
Poland, and one-tenth to one-fourth higher for Czechoslovakia and
East Germany.

The very large differences between our estimates and the estimates
of ISS, SIPRI, and ACDA for Bulgaria, Romania, and to a lesser
degree, for Hungary can be explained by the relatively high cost of
military personnel as compared to nonpersonnel items in their total
defense effort. In the ISS, SIPRI, and ACDA estimates, the services of
military personnel in effect were valued at national prices. These
prices are below opportunity cost (East European military expendi-
tures reflect very small nominal cash payments to enlisted men), and
these values were converted into U.S. dollars at uniform conversion
rates used for all components of military expenditures. Our valuation
of the services of military personnel was at prevailing U.S. rates, which
reflect far more closely the opportunity cost of military personnel than
the valuations in the East European prices. The differences between
our results and those of other agencies are smaller for those countries
(for example, Czechoslovakia, East Germany, and Poland) in which
the nonpersonnel costs are relatively large (that is countries armed
with more expensive military equipment) in relation to the number of
military personnel.

The new alternative estimates of defense spending in Eastern Europe
presented in this study are a first attempt that barely penetrates the
surface of a complex but important problem: What volume of resources
is being expended on the military sector in Communist Eastern Europe
in the wake of the disarmament limitation efforts (SALT) by the lead-
ing world powers? To provide more comprehensive answers to this
crucial question a sustained research effort should be undertaken in
several important areas: (1) Detailed studies of the structure of the
GNP in current market prices and at factor costs to correct for major

deviations from factor costs in all the countries under study. (2) Com-
prehensive research on exchange rates based on purchasing power pari-
ties in order to improve comparisons of defense spending of Easternr
Europe with that of the United States of America and other countries,
(3) Detailed study of research and development efforts to improve
military technology and capabilities. (4) Detailed analysis of ways by
which resources channeled to defense can be concealed by centrally
planned Communist countries.
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I. INTRODUCTION

Rapid industrialization and increased productivity of labor has
been accompanied by increasing real per capita incomes in the Eastern
European countries since the 1950's. As a result of a series of economic
reforms designed to increase economic incentives and efficiency in
Eastern Europe, during the second half of the 1960's the rising trend
in the real income of the population was accelerated. Increasing real
incomes, in turn, brought rapidly rising demand for more and better
quality foods of animal origin.
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In most of the Eastern European countries, the domestic food
supply did not keep pace with the growing demand. The lag in the
supply started to assert itself especially in the 1960's after the sociali-
zation of agriculture had been effectively completed in Bulgaria,
Czechoslovakia, East Germany, Hungary, and Romania (the share
of socialized land ranges from 86 percent in Hungary to 91 in
Bulgaria).' Full collectivization of agriculture brought a slowdown in
the rate of growth of agricultural output in these countries in the
1960's (see table 2).

In order better to satisfy the increasing demand for high protein
foods, the Eastern European countries have taken a series of important
decisions with regard to agriculture over the course of the last 8 to 10
years. The results of these may be summarized as follows: (1) imports
of feed grain, oilcake, fish meal, and other high protein feed for live-
stock have increased sharply since the second half of the 1960's, (2) an
expansion of domestic production of high yield varieties of feed grain,
concentrates, and roughages has been implemented in varying degrees
of intensity in all Eastern European countries, (3) a continuously
larger flow of inputs in the form of fertilizers, increased mechanization,
improved feeding technology, higher yield livestock breeds, and better
crop varieties may be observed, and the general improvement of
agricultural technology has received greater attention than previously,
(4) as part of broader economic reforms, a series of incentives to
increase farmers' productivity have been introduced in the form of
higher prices for agricultural products, decentralization of farm
decisionmaking to stimulate personal interest through profits, greater
participation of individual farmworkers in management of farms,
greater fringe benefits, and other personal incentives designed
to encourage rational use of resources and improve agricultural
productivity.

In Poland and Yugoslavia, meanwhile, the ownership and manage-
ment of farms continues overwhelmingly in private hands, organized
in many small private family farm units. Only 17 and 13 percent of
the agricultural land in Poland and Yugoslavia, respectively, is in
state farms, and collective farms are insignificant in these two coun-
tries.2 Their governments have actively supported private farming by
providing a variety of incentives to private agriculture in order to
stimulate the expansion of farm output. Such policies, for example,
in Poland during the last several years, consisted of (1) government
increases in prices paid to farmers for their products, (2) expansion of
agricultural credits to private farmers on favorable terms, (3) in-
creasing imports of feedstuffs and protein meal which are sold to
private farmers to enhance the output of meat and dairy products,
(4) increasing the mechanization of agriculture by new investments,
(5) greatly expanding the use of fertilizers by private farmers, (6)
encouraging specialization and interfarm cooperation in the use of
machinery, (7) stepping up government agricultural research to

I See Hnngary, Eozpont1 Statisztikai Hivatal, Stati~ztikad eokOnvv, 1Q72, Budapest, 1973, p. 254, and
Bulgaria, Teentralno statistchesko upravienie, Statsticheeki godisIhnik 1072, Sofia, 1972, p. 200.

3See Poland, Giowny uread statystycany, Rocznik stat st uczsw, 1973, Warsaw, i973, p. 258, and Yugo-
slavia, Saveznl zavod za statistiku, Statisticki gadisniak SFRJ 1973, p. 140.
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increase farm productivity, (8) reducing land taxes to farmers who
increase meat sales, and (9) above all, abstaining from forced col-
lectivization of agriculture.

Basically two agricultural systems coexist in Eastern Europe, the
one consisting of the countries with predominantly socialized agri-
cultures-Bulgaria, Czechoslovakia, East Germany, Hungary, and
Romania; and the other consisting of the countries with predominantly
private agriculture, Poland and Yugoslavia. Since in all cases, agri-
culture functions in the context of a Communist country under a more
or less centrally planned economic system (Yugoslavia, of course
has undergone significant decentralization), there is a basis for
taking a comparative approach between the two types of agricultural
systems in Eastern Europe: socialized versus private.

In the following pages, the agricultural performance of Eastern
Europe will be analyzed by country and by groups of countries
(socialized versus private agricultural system). Some comparison will
also be made with the U.S.S.R. and U.S.A., in an attempt better
to appraise the growth performance of recent years, and comparisons
will be made to earlier periods.

The aim of this basically statistical study is to present the measures
and assess the changes in agricultural growth in the Eastern European
countries in the postwar period. Aspects to be covered are: (1) changes
in the relative importance of agriculture in the national economy
of each country, (2) changes in the growth and structure of basic
output and input measures, (3) trends and levels of output per capita,
(4) changes in productivity of land and labor in agriculture, (5)
progress in agricultural technology and growth of investment, (6)
comparisons of output between Eastern Europe, U.S.S.R. and U.S.A.,
(7) conversion rates between rubles, East European national currencies,
and U.S. dollars based on the prices of agricultural products, and (8)
the outlook for the next few years.

In an earlier study of East European agriculture submitted to the
Joint Economic Committee, 3 this author used as commodity weights
the FAO wheat-based price relatives for the Western European region
for 1952-56, because no Eastern European weights were available
at that time. In the present study, however, the newly released FAO
wheat-based price relatives for Eastern Europe and U.S.S.R. for
1961-65 period are used in the valuation of agricultural output. Con-
sequently, the present measures are believed to be more appropriate
to East European conditions than the earlier ones.

II. ROLE OF AGRICULTURE IN THE EAST EUROPEAN ECONOMIES

Agriculture has an important role in the national economic develop-
ment of Eastern Europe. Until recently, agriculture was the largest
economic sector in most of the Eastern European countries, measured
in terms of its share in total employment and its share in the gross

3 See Gregor Lazarclk, "Growth of Output, Expenses, and Gross and Net Product In East European
Agriculture," U.S. Congress, Joint Economic Committee, Economic Developments in Countries of Eastern
Europe, A Compendium of Papers, U.S. Govt. Print. Off., 1970, Washington, D.C., pp. 463-527. Hereafter
referred to as Compendium 1970.



332

national product. The percentages for the individual countries and for
all of Eastern Europe for 1950 and 1973 are as follows:

AGRICULTURE'S SHARE IN PERCENT OF TOTALI

Labor force GNP

1950 1973 1950 1973

Bulgaria -74.0 31.2 39.3 20.0
Czechoslovakia -36.5 14.2 22.6 10.8
East Germany -26.2 10. 9 15.0 8. 8
Hungary- 50.1 20.7 29.2 16. 1
Poland -53. 1 33.4 35. 8 19. 2
Romania -73. 3 44.0 42.0 22. 2
Yugoslavia -67.0 35. 8 28. 5 20. 5
Eastern Europe -56. 3 29.2 28.3 15. 8
U.S.S.R ----------------------- 54.0 28.5 38.4 21. 2
United States -15.3 4. 6 5.5 3.7

5 Eastern European countries: Labor force: Agricultural employment is in terms of economically active persons in
agriculture taken from statistical yearbooks of the respective countries. GNP: Thad P. Alton "Economic Structure and
Growth in Eastern Europe " present volume table 2. The shares were adjusted for forestry. Data for 1973 were estimated
from 1972 and the plan fulfillment reports for 1973 reported by the statistical offices of the respective countries. U.S.S.R.
and United States: For 1950: F. D. Whitehouse and 1. F. Havelka, "Comparison of Farm Output in the United States and
U.S.S.R." Joint Economic Committee, Congress of the United States. "Soviet Economic Prospects for the Seventies " 1973
p. 341; For 1973: U.S.S.R.: J. P. Hardt "Summary," op. cit. p. ix and xvi, estimated from 1972 and the plan fulfillment
repoit for 1973 reported by the Central Statistical Office in Moscow, January 1974; United States: "Statistical Abstract of
the United States, 1973," U.S. Department of Commerce, 1973, pp. 219 and 248 and "Survey of Current Business," 1973,
No. 11, p. 11, based on the Ist3 quarters of 1973.

In 1950, Bulgaria and Romania had almost three-fourths of their
economically active population in agriculture and were among the
least developed countries in Europe. Hungary, Poland, and Yugo-
slavia, with more than one-half of their economically active popula-
tion in agriculture, were also predominantly agricultural countries.
Czechoslovakia and East Germany, meanwhile, had, respectively,
one-third and one-fourth of labor in agriculture. They were already
industrialized countries.

In terms of agriculture's contribution to GNP, the shares were
lower than for employment because the productivity per active person
in agriculture was between one-half and two-thirds of that in non-
agricultural sectors. Eastern Europe as a whole and the U.S.S.R.
exhibited strongly agricultural characteristics when compared to the
U.S.A., which had only 15 percent of the labor force in agriculture and
5.5 percent of GNP generated in agriculture in 1950.

Because of rapid industrialization, the share of agricultural employ-
ment and agriculture's contribution to GNP has fallen rapidly over
the last two decades in all Eastern European countries, as in the
U.S.S.R. By 1973, except for Romania, in all Eastern European coun-
tries, the share of agricultural labor had declined to one-third or less of
the total. In Czechoslovakia, only 14 percent and in East Germany,
11 percent of total employment remains in agriculture. The share of
agriculture's contribution to the total GNP decreased roughly by
one-half in all the countries from 1950 to 1973. In 1973 the highest
share, 22 percent, was in Romania and the lowest, less than 9 percent,
in East Germany. Yet in all countries, agriculture is still the second
largest sector after industry. The trend of decline in agriculture's
share in the total GNP in Eastern Europe has been similar to that in
the U.S.S.R. Both Eastern Europe as a whole and the U.S.S.R.
have roughly 29 percent of their labor force in agriculture and generate
16 and 21 percent of GNP in agriculture, respectively. Compared with
the U.S.A., the relative importance of agriculture is several times
larger in the East European and the Soviet economies.
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III. CONCEPTS AND METHODS

The definition of agriculture as an economic sector and the concepts
and definitions of output and input measures used in this study have
been set forth in detail in an earlier study of East Europ)ean agriculture
presented to the Joint Economic Committee of the U.S. Congress in
1970.4 Perhaps a very brief summary of the concepts and methodology
used here may be in order for the benefit of the reader.

Forestry, fishing, and hunting, are not included in agriculture, as
may be the case in some U.N. statistics. The coverage of our data range
from 95 percent to almost 100 percent of agricultural production,
depending on the country. Our measures of output and inputs are
based on physical quantity series consisting of from 80 to over 100 in-
dividual products for each country. Since the official output and input
measures differ from those used by international organizations, or are
nonexistent, an independent, uniform calculation of all important
measures was made by the research project on national income in
east central Europe in New York in accordance with standard inter-
national definitions. These measures are presented in this study.

Pricing system.-The best available uniform price weights to facili-
tate international comparisons of Eastern European countries are the
newly calculated wheat-based price relatives for Eastern Europe and
the U.S.S.R. for 1961-65 devised recently by the Food and Agriculture
Organization of the United Nations for the calculations of regional and
world agricultural production. These Eastern European price-weights
were used in this study for the aggregation of agricultural output.
These price relatives for agricultural products are the arithmetic
averages of all the national wheat-based price relatives weighted by the
respective country's production of the farm products concerned. The
national wheat-based price relatives consists of the national producer
price of the product expressed as a percentage of the national producer
price of an equal weight of wheat. For most products the prices are
weighted averages of producer prices for the 1961-65 period.5 These
new wheat-based price relatives for Eastern Europe are presented in
table 31.

Other measures (i.e., operating expenses, gross product, deprecia-
tion, and net product of agriculture) were derived from output (cal-
culated in wheat-based price relatives for 1961-65) on the basis of per-
centage relationships of these measures for each country and each year
calculated in each country's constant prices paid to or by producers for
their products or production inputs.6 This system of valuation takes
into account the differences in relative scarcities in each country,and
at the same time it permits international comparisons in terms of uni-
form wheat-based price relatives for all countries.

The index numbers of various output and input measures are
computed by a modified Laspeyre's formula I using the FAO Eastern

ISee Gregor Lazarclk, Compendium 1970, pp. 467-472.
aSee U.N. Food and Agriculture Organization, "Production Yearbook 1972,' vol. 20, Rome 1973, pp.409-411.
6 The national price weights used were as follows: BulgarIa, 1968 leva: Czechoslovakia, 1956 crowns; EastGermany, 1968 marks; Hungary, 1955 forints; Poland, 1956 zlotys, Romania, 1959 Iou; Yugoslavia, 1964dinars.
7 The formula is:

EPkQi-
2Pt Qu,

where Ph represent the selected constant prices, Qk the quantities of the base year, and Q. the quantities
of the given year.
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European wheat-based price relatives as weights. The time com-
parison base period chosen in this study is the prewar 5-year average,
1934-38, whenever possible.

Agricultural output.-In this study agricultural output is defined
as end-use output from agriculture available for human consumption
and industrial use, plus changes in livestock, and farm investment
in kind by farmers' own efforts. The same concepts are used by the
U.N. economic organs to calculate agricultural output in Western
Europe and by the OECD member countries. In this study the output
of agriculture is calculated by subtracting from gross crop and animal
production all intermediate products utilized on farms in further
production. The physical quantities of output are then aggregated
by the FAO wheat-based price weights given in table 31.

Expenses and depreciation.-Current operating expenses are defined
here as the total quantity of all goods and services bought by the
agricultural sector from all nonagricultural sectors and from abroad
and used up in the production of agricultural output. Depreciation
is here defined and calculated as the current charge to take account
of wear, tear and obsolescence of capital goods serving agriculture. 8

Gross product and net product.-The gross product of agriculture
is the gross value added by productive activity within the agricultural
sector. It is the contribution of the agricultural sector to gross national
product (GNP). In this study it is obtained from agricultural output
by subtracting current operating expenses. The net product of agri-
culture is the gross product minus depreciation.' It is the contribution
of the agricultural sector to the net national product (NNP) or net
value added by the agricultural sector.

IV. GROWTH AND STRUCTURE OF OUTPUT AND INPUTS

A. Performance of Socialized Versus Private Agriculture

The various measures of output and expenses for Eastern Europe
as a whole and for two groups of countries-one with predominantly
socialized agriculture, the other with overwhelmingly private
agriculture-are given in table 1 for prewar (1934-38) and 1950-1973
period. The data show the following results:

(1) The overall performance of countries with private agriculture
has been superior to that of countries with socialized agriculture in
the postwar period when compared with the prewar base. The former
group reached or surpassed the prewar levels of agricultural output,
gross and net product of agriculture by 1953. In subsequent years
the expansion continued, and by 1973, the measures exceeded the
prewar level by 73 to 109 percent. The group of countries with social-
ized agricultures reached the prewar level of output 4 years later, in
1957, and their combined net product index did not reach the prewar
level until 1966. By 1973, their net product was only 10 percent and
their output 61 percent above the prewar level.

' See U.N. Economic Commission for Europe, "Agricultural Sector Accounts and Tables, A Handbook
of Definitions and Methods," Geneva, 1956, p. 10 and Organization for European Economic Cooperation,
"The Measurement of Agricultural Production and Food Consumption," Paris, 1955 p 15.

9 U.N. Economic Commission for Europe, "Output, Expenses, and Income of Agriculture in European
Countries," Ist, 2d, 3d, 4th, 5th, and 6th Report, Geneva, 1953, 1955,1958,1961, 1965, and 1969.
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TABLE 1.-EASTERN EUROPE: INDEXES OF AGRICULTURAL OUTPUT, EXPENSES, GROSS PRODUCT, DEPRECIATION,
AND NET PRODUCT

11934-38= 1001

Agricultural output Crop output Animal output

Socialized ' Private 2 Total Socialized I Private 2 Total Socialized I Private 2 Total

Prewar..--- 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1950 ---- 78.7 99. 2 86.4 84. 5 91. 5 87.3 73.8 106.6 85.6
1951 ..... 89.4 108.4 96.6 98.8 111.8 103.9 81.4 105.1 90.01952 ---- 86.7 98.3 91.1 85.5 92.5 88.2 87.7 104.0 93.6
1953 . 89.8 109.5 97.2 103.5 105.8 104.4 78.2 113.0 90.7
1954 87.2 106.6 94.4 88.2 94.4 90.6 86.3 118.5 97.9
1955 ---- 97.7 117.3 105.1 100.5 112.3 105.1 95.4 122.2 105.0
1956 91.9 112.3 99. 5 87.2 94. 1 89.2 95.8 130.0 108.1
1957 103.5 127.8 112.6 105.3 113.8 108.6 102.0 141.5 116.2
1958 108.4 131.5 117.1 109.2 114.2 111.2 107.7 148.4 122.3
1959 111.3 138.2 121.4 109.5 123.2 114.8 112.9 152.7 127.2
1960 114.2 136.4 122.5 113.3 119.5 115.7 114.9 152.7 128.5
1961 ---- 112.1 150.3 126.4 104.7 137.3 117.4 118.5 162.8 134.41962 110.3 135.2 119.6 107.2 107.4 107.3 113.0 162.2 130.7
1963 115.2 150.5 128.4 114.2 145.8 126.5 116.1 155.1 130.1
1964 120.1 152.8 132.4 116.4 143.3 126.9 123.3 162.1 137.3
1965 124.5 160.0 137.8 119.5 148.3 130.7 128.8 171.3 144. 11966 ---- 134.5 171.0 148.2 132.2 162.5 144. 0 136. 5 179.3 151.9
1967 140. 1 173.3 152.6 137.3 164.4 147. 8 142.6 182.0 156.8
1968 ---- 140.8 100.2 155. 5 135.6 174. 1 150.6 145.3 186.0 160.0
1969 140.3 172.2 152. 2 135. 1 157.5 143.8 144.7 186.6 159.8
1970 138.6 174.3 152.0 123.3 157.2 136.5 151.7 191.0 165.9
1971 148.0 185.8 162.1 134.4 169.0 147.9 159.5 202.1 174.8
1972 ---- 158.3 195.9 172.4 147. 1 173.5 157.4 167.8 217. 7 185.81973' 161.4 209.4 179.4 149.7 183.8 163.0 171.4 234.2 194.0

Operating expenses Gross product Depreciation Net product

Social- Pri- Social- Pri- Social- Pri- Social- Pri-
ized ' vate a Total ized ' vate ' Total ized I vate X Total ized I vate ' Total

Prewar --- 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1950 - 112.7 133.6 120.6 75.7 96. 1 83.4 103.3 100. 1 102. 1 74. 1 95.9 82.2
1951 - 128.8 13. 1 131.5 86.0 106.0 93.5 106.9 106.7 106.9 84. 7 105.9 92.6
1952-....125.6 143.9 132.4 83.3 94. 3 87.4 111. 2 98.9 106.3 81.6 94.0 86.21953 - 144.4 149.7 146. 4 85. 0 105.9 92.8 112. 3 104.9 109.3 83. 4 106. 0 91. 8
1954 .. 147.6 144.7 146.5 81.8 103.2 89.8 114.5 101.0 109.1 79.9 103.4 88.6
1955 -.. 165.4 163.3 164.6 91.7 113.2 99.8 123.0 108.1 117.0 89.9 113.6 98.7
1956 - 172.4 172.5 172.5 84. 7 107.0 93.0 113. 1 104.9 121.8 81.9 107. 1 91. 3
1957-....190.2 196.5 192.6 95.9 121.7 105.5 132.1 112.7 124.3 93.7 122.3 104.4
1958 - 190.0 201.1 194.2 10. 1 125.4 110.2 139.1 113.3 128.7 98.9 126.2 109.1
1959 - 214.6 229.6 220.2 102.1 130.0 112.6 156.2 118.9 141.2 99.0 130.8 110.8
1960 - 240.1 223.7 234.0 103.0 128.6 112.6 188.6 115.4 159.3 97.9 129.5 109.7
1961 250.6 236.3 245.2 99.8 142.6 115.9 187.7 113.0 157.8 94.7 144.6 113.3
1962 274.2 251. 1 265.5 95.8 124.9 106.7 186.4 112.0 156.6 90.4 125.8 103.6
1963 296.8 282.4 291.4 99.1 138.8 114.0 191. 3 119.0 162.3 93.7 140.1 111.0
1964 - 329.6 286.2 313.3 101. 5 141.0 116.3 195.8 122.9 166.6 95.9 142.2 113. 2
1965 362.0 370.3 365.1 103.4 141.3 117.6 214.4 152.0 189.4 96.9 140.6 113.1
1966 - 385.2 339.1 367.9 112.3 156.1 128.7 220.7 163.1 197.6 105.8 155.6 124.4
1967- 404.5 366.0 390.0 116.7 156.2 131.5 233.9 165.9 206.7 109.8 155.6 126.8
1968 - 437.4 396.3 422.0 114.5 160.9 131.9 246.0 172.0 216.4 106.7 160.2 126.6
1969 - 452.3 418.1 439.5 112.6 150.4 126.7 257.5 182.6 227.4 104.0 148.3 120.5
1970 - 487.3 482. 1 485.4 107.7 147.0 122.4 271.7 179.4 234.7 98.0 144.8 115.4
1971 513.4 491.0 505.0 115.5 158.7 131.7 299.4 192.2 256.4 104.7 156.4 123.9
1972 - 543.6 564.6 551.5 124.1 163.2 138.7 325.2 203.7 276.5 112.2 160.5 130.2
1973 - 583.7 591.8 586.7 124.0 175. 4 143.2 353.3 216.6 298.5 110.4 172.6 133.6

X Countries with socialized agriculture: Bulgaria, Czechoslovakia, East Germany, Hungary, and Romania.
X Countries with private agriculture: Poland and Yugoslavia.
' Preliminary.

Sources: See app. A. Indexes were calculated from physical quantities weighted by FAO Eastern European and Soviet
Union wheat based price relatives for 1961-65.
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(2) Within agricultural output, both groups of countries had
achieved higher rates of growth in animal products than in output of
crops. Because of their very low output in the early postwar years, the
countries with socialized agriculture experienced slightly higher
average annual rates of growth' of animal products in the postwar
period than the other group. Meanwhile, the rate of increase in crop
output was higher for the countries with private agriculture (table 2).

1O All average annual rates of growth in this study are calculated by fitting an exponential curve to the
indexes by the least squares method: \



TABLE 2.-GROWTH OF AGRICULTURAL OUTPUT

Indexes, 1934-38=100 Average annual rates of growth
1934-38 1950-55 1955-60 1961-65 1966-70 1971-72 1973' 1950-72 1950-55 1955-60 1960-65 1965-70 1967-72

Bulgaria:
Output---------------------- 100 100.1 125.2 158.1 192.6 204.7 216.9 4. 1 3.1 7. 3 5.2 1.0 ESCrops -------------------- 100 101.9 121.8 152.3 182.5 184.6 198.6 3. 6 1. 1 7.4 6.6 -.4 .7Animal products- - 100 97.1 130.8 167.6 209.1 237.6 246.7 4.9 6.5 7. 356 2 2.86Czechoslovakia: 

6 . .6 28 2Output - 100 88.2 101.1 106.5 127.6 141.6 149.8 2.3 .3 2.5 .4 3.9 2.9Crps --- 100 98.7 107.8 109.0 130.8 138.1 149.4 2 7 E -9 2.1 -2.0 4. 7 1.4Anmlproducts---------------- 100 82.6 97.5 105.1 125.9 143.6 150.1 27 -8 27 E . .East Germany:2.7 
-8 27 8 3 5 38Output---------------------- 100 83.3 99.2 100.4 122.2 130.2 137.0 2. 4 3. 3 4.1 1.8 1. 6 1. 4Crops pout-100 95.3 96.8 89.7 103.4 104.9 107.9 .4 -2.4 3.8 0 -.1 -.6Hung Animal products 100 76.7 100.6 106.2 132.4 144.0 152.9 3. 4 7.6 4.2 2.7 2. 3 2. 2

Output s---------------- - IOD100 91.1 110.7 122.7 139.5 155.3 164.5 2.7 2.2 2.4 2.4 3. 5 2.3Crops--------------------- 100 104.4 113.1 118.5 144.6 158.7 176.1 2.1 2.0 -1. 1 3.4 4.3 1.3products -- 0 80. 3 108.6 126. 1 135. 3 152. 5 155. 2 3. 3 2. 3 5.4 1.6 2.7 3. 2
Output - -100 114.8 134.5 153.7 178.3 200.2 225.8 2.8 1.4 3.0 2.5 .9 2.6 03Crops -100 104.0 107.0 129.8 158.5 174.3 192.3 2.8 -.1 1.5 5.1 -. 2 1. 5 -lAimml products- 100 124. 5 159.4 175. 7 196.4 223.8 256. 3 2.8 2. 4 3.9 .8 1. 6 3.4
Output - --------------------------- 100 86.7 105.6 121.3 144.4 166.2 173.8 3.4 5.8 4.8 1.1 -.1 2.4Arosi----------a---------- 100 79.6 96.6 108.1 124.3 136.7 141.4 2.9 6. 5 5. 8 1.2 -3. 0 .5Y v IAnimil products -100 98.4 120.6 143. 1 177.8 215.2 227.7 3. 9 4. 3.5 1.0 3. 2 4. 5
output I 100 9E.2 119.4 142.3 166. 5 173.3 178.6 3.8 5.6 6.3 3.2 2.4 I. gAnimal products-----agriculture:----- 100 96.9 123.1 147.1 171.1 166.1 169.4 3. 5 5.6 5.9 3.1 2.0 -1.0Countriesmwithal products 100 84.8 115.4 136.4 161.4 181.3 188.5 4.1 5.7 7.0 3.2 2.8 3.2Output - 100 88.3 105.9 116.5 138.9 153.1 161.4 2.9 3.0 4.0 2.0 1.9 2. 1Animal ------------------- 100 93. 5 104.9 112.4. 132.7 140.8 149.7 2.2 2. 0 3.8B 1. 8 .6 .6Animatproducts -100 83.8 106.7 119.9 144.2 163.7 171.4 3.4 3.8 4.2 2.1 2. 3.3Countries with private agriculture: 

29 3Output -100 106.6 129.5 149.8 174.2 190.9 209.4 3.1 2. 6 4.0 2. 7 1.4 2.1Crops pout-100 101.4 113.0 136.4 163.1 171.3 183.8 3.0 1.8 3.2 4.3 .7 .5TtlEAnimal products. ------------------------ - 100 111. 6 145.1 162. 7 185.0 209.9 234. 2 3.2 3.2 4.7 1 5 2.0 3 3Total Eastern Europe: 
.5 20 33Output---------------------- 100 95. 1 114.6 128.9 152.1 167.2 179.4 3.0 2.8 4.0 2.3 1. 7 2. 1CArnimop - - -- 100 96.6 10 81 1218 144.6 152.7 163.0 2.5 2.0 3. 5 2.9 .7 .6imaproducts-100 

93.8 120.5 135.3 158.9 180.3 194.0 3. 3 3.6 4.4 1.8 2.A5 3.

1 Preliminary. Source: See app. A.
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(3) Inputs into agriculture from other sectors increased sharply
due to rapid mechanization and better technology on farms. Both
groups of countries had about a sixfold rise in current operating
expenses comparing the prewar level to 1973. In the postwar period
the average annual rate of growth in expenses was about 7.4 percent
for the socialized agricultures and 6.4 percent for the private agri-
cultures. During 1967-73, however, the latter showed marked in-
creases (table 3). Depreciation has followed a similar pattern except
that its growth was not as spectacular: 5.2 percent annual compound
rates for the socialized group and only 3.3 percent for the private
group over the whole postwar period. The countries with socialized
agriculture pushed mechanization, on collectives and state farms, at
a faster rate than the countries with private agriculture.



TABLE 3.-GROWTH OF CURRENT OPERATING EXPENSES, GROSS PRODUCT, DEPRECIATION, AND NET PRODUCT IN AGRICULTURE

Indexes, 1934-38= 100 Average annual rates of growth
1934-38 1950-b5 1956460 1961465 1966-70 1971-72 19731I 1950-72 19b0-55 1955460 1960465 1965-70 1967-72

Bulgaria:
Expenses--------------------- 100 118.6 180.0 263.0 448.4 539.5 584.9 8.3 5.7 10.9 8.1 7.8 4.7Grosn product------------------- 100 98.0 119.1 146.4 164.1 167.3 175.7 3.2 2.7 6.6 4.8 -.9 .6Depreciation -------- oo---------- 0 117.2 154.2 211.0 283.2 355.1 387.2 5.8 2.7 6.9 5.8 6.4 6.8Net product-------------------- 100 97.1 117.4 143.2 158.3 158.2 165.1 3.0 2.7 6.6 4.7 -1.6 .1Czechoslovakia:
Expenses--------------------- 100 18b.2 278.0 452.3 572.5 629.2 679.5 7.1 6.6 7.2 10.7 1.9 3.2Gross product------------------- 100. 78.0 86.1 77.0 89.7 100.1 104.7 .7 -.9 1.2 -4.3 5.1 2.8Depreciation ------------------- 100 115.3 130.2 170.2 207.3 240.5 266.9 3.9 1.6 1.8 6.2 3.1 4.0Net product-------------------- 100 76.8 82.1 68.6 79.1 87.4 90.1 .1 -1.2 1.1 -6.4 5.6 2.5

East Germany:
Expenses--------------------- 100 109.b 155.4 183. 8 235.7 322.2 372.6 5.2 7.1 4.9 3.9 5.2 9.2Cross product------------------- 100 79.6 91.4 88.7 106.3 103.4 104.0 1.6 2.6 3.9 1.2 .4 -1.4
Depreciation-------------------- 100 126.8 145.0 2.1.8 265.8 333.8 389.5 5.0 2.3 3. 5 6.2 4.8 6.2Not prnduct-------------------- 100 77.4 88.9 83.5 98.9 92.7 90.7 1.2 2.6 3.9 .7 -2 -.

Hungary:
Expenses--------------------- 100 171.2 233.8 442.3 630.5 805.0 900.0 8.6 3.2 10.5 9.5 8.1 7.4Gross product------------------- 100 86.8 104.0 105.3 121.9 120.0 124.9 1.6 2.0 1.4 .8 2.1 .7Depreciation ------------------- 100 149.7 427.5 488.3 648.5 839.8 904.2 9.2 4.7 30.3 -12.1 6.8 7.6Net product-------------------- 100 85. 8 98.7 97.5 104.2 108.3 111.9 1. 1 2.0 -1. 0 2.4 1.6 -.1Poland:Exenses-100 153.2 201.4 278.0 406.5 565.5 646.4 6.5 2.4 6.0 9.2 6.0 9.9 Cj3
Gross prdct------------------- 100 110.4 126.9 139.6 152.4 158.7 178.1 1.9 1.2 2.4 1.0 -1. 0 .De preci ation------------------- 100 107.9 112.4 120.0 178.1 207.6 230.0 3.2 -.5 .7 5.5 3.7 4.4 C-Net product-------------------- 100 110.6 128.0 141.2 150.4 154.9 174.1 1.8 1.3 2.6 .6 -1. 5 -.3Romania:
Expenses--------------------- 100 141.4 221.8 365.1 652.8 770.7 825.5 9.6 12.7 6.2 11.0 9. 1 4.6Gross product------------------- 100 83.9 99.7 108.7 118.2 135.1 140.2 2. 3 5. 2 4.6 -.4 -2. 6 1.8Depreciation ------------------- 100 92. 1 126.7 148.9 197.5 272.9 313.2 5.1 5. 3 4. 3 4. 6 5.0 8.5Net product ------------------- 100 83.2 97.3 105.2 111. 4 123.2 125.3 2.0 5.2 4. 7 -1. 0 -3.8 .7Yugoslavia:
Expenses--------------------- 100 109.9 219. 0 317.1 373.2 361.6 358.2 7.3 10.7 11. 5 8. 8 .2 .1
Gross product ------------------ 100 90.3 114.9 134. 4 157.1 164. 8 170.5 3.5 5.4 5.9 2.6 2.7 L11Depreciation ------------------- 100 90. 3 114.9 134.4 157.1 170.8 175.9 3. 5 5.4 5.9 2. 6 2.7 1.9Net product-_------------ 100 90.3 114.9 134.4 157.1 164.5 170.1 3.5 5.4 5.9 2.6 2.7 LO0
Expenses--------------------- 100 137.4 201.5 302.7 433.4 528.5 583.7 7.4 7.6 7. 2 8.4 5. 8 5.8Cross product------------------- 100 83. 9 97.4 99.9 112.7 119.8 124.0 1.8 2.4 3.4 .3 .6 .8Depreciation ------------------- 100 111.9 149. 8 195. 1 246.0 312. 3 353. 5 5. 2 3. 1 7. 6 2. 3 4.8 6. 5Net product ----- ------------ 100 82.3 94. 3 94.3 104.9 108.4 110.4 1.4 2. 3 3.0 .1 -.1 0Countries with private agriclure:
Expenses--------------------- 100 145.2 204.7 285.2 400.3 527.8 591.8 6.4 3.5 7.0 9. 2 5. 8 8.4

Gospouct------------------- 100 103.1 122.5 137.7 154.1 160.9 175.4 2.4 2. 4 3.6 1. 5 .3 .4Depreciation ------------------- 100 103.3 113.0 123.8 172.6 198.0 216.6 3.3 .8 2.0 4. 8 3. 4 3.8Net prdc--------- 100 103. 1 123.2 138.6 152.9 158. 5 172. 6 2.4 2.6 3.7 1. 4 .1 .2Total. EaspternicEurope:-----------
Expenses--------------------- 100 140.3 202.7 296. 1 421.0 528.2 586.7 7.1 5. 7 7.1 8. 5.8 6.8Gross product------------------- 100 91. 1 106.8 114.1 128.2 135.2 143.2 2.1 2. 4 3. 5 .8 .4 .6Depreciation ------------------- 100 108.5 135.1 166. 5 216.6 266.4 298.5 4.6 2. 2 5.8 3.0 4.4 5. 7Net product ------------------- 100 90. 0 105.0 110.8 122.8 127.1 133.6 1.8 2. 4 3.3 .6 0 .1

1 Preliminary. Source: See app. A.
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(4) Because of rapidly increasing expenses and depreciation, the
gross and net products grew at a slower rate than output for both
groups. Both groups of countries had higher annual rates of increase
in the 1950's, but the growth of gross and net product slowed to less
than 1 percent in the last 13 years (1960 to 1973). The countries with
private agriculture, however, experienced higher rates of growth in
their gross and net products than the countries with socialized agri-
culture over the postwar period taken as a whole.

B. Performance in Individual Countries

In comparison with prewar levels, the greatest increase in agricul-
tural output in the postwar period was achieved by Poland with an
increase of 126 percent, followed by Bulgaria with 117 percent, and
Yugoslavia and Romania with 79 and 74 percent, respectively. The
most industrialized countries, East Germany and Czechoslovakia,
had the lowest increases in output, 37 and 50 percent, respectively,
while Hungary was in the middle with about 65 percent. Over the
postwar period as a whole, the output of animal products grew at a
higher annual rate than output of crops in all countries except Bulgaria
and Poland for 1960-65, Czechoslovakia for 1950-55 and 1965-70,
Hungary for 1960-70, and Romania for 1950-65. However, in the
1967-72 period the output of animal products grew two to four times
faster than crop output in all countries. In the last 7 to 8 years all
the Eastern European countries put heavy emphasis on rapid increases
in meat, egg, and milk output in order to improve the qudlity of
national diet.

The most spectacular rise in inputs from other sectors occurred in
Hungary, with a 9-fold increase, followed by Romania with an 8-fold
increase, Czechoslovakia with 7-fold increase and Poland and Bulgaria
with 6.5- and 6-fold increases, respectfully, comparing prewar to 1973.
East Germany's expenses rose only 3.7-fold, but its agriculture was
already the most developed of all Eastern European countries before
the war. Yugoslavia, though belonging to the group of countries with
underdeveloped agricultures before the war, had a relatively moderate
rise in expenses of about 3.6-fold, from the prewar period to 1973.

Since inputs are subtracted from output to get the gross and net
products of agriculture, the higher cost increases in relation to increases
in output are reflected in more sluggish rates of growth in gross and
net product. In fact, the net product of agriculture remained below
the prewar level throughout postwar period in East Germany and
Czechoslovakia, and only just surpassed that level in Romania after
1960 and in Hungary after 1965. There was, however, a very good
performance in Bulgaria for both gross and net products. Poland
and Yugoslavia, countries with predominantly private, small-scale
agriculture, registered an impressive gain of 74 and 70 percent, respec-
tively, in net value added since the war (table 3). The interrelationship
of total output, inputs, and gross and net product, which can be
readily followed country by country in tables 2 and 3, seems to reveal
a less efficient use of inputs in Czechoslovakia, East Germany, and
to some extent in Hungary and Romania-countries whose agricul-
ture is socialized-than in Poland and Yugoslavia, where agriculture
is predominantly in private ownership, mostly as small family farms.
However, the incentives given to Hungarian collective farmers
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through a share-cropping system in the regions with specialized agri-
culture brought favorable results in the 1960's. Among all the countries
with socialized agricultures, only Bulgaria showed a performance
comparable to Poland's and Yugoslavia's in the postwar period.

C. Changes in Structures oJ Output and Inputs

It may be useful to review the structural changes of Eastern
European agriculture over time. Such changes are shown in table
4 in terms of percentages of output and may be summarized as fol-
lows: Since the share of animal products increased in all countries
over the postwar period, the efficiency of the transformation of inter-
mediate produce into animal products probably increased; but
increased imports of feed in recent years 51 also contributed to the
relatively fast expanding output of animal products compared to
that of crops. The share of animal products in total output in 1968-
72 was from 54 to 71 percent in the more industrialized countries-
Czechoslovakia, East Germany, Hungary and Poland-while in the
developing countries of southern Europe-Bulgaria, Yugoslavia and
Romania-it was less than one half, between 43 and 48 percent. In
all countries the share of expenses, and to a lesser degree, depreciation
increased dramatically compared to prewar shares; correspondingly
the share of gross and net product declined. In the countries with
socialized agriculture on the average, the share of expenses in total
output increased about 3.5 times or more, while in Poland and Yugo-
slavia, the share increased about 2.5 times, comparing prewar to
1968-72.

The Eastern European countries with socialized agricultures
are already almost as dependent on inputs from other sectors as
Northwestern Europe.'2 However, these greatly increased outside
resources have not brought as favorable results for socialized agricul-
ture in Eastern Europe as they have for privately operated agriculture
in Western Europe, or for the countries with private agriculture
(Poland and Yugoslavia) in Eastern Europe.
TABLE 4.-PERCENTAGE DISTRIBUTION OF OUTPUT, EXPENSES, GROSS PRODUCT, DEPRECIATION, AND NET

PRODUCT IN AGRICULTURE

(Output of agriculture=100)

Output of agriculture

Animal Gross Depre- Not
Area and period Total Crops products Expenses product cialton product

Bulgaria:
Prewar -100 62.1 37.9 10.0 90.0 4.2 85.8
1950-55 -100 63.2 36.8 1 1.9 88.1 4.9 83.2
1956-60 -100 60.4 39.6 14.4 85.6 5.1 80.5
1961-65 -100 59.8 40.2 16.7 83.3 5.6 77.7
1968-72 -100 57.0 43.0 25.7 74.3 6. 9 67.4

Czechoslovakia:
Prewar -100 35.3 64.7 7.9 92.1 7.6 84.5
1950-55 -100 39.4 60.6 16.5 83.5 9. 5 73.0
1956-60 -100 37.6 62.4 21.6 78.4 9.8 68.6
1961-65 -100 36.1 63.9 33.4 66.6 12. 2 54.4
1968-72 100 35.4 64.6 34.8 65.2 12.6 52.6

East Germany:
Prewar -100 35.4 64.6 12. 3 87.7 3. 9 83.8
1950-55 100 40.5 59.5 16.2 83.8 5.9 77.9
1956-60 -100 34.5 65.5 19.2 80.8 5.7 75. 1
1961-65 -100 31.6 68.4 22.5 77.5 7.8 69.7
1968-72 -100 28.9 71.1 27.0 73.0 9.2 63.8

l' U.S. Dept. of Agriculture, Agricultural Situation in Communfat Areas, ERS-Foretgn, No. 350, 1973,
pp. 20-22 and 45-50. The Feed-1Tirestock Economy of Eastern Europe: Prospects to 1980, ERS, Foreign Agri-
cultural Economic Report No. 90.1973, p. 99.

'a U.N. FAO, Sixth Report on Output, Expenses and Income of Agriculture in European Countrios, New
York, 1969, p. 37.
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TABLE 4.-PERCENTAGE DISTRIBUTION OF OUTPUT, EXPENSES, GROSS PRODUCT, DEPRECIATION, AND NET
PRODUCT IN AGRICULTURE-Continued

[Output of agriculture=100J

Output of agriculture

Animal Gross Depre- . Net
Area and period Total Crops products Expenses product ciation product

Hungary:
Prewar - 100 45.0 55.0 5.1 94.9 1.5 93.3
1950-55 - 100 51.5 48.5 9.7 90.3 2. 5 87. 8
1956-60 -------------- 100 46.0 54. 0 10. 9 89. 1 5. 8 83.3
1961-65 -100 43.5 56.5 18.6 81.4 7.3 74.1
1968-72 -100 46.4 53.6 25.7 74.3 7.7 66. 6

Poland:
Prewar -------- 100 47.6 52.4 10.2 89. 8 6. 5 83. 3
1950-55 -100 43.1 56.9 13.6 86.4 6.1 80.3
1956-60--------------- 100 37.9 62.1 15.3 84.7 5.4 79.3
1961-65- -.----- . 100 40. 2 59. 8 18. 4 81.6 5. 1 76.
1968-72 -------------- 100 41. 8 58. 2 26. 8 73. 2 6. 7 66. 5

Roman ia:
Prewar -100 62.4 37.6 4.9 95.1 7. 6 87.5
1950-55 -100 57.4 42.6 8.70 92.0 8.10 84.0
1956-60- 100 57.1 42.9 10.3 89.7 9.1 80.6
1961-65 100 55. 7 444.3 14.7 85.3 9. 3 76.0
1968-72 -100 52.0 48.0 23.7 76.3 11.7 64.6

Yugonlavia:
Prewar -10 52.4 47. 6 4. 3 95. 7 4. 3 91. 4
1950-55-100 55.7 44.3 5. 2 94.8 4. 3 90. 5
1956-60 -------------- 100 54.0 46.0 8. 0 92.0 4.1 87.9
1961-65 - 100 54.3 45.7 9.7 90.3 4.1 86.2
1968-72 -100 51.9 48.1 9.3 90.7 4.1 86.6

Countries with socialized agriculture:
Prewar -------------- 100 46. 0 54. 0 8. 2 91. 8 5. 1 86. 7
1950-55-------------- 180 48. 8 51.2 12. 7 87. 3 6. 5 80. 8
1956-60- - 1961-65.-All-othe 100 45.i6 54. 4 15. 5 84.a5 7.p2 77.3
1961-65-100 44.i2 55. 8 21. 2 78.n8 8. 6 70.2
1968-72 -------------- 100 42.4 57.6 27.3 72.7 9. 9 62.8

Countries with private agriculture:
Prewar -------------- 100 49.3 50. 7 8. 2 91. 8 5. 7 86. 1
1950-55 -------------- 100 46.9 53.1 11. 1 88.9 5.6 83.3
1956-60- ------------------------ 100 43.1 56.9 12.f9 87.71 5.0 82.1
1961-65- -in----------------- 100 44.9 55.a1 15. 5 84. 5 4. 7 79.8
1968-72- ----------------- - 100 45. 1 54.9 21. 1 78.9 5.9 73.0

Total Eantero Earope:
he ewar ------- accounting100 47. 2 52.8 8. 2 91. 8 5. 3 86 .5
195-550- 100 48.0 52.0 12.0 88.0 6.s1 81. 9
1956-60 ----------- 100 44.5 55.5 14.4 .85.6 6. 3 79.3
1961-65.-100 44.6 55.4 18.7 81. 3 6.9 74.4
1968-72 ----------- 100 43. 8 56. 2 24.7 75. 3 8. 2 67. 1

Sonurce: Output was calculated from physical quantities weighted by FAD Western European and Soviet Union wheat
b-sed price relatines for 1961-65. All ether items were calculated from output and percentage distribution of theoe items
given in national currencies; see app. A.

D. Contribution of Individual Countries to the Total Output and Inputs
of Eastern Europe

The relative importance of each country as a supplier of agricul-
tural output is shown in table 5. Bulgaria, the smallest country,
supplied only about 8 percent of the agricultural output of Eastern
Europe. But her importance as a supplier increased from 7 to over 8
percent in the last 12 years. In ascending order of importance come
ilungary (10 percent), Czechoslovakia (11 percent), Yugoslavia
Romania, and East Germany (about 14 percent each) and Poland,
the largest supplier, accounting for 29 percent of the total output.
The importance of the two industrialized countries, East Germany
and Czechoslovakia, has declined. Because of better performance, the
share of the countries with private agriculture increased from 42
percent in 1950-55 to 43 percent in 1960-72. The share of Bulgaria,
Romania, and Yugoslavia in crop and animal output increased from
1950-55 to 1966-72. Poland's share of crop output alone also increased
over the postwar period.



TABLE 5.-PERCENTAGE CONTRIBUTION OF INDIVIDUAL COUNTRIES TO AGRICULTURAL OUTPUT

[Eastern Europe=100]

Crop output Animal output Agricultural output

1950-55 1961-65 1966-70 1971-72 1950-55 1961-65 1966-70 1971-72 1950-55 1961-65 1966-70 1971-72

Bulgaria -9.1 10.8 10. 9 10.5 4.9 5.9 6.2 6.2 6.9 8.1 8.3 8.1Czechoslovakia -10. 1 8.9 9.0 9.0 14.3 12.6 12.9 12.9 12.3 10.9 11.1 11.2 CEast Germany-------------- 12.8 9.6 9.3 8.9 17. 4 16. 7 17.1 17.0 15.2 13. 5 13.9 13 5 1'~
Hungary- -------------- 11. 4 10.3 10.6 11.0 9.9 10.8 9.9 9.8 10.7 10.6 10.2 10:3Poland- -26.5 26.2 27.0 28.1 32.2 31.4 30.0 30. 1 29. 5 29.1 28.6 29.2
Romania -15.5 16.7 16.2 16.9 10.6 10.7 11.3 12.1 13.0 13.4 13.5 14.2Yugoslavia -14.5 17.5 17.1 15.7 10. 6 11.8 11.9 11.8 12.5 14.4 14.2 13. 5Countries with socialized agriculture 59.0 56.3 56.0 56.2 57.2 56.7 58. 1 58. 1 58. 1 56. 5 57. 1 57.3Countries with private agriculture 4. 10 43.7 44.0 43.8 42.8 43.3 41.9 41.9 41.9 43.5 42.9 42. 7

Total, Eastern Europe -100.0 100.0 100.0 100.0 100.0 100.0 100.0 100. 0 100.0 100.0 10c.0 100.0

Sources: Output was calculated from physical quantities weighted by Eastern European and Soviet Union wheat-based price relatives for 1961-65 period (see app. A).
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A substantially different relationship exists with respect to expenses
and depreciation (table 6). For all the countries with socialized
agriculture except East Germany (and Czechoslovakia for 1971-72)
their share in total expenses increased from 1950-55. The level of
East German expenses, however, was already very high in the 1950's.
The share of expenses for the countries with private agriculture
declined from 39 percent in the 1950-55 period to 37 percent in
1971-72, while their share of output increased.

In terms of value added, that is, gross and net product, the shares
in the total for Eastern Europe of Czechoslovakia, East Germany,
and Hungary decreased from 1950-55 to 1966-72. At the same time
the corresponding shares of Bulgaria, Romania, and Yugoslavia had
a tendency to rise. Poland's share of net product remained stable
(about 29 percent) over the whole postwar period.
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TABLE 6.-PERCENTAGE CONTRIBUTION OF INDIVIDUAL COUNTRIES TO EXPENSES, GROSS PRODUCT AND NET PRODUCT IN AGRICULTURE

(Eastern Europe=1001

Operating expenses Gross product Net product
1950-55 1961-65 1966-70 1971-72 1950-55 1961-65 1966-70 1971-72 1950-55 1961-65 1966-70 1971-72

Bulgaria ---------------- 6. 7 7.2 8. 6 8. 3 6.9 8.3 8.3 8.0 7.1 8. 4 8.4 8.1Czechoslovakia - 16. 8 19.5 17.4 15. 2 11.7 9.0 9.3 9.8 11.0 8.0 8.39East Germany-------------- 20.4 16. 2 14.6 15.9 14.5 12. 9 13.7 12.7 14.5 12.7 1.Hungary 8 6 10. 5 10. 5 10. 7 10.9 10.6 10.1 10.2 11.4 10.6 10.2 10.2 CnPoland - 33. 3 28.7 29. 5 32.7 28.9 29.2 28.4 28.0 28.9 29.9 28.8 28.7Romania -8.6 10.5 13.3 12.5 13.6 14.1 13.6 14.7 13.3 13.7 13.1 14.0Yugoslavia --------------- 5.4 7.4 6.1 4. 7 13.4 16.0 16.6 16. 5 13.8 16.7 17.6 17.8Countries with socialized agriculture 61.2 63.9 64.4 62.6 57.6 54.8 55.0 55.5 57.3 53.4 53.6 53. 5Countries with private agriculture 38.8 36.1 35.6 37.4 42.4 45.2 45.0 44.5 42.7 46.6 46.4 46. 5
Total, Eastern Europe -100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Sources: Expenses, gross and net product were calculated from outputand percentage distribution of theseitems given in national currencies (see app. A).
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V. PER CAPTZ TRETDK ANDL LEVELS OF OUTPUT

A. Per Capita Outpiit

Trends in per capitalonlput express`better than absolute figures the
quantitative improvenent in the supply 6f agricultural products and
changes in levels of elf-sufficiency in domestically produced food.
Tables 7 to 10 show the trehds. froim. prewar to 1973 in agricultural
output measures in relation to population for individual countries,.
groups of countries, arid for the whole Eastern Europe.

In general, the per capitt -trends ace similar to the total performance
measures except that thei-ates'6f change are slowed down by increases
in population (table 7) Because of large shifts in the Polish population
due to territorial changes after the war, the countries with private
agriculture (Poland-plus Yugo'slaviaY show substantially higher per
capita results in the postwfli period (compared to the prewar) than
the countries with socialized agriculture. This upward bias is impossible
to eliminate. But it should be kept in mind whlen -making prewar to
postwar comparisons on a per capita or a per employee basis. However,
because of rapid postwivar population growth in Poland arid Yugoslavia,
their combined average annual rate of growth in agricultural output
per capita was 1.9 percent (1.8 percent for crops, 2 percent for
animal products) from 1950 to 1972; while for the countries with
socialized agriculture' the overall rate was 2.4 percent.

TABLE 7.-EASTERN EUROPE: INDEXES OF PER CAPITA OUTPUT, EXPENSES, GROSS AND NET PRODUCT
IN AGRICULTURE

11934-38=1001

Agricultural output Crop output Animal output

Social- Social- Social-
ize dI Private 2 Total ized I Private 0 Total ized l- Private Total

Prewar - 100.0 100. 0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1950 - 77. 1 121. 4 92. 9 82. 8 112.0 93.8 72. 2 130.5 92.0
1951-------- 87. 0 130. 5 1102. 8 96. 2 134.6 110.6 79. 3 126.6 95. 8
1952 -83.8 116.4 95.9 82.7 109.6 92.9 . 84.8 123. 1 98. 5
1953-------- 86. 4 127. 4 101. 3 99. 5 123. 2 108. 8 75. 2 131. 5 94.6&
1954 -- :: 83.3 122.0 97.4 84.3 108.0 93.5 82.4 135.5 100. 9
1955 ------- 92. 8 131. 9 .107. 2 95. 4 126. 3 107. 3 90. 5 137. 5 .107. 2
1956 -86. 9 124:4 100. 7 82. 5 104.2 91.0 90. 6 144. 0 109. 4
1957-------- 97.5 139.5 113.0 99.2 124.2 109.0 96.1 154.4 116.6
1958 -- - 101.6 141.7 116.5 102.4 123.0 io. 6 100. 9 159.8 121.7
1959 - 103.8 146.7 119.7 102.0 130.8 113.2 105.2 162.2 125.5
1960-------- 106. 0 143.3 119.9 105. 2 125.5 113.3 106. 6 160.5 125. 8
1961 -103.6 155.9 122.8 96.8 142.4 114.1 109.5 168.9 130. 6
1962-------- 101. 5 138. 7 115. 4 98. 7 110. 1 103. 5 i04. 0 .166. 4 126. 1
1963--- - 105. 5 152. 5 122.9 104. 6 147 7 121.1 106. 3 157. 2 124. 5
1964 -109. 7 152. 8 125. 8 106.3 143.3 120.6 112.6 162.1 130. 4
1965-------- 113.2 158.3 130.0 108.6 146.7 123.3 117.1. 169.5 135.9
1966-------- 121.7 167.9 138.9 119.6 159.5 135.0 123.5 176.0 142. 4
1967 - . 26.2 168.7 142.i 123.6 159.9 137.7 128.4 177.2 146.1
1968-------- 125.8 173.5 143.6 121. 1 167.7 139.0 129.8 179.1 147. 6
1969-------- 124.5 164.5 139.5 119.9 150.4 131.8 128.4 178.2 146. 4
1970-------- 122.6 166.2 138.9 109.1 149.9 124.8 134. 2 182.1 151.6
1971-------- 130.2 175.4 147.1 118.3 159.5 134.2 140.3 190.8 158.6
1972 -138.6 183.4 155.4 128.8 162.4 141.9 147.0 203.7 161.5
19730 -140. 5 194. 1 160.5 130.3 170.4 145.9 149.3 217.1 173.6

See footnotes at end of table
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TABLE 7.-EASTERN EUROPE: INDEXES OF PER CAPITA OUTPUT, EXPENSES, GROSS AND NET PRODUCT
IN AGRICULTURE-Continued

Expenses and depreciation Gross product Net product

Social- Social- Social-
ized I Private 2 Total ized I Privatea Total ized I Privates Total

Prewar -. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1950 - 106.9 146.6 121. 8 74.1 117 7 89.6 72. 5 117:3 88. 4
1951 -117.1 149. 2 129. 6 83. 7 127. 6 99. 5 82. 4 127.5. 98.6
1952 -116.0 148.4 128.6 80.5 111.6 92.0 78.9 111.3 90.8
1953 -126. 9 152. 7 137. 3 81. 7 123. 2 96. 7 80. 2 123. 3 '95.7
1954 -128.9 144.9 135.9 78.2 118.1 92.6 76.3 118.3 91. 4
1955 - - 141. 57 158. 0 148. 7 87.1 127. 3 101. 8 85. 3 127. 7 100.7
1956.------- 148. 7 160. 2 154. 2 80.1 118. 4 94.1 77. 4 118. 6 92:3
1957 - 158.0 176. 7 166. 0 90. 3 132.9 . 105. 9 88. 2 133. 5 104. 7
1958. 159.7 177.6 167.4 94.8 135.0 109.6 92.7 135.9 108.5
1959 -- 179.1 195.2 186.3 95.2 138.1 111.0 92.2 138.9 1099 3
1960 . 204.4 188.1 200.1 95.6 135.1 110.2 90.9 136.0 -07.4
1961 .209.2 192..4 204.6 92.3 147.9 112.6 87.5 150.0 110. 0
1962 221.2 198.6 214.5 88.2 128.1 102.9 83.2 129.0 99. 9
1963 234.4 217.8 229.8 90. 7 140.7 109.0 85.8 142.0 106. 2
1964. 253.9 218.8 242.5 92.7 141.0 110.5 87.6 142.2 107.S
1965 . 277. 3 277. 2 278. 7 94. 0 139. 8 110.9 88. 1 139. 1 '106. 7
1966 291.0 261.5 281.6 101.6 153.2 120.6 95.8 152.8V 116.6
1967 305.0 275.8 295.7 105.1 152.0 122.5 98.8 151.4 118.
1968 . 324. 7 292.5 314.3 102. 2 155.0 121.7 95. 3 154 3 -116 9
1969 . 334. 7 306. 4 325. 8 99. 9 143.6 116. 2 92. 3 141.6 '1'; I1O. 4
1970 357. 4 340.6 352.8 95.2 140.2 111.9 86.7 138 1 105 5
1971 378. 9 347. 1 368.8 101.6 149. 8 119.5 92.1 147. 7 112. 5
1972. 402.2 389.0 399. 0 108. 7 152. 7 125. 1 98. 2 150. 2 117.:4
1973 3 430.8 405.1 423.0 107.9 162.5 128.1 96.1 160.0 119. 5

I Countries with socialized agriculture.
2 Countries with private agriculture.
a Preliminary.
Sources: Calculated from physical quantities weighted by FAG Eustern European and Soviet Union wheat-based price

relatives for 1961-65 period and population data taken from statistical yearbooks of respective csuntries.(see app. A).

The bahavior of output per capita for individual countries is sum-
marized in table 8. In the 1950-55 period, when output was recovering
from the wartime setback and the first collectivization drive, the
indexes of per capita output were below the prewar level in most
countries. In Poland, however, and to a certain extent in Ciecho-
slovakia, where there was a sharp decline in population because of
territorial shifts and pl)opulation transfers, the 1950-55 output per
capita compares favorably with that of prewar. In the postwar period,
Bulgaria, East Germany, and Yugoslavia experienced the highest
annual rates of growth of per capita output, 3.3 and 2.7. percent
respectively, followed by Hungary and Romania with 2.3 percent
annual rate of growth for each, while Czechoslovakia and Poland haid
only modest 1.6 and 1.5 percent annual rates. East German per capita
annual rates compared well with other countries because her popu-
lation actually declined from 18.4 million in 1950 to slightly over 17
million in 1973; 13 Poland, in contrast, had a rapid population growth,
from about 25 to over 33.4 million in the same period.' In all countries,
per capita output of animal products increased at a higher annual
rate than that of crops, in line with the effort to improve protein
content in national diets, particularly in the last 6-7 years (table 8).

3 Germnany (Democratic Republic). Staatliche Zentrolverwvaltunsg fur Statistik. " Statisticshes Jahrbuch
der Deustschen Demokratischesn Republik," 1973, Berlin, 1973, p. 3.

'4 Rocznik statystycznsy 1973," op. cit., pp. 2-3.
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TABLE 8.- PER CAPITA GROWTH OF AGRICULTURAL OUTPUT

Indexes, 1934-38=100 Average annual rates of growth

1950- 1956- 1961- 1966- 1971- 1950- 1950- 1960- 1967-
55 60 65 70 72 19731 72 60 70 72

Bulgaria:
Output .- .-------.

Crops-
Animal products..

,Czechoslovakia:
Output ....

Crops .------.
Animal products.

'East Germany:
Outpii_--------------

Crops -
Animal products.

Hungary:
Output -,. .

Crops --.-
Animal products ...

Poland:
Output ................

Crops .-- --
Animal products.

Romania:
Output --.... -

Crops -.-
Animal products.

Yugoslavia:
Output .------------.-.

Crops ..------.
Animal products.

Countries with socialized
agriculture:

Output .
Crops. - ....
Animal products.

Countries with private agri-
culture:

Output -----------------
Cr ops . .-.
Animal products.

Total Eastern Europe:
Output ----------

Crops .-----
Animal products

90.1 107. 1 129. 4 152.0 158.0 166.2 3.3 3.4 3.1 1.0
91.7 104. 2 124.6 144.0 142.5 152.1 2.8 2.5 3.0 .1
87.4 111.9 137.1 165.1 183.5 189.2 4.1 4.9 3.3 2.2

99. 4 107.9 109. 5 127.9 140.8 147. 5 1. 6 1. 2 2. 2 2.7
111.2 115.1 112.1 131.1 137.3 147.1 1.0 .8 1.5 1.2
93.0 104.1 108.1 126.1 142.7 147.8 2.0 1.4 2.6 3.6

75.8 94,4 97.4 118.6 126.5 133.2
86.7 92.0 87.0 100.3 101.9 104.9
69.8 95.7 103.1 128.6 140.0 148.6

2.7
3.8

3.8

4.1 3.0 1.4
.9 1.4 -.6

6.2 3.7 2.3

87.3 102.4 111.5 124.7 137.1 144.6 2.3 2.6 2.2 1.9
100.0 104.6 107.6 129.3 140.1 154.6 1.7 .8 3.4 .9
77.0 100.5 114.6 121.0 134.6 136.3 2.8 4.3 1.3 2.8

151.9 161. 2 172.4 190.8 209. 4 223.0 1.5 1.8 1.6 1.9
137. 7 128.3 145.6 169.6 182.3 198.4 1.4 -1.2 2.8 .9
164.9 191.1 196.7 210.2 234.0 264.5 1.5 2.2 .9 2.8

80.7 91.6 100.7 114.6 126.2 129.9 2.3 3.1 1.5 1.1
74.1 83.8 89.8 98.6 103.8 106.8 1.9 3.4 .6 -.8
91.6 104.6 118.9 141. 1 163. 5 170.2 2.9 2.8 2.5 3.2

85.8 105.5 119.2 132.6 133.6 135.7 2.7 4.2 1.9 .1
91. 3 108.8 123.7 136.2 128.1 128.8 2.4 4.1 1.7 -2.0
79. 8 102.0 114.3 128.5 139.8 143.3 3.0 4.6 2.2 2.3

85.1 99.2 106.7 124.2 134.4 140.5 2.4 2.9 3.3
90.2 98.3 103.0 118.6 123.6 130.3 1.7 1.9 1.9
80.8 99.9 109.9 128.9 143.6 149.3 3.0 3.8 2.7

125.0 139.2 151.7 168.1 179.4 194.1
119.0 121.7 138.2 157.4 161.0 170.4
130.9 156.3 164.8 178.5 197.3 217. 1

1. 9
1.8
2.0

1. 6
.1

2.7

1.9 1.8 1.3
.7 2.4 -.2

2.9 1.3 2.6

99.6 114.0 123.4 140.6 151.3 160.5 2.2 2.5 2.1 1.5
101.2 107.5 116.6 133.6 138.1 145.9 1.8 1.4 2.1 0
98.2 119.9 129.5 146.8 163.1 173.6 2.5 3.4 2.1 2.7

I Preliminary.
Sources: Data in table 2 divided by population data taken from statistical yearbooks of respective countries (see app. A).

The trend in per capita inputs exhibited an ascending pattern similar
to that of total inputs in all countries under study. Gross and net
product per capita, however, did not recover to the prewar levels
in most countries until late 1960's (table 9). Only Bulgaria, East
Germany, and Yugoslavia had significant gains in both gross and
net product per capita for the 1950-72 period. Poland's early postwar
favorable per capita figures reflected a sharp decline in population
resulting from postwar territorial changes. In the 1967-72 period,
however, all countries except East Germany and Yugoslavia
experienced a negative rate of growth in per capita net product.

_ ! =



TABLE 9.-PER CAPITA GROWTH OF GROSS AND NET PRODUCT IN AGRICULTURE

Indexes, 1934-38=100 Average annual rates of growth

1934-38 1950-55 195640 196145 1966-70 1971-72 1973 X 1950-72 195040 1960-70 1967-72

Bulgaria
Gross product -100 88. 2 101. 9 119.8 129. 5 129. 9 134.7 3.4 2.9 1.7 0Netproduct -100 87.4 100. 4 117.2 124. 9 122. 2 126.6 2.2 2.8 1.4 -. 6Czechoslovakia:
Gross product -100 90.1 91.8 79. 2 89.9 99.5 103.1 1 0 8 2.6Net product -100 86. 5 87.6 70.6 79.2 86.9 88.7 - 1 - 2 2 2.3East Germany:
Gross product -100 72.4 86.9 86 1 103 2 100.4 101. 1 2.0 3.4 2. 4 -1.3Net product -100 70.4 84.5 81.0 96.0 90.1 88. 2 1.6 3.4 2.1 -2.4Hungary:
Gross product -100 83. 2 96. 2 95.7 100. 9 106. 0 109.7 1.1 2. 3 9 3Net product -100 82.2 91. 3 88.6 93.1 95.6 98. 4 7 1.4 1.2 -4Poland: CAGross product -100 146. 2 152.1 156.6 163.1 166.0 183.8 6 5 6 -.5 vNet product100 146.4 153.4 158.3 161.0 162.0 179.6 5 1.6 -.2 9 e:Rumania:
Gross product -100 78 1 86. 4 93.0 93.8 102.6 104.8 1.3 2. 7 -. 4 4Met product -100 77.4 84.4 87.4 88.4 93.6 93.7 9 2.5 -1. 1 -.7Yugoslavia:
Gross product -100 85.0 101. 5 112.6 125.1 127.0 129.5 2.4 3.8 1.8 2Netproduct -- -- ------------------ 100 85.0 101. 5 112.6 125. 1 126.8 129.3 2.4 3.8 1.8 .1Countries with socialized agriculture:
Gross product -100 80.9 91. 2 91.6 100.8 105. 2 107.9 1.3 2.3 1.0 3Net product ----------------------------- 100 79.3 88.3 86.4 93.8 95. 2 96.1 9 2.1 7 -. 6Countries with private agriculture:
Gross product -------- 100 121.0 132.0 139.5 148.8 151. 3 162.5 1.2 1.6 8 -.3Net product- ------------------------- 100 121.0 132. 7 140.4 147.6 148.9 160.0 1.2 1. 7 5 -. 6Total eastern Europe:
Gross product - -- -------------------- 100 95.4 106. 2 109. 2 118.5 122. 3 128. 1 1.3 2.0 9 0Netproduct -100 94. 3 104.5 106. 1 113. 5 114.9 119. 5 1. 1 1.9 6 -.6

X Preliminary. Sources: Data in table 3 divided by population data taken from statistical yearbooks of respective
countries. (See app. A).
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B. Per Capita Levels of Output

Table 10 shows per capita comparisons of levels of output, gross
-and net product in agriculture in relation to the East European level,
for individual countries and groups of countries in selected periods.
These findings show that in the 1950-55 period (except for East
,Germany) the per capita level of agricultural output was lower
generally in countries which had the highest shares of the active
population in agriculture than in the more industrialized countries.

From 1950-55 to 1966-72, however, the levels of per capita agricul-
tural output declined in Czechoslovakia and Poland in relation to
Eastern Europe as a whole. Bulgaria improved its relative position
greatly, followed by Yugoslavia, Romania, and Hungary. Hungary
has been and is the highest per capita producer of agricultural output,
followed closely by Bulgaria, while Yugoslavia has been the lowest.
By 1971-72, Bulgaria and Hungary ranked highest in per capita out-
put of crops, while East Germany and, again, Hungary excelled in per
capita output of animal products. The lowest per capita levels of out-
put of crops occuried in East Germany, Czechoslovakia, and Yugo-
slavia, and the latter along with Romania also rank lowest in per
capita output of animal products. East Germany and Czechoslovakia
have been large importers of grain in recent years. The levels of gross
and net product per capita follow roughly the output pattern for
individual countries. Hungary, Bulgaria, and Poland rank highest
while Czechoslovakia, East Germany, and Romania are lowest.

The combined measures for country groups reveal that the relative
levels of per capita output of animal products in the countries with
socialized agriculture have increased over time, while these levels
have decreased in the countries with private agriculture. The relative
level of net product, however, had a tendency to increase for the
countries with private agriculture on a per capita basis, in relation to
Eastern Europe as a whole. The relative levels of crop output and
gross product per capita remained practically unchanged for both the
socialized and private agricultures.



TABLE 10.-PER CAPITA COMPARISONS OF LEVELS OF OUTPUt, GROSS AND NET PRODUCT IN AGRICULTURE

[Total Eastern Europe=1001

Crop output Animal output Agricultural output

1950-55 1961-65 1966-70 1971-72 1950-55 196145 1966-70 1971-72 1950-55 1961-65 1966-70 1971-72

Bulgaria -133.9 157.9 159.2 152.4 71.9 85.6 90.8 90.9 101.7 117.8 121.5 117.6
Czechoslovakia -85.3 74.7 76.2 77.2 120.9 106.5 109.6 111.7 103.8 92.3 94.6 .96.8
EastGermany -75.7 66.0 66.4 65.3 102.8 115.1 126.6 '124.2 89.8 93.2 99.6 98.8
Hungary -128.8 120.3 126.0 132. 1 111.7 126.1 117.4 117.7 119.9 123.5 121.3 3.9
Poland -109.5 100.5 102.1 106. 3 133.1 120.5 113.5 113.8 121.8 111.6 100.4 H.6
Romania -99.5 104.6 100.2 102.1 68.2 67.1 79.3 73.3 83.2 83.9 81.7 8.7
Yugoslavia -92.0 108.3 104.0 94.6 67.5 73.3 72.7 71.2 79.3 88.9 86. 8 81.3
Countries with socialized agriculture 98.2 97.4 97.9 98.6 95.2 98.2 101.6 12.0 96.6 97.9 99.9 100.5
Countries with private agriculture 102.6 103.5 102.8 101.8 107.2 102.4 97.9 97.4 105.0 102.9 100.1 99. 3 -

Total, Eastern Europe -100.0 100.0 100.0 100.0 oc. 0 100.0 IG0.0 100.0 100.0 100.0 100.0 100.0

Gross product Net product

Bulgaria -101.8 120.8 120.3 116.4 103.4 123.2 122.7 118.5 --
Czechoslovakia ------------- 98.6 75. 7 79. 2 84.9 93. 3 67.2 71.0 76.9 --------------------------
EastGermany- -85.6 88.9 98.2 92.7 85. 5 87. 2 89. 5 89.7 -_-
Hungary -123.1 123.8 120. 2 122.4 128.6 123. 2 121. 1 122.8 __
Poland -119.6 112.0 107.5 106.0 119.4 114.8 109.1 108.5 _-:
Romania -87.0 88.0 84.2 89. 3 85.4 85.7 81.0 84.7---
Yugoslavia8 -5.4 98.8 101.2 99. 6 87.6 103. 1 107. 1 107.3 . :
Countries with socialized agriculture 95.9 94.9 96.2 97.3 95.4 92.4 93.7 94.0 : - :
Countries with private agriculture -106.1 106.9 105.0 103.6 106.9 110.3 108.4 108.0 --- .--

Total, Eastern Europe -100.0 100.0 100.0 100. 0 1c0. 0 100.0 100.0 100.0 :

Sources: Calculated from physical quantities weighted by FAO Eastern European and Soviet Union wheat-based price relatives for 1961-65 period divided by population data (see appendii A).
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VI. PRODUCTIVITY OF LAND AND LIVESTOCK

A. Trends in Agricultural Land and Land per Farmworker

In most Eastern European countries, the area of agricultural land 16
remained relatively stable in the postwar period. In Czechoslovakia,
East Germany, Hungary, and Poland, agricultural land declined a
few percent from 1950-55 to 1971-72, while in Bulgaria, Romania,
and Yugoslavia it increased a few percent in the same period (table 11).
In comparison to prewar years only Poland had a significant drop,
about 20 percent, in agricultural land, due to territorial changes.
Still, Poland has about 26 percent of the total agricultural land in
Eastern Europe, followed by Romania and Yugoslavia with close
to 20 percent each. The remaining four countries each held between
8 and 9 percent of the total agricultural land in Eastern Europe.

as Agricultural land comprises all arable land, Including orchards, gardens, vineyards, permanent and
temporary meadows, pasture, and grazing land.



TABLE 11.-INDEXES OF AGRICULTURAL LAND AND PERCENTAGE DISTRIBUTION OF AGRICULTURAL LAND

Indexes of agricultural land, 1934-38=100 Percentage distribution, Eastern Europe=1001

1934-38 1950-5 195640 1961-65 1966-70 1971-72 1934-38 1950-55 195"60 1961-65 1966-70 1971-72

Bulgaria-100.............. D 98.9 97.7 100.1 103. 5 105.0 6.9 7.4 7.3 7. 5 7.9 8. 0
Czechoslovakia- -.------ - 100 95.5 95.1 93. 5 91.9 91.3 9.3 9.8 9.6 9.5 9.4 9.4 XEast Germany-------------- 100 97.9 96.9 95.9 94.9 94. 5 8.0 8. 6 8.4 8.4 8.4 84 CiHungary-, , , , 100 96.6 95.0 92.6 91.2 90. 5 9.1 9.6 9.4 9.2 9.1 9.1 CD
Poland - 100 79.8 7,97 789 76.5 76.0 30.7 27.0 26.7 26.5 25.9 25.9Romania - - 100 94. 8 959 98.0 99.4 99.6 18.0 18. 8 18.8 19.3 19.8 19.9Yugoslavia- ---------------- ulture.-. 100 95.2 100.0 99.2 98.3 97.2 18.0 18. 8 19.6 19. 5 19.6 19.3Countries with socialized agriculture 100 96.3 95 . 96.2 96.4 96.4 51. 3 54.2 53.7 54.0 54. 5 54.8Countries with _private agriculture ---- 100 85.5 87.2 86.4 84.6 83.8 48.7 45.8 46.3 46.0 45.5 45.2
Total, Eastern Europe - 100 91.0 91.7 91.4 90.6 90. 3 100.0 100.0 100.0 10.0 100.0 100.0

I Percentages may not add to total due to rounding. Source: See app. A.
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In comparison to the U.S. standard, the agricultural land per person
employed in agriculture is very small in all Eastern European countries
(table 12). Because of the. rapid decline in agricultural employment
in the last two decades, the agricultural land per employed person
in agriculture rose sharply in all countries except Poland. However,
by 1972, the number of hectares per person employed in agriculture
ranged from 2.9 in Romania to 7 in East Germany, with 4 hectares
the average for all Eastern Europe. The average annual rate of growth
of agricultural land per person employed accelerated for the countries
with socialized agriculture during the 1960's, while for the countries
with private agriculture the rate of growth decelerated in the same
period. Poland actually experienced a decline in land per person
employed in agriculture in the last 12 years because agricultural
employment increased in the same period.



TABLE 12.-AGRICULTURAL LAND PER PERSON EMPLOYED IN AGRICULTURE

Hectares per employed Indexes,. 1934-38=100 Average annual rates of growth
1934-38 1950 1960 1965 1972 1934-38 1950 1960 1965 1972 1950-72 1950-60 1960-70 1967-72

Bulgaria -1.9 2.1 2. 4 3.1 4.1 100 108 128 162 217 3. 4 0. 7 5.4 4. 2Czechoslovakia -3.2 3. 6 5.0 5.7 6. 4 100 114 157 178 202 2.8 2. 2 1. 6 1. 7 CoEast Germany -, ,, 4.1 3.5 5. 2 5.4 7.0 100 84 126 131 171 2.8 2. 8 2.1 5.1 C0'Hungary- 3. 6 3. 6 4. 2 5. 3 6. 2 100 99 116 146 172 2. 7 .8 2.8 2.9 .TEPoland- -,,- -,, 3.2 3.8 3.8 3. 6 3.5 100 117 119 112 I19 -.4 .2 -.9 -.4Romania- 2. 2 1.9 2.0 2. 4 2.9 100 87 95 111 137 2.0 .9 2.5 3.3Yugoslavia - - --------------- 2. 4 2.5 3.1 3.4 3. 9 100 106 133 144 164 1.9 2.4 1.7 1.8Countries with socialized agriculture- 2.6 2.5 3.0 3.5 4.3 100 95 112 131 162 2. 4 1. 1 2.7 3.4Countries witheurinate agriculture------- 2. 8 3. 1 3. 5 3. 5 3. 7 100 110 123 124 129 .7 1. 2 .3 .5Total, Eastern Europe,- 2. 7 2.8 3. 2 3. 5 4.0 100 101 117 127 145 1. 6 1. 2 1.6 2.0

X Indexes are calculated from unrounded data. Source: See app. A.
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B. Growth of Output and Input per Unit of Land

In this section we summarize our findings on output and input
-measures per hectare of agricultural land. As a result of the relative
stability of the area in agricultural land, except for Poland, the output
and input measures per unit of land followed the same general trends
in the postwar period as the total performance measures given in
tables 1 to 3.

Tables 13 to 15 show the trends of various measures of production
and expenses per hectare of agricultural land by country, groups of
countries, and region. In general, the productivity of land increased
in all the countries. However, the economically least developed coun-
tries had the largest annual rates of increase because their production
per unit of land was very low before the war and even lower im-
mediately following it. Poland's upward jump in productivity of land
between the prewar period and 1950-55 was due to territorial changes
which resulted in her obtaining a better quality of land than she
had before the war. In all countries the average annual rate of growth
of-output of animal products exceeded that of output of crops. Over
the postwar period, the countries with private agriculture experienced
a 3.2 percent annual rate of growth of output per unit of land, while
the countries with socialized agriculture had a 2.9 percent rate of
growth (table 14).



357

TABLE 13.-EASTERN EUROPE: INDEXES OF OUTPUT, EXPENSES, GROSS AND NET PRODUCT PER HECTARE OF
AGRICULTURAL LAND

[Inlexes 1934-38=1001

Agricultural output Crop output Animal output
Social- Social- Social-
ized I Private 5 Total ized I Private 2 Total ized I Private 2 TotalI

Prewar - ------ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.01950-------- 81.1 117.2 94.9 87.1I 108. 2 95. 9 76. 0 126.0 94.0
1951 - ----- 92.3 127.8 106.1 102.0 131.8 114. 2 86 1 123.9 98. 91952-------- 89.6 115.9 100. 2 88.4 109.1 97.1 90.7 122.6 102. 9
1953 -93.4 127. 6 106.7 107.6 123. 4 114.6 81.°3 131.7 99. 6
1954 -91. 3 123.6 103.8 92. 4 103. 5 99. 6 90. 3 137. 3 107. 51955-------- 102. 5 135.2 115.3 105.4 120.4 115.3 100. 0 140. 9 115. 2
1956 - . 96.0 128. 8 108.7 91. 2 107.9 98. 2 100. 1 149.0 118. 11957 ------------- 108.2 146.6 123.0 110.0 130.5 118.6 106.6 162.2 126.9
1958 --- 113.1 150.8 127.8 114.0 130.9 121.4 112.4 170.1 133 51959-------- 115. 4 158. 4 132.0 113. 5 141. 2 124.9 117. 1 175.1 138. 4
1960 -118.6 156.83 133.3 117. 7 137.0 126.0 119. 175. 1 139.1961 .........- . 116. 5 172. 7 137. 8 108.8 157.8 128.0 123.1 187.1 146.51962 -114. 7 154.3 130. 0 111.4 122.6 116.6 117.5 185.2 142. I
1963 - 120.0 174.6 140.8 118.9 169.1 138.7 120.9 180. 0 142. 61964-------- 124. 9 177. 1 144.8 121. 0 166.0 138.9 128. 2 187. 8 150. 21965 -129.4 188. 5 152. 0 124. 2 114.8 144. 2 133.8 201.9 158. 9
1966-------- 139.9 201.7 163. 5 137. 5 191. 7 158.9 141.9 211.4 167. 6
1967 145.6 204. 5 168. 3 142.6 193.9 163. 1 148. 2 214.8 173. 01968 -- 146.0 213.3 171.6 140.5 206.2 166.2 150.6 220.2 176.51969 -- 145.0 204.0 167.8 139.7 186.5 158. 5 149.6 221.0 176. 11970 -143.7 206.7 167. 8 127.8 186. 3 150. 7 157. 2 226. 4 183. 11971 ------- 153.4 221. 1 179. 4 139. 4 201. 1 163. 7 165. 4 240. 5 193. 4
1972 - 164. 2 234.4 191. 2 152.6 207.6 174.6 174.1 760.4 207.0
1973 a, - 167. 5 251.0 199. 2 155. 3 220. 4 181.0 177.9 280.7 215. 4

Expenses and depreciation Gross product Net product

Social- Social- Social-
ized I Private 2 Total ized 2 Private 2 Total ized I Private 2 Total

Prewar ----- ---- 100.0 100.0 100. 0 100.0 100.0 100.0 100. 0 100. 0 100. 01950 ------ - 112.4 141.6 124.4 78.0 113.6 91.6 76. 3 113.3 90.31951 ::: - 124.2 146. 1 133.8 88. 7 124. 9 102. 7 86. 4 124. 9 101. 81952-------- 124.1 147.8 134.3 86.1 111. 1 96.1 84. 4 110. 8 94.89
1953 ------ 137.3 153. 0 144.6 88.4 123. 4 101. 9 86. 7 123. 5 100. 71954 -141.2 146. 9 144.8 85. 7 119. 7 98. 7 83.6 119.8 97.41955-------- 156. 3 162. 0 159.9 96. 2 130. 5 109.5 94.3 130. 9 108.3
1956 ------------- 164.3 165. 8 166. 4 88. 5 122.6 101.6 85. 5 122. 8 99. 71957-------- 175. 3 185.6 180.8 100. 2 139. 6 115.3 91. 9 140. 3 14.0
1958 -177.8 189. 0 183. 6 105.6 143. 7 120.3 103.2 144.6 11t9.01959 -3------ 99. 2 210. 8 205. 5 105.9 149. 1 122. 5 102.6 150.0 120. 5
1960 -228. 8 205.2 222. 5 107.0 147. 4 122. 5 101. 7 148.5 19.4196 - -- 235.1 213.1 229.5 103. 7 163.9 126.3 98.3 166. 2 123. 41962 ----- - 249.8 221.1 241.7 99.6 142.6 115.9 94.0 143.6 112.6.1963-------- 266.6 249.4 263. 3 103.2 161. 0 124. 9 97. 5 162.6 121.6
1964 -289.0 253.'5 279.3 105.35 163.3 127.3 99.7 164.7 6 23.81965-------- 317.0 330.2 325. 9 107.5 366. 5 129.7 100.7 165. 7 324.8
1966 --334. 5 314.2 331.55 116. 7 184.1 142.0 110.81 183.5 137.31967-------- 351. 9 334. 4 350. 2 121. 3 184.3 145.1 114.1 183.5 139.9
1968 - 376. 8 359. 7 375. 8 138. 7 190.6 145. 5 110.6 189.7 139.81969-....... 389. 9 380.1 385. 8 136. 4 178. 2 139. 7 107.6 .175.6 132. 8
1970 ---------- 418. 8 423.4 420. 2 111.6 174.3 135.1 101.5 171.67 127.
1971 ---------- 446. 7 437.6 443.6 119. 8 188.9 145.7 108. 5 186.2 137.13972 ------- 479.6 497.2 490.7 128.7 195.2 153.8 116.4 191.9 144. 41973 a. --------- 513.6 523.9 520.0 128.6 210.2 159.0 114.5 206.9 148.3

I Countries with socialized agriculture.
2 Countries with private agriculture.
a Preliminary.
Source: Calculated from physical quantities weighted by FAO Eastern European and Soviet Union wheat-basLed' nricerelatives for 1961-65 period divided by acreage of agricultural land taken from statisticat yearbooks of respeictive countries

(see app. A).



TABLE 14.-GROWTH OF AGRICULTURAL OUTPUT PER HECTARE OF AGRICULTURAL LAND

ind~Y-, ML-AP- n .A'erode 2nn ... ."lum! v givn4ih

1934-38 1950-55 1956-69 1961-65 1966-70 1971-72 19731 1950-72 1950-60 1960-70 1967-72

Bulgaria:
Output -10---- -0- 101.2 128.2 157. 9 186.2 194.9 206. 7 3.8 4. 5 3. 2 1.

Crops ------------------- 100 103.8 124. 8 152. 1 176.4 175. 8 189. 2 3.3 3.6 3. 1 .2
Animal products -100 98.3 133.9 167.4 202.2 226.3 235.2 4.6 6.0 3.4 2.2

Czechoslovakia:
output -------------------- 100 92.4 106.4 113.9 138.8 155.0 164. 3 2.6 2. 3 3. 1 3. 1

CropPs ----------------- ------------------ 100 103.3 113.4 116. 6 142. 3 151. 2 163.8 1.9 2.0 2.4 1.6
Animal products ---- - 100 86.4 102.5 112.4 136.9 157. 2 164.6 2.9 2.6 3. 5 3.9

East Germany:
Output -100 85.0 102.4 104.7 128.8 137.8 144.9 2.6 3.5 3.1 1.5

Crops-100 97.3 99.9 93.5 169.0 111.0 114.52 .6 .3 1.6 -. 5
Animal products--------------- 100 78.3 163.8 110.8 139.6 152. 4 161.7 3. 6 5. 6 3. 8 2.4

Hungary:
Output--------------------- 100 94.3 116.5 132. 5 153.0 171. 5 182.0

Crops -100- 10 108.0 119. 1 128.0 158. 6 175.2 194.7
Animal products -100 83. 1 114.4 136.3 148.4 168.4 171.6

Poland:100 143.8 168.7 194.9 233.1 263.6 299.0

Crops-100 130.3 134.2 164.6 207.1 229.4 254. 5
Animal products - 100 156. 1 200.0 222.4 256.7 294.5 339.3

Rumania:
Output--------------------- 100 91.4 110.1 123.7 145.3 167.0 174.6

Crops -- 100 84.0 100.8 110.3 125. 1 137. 3 142.0
Animal products -100 103.8 125.7 146.0 179.0 216.2 228.7

Yugoslavia: 9 119.4 143 4 169.4 178.3 183.9

Crops- -100 101.8 123. 1 148.9 174. 1 170.9 174.9
Animal products -100 89.0 115.4 137. 5 164.3 186. 5 194.6

Countries with socialized agriculture:
output --------------------- 100 91.7 110.3 121. 1 144.0 158.8 167.5

Crops-100 97. 1 100.3 116.9 137. 6 146.0 155.3
Animal products -100 87.0 111.1 124.7 149.5 169. 8 177.9

Countries with private agriculture:
Output---------------- - 100 124.6 148.2 173. 4 206.0 227.4 251.0

Out ps --- 100--- M 118.6 129.5 157.9 192.3 204.4 220.4
Animal products -100 130.5 166.3 188.3 218.8 250.4 280.7

Total Eastern Europe:
Output-100 104.5 125.0 141.0 167.8 185.3 199.2

Crops-1 - ----- 00 106.1 117.8 133.2 159.5 169.1 181.0
Animal products -.--- 100 103.0 131.4 148.0 175.3 199.7 215.5

3.1 3.6 2.9
2.5 1.7 4.0
3.6 5.3 2.0

3.1 2.6 ' 3.2
3.0 .6 4.4
3.1 4.0 2.5

3.1 4.2 2.1
2.6 4. 4 1.2
3.6 3.9 3.1

2. 5
1. 5
3.4

2.8 CO

3.6 °°

2.3
.4

4. 5

3.6 4.6 3.2 1.3
3.4 4.4 2.9 -.7
4.0 4.9 3.4 3.5

2.9 3.5 2.8 2.1
2.2 2.5 2.4 .6
3.4 4.4 . 3.1 3.2

3.2 3.1 3.2 2.2
3.1 1.9 3.8 .8
3.3 4.1 2.7 3.6

3. 0
2.6
3.4

3. 3 3. 0 2.2
2. 2 3. 0 .7
4.3 3.0 3.4

Source: Data in table 2 were divided by acreage of agricultural land taken from statistical year-
books of respective countries (see app. A).I Preliminary.
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Current operating expenses per unit of land increased from prewar
to 1973 most dramatically in Hungary (10 times) followed by Poland
and Romania (8.5 times), Czechoslovakia (7.5 times), Bulgaria
(5.6 times), Yugoslavia and East Germany (almost 4 times, each).
In the 1960-73 period the annual rate of growth of expenses per unit
.of land was higher in the countries with private agriculture than in
the countries with socialized agriculture (table 15).

From 1950 to 1973, gross and net product per unit of land increased
at the highest annual rate in Yugoslavia (3.4 percent), followed by
Bulgaria (2.7-2.9 percent), Poland (2.1-2.2 percent), Romania,
Hungary, East Germany, and Czechoslovakia. East Germany had
an absolute decline in the 1967-73 period. The countries with private
agriculture had higher rates of growth in gross and net product per
unit of land from 1960 to 1973 than the countries with socialized
agriculture.



TABLE 15,-GROWTH OF OPERATING EXPENSES, GROSS AND NET PRODUCT PER HECTARE OF AGRICULTURAL LAND

Indexes, 1934-38=100 Average annual rates of growth 2

i34-38 1950-55 1956-60 1961-65 1966-70 1971-72 19731 1950-72 1950-60 1960-70 1967-72

Bulgaria:
Expenses -100 120.0 184.4 262.7 433.4 513.7 558.3 7.4
Gross product -100 99.2 122.0 146.2 158.6 159.4 167.4 2.9
Net product 100 98.2 120.2 143.1 153.0 150.7 157.4 2.7

Czechoslovakia:
Expenses - 100 193. 8 292.4 483. 7 622.7 688.8 744.6 6.3
Gross product -100 83.7 90.5 82.4 97.6- 109.6 114.9 1.0
Net product -100 80.4 86.3 73.4 86.0 95.7 98.8 .4

East Germany:
Expenses - --------------------- 100 111.9 160.4 191.7 248.5 340.9 394.4 5.3
Gross product -100 81.3 94.3 92. 5 112.0 109.4 110.0 1.8
Net product -100 79.1 91.8 87. 1 104.2 98. 1 96.0 3.4

Hungary:
Expenses -100 177.2 246.2 477.8 691.3 889.0 991.2 9. 0
Gross product .-- 100 89.8 109. 4 113.8 123. 7 132. 5 138. 1 1.9
Net product -100 88. 8 103.9 105.3 114.2 119. 6 123.8 1.

Poland:
E penses 100 192.0 252.6 352.4 531.2 744.4 854.6 6.0
Gross product -100 138.3 159.1 177.0 199.2 208.9 235.9 2.2
Net product - 100 138.6 160.6 178.9 196.6 203.9 230.5 2.1

Rumania:
Expenses - .. -... - 100 149.2 231.2 372.4 657.1 774.2 830.3 7.5
Gross product -100 88.5 103.9 110.9 119.0 135.7 140.8 2.0
Net product -100 87.7 101.5 137.4 112.1 123.7 125.9 1.7

Yugoslavia:
Expenses -100 115.4 219.0 319.7 379.7 372.1 368.2 5.7
Gross product -100 94.8 114.9 135.4 159.9 169.6 176.0 3.4
Net product -100 94.8 114.9 135. 4 159.9 169.3 174.5 3.4

Countries with socialized agriculture:
Expenses -100 142.7 209.9 314. 7 449. 5 548.2 605. 6 6.7
Gross product -100 87.1 101.4 103.9 116.9 124.6 128.6 1.8
Net product --------------- 100 85.4 98.2 98.1 108. 8 112.5 114.5 1.4

Countries with private agriculture:
Expenses-------------------- 100 169. 8 234.7 330. 2 473.4 629.7 709.8 5.8
Gross product- 100 120.6 140.5 159.4 182.3 192.0 210.2 2.5
Net oroduct -100 120.6 141.2 160.5 180.8 189. i 206.9 2. 5

Total, Eastern Europa:
Expenses -100 154.2 221.1 324.0 464.5 585.2 651.9 6. 4
Gross product ----------- 100 100.1 116.4 124.8 141. 5 149.8 159.0 2. 1
Net product -100 98.9 114. 5 121. 2 135.4 140. 8 148. 3 1.9

7.0 8.1
4.0 1.8
3.9 1.5

5.7 5.9
1. 2 1.7
1.0 1.1

4.6
.1

-.4

3.6
3.0
2.6

5.6 5.1 8.6
2.9 2.6 -1.2
2.9 2.2 -2.3

9.0 5.4 7.6
3.2 1.5 .9
2.4 1.9 .1

3.4 8.4. 9.0 C3
2. 3 1.8 .3 M
2.4 1.3 -. I

7.1 8.8 5.8
3.8 2 1.7
3.6 -5 .6

8.4 4.0 1.0
4.1 3.0 1.4
4.1 3.0 1.3

6.5 6.4 6.0
2.9 1.5 .8
2.7 1.1 0

4.2 7.4 7.7
2.8 2.2 .7
2.9 1.9 .4

5.6 6.8 6.6
2.8 1.8 .8
2.8 1.5 .2

X Preliminary.
a Rates of growth for expenses include also depreciation.

Source: Data in table 3 divided by acreage of agricultural land taken from statistical yearbooks of
respective countries. (See app. A.).
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C. Comparison of Levels of Output and Input per Unit of Land

Relative levels of productivity of land in relation to the Eastern
European average as a base are shown in table 16. Over the postwar
period the differences among countries in productivity of land have
been reduced, but in 1971-72 they were still very large, and they were
greater in the output of animal products than in that of crops. In
1971-72, for example, East Germany produced more than three
times as much animal products per hectare as either Romania or
Yugoslavia. In the countries with socialized agriculture, productivity
of land in terms of output had been about 16 percent higher than in
countries with private agriculture in 1950-55, but this difference was
reduced to 11 percent by 1971-72.

There have been even larger differences in inputs per hectare among
Eastern European countries. Czechoslovakia's and East Germany's.
levels were about 6-7 times as large as Yugoslavia's in 1971-72.
The use of nonagricultural input per unit of land in the countries with
socialized agriculture exceeded by 38 percent that in the countries
with private agriculture in 1971-72.

Differences in levels of gross and net product per hectare among
countries of Eastern Europe were smaller than those of inputs. The
net product per hectare of land in the countries with socialized agri-
culture exceeded by 14 percent that in the countries with private
agriculture in the 1950-55 period, but became lower, differing by 5
percent, in 1971-72. The level of Romanian gross and net product
per unit of land remained the lowest of all in the Eastern European
countries.

32-765-74-24



TABLE 16-COMPARISON OF LEVELS OF OUTPUT, EXPENSES, GROSS AND NET PRODUCT PER HECTARE OF AGRICULTURAL LAND IN AGRICULTURE(TOTAL EASTERN EUROPE-I10)

Crop output Animal output _ -Agricultural output

1950-55 1961 65 1966-70 1971-72 1950-55 1961-65 1966 7 I 1971' 2 1950-55 1961-65 1960-70 1971-72

~~~~~~~~~~~East~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~0. 106m-: 11 I0 j| oBulgaria 12-- 144.0 139 5 8131. 4s65 7 78.0 6 796 78.2 93.0 107.75 16.5 1091.
Czechoslovakia 103.4~~~~~~~~~~I2, 934.0 194. 950 14. 16 436.A f37. 4 125.8 114.9 17. 191

CEast Germany it p~jc~atieed al ri88 8 104 3 102 6 149.2 114. Il. 1 06.8 02. 4 199.2 1.0 203. 1 176.9 1. 167 16 6
Cgotary Eastern Europe- 110 0 112.0 115.9 120.8 103.0 117.5 108.0 107.6 110.5 115.0 111.6 113. 3

Poland. 98. 4 98.9 104.0 108.6 119. 5 118. 1160 116. 115. 6 116. 4 109.4 109.8 110.4 113. 0

Humania 28.4 98.5 81.9 84.8 46.7 55.5 57.5 60.9 69.2 69.3 8.4 71.
;Yugoslavia -~~~~~~~~~~~~~~~~~~~~ ~ .4 -76.9 89. 5 87.4 81.0 56. 4 68.6 61. 1 6.98 2 107. 5 7.8 69. 6

Countrios with---so-ialized ---agriculture---- - -- 18. 14. o12.6 102.7 105.4 105.2 106.5 106.1 107.1 104.8 104.8 1094.6
Countries with prciatied agriculture- --------------- - - 89. 5 94.9 96.9 96.8 935 9. 9.026 16 9.40 940.3 - 94.4

Total, Eastern Eurupe -100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 103.0

Tource:tCalculatedfromphysicalquantitiesweight y Eastern Europe aperating expenses Gross product N 1t prouctu.

Bulgaria ~~~~~~~~~~~~~~~~~91.9 95.8 110.3 103.7 93.2 110.2 105.4 100.1 94.6 112.4 10. 119
Ciechoslovakia 172.3 204.6 183.7 161.3 ~~~~~~ ~~~~~~~~119.5 94.3 98.5 104.5 113.1 84.2 88.3 94.6

East Germany 237.0 193.3 ~~~~----174.8 190.3 186 539 164.4 151.6 168.4 151.3 162.1 146.8
HEnastGrmay -------------------------- 88.8 114.0 115.0 117,4 .113.5 115.3 110.6 111.9 186 148 1.4 112.3
Hungary 1-------------------------- 23.8 108.1 113.6 126.4 107.4 110.2 109.4 108.4 107.2 112.9 111. 1 10.

Rumania-45.9 54.5 67.1 62.8 72.4 ~~~~~~~~~~~~~~~~~~~~~72.7 68.8 74.2 71.0 71.0 66.2 70.3
Ruo slavia ---------------------------- 28.8 38.0 31.5 24. 5 71.3 81.7 850 8 . 32 8.3 90.31 9 .
Cuoutslavith socialized-----------g--iculture----- 113.0 118.5 118.0 114.3 106.3 101.6 100.9 101.3 105.7 99.0 9. 78
Countries with prcivatiedagriculture-------------- 84.7 78.3 78.4 82.7 92.6 98.1 98.9 98.5 93.2 101.2 102.1 102.7

Total. Eastern Europe -100.0-10.0-100.-100.0-00.0-10.0-100. 100.0 100.0 100.0 100.0 100.0

Source: .Calculated from physical quantities weighted hy FAO Eastern European and Soviet Union wheat-bused price relatives for 1961-65 period divided by acreage of agriculutural land. (See app. A.)
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D. Yields of Selected Crops per Hectare

Table 17 provides a more specific view of comparative levels and
trends in productivity of land among various Eastern European
countries. It shows yields per hectare for selected crops: wheat, rye,
potatoes, and sugar beets. Before the war and in the 1950's the yields
in all the Eastern European countries, except East Germany and
Czechoslovakia, were substantially below those in West Germany.
In Bulgaria, Romania and Yugoslavia the average yields were one-
half or less than half of those of West Germany. It should be noted
that the natural fertility of West German land is not better than that
of Eastern Europe; much of the land in the Danubian Plains is of
superior quality. In the last 15 years an effort has been made to
improve the productivity of land, and in most of the Eastern European
countries yields have increased substantially. In all the countries, the
yields of wheat improved the most. The rates of improvement in rye,
potatoes, and sugar beets were less uniform among the Eastern
European countries. Bulgaria, Hungary, and Yugoslavia, showed
most rapid progress in yields of wheat, potatoes and sugar beets, but
their yields were still substantially lower than West German yields
in 1971-73.

TABLE 17.-YIELDS PER HECTARE OF AGRICULTURAL LAND FOR WHEAT, RYE, POTATOES, AND SUGAR BEETS
PER YEAR

Quintals per hectare Indexes of yields per hectare, 1934-38=100

1934- 1954- 1960- 1965- 1971- 1934- 1954- 1960- 1965- 1971-
38 56 62 67 73 ' 38 56 62 67 73'

Wheat:
Bulgaria -12.5 12.8 17.0 28.0 33.7 100 102 136 224 270
Czechoslovakia 17.1 19.1 24.6 25.5 35.6 100 112 144 149 208
EastGermany - 24.6 28.1 31.1 35.3 39.6 100 114 126 143 161Hungary 14.0 13.6 17.9 23.1 32.2 100 97 128 165 230Poland 14.6 14.I 18.7 21. 5 26 1 100 96 128 147 179Romania - -- 13.3 9.1 13.0 18.9 23.1 100 68 98 142 174
Yugoslavia -12.9 10.1 16.7 23.8 27.3 100 78 129 184 212
West Germany -24.5 28.4 33.1 34.8 43.8 100 116 135 142 179

Rye:
Bulgaria -10.4 9. 4 9.4 12.2 12.5 100 90 90 117 120
Czechoslovakia . 16.0 18.2 21.0 20.5 28.1 100 114 131 128 176East Germany 17.1 20.7 20.7 23.7 28.7 100 121 121 138 168Hungary 11.1 11.2 11.0 11.3 14.3 100 101 99 102 129
Poland 12.8 13.2 15.6 18.0 22.9 100 103 122 141 179Romania-. . 10.6 9.1 10.6 11.5 13.9 100 86 100 108 131Yugoslavia.------- 8. 7 8. 2 10. 3 11. 8 12. 0 100 94 118 136 138West Germany 20. 1 25.2 25.8 28.0 35.0 100 125 128 139 174

Potatoes:
Bulgaria 80.0 88.9 101.2 105.5 130.0 100 111 126 132 162
Czechoslovakia 134.8 137.4 97.6 122.3 150.0 100 102 72 91 111East Germany 173.0 164.1 165.0 189.0 168.6 100 95 95 109 97Hungary.--------73.2 95.1 87. 8 94.8 112.0 100 130 120 130 153Polangd --- - 138.0 125.0 140.7 166.3 175.7 100 90 102 120 127
Romania 82.6 99.9 95.7 93.1 125.4 100 121 116 113 152
Yugoslavia 59.9 79.7 96.3 84.0 86.0 100 133 161 140 144
West Germany 185.0 221.2 238.9 263.2 291.0 100 120 129 142 157Sugar hoots :
Bulgaria . 176.7 150.4 208.2 317.5 365.0 100 85 118 180 207
Czechoslovakia 285.8 251.0 285.0 326,0 340.0 100 88 100 114 119
East Germany 291.0 267.8 238.4 303.1 320.4 100 92 82 104 110
Hungary 206.0 183.6 215.9 312.3 315.2 100 89 105 152 153Poland. 265.0 182.0 255. 0 310. 0 324. 7 100 69 96 117 123
Romania. 148.8 126.2 160. 1 204. 9 231. 4 100 85 108 138 156
Yugoslavia 197.0 173.3 252.7 357.3 390.0 100 88 128 181 198
West Germany 327.2 335.5 368.0 418.7 450.0 100 102 112 128 138

X Data for 1973 are preliminary.

Sources: Calculated from statistical yearbooks of respective countries.



364

E. Yields per Livestock Unit

In the postwar period, the yields of meat per pig remained below
the prewar level in all the countries with socialized agriculture, but
they exceeded the prewar level in the countries with private agri-
culture (table 18).

In the prewar years and the 1950's, milk yields per cow were very
low in Bulgaria, Romania, and Yugoslavia, but they have since
increased substantially, especially in Bulgaria and Romania. The
countries with higher milk yields before the war, that is, Czechoslo-
vakia, East Germany, and Hungary, achieved smaller increases in
comp arison to West Germany in the postwar period.

Yields of eggs per hen increased from between 42 to 146 percent in
Bulgaria, Hungary, Czechoslovakia, Poland, and Romania, but in
East Germany the yield increased only slightly from prewar to 1971-
73. A3 of 1971-73, the yields per livestock unit remained lower in all
Eastern European countries than in West Germany. The differences
in yields, however, were reduced greatly among countries in recent
years.



TABLE 18.-YIELDS PER HEAD OF LIVESTOCK FOR MEAT, MILK AND EGGS PER YEAR

Yields per head of livestock Indexes of yields per head of livestock, prewar-100

Prewar 1954-56 1960-62 1965-67 1971-73 5 Prewar 1954-56 1960-62 1965-67 1971-73 1

Meat per'pig in kilograms of live weight:
Bulgaria - -135 117 88 113 118
Czechoslovakia - -132 96 97 16 132
EastGermany - -133 9b' 93 112 120
Hungary . -- - - 152 98 112 120 140
Poland -79 78 86 92 102
Romnani4 .. -129 78 88 92 105
Yugosla - --------------------- 86 91 95 110 122
West Gtmany ------ 99 110 153 160 175

Milk per cow in liters:
Bulgaria -- - 450 648 1,358 1,864 2,010
Czechoslovakia - - 2,004 1,606 1800 2,069 2,644
East Germany - .2 549 2, 341 2 557 3,079 3.500
Hungary- 1 856 1,760 2,158 2,328 2,372
Poland- 1. 760 1,763 2,076 2, 257 2,980
Romania -- 965 1,024 1. 345 1,621 1,900
Yugoslavia - --------------------- 789 1,052 1, 083 1,196 1,210
West Germany - -2, 489 2,957 3,389 3, 666 3,920

Eggs er henin number:
------------------------------ 73 76 88 99 104

Czechoslovakia - -124 96 106 150 192
East'Gerjnany ,,-,,-- - 170 112 131 148 180
Hungary ,, 66 75 82 97 120
Poland: ,,- - ----------- 71 86 94 96 175
Romania ............................. 56 68 84 91 112
YugoslaXvia ,--,,-,,-- - 70 60 62 76 102
West.Germany - ------- 108 125 151 202 240

100 87 65 U4 87
100 73 73 88 100
100 71 70 84 gO
100 64 74 79 92
100 99 109 116 129
100 60 68 71 1
100 106 110 128 142
100 111 155 162 177

100 144 302 414 447 CW
100 80 90 103 132 CM
100 92 100 121 137 °
100 95 116 125 128
100 100 118 128 169
100 106 139 168 197
100 133 137 152 153
100 119 136 147 157

100 104 120 136 142
100 77 85 121 155
100 66 77 87 106
100 114 124 147 182
100 121 132 135 246
100 121 150 162 200
100 86 88 108 146
100 116 140 187 222

I Data for 1973 are preliminary. Source: Calculated from statistical yearbooks of respective countries.
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VII. PRODUCTIVITY OF LABOR IN AGRICULTURE

A. Trends in Economically Active Agricultural Population

Labor data used in this study are in terms of the economically active
population in agriculture. which includes farmers, their wives working
in agriculture most of their time, helping family members, and hired
labor. The quality of agricultural labor statistics varies from country
to country. East German, Czechoslovak, Hungarian, and Polish labor
data are homogeneous, while. those for the other Eastern European
countries are rough estimates on the basis of census data, taken usu-
ally in 10 year intervals, and consequently the quality of labor units
is less homogeneous.

In 11 of the Eastern European countries,, the economically active
population in agriculture declined substantially from the prewar years
to 1972. The percentage declines for different countries are given in
table 19.

Czec hoslovakia had the largest exodus. of labor from agriculture
(53 percent), due to acute labor shortages in industry in the postwar
years. The second largest postwar decline occurred in Bulgaria (51
percent), followed by Hungary (46 percent), East Germany (44 per-
cent), Yugoslavia (40 percent), and Romania (25 percent). Poland's
agricultural labor, on the other hand, actually increased slightly
between 1950-55 and 1971-72. In the last 5 years the largest decreases
occurred in Eastern Germany, Bulgaria, Romania, and Hungary.



TABLE 19.-EMPLOYMENT IN AGRICULTURE

Indexes, 1934-38=100 Average annual rates of change

1934-38 1950-55 1956-60 1961-65 1966-70 1971-72 1950-72 1950-55 1955460 1960-65 1965-70 1967-72

Bulgaria .
Czechoslovakia
East Germany
Hungary.
Poland.
Romania
Yugoslavia.
Countries with socialized agriculture
Countries with private agriculture.
Total, Eastern Europe

100 88.2 85.2 74.4 56.0 49.1 -3.0 -1.1 -2.0 -3.4 -3.9 -3.7
100 79.3 70.7 54.3 50.0 46.7 -3.0 -1.0 -5.4 -2.8 -1.4 -1.9 CO
100 102.8 88.1 74.2 66.3 56.3 -3.0 -2. 6 -5.2 .8 -4. 5 -5.2 E
100 93.4 90.2 67.5 b9. 53.6 -3.1 -1.7 -2.3 -4.9 -2.3 -3.0
100 68.1 67.3 67.7 68. 8 69. 1 .1 -3.1 -.2 .4 .2 2
100 107.7 103.5 93.3 84. 4 74.9 -1.8 -.9 -.5 -2.7 -1.9 -3.3
100 84.7 77.9 71.3 64.8 60.2 -1. 8 -1. 2 -1. 7 -1. 8 -2.0 -2. 1
100 97.4 91.9 78.6 68.9 61.2 -2.4 -1.2 -2.0 -2.9 -2.4 -3.3
100 75.4 72.0 69.3 67.0 65.2 -.8 -.7 -.9 -.6 -.8 -.8
100 87.1 82.6 74.3 68.0 63.1 -1.7 -1.0 -1.6 -1.9 -1.7 -2.1

Source: See app. A.
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Table 20 shows the percentage distribution of agricultural labor.
The Polish agricultural labor force in 1971-72 accounts for 29 percent,
the Romanian for 27 percent, and the Yugoslav for 20 percent of
the total East European agricultural labor force. The remaining four
countries together account for only 24 percent of the total.



TABLE 20.-PERCENTAGE DISTRIBUTION OF AGRICULTURAL EMPLOYMENT AND TOTAL POPULATION I

[Eastern Europe=1001

Percentage distribution of agricultural employment Percentage distribution of total population
1934-38 1950-55 1956460 1961-65 1966-70 1971-72 1934-38 1950-55 1956-60 1961-65 1966-70 1971-72

Bulgaria---------------- 9.9 10.0 10. 2 9.3 B. 1 7. 7 5. 9 6. 8 6.8 6.9 6. 9 6.9 C4Czechoslovakia ------------- 8.0 7.2 6. 9 5.9 5. 9 5. 9 12.7 11.9 11. 9 11.9 11. 7 11.6 MEast Germany-------------- 5.3 6.3 5. 7 5.3 S. 2 4.8 14. 7 16. 9 15.4 14. 5 14.0 13.6 co~Hungary-9- 7.4 7.5 6.3 6.0 5.9 8.1 8.9 8.8 8.6 8.4 8.3Poland--26. 20.4 21.3 23.a8 26. 4 28.6 30.t6 24.r2 25.3 26.1 26.a4 16.4Romania---------------- 22. 9 28.4 28.8 29.0 28.5 27. 2 13.9 15.6 15.9 16.0 16.1 16. 5Yugoslavia--------------- 20. 9 20. 3 19.7 20. 2 19.9 19.9 14. 1 15. 8 15.9 16.2 16. 4 16.6Countries with socialized agriculture --- 53.0 59.3 59.0 56. 0 53. 7 51. 7 55. 3 60.0 58. 8 57. 7 57. 2 57.0Countries with private ajricuttare ---- 47.0 40. 7 41.0 44.0 46. 3 48. 5 44. 7 40.0 41. 2 42. 3 42.8 43.0Total, Eastern Europe ------ ---- 100.0 100.0 100.0 100.0 100.0 100.0 100. 0 100. 0 100. 0 100.0 100.0 100. 0

1Percentages may not add to total due to rounding. Source: See appendix A.
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B. Growth of Output and Input per Worker

As a result of the decline in the agricultural labor force, a con-
sequence of industrialization, the productivity of labor in agriculture
increased sharply over the postwar period. Tables 21 to 23 summarize
the trends in labor productivity'by country, groups of countries, and
region.

Obviously, countries with the largest declines in labor experienced
the largest increases in labor pibduc~tivity,- provided that total output
was not lagging. Bulgariad,-iungary, Poland, and Czechoslovakia had
the largest increases in output per unit'of labor compared to prewar
levels, followed by Yugoslayia, East Germany, and Romania. Po-
land's; population shifts had a favorable effect on the indexes of out-
put per unit of labor for the group of countries with private agri-
culture. When we consider only the postwar period itself the average
annual compound rate of increase was higher for the countries with
socialized agriculture (5.3 percent) than for those with private agri-
culture (3.9 percent); the agricultural labor force declined at a faster
rate in the former group than in the latter. In Eastern Europe as a
whole agricultural output per unit of labor increased by about three
times from prewar to 1973.

The increases in inputs per worker in agriculture were very im-
pressive in all countries. The most dramatic 'increase occurred in
Hungary, with about an 18-fold rise over prewar levels by 1973. In
descending order, other increases were Czechoslovakia (16-fold rise),
Bulgaria (almost 13-fold rise), Romania (almost 12-fold rise), Poland
(9-fold), East Germany (7-fold), and last, Yugoslavia (over 6-fold
rise). Again, the countries with socialized agriculture had larger
increases in inputs (a 9.1-percent annual rate of growth) than the
countries with private agriculture (6.5 percent annual rate of growth),
from 950 to 1972.
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TABLE 21.-EASTERN EUROPE: OUTPUT, EXPENSES,~ GROSS AND -NET -PRODUCT PER PERSON EMPLOYED IN
AGRICULTURE

Agricultural output Expenses and depreciation Gross product Net product

Social- Social- Social- Sociol-
ized I Privote 2 Total ized I Private 2 Total ized I Private 2 Total ized I Privote 2 Total

Prewar. ---- 100. 0 100. 0 100.0 100.0 100. 0 100. 0 100.0 100. 0 100. 0 100. 0 100. 0 100. 0
1950----- 77. 0 129. 4 95.8 108.8 156. 3 125. 6 74. 1 125. 4 92. 4 72. 5 125. 1 91. 1
1951-.... 90. 3 142. 3 109. 3 121. 5 102. 7 137. 8 86. 8 139.1 105. 8 85. 5 130. 9 104.9
1952-.... 89. 9 129. 8 105.0 124. 4 165. 4 140. 7 86. 3 124. 4 100. 7 84. 6 124. 0 99. 4
1953----- 94. 0 145. 3 113. 0 130. 2 174. 2 153.1 89. 0 140.6 107. 9 87. 3 140. 7 106. 7
1954.---- 91. 4 142. 7 110. 3 141. 5 169. 6 153. 8 05. 8 138. 2 104. 9 83. 8 138. 4 103. 5
1955-----101. 9 158. 4 122. 6 155. 3 189. 8 170. 2 95. 6 152. 9 116. 5 93. 7 153. 4 115. 2
1956----- 96. 6 153. 0 117. 2 165. 2 197.1 179. 4 89. 0 145. 8 109. 6 86. 0 145.9 107. 5
1957 ---- 110. 0 175. 8 134. 0 178. 2 222. 7 196. 9 101. 8 167. 4 125. 5 99. 5 168. 3 124. 2
1958-....115. 7 182. 6 140. 2 181. 9 228. 8 201. 5 108. 0 174. 0 132. 0 105. 6 175.1 130. 6
1959.----123.0 193. 6 148. 9 212. 2 257. 6 231. 7 112. 8 182. 2 138. 1 109. 3 183.3 135. 9
1960-....132. 8 192. 8 155. 4 256. 3 253. 1 259. 4 119. 8 181. 9 142. 9 113. 9 183. 1 139. 2
1961-----135. 6 213. 8 164. 4 273. 7 263. 8 274. 0 120. 8 202. 9 150. 7 114. 5 205. 7 147. 4
1962-----139. 0 193. 9 159. 9 302. 9 277. 7 297. 2 120. 7 179. 1 142. 6 114. 0 180. 4 138. 4
1963-....141. 0 217. 4 169. 4 313. 4 310. 5 316. 8 121. 3 200. 5 150. 3 114. 7 202. 4 .146. 3
1964-----158. 4 222. 0 182. 5 366. 7 317. 9 351. 8 133. 9 204. 8 160. 3 126. 6 206. 6 156. 0
1965-----169. 2 233.4 193. 5 414. 5 408. 8 414. 9 140. 6 206. 1 165. 1 131. 6 205. 1 158. 9
1966.----186. 1 251. 3 210. 8 445.1 391. 5 427. 4 155. 3 229. 3 183. 0 146. 5 228. 6 177. 0
1967-----197. 7 256. 8 220. 2 477. 7 420.0 458. 0 164. 6 231. 5 189. 8 154. 8 230. 5 183. 0
1968-----204.0 268.9 228. 5 526. 6 453. 4 500. 2 165. 8 240. 2 193. 7 154. 6 239. 1 186. 0
1969-----209. 7 259. 2 228. 3 563. 6 482. 8 532. 9 168. 3 226. 3 190. 0 155. 5 223. 1 100. 7
1970-----212. 4 264. 4 231. 8 619. 2 541. 6 588. 6 165. 0 222. 9 186. 6 150. 2 219. 7 176.0
1971-----236. 4 284.0 253.6 688. 1 562. 0 635. 8 184. 5 242. 5 206. 0 167. 2 239. 1 193. 9
1972 ---- 264.8 302.0 277. 2 768. 3 640.6 711. 7 207.6 251. 5 223.1 166. 5 247. 3 209. 4
19733----282.4 325. 3 296. 3 865. 8 679. 1 780. 6 216. 8 272. 5 236. 5 193. 1 268. 2 220.6

1 Countries with socialized agriculture.
2 Countries with private agriculture.
2 Preliminary.

Sources: Calculated from physical quantities weighted hy FAO Eastern Europ eon and Soviet Union wheat-based price
Telatives for 1961-65 period and employment data taken from statistical yearbooka of respective countries. (See app. A.)

TABLE 22.-GROWTH OF AGRICULTURAL OUTPUT AND OPERATING EXPENSES PER PERSON EMPLOYED IN
AGRICULTURE

Indexes, 1934-38= 100 Average annual rates of growth'3

1950-55 1956-60 1961-65 1966-70 1971-72 19732 1950-72 1950-60 1960-70 1967-72

Bulgaria:
Output----------113.6 147.0 212.6 343.9 416.9 468.0 7. 2 5.2 8. 6 5. 3
Expenses---------134.5 211.4 353.7 800.6 1, 098. 71,264.5 10.7 7. 7 13.7 8. 8

'Czechoslovakia:
Output----------111. 2 143.0 196.3 255.2 303.5 352.9 5.3 4. 5 4.7 4. 8
Expenses---------233.4 393.0 833.6 1,144.8 1,348.4 1,599.3 9. 1 .7.8 7.4 5. 3

East Germnany: I
output-.........81. 0 112.6 135.2 184.3 231 1 258.8 5.4 6.3 6.2 8.6
Expenses -------- 106.6 176.3 247.7 355.6 571.9 704. 4 8.2 8. 4 7. 2 13. 7

Hungary:
Output --------- 97.6 122.6 181.7 234.6 289.5 327.6 5. 8 4. 3 5.7 5. 53
Expenses---------183.3 259. 2 655. 2 1, 060.1 11,500.8 1,784.3 11. 8 9. 8 8. 0 10. 5

Poland:
Output-.........168. 6 199. 7 227. 0 259. 4 289.6 326. 4 2.7 2. 8 2. 3 2.4
Enpenses-........225. 2 299. 1 410.6 591. 2 817. 9 933. 1 5.6 3.6 7.6 8.6

Roma ia:
Output---------80.5 102.0 129.9 171.1 222.0 248.5 5. 1 5. 1 4.6 5.7
Expenses -------- 131.4 214.2 391.4 773.4 1,029.6 1, 182.0 9. 5 8. 0 11.3 9.2

Yugosla via:
outputl.........107. 6 153.3 199.4 257.0 288. 0 306. 1 5. 5 6. 9 4.9 3. 1
Expenses---------129. 8 281. 0 444.5 576. 1 600.7 611.4 7.6 10. 8 5. 7 2. 8

Countries with socialized
agriculture:

Output----------90.6 115.2 148.1 201.6 250.2 282.4 5. 3 4.6 5. 5 5.5
Expenses---------141. 1 219.3 384. 9 629. 2 863.7 1, 021. 5 9. 1 7. 6 9. 1 9. 4

Countries with private
agricultu re:

Output-.........141.2 179.4 216. 0 260. 1 292. 9 325.3 3.9 4. 3 3.4 2.8
Expenses.--------192.4 284.1 411.4 597.6 810.0 920.1 6. 5 5. 3 7.7 8.2

Total Eastern Europe:
Output.---------109.2 138.8 173.6 223.7 265 2 296.3 4.6 4. 5 4.6 4.2
Expenses -------- 161. 1 245. 5 398.8 619. 2 837. 7 969.6 8. 0 6.8 8. 4 8. 6

I Preliminary.
2 Growth rates for expenses include also depreciation.

Sources: Data in table 2 divided by the number of employed in agriculture taken from statistical yearbooks of respective
countries. (See app. A.)
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TABLE 3.-GROWTH OF GROSS AND NET PRODUCT PER PERSON EMPLOYED IN AGRICULTURE

Indexes, 1934-38=100 Average annual rates of growth

1950- 1956- 1961- 1966- 1971- 1973' 1950- 1950- 1960- 1967-
55 60 65 70 72 72 60 70 72

Bulgaria:-
Gros§product -. 111.2 139.8 196.9 292.9 340.8 379.2 6.2 4.7 7.2 4. 3
Net 3roduct -110.2 137.8 ' 192.6 282.6 322.2 355.9 6.0 4.6 7.0 3.8

Czechoslovakia:
Gross product - 100.8 121.7 142.0 179.4 214.5 246.6 3.7 3.3 3.3 4.7
Net Droduct -96.8 116.0 126.5 158.2 187.3 208.1 3.1 3.2 2.7 4. 4

East Germany:
Gross product -77.4 103.7 119.5 160.3 183.5 196.6 4.6 5.7 4.6 3.9
Net product -75.3 100.9 112.5 149.2 164.6 171.4 4.2 5.7 4.3 2.8

Hungary:
Gross product -92.9 115.2 156.0 189.8 223.7 248.6 4.7 4.0 4.4 3.7
Net 3roduct 91.8 109.4 144.4 175.2 202.0 222.9 4. 2 3. 1 4.7 3.0

Poland:
Gross product . 162.2 188.4 206.2 221.7 229.6 257.5 1.8 2.5 .9 -. 1
Net product 162.5 190.1 208.5 218.8 224.1 251.6 1.7 2.6 .4 -. 5

Rtomania:
Gros; product -77.9 96.2 116.5 140.1 180.5 200.4 4.1 4.7 2.7 5.0
Net product -77.2 94.0 112.8 132.0 164.6 179.1 3.7 5.4 2.0 3.9

Yugoslav a:
Grosproduct 106.6 147.5 188.3 242.6 273.8 292.3 5.2 6.4 4.8 3.2
Net product -106.6 147.5 188.3 242.6 273.3 291.7 5.2 6. 4 4.8 3. 1

Countries with socialized
agricul ure:

Gros:; product -86.3 106.0 127.1 163.7 195.8 216.8 4.2 4.0 4.2 4. 2
Net product -84.4 102.6 120.0 152.3 177.2 193.1 3. 8 3.8 3.9 3. 3

Countries with private
agricul ture:

Gros!; product - 136.7 170.1 198.6 230.1 247.0 272.5 3.2 4.0 2.5 1. 2
Net product --- 136.7 171. 0 200.0 228.2 243.2 268.2 3.1 4.0 2.2 1.0

Total Easiern Europe:
Gros!; product - 104.6 129.4 153.6 188.6 214.4 236.5 3.8 4.0 3.4 2.8
Net product -103.4 127.2 149.3 180.6 201.5 220.6 3. 5 3.9 3. 1 2.2

I Preliminary.

Source: Data in table 3 divided by the number of employed in agriculture taken from statistical yearbooks of respective
countries. (See app. A.)

The increases in gross and net product per unit of labor were
largest in Bulgaria, Poland, Yugoslavia, Hungary, and Czechoslo-
vakia. In the postwar period (1950-72) the countries with socialized
agriculture achieved higher rates of growth in gross and net product
per unit of labor (4.2 and 3.8 percent, respectively) than the countries
with private agriculture (3.2 and 3.1 percent).

On the whole the East European performance per unit of labor has
been impressive. It reflects largely the absorption of the extensive
disguised agricultural unemployment that existed before the war in
this area, by transfers of labor to nonagricultural sectors of the
economy, hence permitting better overall use of available human
resources.

C. Levels of Output and Input per Worker

It may be useful to bring into focus comparative levels of produc-
tivity of labor among the different countries in relation to the Eastern
European average level. Such data are shown in table 24.
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TABLE 24.-COMPARISONS OF LEVELS OF OUTPUT, EXPENSES, GROSS AND NET PRODUCT PER PERSON
EMPLOYED IN AGRICULTURE

[Total Eastern Europe=100I

Agricultural output

1950-55 1961-65 1966-70 1971-72

Bulgaria ..
Czechoslovakia .
East Germany -,- -
Hungary -.-- -
Poland. ------------
Romania ---- -----------------
Yqosla --a
Countut s r aa.ith socialized agriculture..
Countries with private agriculture..
Total Eastern Europe .---------------

Bulgaria. ...-- ..-- ...
Czechoslovakia ..........
East Germany -.-- .-- .....
Hungary-..... ... .........
Poland- ------------------...-.
Romania ---------------
Yugoslavia --... I............
Countries with socialized agriculture..
Countries with private agriculture..,
Total Eastern Europe. ......

Operating expenses

1950-55 1961-65 19W6-70 1971-72

69.4 81.7 102.6 104.9 68.6 72.8 106.2 107.7
169.0 187.6 189.3 189.9 231.5 334.0 295.4 257.3
241.6 253.7 268.3 283.8 323.8 304.1 281.2 334.3
14.4 169.1 169.4 176.3 116.0 167.5 174.6 182.7
144.4 122.3 108.4 102.1 163.4 120.4 111.6 114. 2

45..8 46.5 47.5 S2.0 30,4 36:6 46.5 45.8
61.4 71,6 71.6 67.7 26.7 37.0 30.8 23.8
97.3 100.1 106:4 111.4 103.3 113.9 119.9 121.6

103.0 99.1 92.6 88.0 95.2 82.2 76.9 77.1
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Gross product Net product

69.5 83.8 101.5 103.9 70.5 85.4 103.6 105.8
160.5 153.9 158.4 166.6 151.9 137.4 142.0 150.8
230.4 242.1 264.5 266.3 230.1 238.0 260.9 257.9
148.2 169.5 167.9 163.2 154.9 168. 7 169. 1 174.8
141.8 122.7 107.5 97.9 141.6 125.8 109.1 100.1
47.9 48.8 47.8 54.1 46.1 47.5 45.9 51.3
66.2 79.6 83.S 82.9 67.9 83.0 88.4 89.3
97.2 97.7 102.4 107.8 96.7 95.1 99.8 104.1

104.1 103.0 97.-2 l91.71 10°4.8. 10~6.02 100.2 too 3

Sources: Calculated from physical quantities weighted by FAO Eastern European and Soviet Union wheat-based price
relatives for 1961-65 period divided by the number of employed in agriculture taken from statistical yearbooks of respec.
tve countries. (See app. A.)

Very large differences in productivity of labor continue to exist
among the individual countries in the postwar period. Before the war
a Bulgarian, Romanian, or Yugoslav worker in agriculture produced
hardly one-sixth as much output as an East German worker. As of
1971-72, the Romanian worker still produced less than one-fifth as
much, and the Yugoslav worker about one-fourth of the East German
output per worker. Czechoslovakia has been the second highest in
output per worker, followed by Hungary, Poland, Bulgaria,
Yugoslavia, and Romania on a rapidly descending scale.

The differences in relative levels of output of animal products per
worker have been even greater. Relative levels of inputs tnd gross
and net product per worker were approximately of the same order of
magnitude as in the case of output.

In comparing the groups, we find that in the 1950-55 period the
output, gross product, and net product per worker in countries with
socialized agriculture were approximately 6 to 8 percent smaller than
those in countries with private agriculture. By 1971-72, however, this
relationship was reversed, and the level of output, gross product, and
net product per worker in the countries with socialized agriculture
exceeded that of the countries with private agriculture by between
9 and 26 percent. The worker in the countries with private agriculture
had less than two-thirds the magnitude of inputs at the disposal of
the worker in the countries with socialized agriculture in the 1971-72
period.

VIII. PROGRESS IN AGRICULTURAL TECHNOLOGY

A. Progress in Mechanization
A close relationship between mechanical power input and produc-

tivity of land and labor has been observed in many countries.t6

1C U.N., FAO, "The State of Food and Agriculture 1963," Rome, 1968, rip. 93-95.

-
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A wvidely used indicator of the extent of mechanization is the number
of tractors per unit of land and per unit of labor. Table 25 presents
estimates of tractors in terms of standard 15 hp tractor units per 1,000
hectares of agricultural land and per 1,000 workers in agriculture by
country, groups of countries, and major regions. Our findings show
that' n the 1953-57 period the 'extent 6f the use of mechanical power
was still very low, in terms of Western European standards, in most
of the Eastern European countries Only Czechoslovakia, East
Geiir.any, and: Hungary' were close .to Western European levels..
However,4the level of Western European mechanization was, in turn,.
low in comparison to that of the United States, where there were 1,260,
tractors per 1,000 workers. in agriculture in 1973.1'

17 U.S. Dept. of Agriculture, 'Agricultural Statistics 1973," op.cit., pp. 517-23.



TABLE 25.-NUMBER OF TRACTORS PER 1,000 HECTARES OF AGRICULTURAL LAND AND PER 1,000 WORKERS IN AGRICULTURE

Number of tractors per 1,000 hectares or 1,000 workers Total Eastern Europe=100 Indexes of number of tractors per 1,000 hectares or 1,000 workers
(19557= 100)

Prewar 1953-57 195842 1963-67 1968-73 1 Prewar 1963-67 1968-731 Prewar 1953- 57 1958-62 1963 -67 1968-73'

Bulgaria:
Per 1,000 hectares 0. 28
Per 1,000 workers .56

Czechoslovakia:
Per 1,000 hectares .73
Per 1,000 workers 2. 34

East Germany:
Per 1,000 hectares 1.12
Per 1,000 workers 4. 61

Hungary:
Per 1,000 hectares .99
Per 1,000 workers 3. 59

Poland:
Per 1,000 hectares .01
Per 1,000 workers .03

Romania:
Per 1,000 hectares .26
Per 1,000 workers . 58

Yugoslavia:
Per 1,000 hectares .15
Per 1,000 workers .36

Countries with socialized
agriculture:

Per 1,000 hectares .61
Per 1,000 workers 1. 63

Countries with private
agriculture:

Per 1,000 hectares .06
Per 1,000 workers .15

Total, Eastern Europe:
Per 1,000 hectares .34
Per 1,000 workers .88

Western Europe:
Per 1,000 hectares 1. 28
Per 1,000 workers 5. 91

3.6 6.9 11.4 17.0
7.7 16.3 34.6 64.0

5.9 13.2 24.7 31.0
23.0 63.9 139.6 194.0

6.4 12.9 23.1 28.0
26.4 63.5 128.2 161.0

3.0 5.4 9.1 17.0
11.3 21.8 44.0 10T. 0

2.9 4.0 7.3 16.0
8.6 12.6 23.3 58.0

1.6 3.1 5.5 13.0
3.1 6.4 13.0 39.0

.9 2.3 3.1 6.3
2.6 7.2 10.7 24.0

3.7 7.3 13.0 22.0
9.8 21.6 44.5 93.0

2.0 3.3 5.5 12.0
6.0 10.3 18.1 44.0

2.9 5.5 9.6 18.0
8.1 16.5 32.1 69.0

11.0 18.9 27.1 38.0
59.6 116.9 198. 0 280.0

I Data for 1973 are preliminary.

82 119 94 8 100 192 317 - 472
64 108 93 7 100 212 449 ' 831

215 257 172 12 100 224 418 525-
266 435 281 10 100 278 607 843

329 240 156 18 100 202 361 438
524 399 233 17 100 241 486 610

291 95 94 33 100 180. 303 567
408 137 155 32 100 193 389 . *947

3 76 88 0 100 138 252 551
3 73 84 0 100 147 271 .674 C4'

76 57 72 166 100 194 344 812
66 40 56 19 100 206. 419 1,258

44 32 35 17 100 256 344 7Q0
41 33 35 14 100 277 412 , 923

179 135 122 16 100 197 351 595
186 139 135 17 100 220 454 949

18 57 67 3 100 165 275 -600
17 56 64 2 100 172 302 733

100 100 100 12 100 190 331 621
100 100 100 11 100 204 396 852

376 282 211 12 100 172 246 345
672 617 406 10 100 196 332 .470

Source: Calculated from statistical yearbooks of respective countries and FAD yearbooks and
monthly statistical bulletins.
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Rapid progress toward mechanization started immediately after
the war and has continued to gain momentum. In all the countries the
rates of increase were spectacular; in fact the percentage increases
exceeded those of Western Europe. As a result, the differences among
individual countries and between Eastern and Western Europe have
somewhat narrowed with the passage of time. By the 1968-73
period, Czechoslovakia and East Germany had almost 5 times as
many tractors per unit of land and seven to eight times as many
tractors-per worker as Yugoslavia. Romania's level of mechanization
was somewhat higher than that of Yugoslavia, and Poland's intensity
in the iuse of tractors was about a third to a half of that of either
Czechoslovakia or East Germany. Hungarian progress in mechaniza-
tion gained upward momentum in the last 12 years.

The differences in relative levels of mechanization between the
countries with socialized and private agriculture, taken as groups,
remained about the same in the postwar period.

Western Europe has nonetheless retained its lead in mechanization
over Eastern Europe. In the 1968-73 period, it still had about two
times as many tractors per unit of land and about fouur times as many
tractors per worker as Eastern Europe. Although progress in mechani-
zation of Eastern European agriculture has been at a faster rate than
in WesternEurope in the last 15 years, there is still plenty of room for
further improvement toward the West European level.

B. Growth of Fertilizer Consumption

Most of the Eastern European countries did not turn seriously
toward increased use of fertilizers until the late 1950's. Table 26
shows that in the 1953-57 period, consumption of fertilizers per unit
of land was very low in all the East European countries except
Czechoslovakia and East Germanr. The latter country already
had ar. extremely high level of fertilizer use; in fact it exceeded the
Western European level by almost 2.5 times and that of Eastern
Europe by 5 times in the 1953-57 period. Czechoslovakia's con-
sumption per hectare was at the level of that in Western Europe, and
it exceeded by about two times the average for Eastern Europe in the
same period.

Consumption of fertilizers in the postwar period has been expanding
at the fastest rate in the countries which began with the lowest levels,
with the most rapid in crease occurring since the midfif ties. In the two
decades between 1953-57 and 1969-73, the consumption of fertilizers
per hectare of agricultural land increases 27-fold in Romania, about 21-
fold in Hungary, over 14-fold in Bulgaria, about 8-fold in Yugoslavia,
and 4.8-fold in Poland. Czechoslovakia and East Germany experienced
moderate increases of 3.9-fold and 2-fold, respectively, from their
relatively advanced levels, and they remained the highest users of
fertilizers per hectare of agricultural land in Eastern Europe. Their
respective annual consumption was 185 and 246 kilograms per hectare
in the 1969-73 period. Bulgaria, one of the lowest users of fertilizers in
the 1950's, became a high user with an annual consumption of 108
kilograms in the 1969-73 period. Czechoslovakia and East Germany
exceeded the Western European consumption level by 37 and 82 per-
cent, respectively, in the 1969-73 period. Hungary and Poland
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achieved an average level of 175 and 124 kilograms per hectare, while
Yugoslavia and Romania remained the lowest users with 50 and 43
kilograms per hectare annually in the 1969-73 period.

TABLE 26-CONSUMPTION OF COMMERCIAL FERTILIZERS PER HECTARE OF AGRICULTURAL LAND

Nitrogen (N) phosphate (P2Oa) and Indexes offertilizerconsumption per
potash (KO)in kilograms Total Eastern hectare

per hectare Europe=100 (1953-57=100)

Pre- 1953- 1958- 1963- 1969- Pre- 1963- 1969- Pre- 1953- 1958- 1963- 1969-
war 57 62 68 73' war 68 73' war 57 62 68 73'

Bulgaria- 0. 5 7. 5 26.0 78.8 108 5 118 100 7 100 347 1,051 1,440
Czechoslovakia - 12. 2 47. 7 71.8 117. 2 185 117 175 171 26 100 150 246 388
EastGermany - 93.4 122. 5 150. 1 200. 9 246 898 300 228 76 100 122 164 201
Hungary 1.3 8. 3 26. 2 60.7 175 12 90 162 16 100 316 731 2,108
Poland -- 4.9 26.1 35. 8 64.0 124 47 96 115 19 100 137 245 475
Romania- 2 1.6 5.0 21.5 43 2 32 40 12 100 313 1,344 2,600
Yugoslavia- .6 6. 4 16.7 32.9 50 6 49 46 9 100 261 514 781
Countries with social-

izedagriculture---- 17. 1 31.1 46. 2 80.7 130 164 120 120 55 100 148 259 418
Countrieswith private

agriculture- 3. 3 17.8 27.7 50.7 83 32 76 77 18 100 156 285 466
TotalEasternEurope- 10.4 249 37. 7 67. 0 108 100 100 100 42 100 151 269 433
Western Europe - 24.9 50. 2 63.5 84.5 135 239 126 125 50 100 126 168 269

I Data for 1973 are preliminary.
Sources: Calculated from statistical yearbooks of respective countries and FAD yearbooks and monthly statistical

bulletins.

The countries with socialized agriculture had fertilizer consumption
per unit of land 75 percent higher than the countries with private
agriculture in the 1953-57 period. That margin, however, was reduced
to about 57 percent by the 1969-73 period.

Eastern Europe as a whole compares quite favorably in fertilizer
consumption with Western Europe: It is, in fact, closing the gap be-
tween the levels in fertilizer consumption per unit of land. This
heavily increased application of fertilizers already has paid off with
significantly increased yields in Eastern Europe.

a. Scientific Methods on the Farm

The adoption of high-yielding crop varieties and livestock breeds
helped to increase yields per unit of input in all the Eastern European
countries. Research on improvement of seeds has been stepped up
by the agricultural research institutes, partly under the coordination
of the Council for Mutual Economic Aid's Permanent Commission
on Agriculture. A significant increase in wheat yields has been attrib-
uted to the introduction of improved Soviet hard wheat varieties
(Mironovskaya-808, Bezostaya-I, IKavkaz and Aurora) during 1966-
73. These wheat strains were sown on more than 60 percent of the
wheat area in Czechoslovakia, East Germany and Hungary, and on
more than 85 percent in Bulgaria in recent years. Also hyrbid varieties
of corn and better strains of barley, rye, and oats were introduced.
The development of improved breeds of livestock has contributed to
increased yields of milk per cow, eggs per hen, higher dressing rates
of livestock, leaner types of animals, and higher daily gains in live-
weight for all livestock. New breeds of livestock are being imported
from Western Europe and the United States.

Irrigation and drainage of agricultural land on a large scale is
increasing the productivity of land in all Eastern European countries.

32-765-74-25
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Technological knowledge has been disseminated through rapidly
increasing numbers of agricultural technical institutes and 'agricul-
turEl colleges. The number of trained agronomists has increased
several times in every Eastern European country. Application of
more advanced farming methods undoubtedly has contributed to the
higher productivity of land and labor in Eastern Europe.

The recent development of agroindustrial complexes is increasing
the overall efficiency of agriculture through local processing of agri-
cultural products, employing seasonally idle agricultural labor, and
diffusing technical knowledge in rural areas of Eastern-Europe.

D. Growth of Investment

The postwar growth of gross fixed agricultural investment and its
share in total investment in Eastern Europe is shown in Table 27.
These investment series should be interpreted with care, assuming a
considerable margin of error, because for some of these countries not
enough is known about the prices of investment goods, and the terms
of measurement vary from country to country. Yet, despite their
shortcomings, these series may give us a general picture of trends in
investment in the postwar years.

Throughout Eastern Europe, there has been a substantial increase
in investment, with the less developed countries showing the greater
increases: Romania almost 12-fold, Yugoslavia 11.5-fold, Poland 7-
fold, Hungary 6-fold, Bulgaria 6.5-fold, Czechoslovakia over 3-fold,
and East Germany only over 2-fold increases, between 1950-55 and
1971-73. In comparison to West Germany, all of the Eastern European
countries seemed to have a higher rate of investment in recent years.
However, West Germany very substanitally improved her performance
in agriculture (tables 17 and 18).

TABLE 27.-GROSS FIXED AGRICULTURAL INVESTMENT AND ITS SHARE IN THE TOTAL INVESTMENT

Indexes of gross fixed agricultural Agriculture's share in the total investment
investment, 1951-55=100 (percent)

1956- 1961- 1966- 1971- 1951- 1956- 1961- 1966- 1971-
60 65 70 731 55 60 65 70 73 '

Bulgaria 2a -------------------------- 259 394 547 646 12.8 20.6 21.6 16.3 18.0
Czechoslovakia -228 271 278 326 11.2 16.1 14.4 11. 1 10.0
East Ger nany 4 -100 120 194 223 -- 9.7 13.2 14.1 13.1
Hungary 5-112 222 404 591 16.6 15.3 17.3 20.3 20.1
Poland --192 313 533 6S0 10. 1 12. 5 13.9 16.1 15. 1
Romania 7__________________________. 242 611 933 1,182 9. 4 15.9 19. 1 15.9 14.3
Yugosla-ia --256 521 793 1,148 9.2 13.1 10.7 9.2 9.0
WestGeimany °177 227 217 210 4.8 5.0 4.7 3.4 3.0

X Data for 1973 are preliminary.
' State and collective farm investment in lena at 1956 and 1962 prices.
'Total investment in agriculture in crowns at 1959 and 1967 prices.
'Agriculture includes forestry and water management; investment in marks at 1967 prices.
rInvestment in forints at 1959 and 1968 prices.
GInvestment in zlotys at 1961 and 1971 prices.
7 Investment in lei at 1959 and 1963 prices.
5 Investment including private farming in dinars at current prices.
O Investment at constant 1954 and 1962 prices.

Sources: Calculated from statistical yearbooks of respective countries. (See app. A.)
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Agricultural investment may be usefully related to total investment
and then compared with agriculture's share in total GNP. These re-
lationships are shown in table 27 and chapter II. We notice that
agriculture's share in total investment was relatively low, around 10
to 13 percent or less, in most of the countries in the 1950-55 period.
Only Hungary had a higher share (17 percent). On the other hand,
the contribution of agriculture to the total GNP was over four times
as large as the investment share in Romania, three times as large in
Bulgaria and Yugoslavia, three and half times as large in Poland,
and about twice as large in Hungary and Czechoslovakia in 1950. In
fact in this period the governments sought to extract a maximum
surplus from agriculture and to provide in return minimal invest-
ment support to the sector.

In subsequent periods, agriculture's share in total investment in-
creased substantially, and it continued at this higher level into the
1970's in most of the countries. The difference between agriculture's
share in total investment and its share in GNP has shrunken. In the
1960's and 1970's this difference was reduced in favor of investment,
and in two countries, Hungary and East Germany, agriculture's
share in total investment exceeded its share in GNP (see chapter
II). In the still predominantly agricultural countries, Yugoslavia and
Romania, the ratio of agriculture's investment share to its GNP
share is below one-half and two-thirds, respectively. This would seem
to suggest that agriculture is partly financing industrialization. In
the final analysis, this ration reflects governmental price and taxing
policies towards agriculture.

It is to be noted that in West Germany this ratio was 75 percent
in the 1960's. This average ratio for all Eastern European is 90
for 1971-73. This may suggest that on the whole agriculture in
Eastern Europe gets now a share of total investment that is more
favorable than in a market-oriented economy, such as West
Germany's.

IX. SIZE COMPARISONS OF OUTPUT BETWEEN EASTERN EUROPE,
U.S.S.R. AND U.S.A.

In this section we summarize our findings of size comparisons of
agrcultural output between Eastern Europe, the U.S.S.R., the
U.S.A., and individual countries for selected periods in current prices
in national currencies and rubles (table 28). The size comparisons of
agricultural output in terms of national currencies (i.e., when the
Ur.S.S.R. is used in the valuation of output) yield as a rule somewhat
smaller sizes of output for each of the Eastern European countries,
compared to the U.S.S.R., than when the comparison is done in terms
of rubles. The differences, however, are not large. For the convenience
of the reader, a geometric mean of the comparisons in national cur-
rencies and in rubles was computed. The size comparisons of the
U.S.S.R. and the U.S.A. valued in current rubles, favor the U.S.A.,
while in current U.S. dollars, the U.S.S.R.'s output is larger.
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TABLE 28.-COMPARISONS OF LEVELS OF AGRICULTURAL OUTPUT: EAST EUROPEAN COUNTRIES, U.S.S.R., AND
UNITED STATES, 1959, 1966, AND 1970

[in percent, U.S.S.R.=1001

National
currency

Country, national com-
currency and year parison

Bulgaria ( eva):
1959 . .
4966 -- --------
1970 . .

Czechoslovakia (crowns):
1959 --------------
1966 ----------
1970 .- -

'East Germany (East
German marks):

1959 --
1966 .- -
1970 .

Hungary (forints):
1959 .-- -----
1966 .- .
1970 .

Poland (zlotys):
1959 .-- -----
1966-
1970 .- -

Ruble
corm- Geometric

parison mean I

3.5 4.2 3.9
3.9 4.2 4.0
3.6 3.7 3.7

6.2 6.5 6.3
5.1 5.9 5.4
5.4 5.6 5.5

8.4 9.3 8.8
7.7 8.9 8.3
7.4 7.7 7.6

6.5 7.0 6.7
5.7 5.8 5.7
5.0 5.4 5.2

15.5 19.5 17.4
13.8 20.2 16.7
13.3 17.5 15.3

National
currency

Country, national corn-
currency and year parison

Romania (lei):
1959 .-- -- - - -
1966 .- -
1970 .

Eastern Europe:
1959 .--------------
1966 - ---
1970-- - - - - - -

United States (dollars):
1959 .
1966
1970 .- -

U.S.S.R. (rubles):
1959 .-------
1966
1970. ..........

Ruble
corm- Geometric

parison mean I

7.5 8.6 8.0
7.7 7.8 7.7
6.1 6.2 6.1

47.6 55.0 51.2
43.8 52.8 48.1
40.8 46.1 43.4

127.3 135.9 131. 5
110.9 121.3 116.0
108.0 119.6 113.6

100.0 100.0 100.0
100.0 100.0 100.0
100.0 100.0 100.0

a Comparisons in national currencies and in rubles expressed as geometric mean.
Source: Calculated from physical quantities weighted alternatively in national currencies and in rubles for each bi-

lateral comrparison. (See app. B.)

Fromn 1959 to 1970, the relative sizes of output of all Eastern Euro-
pean countries and the U.S.A. in comparison to the U.S.S.R. de-
clined, because the agricultural output in the Soviet Union increased
at a higher rate than in the U.S.A. and the Eastern European coun-
tries."8 The Eastern European agricultural output declined from 51
percent of the U.S.S.R. output in 1959 to 43 percent in 1970 and that
of the U.S.A. from 132 to 114 percent of the U.S.S.R. in the same
period. The calculations of other authors show very similar relative
sizes or the U.S. and U.S.S.R. output (U.S. as percent of U.S.S.R. 137
in 1959 and 112 in 1970).19

International comparisons of output per capita provide better
measures of relative self-sufficiency than comparisons of total agri-
cultural output. In 1970 the agricultural output of the U.S.S.R. was
very good, and consequently the country was fully self-sufficient in
providing an adequate food supply to its population in that year.
In most of the other East European countries and the U.S.A. 1970
was an average crop year. Hence comparing the per capita levels of
agricultural output in terms of the U.S.S.R. per capita output will
provid2 rough measure of "self-sufficiency" if we accept the U.S.S.R.
level as a standard of an adequate food supply. The per capita levels
of agricultural output in different countries in terms of the U.S.S.R
equals 100 for 1970 were as follows: 20

Is See F. Douglas Whitehouse and Joseph F. I1avelka, "Comparison of Farm Output In the U.S. and
U.S.S. R., 1950-71,' U.S. Congress, Joint Economic Committee, Ssviet Economic Prospects for the ,Sevensties.
A compen 11um ef Papers. U.S. Government Printing Office, 1973, p. 345, and table 1 of the present study,

1' See F. Douglas Whitehouse and Joseph F. Havolka, op. cit., p. 358. Calculated from U.S. output using
the generic mean of comparisons of U.S.S.R. and U.S. output valued, alternatively, in constant
1957-59 dollars arsd constant 1968 ruble prices.

20 Calcu'ated from table 28 (geometric means) and population data taken from the statistical yearbooks
of respective countries.
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Bulgaria-105
Czechoslovakia 925East Germany 92Hungary- - 122Poland -114
Rom ania --- - - - - - - - - - - -- - - - - - - - - - - ----- ---- 114Eastern Europe- 102
U .S .A - ----------------------------------------------------------- 135
U .S.S.R -------------- ------------------------------- ------------ 100These per capita levels indicate that the U.S.A. produced 34 per-
cent more output, Hungary 21 percent more, Poland 14 percent more,
Bulgaria 6, and East Germany 8 percent more than the U.S.S.R. Two
countries, Czechoslovakia and Romania supplied 8 and 26 percent,
respectively, less than the U.S.S.R. on a per capita basis. Romanian
agricultural output was very adversely affected by severe floods in
1970. The Eastern Europe as a whole exceeded by 2 percent the per
capita output of the Soviet Union. The above comparisons of levels
are affected by the composition of output and prices in various
countries which, in turn reflect the differences in natural resources,
levels of income, tastes and governmental agricultural policies. They
are very crude indications of relative sizes of levels of per capita output
between different countries.

X. CONVERSION RATES BETWEEN THE RUBLE, EAST EUROPEAN
NATIONAL CURRENCIES, AND THE U.S. DOLLAR FOR AGRICULTURAL
PRODUCTS

Until about the mid-1960's prices received by producers of agri-cultural products in most of the Eastern European countries and the
U.S.S.R. were fixed by the government annually, and these prices
very often did not reflect the real costs of production. Only Yugo-slavia has had a relatively free price system for farm products. In the
1960's increased reliance was put on pricing to provide material in-centives to farmers. The prices of crops rose rapidly in the first half ofthe decade, and then the prices of animal products rose sharply in the
second half of the decade in order to stimulate production. Relative
prices within the crop and animal sectors changed significantly to
stimulate production in line with observed scarcities. In the U.S.S.R.
the prices paid to producers were increased substantially in 1965 andagain in 1969-70; prices of animal products showed especially high
increases. In Hungary, after introduction of economic reforms in 1968,
there was introduced a flexible price system composed of fixed,
limited (flexible within narrow limits), and free prices for agriculturalproducts in a bold move toward a production cost pricing.

The relative changes of prices paid for crops and animal products inindividual Eastern European countries and the U.S.A. in terms of
ruble prices from 1959 to 1970 are given in table 29. The data in this
table reflect the purchasing power parity conversion rates between
ruble and the different East European national currencies and the
U.S. dollar separately for crops, animal products, and the total
agricultural output.



TABLE 29.-PURCHASING POWER PARITY CONVERSION RATES BETWEEN THE RUBLE AND EAST EUROPEAN NATIONAL CURRENCIES AND THE U.S. DOLLAR FOR AGRICULTURAL PRODUCTS, 1959
1966, AND 1970

[Quantity of national currency per ruble in terms of prices paid to farmers, using alternatively the given-country quantity weights and the U.S.S.R. quantity weights]

1959 1966 1970

Gives- Given- Given-
country U.S.S.R. country U.S.S.R. country U.S.S.R.

qoantity quantity Geometric quantity quantity Geometric quantity quantity Geometric
Given country and output weights weights mean I weights weights mean I weights weights mean

Bulgaria (leva per ruble):
Crops-
Animal products-

Total output - -------------

Czechoslovakia (crowns per ruble):
Crops ----------------
Animal products-

Total output - ---------

East Germany (marks per ruble):
Crops-
Animal products-

Total output-

0.98 1.27 1.12 1.10 1.29 1.19 1.02 1.14 1.08
1.16 1.18 1.17 .99 .98 .98 .84 .85 .84

1.04 1.23 1.13 1.06 1.12 1.09 .93 .97 .95

8.89 9.89 9. 38 9.86 12.28 11.00 12.64 12.46 12.55
12. 04 12.32 12. 18 10. 75 11.86 11.29 10.12 10.63 10.37

10. 54 11. 15 10.84 10. 35 12.06 11. 17 10.98 11.39 11. 18

2.68 3.39 3.01 2.26 3.21 2.69 2.67 2.96 2.81
4.17 4. 28 4. 22 3.54 3.62 3.58 3.30 3.36 3.07

3.46 3.85 3.64 3.00 3.43 3.21 3.07 3.20 3.13

03
00
tW

-



Hungary (forints per ruble):
Crops ------------------------ 17.03 19.98 18. 44 21. 90 22. 19 22.04 21. 92 22.46 22.19Animal products -- 18.48 18.03 18. 25 16.44 17. 31 16.87 15. 46 17.39 16.40

Total output - 17.65 18.97 18.30 19.23 19.64 19.43 18. 19 19.49 18. 83
Poland (zlotys per ruble):

Crops- 16. 94 25. 27 20.69 14.66 28. 12 20.30 15. 23 26. 50 20.09Animal products- -- 19.67 20.49 20. 08 16. 45 17.60 17.02 13.40 13.38 13.39
Total output -18.13 22.80 20. 33 15. 44 22. 62 18.69 14. 37 18.83 16. 45

Romania (lei per ruble):

AniCr products

Total output _--

United States (U.S. dollars per ruble):
C roPs -- - - - - -- - - - - -- - - - - -- - - - - -
Animal products.

Total output ----

7.08 7.62 7.34 9. 31 9.34 9.32 9.92 9. 51 9.7110.67 11.32 10. 99 9.03 9.33 9.18 7. 15 7.84 7.49
8.33 9.53 8.91 9.19 9.34 9.26 8.36 8.53 8.44

. 60 .66 .63 .448 .52 .50 .48 .49 .48.59 .60 .59 .46 ..5 .46 .37 .42 .39

.59 .63 .61 .46 .50 .48 .41 .45 .43

I Geometric mean of purchasing power parity conversion rates between ruble and the respective Source: Calculated from physical quantities of agricultural output of respectivO countries valued Wunational currencies calculated alternatively by using the given-country quantity weights and the alternatively in given-country prices and the U.S.S.R. prices paid to farmers for their agricultural SU.S.S.R. quantity weights. products. Data are takes from statistical yearbooks of respective countries. (See app. .)
Nate: Quantity weights equals physical quantities of output used in calculation of the conversion

rates.
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In 1959 the conversion rates of national currencies per ruble were
smaller for crops than for animal products for all countries except
Poland and the U.S.A. The relative prices of animal products were
higher in most of these countries than in the U.S.S.R. in 1959. In
1966, however, the conversion rates of national currencies per. ruble
became higher for crops than for animal products for all countries
except East Germany. By 1970 the 1966 trend was further accen-
tuat.d; the conversion rates per ruble for crops increased for Czecho-
slovakia, East Germany, Hungary and Romania, while the conversion
rates for animal products continued to decline in all countries, and
especially rapidly in Poland, Romania, and Bulgaria.

These shifts in conversion rates reflect the more rapid rise in prices
of animal products in the U.S.S.R. between 1959 and 1970 than in all
the other Eastern European countries and the U.S.A. The behavior of
conversion rates for crops indicates that the prices of crops, increased
faster in most of the Eastern European countries than i:n the U.S.S.R.
front 1959 to 1966, while in the 1966 to 1970 period crop prices in the
Soviet Union rose at about the same rate as in the most of the East
European countries.

It is to be noted that the purchasing power of one ruble for farm
procucts at producers' prices was equivalent $0.45 when determined
on the basis of Soviet physical output weights and $0.41 when deter-
mined on the basis of United States physical output weights in 1970.
The official exchange rate between the dollar and the ruble was $1.11
per ruble in 1970, or more than double of the conversion rate for
agricultural products. For Bulgaria the official exchange rate between
the ]eva and the ruble was about 37 percent higher than the conversion
rate for agricultural products. For all other Eastern European coun-
tries, however, the official exchange rates between the respective
national currencies and the ruble were substantially lower than the
*calculated conversion rates for agricultural products in 1.970. This may
be a very rough indication of relatively higher prices paid to producers
in Eastern Europe, except Bulgaria, than those paid to producers in
the 'U.S.S.R. However, the official exchange rates in centrally planned
economies are set arbitrarily by the governments ancd consequently
have little relationship, if any, to comparative production costs.

XI. CONCLUSION AND OUTLOOK

T:Ye important conclusions of this essentially statistical study of
Eastern European agriculture may be summarized as follows:

(1) Agricultural performance as reflected in our measures has been
uneven among the Eastern European countries and over the period
under study. Agricultural output in the early 1950's entered a period
of slow growth concomitant with the increased drive for collectiviza-
tion, When the pressure to collectivize lessened, output resumed its
growth, but again it slackened with the new wave of collectivization
between 1957 and 1961. Since then the trend of output has presented
a mixed picture. In Bulgaria output has expanded rapidly between
1955 and 1965 but it slowed down drastically thereafter. In Czech-
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oslovakia and Hungary a faster rate of growth of output occurred
since 1966. In East Germany and Romania output grew very slug-
gishly since 1960 (see table 2).

(2) Poland and Yugoslavia decollectivized their agriculture after
the first abortive drives in the early 1950's. As a group, their growth
performance since the mid-1950's in most production measures was
better than that of the group of countries with socialized agriculture.
This advantage of private agriculture over socialized agriculture
continued at an undiminished rate up to the present (see tables 1
and 2).

(3) In terms of gross and net product (that is, value added in
agriculture, or its contribution to GNP and NNP) the group of
countries with private agriculture surpassed the group of countries
with socialized agriculture by a much greater margin than in the case
of output. Between 1950-55 and 1973 the former group with small-
scale, private farming enjoyed a 70 and 67 percent increase in gross
and net product, respectively, while the latter group with large-scale,
mechanized socialized farming attained only 48 and 34 increase of
gross and net product, respectively (see table 3).

(4) Since the countries with socialized agriculture had a significantly
higher increase in nonagricultural inputs into production but had
smaller increases in output, gross product and net product than those
with private agriculture, they must have used their productive
resources far less efficiently than the group with private agriculture.

(5) The superior performance of the countries with private agri-
culture over the countries with socialized agriculture is evident in
most growth measures since the mid-1950's, when Poland and Yugo-
slavia abandoned collectivization, and this superior performance
continues until the present. The countries with private agriculture
exceeded or lagged behind (-) the performance measures of the
countries with socialized agriculture between 1955-60 and 1973 as
follows:

By
mnrgi7n ofIn: (percen)

Total agricultural output… 6
Total net product of agriculture -20
Output per capita - -1
Net product per capita ---------------- 11
Output per unit of land - 12
Net product per unit of land -26
Output per unit of labor- -26
Net product per unit of labor -_- - - -16

Because of faster rates of population growth in the countries with
private agriculture, their output per capita and per unit of labor
lagged behind that of the countries with socialized agriculture. It
should be noted that prewar to postwar comparisons per capita and
per employed person favor the countries with private a'riculture
because of large shifts in the Polish population and area at the end of
the war.

(6) Progress in mechanization of agriculture has been very impres-
sive in Eastern Europe, but its level, except in Czechoslovakia and
East Germany, is still significantly behind that of Western Europe.
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Yugoslavia and Romania have the lowest levels of mechanization.
However, the application of commercial fertilizers is in general closer
to the Western European level, and in Czechoslovakia, East Germany,
and Hungary the use of fertilizers per hectare of land is higher than
in Western Europe as a whole.

(7) The introduction of higher-yielding varieties of wheat, corn,
barley, rye, and oats along with the increased use of fertilizers brought
about, rapidly increasing yields per unit of land in all the Eastern
European countries, especially during the last 8 to 10 years.

(8) Considerably greater emphasis has been placed on animal output
in recent years in order to better satisfy rapidly increasing demands for
products of animal origin in all the Eastern European countries.
Yields per unit of livestock have increased significantly in the last
10 years.

(9) All the East European governments are putting increasingly
stronger emphasis on increasing agricultural output and the produc-
tivity of land and labor. To effect this, they are channeling more
resources into agriculture in the form of increased investment in
machinery and equipment, better technology on farm, technical edu-
cation, more flexibility and incentives to managers of farms, and
pricirg systems more responsive to changing scarcities, especially as
shown in sharply increased prices paid to farmers.

(10) An international comparison of agricultural outputs showed
that Eastern Europe as a whole, excluding Yugoslavia, accounted
for about 43 percent as much output as the U.S.S.R. and about 38
percent as much as the United States in 1970. In turn, the U.S.
output was about 14 percent larger than that of the U.S.S.R. in 1970.
In te:-ms of per capita levels of agricultural output, the United States
ranks the highest followed by Hungary, Poland, East Germany,
Bulgaria, the U.S.S.R., Czechoslovakia, and Romania in descending
order.

(1 1) On the basis of the above overall growth performance measures,
one is led to a conclusion that up to now socialized agriculture in the
countries of Eastern Europe has not lived up to the expectations of
their Communist governments for higher growth rates in production
measures and in agricultural productivity than private family farming
could achieve. Our comparisons of socialized versus private farming
in Eastern Europe show better results for the latter. The inefficiencies
of socialized agriculture have impeded economic development.

(12) The findings of this study afford a critique of agricultural
systems in Europe. With the evident trend toward rational use of
resources in Eastern Europe, readers there, as elsewhere, may want
to ponder the significance of the systems as influences on produc-
tivity. Their concern with agricultural efficiency has prompted them
to decentralize to some degree, to try to rediscover the springs of
motivation through higher producer prices, higher profit, and other
persoaal incentives. Agriculture remains a critical sector in Eastern
Eurrope in view of the rising populations and the sharply increasing
demaad for more and higher quality protein-rich foods of animal
origin.
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The outlook for East European agriculture seems to be good through
1975. Official gross agricultural production plans for the 1971-75
period are more conservative and realistic than the overly optimistic
5-year plans of the past.

Table 30 shows the officially reported gross agricultural production
results on a year-by-year basis for 1971-73 and the plan targets for
1971-75 period. The realized yearly gross production growth rates
fluctuate sharply from country to country due to changing weather
conditions. Thus, the officially reported actual growth rates of gross
production for 1971-73 period are in excess of the planned growth
rates for 1971-75 in Czechoslovakia, Hungary, Poland, Romania, and
Eastern Europe as a whole. In Bulgaria and East Germany, the actual
growth rates are about the same as the planned figures. Only in the
U.S.S.R. was the actual performance for 1971-73 lower than the
1971-75 plan targets, evidently owing to the very poor harvest in
1972. Short of adverse weather conditions in Eastern Europe this
year or in 1975, the 1971-75 planned rates of growth for agricultural
production are likely to be fulfilled or slightly exteeded for most of
the Eastern European countries, with the probable exception of the
U.S.S.R., which is currently lagging behind the planned target.

TABLE 30.-RATES OF GROWTH OF GROSS AGRICULTURAL PRODUCTION, PLANNED AND ACTUAL, 1966-75, AS
OFFICIALLY REPORTED

Average annual rates of growth (percent)

1972 1973
1966-70 1971-75 1971 1971-73

actual planned actual Actual Planned Actual I Planned actual'

Bulgaria - 4. 7 3.2-3. 7 3.1 4. 8 6.0 3.0 7.4 3.6
Czechoslovakia - 3. 5 2. 7 3. 2 3. 6 4.6 4. 2 4. 3 3. 7
East Germany -1------ .. 5 2.4 -1. 1 8. 5 - - 0 4.5 2. 5
Hungary -3.0 2. 8-3.0 9.6 5.0 3. 0 5. 0 2.0 6.S
Poland- 2.9 3.6-3.9 3. 7 8.1 4. 6 7.8 2.1 6. 5.
Romania. --- 4. 2 6. 3-8.3 18. 4 9. 0 21.0 .2 20.0 9.2
Total, Eastern Europe- 3. 1 3. 5-4.0 5. 4 7. 1 7.1 4.1 5. 9 5. 5
US.S.R-.- .- . 3.9 3.7-4.0 1.1 -4 6 ..6------ 14. 0 12.6 3. 2

X Data for 1973 are preliminary.
a The large growth rates-actual and planned-for Romania during this period reflect recovery from the severe flooding'

of 1970.
Source: National plans and plan fulfilment reports of respective countries published in statistical bulletins of these

countries, and "World Economic Survey, 1972, Current Economic Developments, ' United Nations, New York, 1973, p. 69.

Prospects for the 1976-80 period will depend heavily on the de-
termination of the East European governments to continue to provide
and increase production incentives to farmers. Most likely there will be
continuing emphasis on livestock production, in view of the increasing
demand for meat products caused by rising incomes of the population.
However, the domestic feed base is now inadequate to sustain the cur-
rent rates of growth of animal output. Currently the Eastern European
region is importing over 4 million metric tons of grain mostly for feed-
stuffs and about 2.5 million tons of oilmeal,21 chiefly from the U.S.S.R.

II U.S. Department of Agriculture, The Feed-Lioestock Economy of Eastern Europe: Prospects to 1980
op. cit., pp. 99-104.
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and ilso from the United States, Canada, South America, and some
developing countries in Asia. Since the U.S.S.R. is now deficient in its
edomcstic feed supply, the Eastern European countries will have to rely
more and more on imports of feed grain, oilmeal and feed concentrates
from the United States, Canada, Latin America, and other exporters

.of agricultural products. Eastern Europe may become a steady and
growing customer for U.S. exports of corn, soybean, oilmeal, and vita-
.min supplements in the years ahead.

Some of the countries, for example, Poland and Hungary intend to
step up their exports of livestock products to Western Europe and the
United States in order to pay for their imports of feedstuffs from the
hard zurrency areas.

TABLE 31.-WHEAT-BASED PRICE RELATIVES FOR EASTERN EUROPE AND
U.S.S.R., 1961-65 AVERAGE

[Averages of producer prices expressed as relatives in terms of wheat= 100,
per metric ton]

ite n Price
Crops: relative

Wheat --------------------------------------- 100
Rve -. 85
Barley - 92
O.ts - 67
Mixed grain -95
Corn -. 83
M illet 81
Sorghum -80
Buckwheat -94
Rice ---------------------------------------------- 152
Sugar beet '- -__________________ 21
Potatoes _-------------------------------------- 36
Sv-eet potatoes 2 -....................................... _______ 44
Pulses, edible -146
Peanuts - --------------------------------------- 1,051
Soybeans- 161
Cottonseed -75
Rapeseed and mustard - 211
Sesame seed -982
Su qflower seed -164
Castor beans -144
Hempseed -247
Flax seed -200
Vegetables - 76
Fruits __146_-_------------------------------------------- 146
Gripes ---------------------------------- 257
Toacco -1, 224
Co bton, unginned 3- _------------------ _________________ 302
Flax, stalks 4_____________---_---------------------------------. 77
Hemp, stalks 4- 133
Hops 5 _- 2,712
Poppy -1,190
CGbcory 6 -35
Pepper, aromatic and medical crops 7 920
Mi:.ling offals - 63
Oilcake -. 90
Walnuts ----------------------------- 444
Tea -. 1,100

See footnotes at end of table, p. 389.
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TABLE 31.-WHEAT-BASED PRICE RELATIVES FOR EASTERN EUROPE AND
U.S.S.R., 1961-65 AVERAGE-Continued

Animal products: reILc
Horses 155Cattle and calves 579Pigs an got 65 4

Sheep-and-goats -------- ------------------------ 463Poultry---------------------------------------------- 657Other animals-300}
Eggs,8 per 1,000 pieces --- 4------ 39Milk -9
Wool, greasy; feathers 1, 82.Cocoons, fresh -1, 043
Honey-
Wax 9 37-Bee-hives,10 per 1,000 units-2, 779Mohair " -4,024

1 Price of sugar converted into sugar beets of 15 percent sugar content.'World weight (weighted averages of the eight world regions).
a Price of lint converted into unginned cotton by factor 0.33.
4 Price of fiber converted Into price of raw stalks by factor 0.15. for flax and 0.2 for hemp, see FAO, "Produc-tion Yearbook 1972," pp. 173-174.
' The Czechoslovak ratios between wheat, hops, and poppy prices for 1061-65 was used as an estimate, seeCzechoslovakia, Statni statisticky urad, "Statisticka rocenka CSS R 1966," p. 471.' The Czechoslovak ratio between wheat and chicory for 1965 was used, see "Statisticke prehledy," 1971,Nr. 1, p. IX.
7 The Czechoslovak ratio between wheat, chicory, aromatic and medical crops was used as an estimate seaGregor Lazarcik, "Performance of Socialist Agriculture," L-W. International Finaiscial Research, New
'Price of eggs given per ton, converted into price per 1,000 pieces by using an average weights of 56 gramsper egg, see 1. dvancara, "Zensedeiska vyroba v cislech," vol. 11, Praque, 1966, p. 576.' The Ozechoslovak ratio between honey and wax price in 1956 was used as an estihate.le The Czechoslovak ratio between honey and bee-hives price was used as an estimate.
II The Bulgarian ratio between wool and mohair price was used as an estimate.
Source: U.N. FAO, Production Yearbook 197k, vol. 26, Rome 1973, pp. 410-411.
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APPENDIX A

NOTES AND SOURCES FOR TABLES 1 TO 27

Prewar period and 1950-72

All quantity series and national prices needed for the construction of tables
1 to 27 were taken from publications published by the "Research Project on
National Income in East Central Europe," Columbia University, Riverside
Research Institute (RRI), and L.W. International Financial Research (LWIFR),
as follows:

Bulgaria.-Gregor Lazarcik and Wassyl Znayenko, "Bulgarian Agricultural
ProducLion, Output, Expenses, Gross and Net Product, and Productivity, 1939
and 1948-1967," OP-32, RRI, 1970.

Gregor Lazarcik, "Bulgarian Agricultural Production, Output, Expenses,
Gross and Net Product, and Productivity at 1968 Prices, 1939, and 1948-1970,"
OP-39, 1973. Updated to 1972. RRI and L.W.I.F.R., New York.

Czechoslovakia.-Gregor Lazarcik, "Production and Productivity in Czecho-
slovak Agriculture, 1934-38 and 1946-1967". Ph. D. disseration. Updated to
1972. Columbia University, 1973.

Gregor Lazarcik, "Comparison of Czechoslovak Agricultural and Nonagri-
cultural Incomes in Current and Real Terms, 1937 and 1948-1965". OP-20, 1968.
Columbia University.

East Germany.-Gregor Lazarcik, "East German Agricultural Production,
Expenses, Gross and Net Product, and Productivity, 1934-38 and 1950-1970".
OP-36, 1972. Updated to 1972. RRI, New York.

Hungary.-Laszlo Czirjak, "Hungarian Agricultural Production and Value
Added, 1934-38 and 1946-1965", OP-14, 1967. Updated to 1972. Columbia
Univer sity.

Laszlo Czirjak and Paul Marer, "Comparison of Agricultural and Non-agri-
culturat Incomes in Current and Real Terms, 1938 and 1949-70". OP-21, 1973.
RRI and L.W.I.F.R., New York.

Poland.-Andrzej Korbonski and Gregor Lazarcik, "Polish Agricultural
Production, Output, Expenses, Gross and Net Product, and Productivity, 1934-38,
1937 and 1946-1.970", OP-37, 1972. Updated to 1972. RRI, New York.

Romania.-Gregor Lazarcik and George Pall, "Romania: Agricultural Pro-
duction, Output, Expenses, Cross and Net Product, and Productivity, 1938 and
1948-1971," OP-38, 1973. Updated to 1972. RRI and L.W.I.F.R., New York.

Yugoslavia.-Joseph Bombelles, "Yugoslav Agricultural Production and
Productivity, Prewar and 1948-1967," OP-31, 1970. Updated to 1972. RRI,
New York.

1973

Our .ndexes for 1972 (weighted by wheat-based price relatives for 1961-65)
were extended to 1973 by means of crop output indexes animal products output
indexes and agricultural production indexes for individual countries calculated
from pln fulfillment reports of respective countries for 1973 published in January
and February 1974 issues for Bulgaria: Rabotnichesko delo, Sofia, daily;for Czecho-
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Slovakia: Rude pravo, Prague, daily, and Hospodarske noviny, Prague, weekly;
for East Germany: Die Wirtschaft, Berlin, weekly; for Hungary: Nepszabadsag,
Budapest, daily, and Magyar Nemzet, Budapest, daily; for Poland: Trybuna ludu,
Warsaw, daily, and Zycie gospodarcze, Warsaw, weekly; for Rumania: Elore,,
Bucharest, daily, and Scinteia, Bucharest, daily; for Yugoslavia: Borba, Belgrade,.
daily.

APPENDIX B

NOTES AND SOURCES FOR TABLES 28 AND 29

Quantity Serie8

For Bulgaria, Czechoslovakia, East Germany, Hungary, Poland, and Romania-:
the same sources as given in appendix A for tables 1 to 27. For U.S.A.: U.S
Department of Agriculture. "Agricultural Statistics," 1960 to 1972. Washington,
U.S. Government Printing Office, 1960-72.

For U.S.S.R.: U.S. Department of Agriculture, Economic Research Service.
"Indices of Agricultural Production in Eastern Europe and the Soviet Union,
1950-68." ERS-Foreign, 273. Washington, 1969, and "Agricultural Statistics of
Eastern Europe and the Soviet Union, 1950-70." ERS-Foreign, 349. Washington,
1973. Tsentralnoe statisticheskoe upravlenie. "Narodnoe khoziaistvo SSSR,"
1959-72. Moscow, 1959-73 and Sel'skoe khoziaistvo SSSR, statisticheskii
sbornik. Moscow, 1960 and 1971. The quantity data taken from official Soviet
sources were adjusted downward from "bunker" weight definition to "barn"
weight definition used in other Eastern European countries and in the market
economies. The adjustment was made on the basis of adjusted Soviet quantity
data given in "Indices of Agricultural Production * * *,"op. cit., and other U.S.
Department of Agriculture publications on agricultural production in Eastern
Europe and the Soviet Union.

Prices

The prices of agricultural products used in valuation of physical quantity'
series are, whenever possible, the average realized prices (weighted by the total
quantity of a given product sold to all outlets) paid to producers (collective, state
and private farmers) for the sale of their agricultural products in a given year.
For each country the average prices for each agricultural product were obtained
or calculated from statistical yearbooks and periodicals published by central
statistical offices of respective countries, and various economic publications and
articles published by a multitude of authors. The most important sources ar&
cited in the bibliography.
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INTRODUCTION

East European industrialization switched gears in the 1960's. The
focus changed from products such as steel, cement, and heavy ma-
chinery to the newer branches of the chemical, electronics, and com-
muni cations equipment industries that were pacing growth in Western
Europe. This paper reviews the results of the "chemicalization"
campaign with particular attention to its effects on East European
trade in chemicals and the demand for Western technology.

SUMMARY

Chemical production in Eastern Europe tripled between 1960 and
1972. Investment and growth followed the example set by the United
States, Western Europe, and Japan in emphasizing synthetic fibers,

(394)



395

plastics, and fertilizers. Per capita output of a few products like fer-
tilizers now equals or exceeds output in Western Europe, although in
most lines of production, Eastern Europe has a long way to go to catch
up.

The development of East European chemical industries in the 1960's
was based to a large degree on technology and equipment imported
from the United States, Western Europe, and Japan. Most of the
imported technology supported expanded production of fertilizers,
synthetic materials, and intermediate chemicals derived from petro-
leum and natural gas. In addition, the chemical industries relied
heavily on raw material supplies from the U.S.S.R.-especially oil,
natural gas, and apatite concentrate.

Requirements for chemicals and chemical products in Eastern
Europe generally have grown faster than production. Imports from
non-Communist countries in particular exceed exports by a far larger
margin than a decade ago. Eastern Europe has, however, developed
a substantial export balance in fertilizer trade with the West.

Chemical production in Eastern Europe should continue to grow
rapidly for the remainder of the 1970's at least. But the need for
Western technology and equipment will remain high. Although efforts
are being made to restrict imports of chemicals-in part by coopera-
tion among the U.S.S.R. and East European countries-Eastern
Europe probably also represents a growing market for Western sup-
pliers of chemicals and chemical products.

PRODUCTION OF CHEMICALS

The chemical industries have been in the forefront of East European
industrialization since the various regimes decided that modernization
was the key to sustained growth. During 1961-72, output of chemicals
and chemical products increased by an average of 10 percent per year
compared with an average annual increase of about 6 percent for total
industrial output (table 1).' The least developed of the East European
countries, Bulgaria and Romania, achieved the highest rates of growth
in chemical production as well as in total industrial output. In East
Germany, where the chemical industry was relatively well developed
by 1960, the annual rate of increase of chemical production exceeded
that of industrial output by only one percentage point.

In stressing development of their chemical industries, the East
European countries were treading a well-worn path. A rapid rate of
growth in chemical production has prevailed in most industrialized
areas of the world since World War II. In Western Europe chemical
production increased by an average of 9 percent per year during
1961-72, compared with a 5-percent average annual increase in total
industrial output-a growth pattern very similar to that in Eastern
Europe (table 2). The growth in output of chemicals also outstripped
the growth in total industrial output in Japan, the United States, and
Canada. The rate of increase in Soviet production of chemicals out-
paced industrial growth by nearly the same margin as in Eastern and
Western Europe.

' By 1972, clenIcal production accounted for the following estimated percentages of industrial output
in the respective countries: East Germany, 18 percent ;Hungary, 12 percent; Romania, 10 percent; Poland,
9 percent: Czechoslovakia, 8 percent; and Bulgaria, 7 percent.
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TABLE 1--EASTERN EUROPE: AVERAGE ANNUAL RATES OF GROWTH IN INDUSTRIAL AND CHEMICAL OUTPUT BY
COUNTRY, 1961-72

lin percentj

Industrial output Chemical output'

Country Official'2 Estimated Oflicial 2 Estimated 4

Eastern Eu-ope -NA 6 NA 10
Romania - 13 10 22 19
Bulgania-11 10 18 17Hungary---------------------7 5 613 11
Polan ---------------------- 9 6 813 I11
Czech(slovakia - 6 5 5010 beg
East Germany -6 4 a 8 a 5

a Include, rubber processing.
2 Derived from indexes of the "gross" value of production at constant prices. The gross value of production is, in general

the sum of :he value of output of individual enterprises. Indexes were obtained from statistical yearbooks published by the
6 countries.

3 Derived from value-added weighted indexes of intermediate and final products constructed by Thad P. Alton (see his
paper in this compendium entitled "Ecoanmic Growth and Resource Allocation in Eastern Europe").

4 Derived from as approximation of value-added indeses.
I Include!. petroleum refining.

c Ilclldeo production of celluiose and paper.

TABLE 2-COMPARISON OF AVERAGE ANNUAL GROWTH IN INDUSTRIAL AND CHEMICAL OUTPUT, SELECTED
COUNTRIES, 1961-72'

[In percent]

Industrial ChemicalsCountry output output 2

Western Eusope - 5 9
Greece - 9 14
Spa in-11 14
The NHlherlands -7 12
Finland -- 8 12
Italy - . 6 10
West Germany -6 10
France .- 6 9
Austria- 6 9
S w eden. -------------------------------- ------------------- --------- 5 9Belgium - -5 8
United Kingdom- 3 6

Japan -. 13 14
United State:;- 5
Canada - 6 7
U .S.S.R ----------------------------------------.---------- -------------------- 407 01 0

I Data for non-Communist countries are based on value-added weighted indexes constructed by OECD.
O Inchldes petroleum refning and rubber processing which typically account for 20 percent to 30 percent of the totaLvalue.
3 OECD countries.
4 Excluding military production.
b Based on value-added weighted indexes constructed by Rush V. Greenslade and Wade E. Robertson (U.S. Cong.,

Joint Economic Committee, "Soviet Economic Prospects for the Seventies," June 1973, p. 271).

Although the growth rates for individual chemical products in
Eastern Europe in many cases vary substantially from those in
Western Europe, the relative priority attached to products in each
area is quite similar. For example, the highest growth rate in Eastern
Europe and in the European Community was reached in synthetic
fibers, followed by plastics, synthetic rubber, fertilizer, and rayon, in
that order (table 3). Comparable data are not readily available on
the production of some of the other products of the industry such as
pharmaceuticals, pesticides, dyes and paints, and photographic
supplies.2 Output of basic chemicals in Eastern and Western Europe
in general behaves like the end products that consume the bulk of
basic chemicals. Thus, the growth rates for synthetic ammonia and
I Petroleunn and rubber products, which could not be excluded from the statistics shown In tables 1 and2, fall outside the scope of this study.
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sulfuric acid in Eastern Europe are higher than those in Western
Europe because the growth rate for fertilizer is higher.

On at per capita basis, Eastern Europe had caught up with the
European Community by 1972 in the production of fertilizers, related
basic chemicals, and rayon, while output of plastics and synthetic
fibers in Eastern Europe still lagged far behind (table 4). In synthetic
rubber and caustic soda production, Eastern Europe actually lost
ground.

TABLE 3.-PRODUCTION OF SELECTEDCHEMICALS, EASTERNEUROPEAND EUROPEAN COMMUNITY, 1960 AND 1972

[In thousand metric tons (except as indicated)]

Eastern Europe I European community I

Average an- Average an-Item 1960 1972 nual growth 1960 1972 nual growth
(percent) (percent)

Chemical Products:
Synthetic fibers - 20 270 24.2 200 1, 600 18.9Plastics - 248 1, 551 16. 5 2, 400 5 13, 000 15.1Synthetic rubber -108 349 10. 3 269 1,420 14.9Chemical fertilizer 4 -3,229 8,281 8. 2 a 10,400 415, 500 3. 4Cellulosic (rayon) fibers -287 0 374 2.3 803 0 830 0. 3Basic chemicals:
Synthetic ammonia -1,020 4, 257 12.6 3,420 7, 200 6. 4Sulfuric acid -2, 500 7,100 9.1 12,700 18,600 3.2Caustic soda -717 1, 492 6.3 1,970 4,840 7. 8

I Data were compiled largely from statistical yearbooks published by the 6 countries of Eastern Europe. Estimates weremade in the few instances in which data were not available.
The 9 percent members: Belgium, Denmark, France, West Germany, Italy, Ireland, Luxembourg, the Netherlands, andthe United Ki~ndom. Data were obtained from the UN monthly statistical bulletin.

3Based on 1969 data for Belgium and 1970 data for Denmarh
4 Nutrient basis.
* Data are generally for the 12-mo. period beginning July I of the year shown.*Dat are for 1971.

Nitrogen content.

TABLE 4.-PER CAPITA PRODUCTION OF SELECTED CHEMICALS, EASTERN EUROPE AND EUROPEAN COMMUNITY,
1960 AND 1972

[Kilograms per capital

1960 1972
Item Eastern European Eastern European,

Europe Community Europe Community

Chemical products:
Chemical fertilizers -33.0 45.0 80.0 61.0Plastics --------------------- 3.0 10.0 15.0 51. 0Synthetic fibers -(l 1.0 3.-0 6. 0Cellulosic (rayon) fibers -3. 3.5 4.0 3.2Synthetic rubber -1.0 1.0 3.0 6.0Basic chemicals:
Synthetic ammonia -11.0 15.0 41.0 28.0Sulfuric acid -26.0 55.0 68.0 73.0Caustic soda -7.0 8.0 14.0 19.0

X Less than 0.5 kilograms per capita.
Source: Production data are from table 3; population data are from the UN monthly statistical bulletin.

East Germany is the largest producer of chemicals in Eastern
Europe although its share of the area's output has declined substan-
tially (table 5). In 1972, East Germany accounted for 40 percent
of Eastern Europe's fertilizer production, 30 percent of the plastics
production, 26 percent of the synthetic fiber output and 38 percent
of the synthetic rubber production. On a per capita basis, East
Germany's 1972 output of some products compares favorably with
that of the European Commnunity:
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[Kilograms per capital

East European
Germany Community

Chemical fertilizers ------------------------- 193 61
Plastics -27 51
Syntheti: fibers- 4 6
Synthet.; rubber -8 6

Expanded production of chemicals has made a significant contribu-
tion to development of other sectors of the economies of Eastern
Eurcpe, notably to agriculture. Total agricultural output and crop
yields per hectare have risen substantially during the past decade or
two, attributable in part to increased use of chemical fertilizers and
pesticides. The Polish Minister of Agriculture has estimated that, by
1970, in comparison with the early to mid-1950's, crop yields in
Poland were up by almost 60 percent, due to greater application of
fertilizers.3 Increased production of synthetic materials has helped to
minimize imports and no doubt has led to improvements in the quality,
and/or reductions in the cost, of domestically produced textiles, tires,
machinery, communications equipment, construction materials, and
other products. An official of the Romanian textile industry has
stated, for example, that increased production of man-made fibers inl
Romania reduced the share of textile raw materials that had to be
imported from 70 percent in 1965 to 55 percent in 1970, and that the
share is scheduled to drop to 20 percent in 1975.4

TABLE 5.-PRODUCTION OF SELECTED CHEMICAL PRODUCTS IN EASTERN EUROPE,
BY COUNTRY, 1960 AND 19721

[Thousand tonsl

1960 1972

Chemical, Chemical
fertil- Synthetic Synthetic fertil- Synthetic Synthetic

Country izers Plastics fibers rubber izers Plastics fibers rubber

Enstern Europe - 3,229 248 20 108 8,281 1,551 270 349

Bulgaria.- 126 7 - - - 653 12:3 35 15
Czechoslvaaia -287 64 3 1 678 297 47 51
East Germany- 22,166 115 8 87 *3,285 458 69 132
Hunary ---- 102 10 (4) ------- 555 l0ll 7 -----
Poland -477 40 8 20 1,910 299 74 -79
Romania -71 12 1 -- 1,200 274 38 73

1 Data were compiled largely from statistical yearbooks published by the 6 countries of Eastern Europe. Estimates were
made in the few instances in which data were not available.

2 Including 1,666,000 tons of potassium fertilizer.
3 Including 2,458,000 tons of potassium fertilizer.
4 Less than 500 tons.

CONTRIBUTION OF IMPORTED TECHNOLOGY

The expansion in East European chemical production during 1961-
72 was made possible to a substantial degree by imported technology
and equipment, particularly from non-Communist countries. The
value of imported equipment for the chemical industries of Eastern
Europe is estimated to have totaled at least $1.7 billion in 1959-70,

3 Z. :zsziraerchak, Mezhdunarodnyy sel'skok liozyaystvennyy zhurnal, No. 4,1971. (U.S. Joint Publica-
tions R 'search Service, Translations on Eastern Europe, I PRS 58338, Feb. 27,1973, p. 19.)

4 St. Stefanescu, Industria textila, No. 4,1971. (U.S. Joint Publications Research Service, Translations on
Easterr. Europe, JPRS 53682, July 26,1971, p. 67.)
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of which $1.2 billion came from non-Communist countries (see table
6). Most of the equipment was for the production of fertilizers, syn-
thetic materials (plastics, fibers, and rubber) and related basic chem-
icals obtained from oil and natural gas.

Comparable data on the production of chemical equipment in
Eastern Europe are not available, but imported equipment clearly
has contributed heavily to total supply. Poland reportedly imported
about 50 percent of the equipment required by its chemical industry
during 1961-70,5 and a Romanian engineer stated in 1968 that 80
percent of the chemical equipment required by his country was being
imported. 6 East Germany and Czechoslovakia probably imported less
than 50 percent of the equipment installed in their chemicals industries
during the 1960's, Hungary probably between 50 percent and 80
percent, and Bulgaria probably more than 80 percent.

TABLE 6.-EASTERN EUROPE: ESTIMATED IMPORTS OF EQUIPMENT FOR THE CHEMICAL INDUSTRY, BY
COUNTRY, 1959-70 i

Iln millions of U.S. dollarsl

Communist countries
Non-

Communist Eastern
Country Total countries Total U.S.S.R. Europe

Eastern Europe -1, 728 1, 221 507 378 129

Bulgaria 410 171 239 205 34
Czechoslovakia 2______________________-214 195 19 12 7
East Germany 203 178 25 10 15
Hungary 138 75 63 57 6
Poland 286 197 89 34 55
Romania -477 405 72 60 12

' Based largely on data from statistical yearbooks published by the 6 East European countries and by the U.S.S.R. Supple-
mentary information was obtained from various periodicals including "Chemical Age International," "Chemische In-
dustrie International" (English edition), "East-West Commerce," .Euro p Ean Chemical News," and "Hydrocarbon
Processing." Estimates may include equipment for rubber processing, petroleum refining, and paper production.

Specialized equipment for the chemical industry, which in 1968 constituted 35 of all equipment imported for the
chemical Industry.

Eastern Europe was forced to rely heavily on non-Communist
suppliers because much of the technology available from East Euro-
pean and Soviet sources is obsolete by Western standards. For example,
Soviet engineers were designing ethylene plants with a capacity of
60,000 tons while Western engineers were building 200,000- to 450,000-
ton units with much lower operating costs. Much the same situation
applies to the design and construction of plants for producing synthetic
ammonia, urea, and other chemicals. The Communist countries have
also experienced problems in producing special types of equipment,
such as acid-resistant pumps. In recognition of the overriding imapor-
tance of Western technology and equipment, the East German Minis-
ter of the chemical industry stated in 1967 that "in the past 20 years
the building of our chemical industry was mostly based on the pur-
chase of modern manufacturing processes and installations from
capitalistic countries." 7 The major suppliers among the non-Coin-
munist countries were the United Kingdom, France, West Germany,
Italy, Belgium the Netherlands, Austria, and Japan. U.S. sales

1fi Lech Froelich, Zycie gospodarezo, June 3, 1973, p. 5. (U.S. Joint Publications Research Service, Trans-
attons on Eastern Europe, JPRS 59559, July 10, 1973, p. 3.)

Foretgn Broadcast Information Service, Daily Report on Eastern Europe, Nov. 8, 1968, Volume IV,No. 220, p. HI-7.
G Gunther Wyschofsky, Chemische Technik, No. 9, 1967. (U.S. Joint Publications Research Service,

Translations on East European Matefials Industries, JPRS 43843, Dec. 8,1967, p. 18.)
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nonsVsted largely of technology provided through chemical engineer-
ing firms in other non-Communist countries.

Eastern Europe stepped up the pace of its chemical equipment
imports in 1971-72. Estimated imports amounted to about $900
million, of which three-quarters came from the West (table 7). Annual
imports of equipment in 1971-72 averaged $450 million, more than
three times the average of $144 million in 1959-70. Romania continues
to be the largest buyer of Western chemical equipment, much of it
slated for four large fertilizer plants now under construction with a
combined capacity of about 1.6 million tons per year (nutrient basis).

Although East European imports of chemical equipment have been
increasing, there is some evidence of increased East European capa-
bility for building modern chemical plants. Czechoslovak engineers,
for example, are reported to be supervising the construction of two
large urea fertilizer plants in East Germany, under a license pur-
chas3d in the Netherlands. Poland recently designed and built a
large sulfuric acid plant in West Germany.

TABLE 7.-EASTERN EUROPE: ESTIMATED IMPORTS OF EQUIPMENT FOR THE CHEMICAL INDUSTRY, BY COUNTRY,
1971-72 1,

[in millions of U.S. dollars]

From
non-Com- From Communist countries

munist
Country Total countries Total U.S.S.R. Other

Eastern Europe -902 673 229 145 84

Bulgaria -130 37 93 71 22
Czechoslovakia -145 140 5 2 3
East Gel many - 156 105 51 22 29
Hungar) - 82 61 21 16 5
Poland - 139 100 39 17 22
Romania -250 230 20 17 3

' Based largely on data from statistical yearbooks published by the 6 East European countries and by the U.S.S.R. Supple-
mentary information was obtained from various periodicalsi ncluding "Chernical Age International," "Chemische In-
dustrie International" (English edition), "East-West Commerce," "European Chemical News," and "Hydrocarbon
Proces oing.' Estimates may include equipment for rubber processing, petroleum refining, and paper production.

2 Current dollars, which reflect the devaluation of the dollar followiag the Smithsonian Agreement of December 1971.

FOREIGN TRADE IN CHEMICALS

As chemical production climbed in Eastern Europe, chemicals
began to account for an increasing share of exports. The value of
experts of chemicals and chemical products increased by 11 percent
per year during 1961-71 to an estimated $1.6 billion in 1971 (table 8).
Exports as a share of total trade rose from 7 percent to 9 percent.
Exports of chemicals and chemical products are still small by West
European standards, however. During 1961-71, exports of the nine
current members of the European Community rose by 12 percent per
year to $16 billion, about 13 percent of total exports by these countries.
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TABLE 8.-EASTERN EUROPE: DIRECTION OF TRADE IN CHEMICALS AND CHEMICAL PRODUCTS,I 1960 AND 1971

[in millions of U.S. dollarsi

With
non- With Communist countries

Communist
Total I countries3 Total U.S.S.R.4 Other s

1960:
Exports- 495 156 339 107 232
Imports -490 214 276 59 217

Balance -5 -58 63 48 15
1971:

Exports -1, 578 431 1,147 530 617
Imports -1, 710 917 793 253 540

Balance -- 132 -486 354 277 77

l Items included in following sections of the United Nations Standard International Trade Classification: 5 (chemicals >
231.2 (synthetic rubber), 266 (synthetic and artificial fibers), 651.61 and 651.71 (synthetic and cellulosic fiber yarn), and
862 (photographic supplies).

2 Based on totals published by all countries except East Germany, for which an estimate was developed from fragmentary
data on trade in individual chemicals and from data published by East Germany's trade partners.

I From statistics compiled by the U.S. Department of Commerce on East-West trade.
4 From statistics published by the U.S.S.R. on its foreign trade.
a Eastern European countries and other Communist countries excluding Yugoslavia (Albania, China, Cuba, Mongolia

North Korea, and North Vietnam).

Imports of chemicals by East European countries meanwhile
increased at a slightly faster rate of 12 percent to an estimated $1.7
billion in 1971, resulting in a deficit of $130 million. The share of
chemicals in total imports increased from an estimated 6 percent to 8
percent. In contrast, total imports of chemicals by the European
(Community increased about 13 percent per year to $11 billion in 1 71,
resulting in a net surplus of $5 billion.

Thus, Eastern Europe found that the development of its chemical
industries had not reduced its dependence on imports. The growing
use of chemical products exceeded the capabilities of the domestic
industries. To obtain these imports, East European countries turned
first to their neighbors and, less successfully, to the U.S.S.R. But well
over half of the increase in East European chemical imports was
supplied by non-Communist countries:

GROWTH IN TRADE IN CHEMICALS AND CHEMICAL PRODUCTS, 1960 AND 1971

[Million U.S. dollars]

East European East European
exports to- imports from-

All countries -1, 083 1,220

Non-Communist countries -275 703U.S.S.R ----------------------------------- 423 194
Other Communist countres -385 323

At the same time, the largest gain in East European exports of
chemical products was in deliveries to the U.S.S.R., followed closely
by shipments to other Communist countries. Sales to non-Communist
countries accounted for just 25 percent of the growth in total East
European exports. As a consequence the deficit in trade in chemicals
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and chemical products with non-Communist countries amounted to
almost $500 million in 1971, more than eight times the 1960 figure.
Net import balances in plastics and manmade fibers combined exceeded
$200 million. Imports from non-Communist countries exceeded ex-
ports to them in every major product category except fertilizers, for
which a $70 million export surplus was reported. Moreover, a $60
million deficit was incurred in trade with non-Communist countries
in basic and intermediate chemicals. In 1972, the overall deficit in
chemical and chemical product trade with non-Communist countries
grew to about $700 million.9

Thus far the U.S. share of East European trade in chemicals has
been small. In 1971, the United States accounted for 1 percent-$10
million-of Eastern Europe's imports of chemicals from non-Com-
munisi; countries and purchased 2 percent-$8 million-of the area's
exports of chemicals. In 1973, U.S. exports to Eastern Europe
amourted to $14 million. Meanwhile, U.S. imports from Eastern
Europe rose to $17 million.

While their chemical trade with non-Communist countries shows a
substantial deficit, the East European nations have developed a
substantial export surplus in trade with the U.S.S.R. During 1961-71
the surplus grew from $50 million to $280 million. Eastern Europe
exports large quantities of low-tonnage chemical products to the
U.S.S.R., such as pharmaceuticals and dyes. Trade in synthetic
materials, and in basic and intermediate chemicals, is more or less
balanced. Potassium fertilizer is one of the largest items on the
import side. The U.S.S.R. also supplies substantial amounts of raw
materials for the chemical industry including apatite concentrate,
($70 mrillion in 1971), natural gas, crude oil, and coking coal.

The remainder of East European trade in chemicals consists largely
of internal East European trade. Comprehensive information on the
composition of chemicals trade among the six countries of Eastern
Europe is not available although low-tonnage items such as pharma-
ceuticti:s and dyestuffs appear to predominate.

The largest deficit in trade with non-Communist countries in 1971
(table 9) was incurred by Hungary ($138 million) and the smallest
by Rcmania ($13 million). Hungary's production of synthetic ma-
terials is small even by East European standards, so Hungarian
planners have found it necessary to import large amounts of plastics
and synthetic fibers from non-Communist countries. Imports of
pesticides and basic and intermediate chemicals were also substantial
in 1971. Although Hungary has a well-developed pharmaceuticals
industry, its exports of pharmaceuticals and medicines to non-Com-
munist countries amounted to only $8 million in 1971, or $2 million
more than imports in this category."0 In contrast, Hungary's exports
of pharmaceuticals and medicines to the U.S.S.R. totaled $83 million
in 1971. At the other extreme, Romania's import requirements for
chemicals have been smaller, and it has been able to export large
quantities of nitrogen fertilizers to the West by limiting domestic
consumption per hectare to the lowest level in Eastern Europe.

CurreiLt dollars which reflect the devaluation of the dollar following the Smithsonian agreement of
December 1971.

15 From statistics published by non-Communist countries. Hungarian statements Indicate exports of
pharmaceiticals and medicines to non-Communist countries may have totaled as much as $43 million and
imports as much as $17 million.
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TRADE 9.-EASTERN EUROPE: TRADE IN CHEMICALS AND CHEMICAL PRODUCTS WITH NON-COMMUNIST
COUNTRIES, BY COUNTRY, 1960 AND 19711

[Million U.S. dollars]

1960 1971

Country Exports Imports Net Exports Imports Net

Eastern Europe -156 214 -58 431 917 -486

Bulgaria -4 14 -10 43 75 -32
Czechoslovakia -27 42 -15 56 170 -114
East Germany -74 46 28 122 205 -83
Hungary -12 40 -28 48 186 -138
Poland -35 48 -13 82 188 -106
Romania --------- 4 24 -20 80 93 -13

X For sources and methods see footnotes to table 8.

East Germany's position slipped badly in the 1960's. East German
imports from non-Communist countries jumped by 345 percent while
exports to them increased by only 65 percent. The value of shipments
to non-Communist countries of potassium fertilizer, one of East Ger-
many's major export items, increased by only 43 percent. Exports to
other East European countries meanwhile increased by 75 percent.
East Germany, which possesses extensive deposits of potash, is the
only significant producer of potassium fertilizer in Eastern Europe.

Concerned by the trend in chemicals trade, East European countries
and the U.S.S.R. have jointly tried to limit imports of chemical prod-
ucts from non-Comniunist countries. These efforts have had only
marginal success. For example, specialization in pharmaceutical
production under CEMA reportedly led to discontinuing imports of
86 types of pharmaceuticals and to reducing imports of 72 others."
East European imports of pharmaceuticals from the West increased
from $15 million in 1960 to $44 million in 1971, an increase of 190
percent, compared with an increase of 330 percent for all chemicals
and chemical products. Eastern Europe is attempting to develop a
similar specialization in the production of pesticides, imports of which
from non-Communist sources grew from $5 million in 1960 to $39
million in 1971. By 1980, planners in Eastern Europe and the U.S.S.R.
hope to satisfy 96 percent of the area's demand for pesticides from
internal sources.

In dealing with trade deficits with the West, the East European
countries-like the U.S.S.R.-want to trade production for tech-
nology. As one means of expanding exports of chemical products, East
European countries have tried to purchase chemical technology and
equipment from non-Communist countries under contracts that
provide for repayment in kind, or for joint marketing of the resulting
output. A West German firm built a urea fertilizer plant in Romania
under such an arrangement. Bucharest has also concluded an agree-
ment with a Japanese firm that will erect a synthetic fiber plant and
participate in marketing the output.

OUTLOOK: CHEMICAL PRODUCTION AND TRADE, AND IMPORTS OF
EQUIPMENT

The production targets for chemical fertilizers and synthetic
materials established under the 5-year plans (1971-75) are the priority
goals for further development of the chemical industries in Eastern

"I Gyula Szeker, Magyar kernikusok lapja No. 10, 1971. (U.S. Joint PubUcations Research Service, Trans-
lations on Eastern Europe, JPRS 55274, Few. 25,1D72, p. 39.)
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Europe (table 10).11 By 1975 or 1976, fertilizer production probably
will exceed 12 million tons annually. Per capita production will be well
over 100 kilograms per year compared with 61 kilograms per capita in
the European Community in 1972. Per capita production of synthetic
fibers and synthetic rubber, however, will still be less than the 1972
levels in the European Community, while per capita production of
plastics will only be half that in the European Community in 1972.
TABLE 10.-EASTERN EUROPE: PRODUCTION OF SELECTED CHEMICAL PRODUCTS BY COUNTRY, 1972 AND PLAN

1975

[Thousand metric tonsl

1972 1975 (plan)

Chemical Synthetic Synthetic Chemical Synthetic SyntheticCcuntry fertilizer 2 Plastics fibers rubber fertilizer a Plastics fibers rubber

Eastern Europe. 8,281 1, 551 270 349 12, 504 2, 597 442 497
Bulgaria -- 653 123 35 15 1, 150 152 35 20Czechnslovkia -------- 678 297 47 51 1, 074 500 60 75
East Germany -3, 285 458 69 132 4, 200 700 100 135Hungary -555 100 7 - - 900 160 18 -Poland -1, 910 299 74 78 2, 470 520 121 120Romania -1, 200 274 38 73 2, 710 565 108 3 147

a Most of the data for 1972 were obtained from statistical yearbooks published by the 6 East European countries. Plannedproduction figures for 1975 were obtained from directives for the 1971- 75 plan period published in the East European press.a Nutrient content.
* By ALgust 1973 the plan had apparently been reduced to 117,000 tons.

Detailed plans for chemical production in Eastern Europe in the
period after 1975 have not been published. Growth is likely to continue
to be rapid, particularly in the synthetic materials sector. Poland, for
exam-le, has released some preliminary targets for 1980: 980,000 tons
of plastics (a growth rate of 14 percent per year in 1976-80), 254,000
tons of synthetic fibers (16 percent per year), and 165,000 tons of
synthetic rubber (7 percent per year). Moreover, although Poland's
per capita output of mineral fertilizer is already quite large, the
scheduled increase in production is substantial. Poland plans to
produce 2,240,000 tons of nitrogen fertilizer (nutrient content) in
1980, a projected annual rate of growth of 8 percent during 1976-80.

Altfaough East European capabilities for designing and building
chemical plants are improving gradually, reliance on Western tech-
nolog y and equipment will continue at least through the remainder of
this decade. An official of the state planning commission in Czecho-
slovakia, one of the leading producers of chemical equipment in
Eastern Europe, recently stated that "a great portion of investment
programs of the fifth 5-year plan (1971-75) and the sixth 5-year plan
(1976--80) in the chemical industry assumes that we import licenses,
the know-how, as well as key installations from the West." 13 Data from
trade journals and other periodicals indicate that most of the fertilizer
capacity scheduled to come into operation in Eastern Europe during
1974-75 will incorporate Western technology and equipment. The
situation is much the same in synthetic materials and related basic
and intermediate chemicals. Moreover, many orders for delivery of

a2 Chentical production In Eastern Europe probably will be affected only marginally by increased worldprices for crude oil and by efforts of the regimes in Eastern Europe to restrict its use. For the short-runs,much of ;he oil consumed by Eastern Europe will continue to be obtained from the U.S.S.R. under long-term coniracts which provide for lower prices than now prevail on world markets. Moreover, the authoritiesIn Romania have indicated that the processing of crude oil for chemical production will have high priority.13 Jaroslav Pek, Chemicky Prumysl (Chemical Industry), No. 9, September 1973, p. 480.
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chemical equipment and technology to Eastern Europe in the latter
part of the decade have already been placed or are in the discussion
stage. Poland, for example, reportedly signed a $45 million contract
in late 1973 with a Japanese firm for facilities to produce ethylene and
other basic petrochemicals (and gasoline), and has made inquiries intI'okyo regarding the purchase of facilities costing over $200 million
for the production of synthetic fibers.

Eastern Europe probably will also continue to be an expanding
market for western suppliers of chemicals and chemical raw materials
in spite of efforts to restrict the growth of imports. To increase exports,
East European negotiators probably will press even harder than they
have for contracts that provide for repayment in kind for purchases of
chemical plants and technology and for various kinds of joint market-
ing arrangements.

MAIN SOURCES OF STATISTICAL DATA

YEARBOOKS

Bulgaria

'Tsentralno statistichesko upravlenie. Statisticheski godishnik na Narodna
Republika Bulgariia. Annual.
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Tederalni statisticky urad. Statisticka rocenka Ceskoslovenske socialisticke
republiky. Annual.

Chamber of Commerce. Facts on Czechoslovak Foreign Trade. Annual.

East Germany

:Staatliche Zentralverwaltung fur Statistik. Statistisches Jahrbuch der DDR,
Annual.

Hungary

Kozponti statisztikai hivatal. Statisztikai evkonyv. Annual.

Poland

Glowny urzad statystyczny. Rocznik statystyczny. Annual.
Rocznik statystyczny handlu zagranicznego. Annual.

Romania

Directia centrala de statistica. Annuarul statistic al Republicii Socialiste Romania.
Annual.

Union of Soviet Socialist Republics

Ministerstvo vneshney torgovli SSSR. Vneshnyaya torgovlya SSSR. Annual.

OTHER

OECD

Industrial production, Historical Statistics 1955-71. 1973.
Industrial production, Quarterly supplement to Main economic indicators, 3d

quarter 1973.
The Chemical Industry. Annual.

United Nations

Monthly Bulletin of Statistics.
United States

Department of Commerce, Summary tables on East-West trade (published in
sheet form by the International Trade Analysis Staff. Bureau of International
Commerce). Annual.
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INTRODUCTION

The role of petroleum in the industrial and transport sectors of
Eastern Europe has become increasingly important during the past
decade. As Eastern Europe has sought to become competitive with
Western Europe, wider uses of petroleum have been found in de-
veloping a modern road and rail transport network, petrochemical
industries, and modern metallurgical processes. The growth of the
oil industry in Eastern Europe has been accomplished primarily by
imports, for the most part from the Soviet Union but to an increasing
degree from the Middle East. This report examines the limited po-
tential of the area for future indigenous production of petroleum and
highlights the problems of increasing reliance on imports throughout
the 1970's.

(406)
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PETROLEUM AS A SOURCE OF ENERGY

Eastern Europe I has increased its use of petroleum almost three-
fold since 1960 but continues to rely on coal as its major source of
energy. Indeed, it is the only industrialized region in the world that
does not rely heavily on the use of oil and gas.

Until the 1960's petroleum consumption was held down by the
lack of indigenous oilfields in all countries except Romania, the
competition from large coal resources, the shortage of hard currency
for foreign purchases of oil, and the underdeveloped state of motor
transport. These constraints on petroleum use still exist. Nevertheless,
East European countries have had to convert to large-scale use of oil
and gas to make their economies more competitive and to create the
base for a modern chemical industry. Most of the rising demand for
oil has been met by imports, primarily from the U.S.S.R., whereas
increased use of natural gas has been made possible mostly by supplies
from indigenous resources.

Eastern Europe changed from a small net exporter of energy in 1960
to a sizable net importer in 1970, primarily because imports of oil far
exceeded exports of coal (see table 1). As the share of oil and gas in
total energy consumption doubled during the 1960's, the role of coal
declined from about 85 percent of energy consumed in 1960 to slightly
less than 70 percent in 1970. The share of oil and gas in total energy
use varies widely among the East European countries, but overall
was less than 30 percent in 1970.2

Although there is an intensive effort underway among members of
the Council for Mutual Economic Assistance (CEMA)5 to locate oil
and gas deposits and increase production, Eastern Europe will have
to depend on imported oil and gas to an ever greater degree for the
foreseeable future. The Soviet Union will continue to provide most of
the oil required by Eastern Europe (except for Romania), chiefly by
means of an expanded crude oil pipeline system that is to reach a
capacity of 50 million metric tons 4 per year in 1975. Eastern Europe
will rely on imports of Soviet natural gas for about 20 percent of total
gas supply in 1975 when new gas pipeline networks are to be completed.
But the East European countries still do not know where their oil and
gas will come from after 1975, or at what cost. Their problems and
possible courses of action in this regard are discussed in "Prospects
for the Future", below.
I In this report, Eastern Europe includes Bulgaria, Czechoslovakia, East Germany, Hungary, Poland,and Romania.
S Energy consumption by source is given for each country in Appendix Table 1.

Includes the U.S.S.R., Bulgaria, Cuba, Czechoslovakia, East Germany, Hungary, Mongolia, Poland,
and Romania.

4 Metric tons are used throughout this report.
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TABLE 1.-EASTERN EUROPE: PRIMARY SOURCES OF ENERGY, 1960, 1965, AND 1970'

[in million tons of standard fuel I

Hydroelectric
CoalI Oil Natural gas power d Totel

1960:
Production -235.8 19.0 16.2 3.2 274.2
Net trade -- 6.6 +4. 5 +. 4 0 -1. 7
Consumption -229.2 23.5 16.6 3.2 272. 5

1965:
Production -275.0 21.8 27.1 4.2 328.1
Net tride -- 2. 5 +21. 0 +. 6 --0. 6 +19. 7
Consumiption -272.5 42.8 27.7 4.8 347.8

1970:
Produ :tion -305.7 23.4 46.8 4. 5 380.4
Net trode -- ---------- -7. 2 +51. 7 +3.1 -Fi. 7 +49. 3
Consumption -298.5 75.1 49.9 6.2 429. 7

l See statistical handbooks cited in Selected Statistical Bibliography.
2 1 ton oI standard fuel equals 7,000,000 kilucalories or 12,600.000 Btu's.
' Includes trade in coke.
4 Includes imports of electric power from the U.S.S.R.

OIL SUPPLY AND DEMAND

Reserves and Production

Proved reserves of crude oil in the six countries of Eastern Europe
are estimated at 200 million tons, approximately a 12-year supply,
based on the 1973 level of output. This resource base, representing
less than 0.5 percent of world oil reserves, is inadequate to cover de-
mand for liquid fuels in the area. The potential for onshore discoveries
in these countries does not appear promising, although exploratory
efforts are continuing with emphasis on deep drilling. Geologists be-
lieve that some potential exists for offshore oil discoveries, especially
in the Black Sea off Romania and Bulgaria and in the Baltic Sea
coastal regions of Poland and East Germany. To date, however, only
limitec. exploratory work has been conducted in these waters, with no
tangib .e results. Based on the progress of offshore activity, signifi-
cant increases in production are unlikely to result during the remainder
of the 1970's. Estimated proved reserves and crude oil production in
1973 for each of the countries are shown below:

[in million metric tonsl

Proved Crude oil
Courtry reserves production2

Bulgaria5 . 0.2. .- - - -----------------------------------------
Czechoslovn kia -2 .2
East Germa iy -I ()
Hungary -2 ,0 2. 0
Poland -. - 5 .3
Romania - 165 14. 3

Total -198 17. 0

1 Information on reserves derived from data in selected petroleum industry publications, including World Oil, Aug. 15,
1973; World Petroleum Report 1973; Petroleum Press Service (Petroleum Economist); Oil and Gas Journal, December
1973; Petroleum in Romania, American Petroleum Institute, Augist 1971.

2 Production data obtained from statistical handbooks and monthly periodicals cited in "Selected Statistical Bibli-
ography."

a Negligible.

Crude oil production in Eastern Europe in 1973 amounted to 17
million tons, less than 0.5 percent of world oil output. During 1971-73,
crude oil production in the area grew at an average annual rate of only
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about 1.5 percent per year. (See table 2 for data on total oil supply and
consumption.) Romania, which has the lion's share of oil reserves in
Eastern Europe and is the major producer, accounted for about 84
percent of the area's crude oil output in 1973. Romania is the only net
exporter of oil in Eastern Europe and is the only country where oil and
gas provide the bulk of energy consumed. Even Romania, however,
has bad difficulty in increasing oil production. Despite intense ex-
ploratory efforts and attempts to increase secondary recovery, p -
duction has stabilized since the mid 1960's. During 1966-73, Ko-
manian crude oil production rose at an average annual rate of only
1.6 percent; no change in this trend is forecast for the remainder of
the 1970's. In the mid- to late-1960's, on the basis of several new
discoveries, petroleum officials in Bulgaria, Poland, and Hungary
forecast that oil production in 1975 would be significantly above the
level anticipated for 1970. This optimism was unfounded. Output has
declined during 1969-72 in Poland and since 1970 in Bulgaria, while
Hungary has maintained production at a constant level of 2 million
tons per year since 1970, and hopes to continue at this annual rate
through 1980.

TABLE 2.-EASTERN EUROPE: OIL SUPPLY AND APPARENT CONSUMPTION, 1960, 1965-73, 1975 PLAN

[In millions of metric tonsj

Crude oil Petroleum products

Apparent
Produc- Total 2 consump-

tion Imports Exports supply OutputI Imports Exports tion 4

1960 - 13.2 6.5 0.1 19.6 19.9 3.5 7.7 15.7
t965------------ 15.1 98. 9 .3 33.8 32. 9 5. 0 9.4 28. 5
1966 -15. 5 21. 8 .6 36. 7 35. 5 4. 9. 7 30.6
1967 -16.0 23.5 .2 39.3 38.1 6.3 9.4 35. 0
1968- 16.2 28.7 .2 44.7 42.4 6.6 10.5 38.5
1969 -16.0 35.0 .2 50.8 48.0 - 6.6 10.1 44. 5
1970 -16.3 39.5 4 55.3 52. 4 6.9 9. 4 49. 9
1971 -16.6 45.6 2 62.1 58. 8 6. 3 8. 3 56. 8
1972------ 16. 9 54. 5 .7 70. 7 66. 3 5. 8 9. 5 62.6
1973 - 17.91 69 7 (5) 78. 8 72. 2 6. 6 9.9 69. 7
1975 plan -17.3 76.5 (I) 93.8 86.6 5.6 10.0 82. 2

'See statistical sources cited In "Selected Statistical Bibliography."
2 Totals may not add due to rounding.
3Includes synthetic fuels obtained from processingcoal in Czechoslovania and East Germany.
4 Includes storage and losses.
* Negligible.
a Preliminary estimate.

Foreign Trade

Because of the rapidly rising demand for oil during the past decade
and the limits on indigenous production, Eastern Europe has had to
rely on imports for an ever larger share of its oil supply. In 1970,
for example, the area depended on imports for only about 10 percent
of total energy consumed from primary sources (see table 1), but
almost 70 percent of its oil supply was imported.5 The U.S.S.R. has
been the major supplier of oil to Eastern Europe. During 1966-70
the Soviet Union provided these countries with about 138 million
tons of crude oil, which accounted for more than 90 percent of their
crude oil imports and about 60 percent of total crude oil supply.

5 Appendix table 2 shows for each country the changing share of imported crude oil and petroleum products
in total consumption.

32-765-74- 2T
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These Soviet exports represented about 9 percent of total crude oil
production in the U.S.S.R. during the 5-year period. Plans for 1971-
75 call for the Soviet Union to supply Eastern Europe with 243
mil ion tons of crude oil, equivalent to about 11 percent of anticipated
Soviet crude oil production during the period. If one excludes Romania,
which is a net exporter of oil and does not receive oil from the U.S.S.R.,
the remaining five countries presently rely on Moscow for at least 80
perent of their total crude oil supply.

The Friendship crude oil pipeline has plaved a vital role in Soviet
oil trade with Eastern Europe. This pipeline system, which began
operating in 1962, extends more than 3,000 miles from the Urals-
Volga oilfields in the U.S.S.R. to Poland, East Germany, Czechoslo-
valia, and Hungary. The section within the U.S.S.R. to Mozyr in
Byelorussia is 40 inches in diameter and has a capacity of about 40
miluion tons per year. At Mozyr the line splits into two 24-inch
branches, one going north to Poland and East Germany and the
other to Czechoslovakia with a spur to Hungary. By the end of the
1960's this line was delivering about 20 million tons per year to the
four countries. In addition, 10 million tons of Soviet crude oil were
shipped in by tanker and 2-3 million tons of petroleum products were
obtained by rail and by sea.

As East European oil demands continued to rise, CEMA decided
in L967 to build a second Friendship pipeline, paralleling the first
for the most part. This second pipeline, which is in partial operation,
now extends beyond the Urals to West Siberian oilfields and has a
48-;.nch diameter as far as Mozyr. There it branches in 28-inch diam-
eter lines to the northern and southern sections of Eastern Europe.
In the southern section Hungary will also be served by a separate
branch extending from the Soviet-Hungarian border to a large re-
finery at Szazhalombatta, near Budapest. In 1975, when most of
the pumping stations are to be installed, the entire Friendship pipe-
line system is to have the capacity to deliver 50 million tons per year
to Eastern Europe.

I)uring the past several years Soviet officials have indicated reluc-
tance to continue increasing oil deliveries to Eastern Europe beyond
the level planned for 1975. Instead they have suggested that East
Euiropean nations seek supplemental oil supplies from the Middle East.
Sin-e 1968 most East European countries have signed barter agree-
ments with one or more Middle East and North African oil producers
(including Iran, Iraq, Libya, and Algeria) to obtain small amounts of
crule oil in exchange for industrial goods and technical services. Such
imports were expected to increase substantially in the next several
years. To avoid payments problems, Eastern Europe is now scrambling
to arrange further barter deals with Middle East and North African
oil producers. Poland, Hungary, Bulgaria, and Czechoslovakia recently
signed agreements to deliver equipment, complete plants, and tech-
nical services to Libya in exchange for Libyan crude oil.

Romania occupies a special position in the East European oil trade
with the Middle East. It needs imported oil to refine into p roducts
that are then sold primarily to Western Europe to earn hard currency.
Although Romanian crude oil production has leveled off in recent
years, output is still more than adequate to meet domestic demand.
BiB, refining capacity has expandled beyond that required to process
ind:[genous crude oil. As a result, Romania has been importing steadily
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increasing amounts of crude oil-about 3.8 million tons in 1973-to
process into products for the export market. These product exports
are especially valuable now because world oil prices have quadrupled
since mid-1973. To assure adequate deliveries of crude oil for the
next several years, Romania concluded a barter deal with Libya
in Februarv 1974 to import 3 million tons per year through 1977 in
exchange for a refinery to be built in Libya and for construction and
agricultural services. This quantity of oil alone will provide half of
the 6 million tons Romania plans to import in 1975.

The Pan Adria crude oil pipeline across Yugoslavia to Huingary and
Czechoslovakia will reduce the cost of East European oil trade with
the Miciddle East. After 8 years of discussions and negotiations, an
agreement was concludedl in Februarv 1974 for construction of a 460-
mile, 36-inch-diameter p)iPeline with a capacity of 34 million tons per
year. If construction begins in 1974, as now planned, the first section
of the line will be in operation in 1977 and will provide Hungary and
Czechoslovakia anniallv with 5 million tonis each. Another 24 million
tons will be delivered to Ylugoslav refineries in 1980. Crude oil supplies
have not yet been contracted for, although Iran, Iraq, and Kuwait
have been mentioned as potential suppliers.

Refining

At the end of 97:3 the 6 countries in Eastern Europe had about 33
refineries on strE tun with a total crude charge capacity of some 80
million tons (1.6 million barrels per day), distributed as follows:

[Capacity in million tons per yearl

Crude oil
Number of charge

Country refineries capacity

Bulgaria --------------------------------------------------- 3
Czechoslovakia- 6 14
East Germany5 - 16
Hungary -5 9
Poland -6 12
Romiania -------------------------------------------------- 8 20

Total -------------------- 33 81

Excludes synthetic oil plants.

These plants range in size from a capacity of 100,000 tons per year
(Ostrava, Czechoslovakia) to about 9 million tons per year (Plock,
Poland).

ro process Soviet crude oil made available via the Friendship pipe-
line, alnajor refinery construction program was undlertaken in Eastern
Europe in the early 1960's. At least one large refinery complex was
built in each country to process the imported oil an(l to initiate pro-
duction of petrochemicals. Along the northern section of the pipeline,
new refineries were built at Plock in Poland and at Schwedt in Last
Germany. New plants also Wecnt on stream at Bratislava in Czechoslo-
vakia and at Szazlialonibatta in Hungary, on the southern pipeline
route. All of these refineries were constructed with Soviet technical
assistance, using Soviet processes and some Soviet equipment. As
demand for oil products rose, these plants were expanded and modern-
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ized io provide a larger share of domestic needs. Much of the new
technology and equipment for installing secondary processing equip-
ment-such as catalytic cracking, catalytic reforming, and hydrogen
treating-has been acquired from the United States and from Western
Europe.

In Bulgaria, a new refinery was completed in the inid-1960's near
Burgas, on the Black Sea coast, to refine Soviet crude oil delivered by
tanker. This plant was built with Soviet assistance and equipment,
.and subsequent expansion and modernization was carried out pri-
marilv with Soviet help, but also with some aid from West European
firms.

Refining operations in Romania-a major oil producer and refiner
for many years-have been among the best in Eastern Europe. In the
early- to mid-1960's, the Romanians embarked on a refinery moderni-
zation program, employing U.S. technology and equipment to install
catalytic reforming and catalytic cracking units at the Brazi refinery.
Some of these units were added later to other refineries, having been
adapted from the original installations at Brazi.

Apparent Consumption

Although East European countries no longer publish information
on consumption of oil, "apparent consumption" can be derived from
data cn production and net trade. (See table 2, above, and appendix
table 2.) As imports of crude oil rose and refineries expanded aftelr the
mid 1960's ,Eastern Europe achieved a small net export of petroeum
products, primarily to Western Europe (about 3.5 million tons in 1972).
Nevertheless, East European countries have been importing products
from -he U.S.S.R. and exchanging products among themselves for
years to satisfy rising and varying requirements. Apparent consump-
tion of oil products rose from about 29 million tons in 1965 to 50
million tons in 1970, an average annual rate of increase of 12 percent.
Available plan information indicates that oil consumption will reach
some 82 million tons in 1975, a rate of growth of about 10 percent per
year during 1971-75.6 Jn 1973 Eastern Europe relied on imports for
about three-fourths of total consumption-about 70 million tons;
this reliance on imports will increase slightly by 1975.

NATURAL GAS

Reserves and Production

Eastern Europe's position is better with respect to natural gas than
to oil, as reserves of gas appear adequate and production has been
rising steadily during the past decade. Total proved and probable
reserves are estimated at 620 billion cubic meters, about a 13-year
supply at the 1973 level of production. Romania has about two-fifths
of the area's gas reserves and is the major producer, but new dis-
coveries in East Germany, Hungary, and Poland have improved
the overall production potential. Within the six countries of Eastern
Europ3, energy derived from production of natural gas in 1970 was

d The total availability of petroleum products includes 600,000-700,000 tons of synthetic
fuels obtained from coal in East Germany. This output was to have been phased out by
1975 but probably will be retained if prices of imported oil remain at present levels or
continue to rise.
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double that obtained from the output of indigenous crude oil (see
table 1).1

Output of natural gas in Eastern Europe rose from about 21 billion
cubic meters in 1965 to almost 48 billion in 1973 (see table 3). The
average annual rate of increase in gas production during 1966-73 was
almost 11 percent, more than seven times that for crude oil. During
these years Romanian output increased at a rate of 7 percent per
year and accounted for about 70 percent of total East European
production of natural gas.8 Particularly large increases in gas produc-
tion have occurred in East Germany since 1969, when a major dis-
covery was made in the Magdeburg district close to the West German
border. Output spurted from 370 million cubic meters in 1969 to 7
billion cubic meters in 1973. More than threefold increases in gas
production have been recorded in Hungary and Poland since 1965,
also resulting from new gas finds. Estimated reserves of natural gas
and output in 1973 are as follows:

[in billion cubic metersi

Country Reserves I Production 2

Bulgaria 25 0. 2Czechoslovakia ------------------------------------------------------------ 15 .8East Germany - 100 7. 0Hungary----------------------------- 100 4. 9Poland-130 5.8
Romania ~~ ~ ~ ~~~~~~~~~~~~~250 29.2

Total -620 47. 9

X Information on reserves derived from data in selected petroleum industry publications, including World Oil, Aug. 15,1973;, Wurld Petroleum Report 1973; Petroleum Press Service (Petroleum Economist); Oil and Gas Journal, December1973; Petroleum in Romania, American Petroleum Institute, August 1971.
a Production data obtained from statistical handbooks and monthly periodicals cited in "Selected Statistical Bibliog-rap hy.*'

TABLE3.-EASTERN EUROPE: NATURALGASSUPPLYANDAPPARENTCONSUMPTION, 1960,1965-73,1975 PLAN'

[In billion cubic metersf

ApparentYear Production Imports Eaporta consumption

1960- ---------------------------- 2.5 0.4 0.2 12.8
196 -20.8 .6 .2 21.21966 - 22.7 .9 .2 23.41967 -25.7 1.6 .2 27.01968 -28.5 1.8 .2 30.1169 -32.8 2. 1 .2 34.7
1971-----------------------------36.0 2.6 .3 38.31971 -39.5 3. 4 .3 342. 51972 ------------------------------------------------ 43.4 3. 6 .2 346.91973 447.9 5. 0 .2 52.7
1975 plan -53.5 13.7 .2 67.0

I Totals from statistical handbooks in "Selective Statistical Bibliography."I Includes storage and losses.
a Totals may not add due to rounding.
4 Preliminary estimate.

Trade and C'onsumption

Despite the substantial increase in indigenous output of natural gas
since the mid-1960's, Eastern Europe's demand has exceeded supply.
The U.S.S.R. made up the difference by delivering increasing volumes
of gas-600 million cubic meters in 1965 but more than 5 billion in

7 The importance of natural gas In this energy calculation Is exaggerated, as perhaps 20 percent of thegas ts used as a feedstock for the manufacture of chemicals and not as a source of energy.a See appendix table 3 for data on the production, trade, and consumnption of natural gas in the IndividualEast European countries.
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1973. The share of imports in total natural gas supply, 3 percent in
1965, amounted to almost 10 percent in 1973. Plans for 1971-75 call
for Soviet deliveries of natural gas to Eastern Europe to total 33 billion
cubic meters compared with only 9 billion during 1966-70. If these
plans are fulfilled, imports will represent about 20 percent of total
gas consumption in 1975 (see table 3).

Tho pipeline system for moving Soviet gas to Eastern Europe has
been in a state of continuous expansion. In 1967 a 24-inch pipeline
was completed from the Soviet gas field in the western Ukraine to a
chemical plant at Pulawy, Poland, and extending to Warsaw where
the gas is used mainly as an industrial fuel. Polish imports of Soviet
natural gas rose from about 380 million cubic meters in :965 to about
1.1 billion in 1967 and remained at about that level through 1970.
As demand for gas rose by one-fourth between 1970 and 1.973, Polish
imports of gas increased by more than one-half to 1.7 billion cubic
meters in 1973, even though production of indigenous gas grew
appreciably.

In July 1968 the 28-inch diameter Brotherhood gas pipeline system
was completed, connecting west Ukrainian fields with Czechoslovakia
and Austria. Czechoslovak imports of Soviet gas through this line
rose from 600 million cubic meters in 1968 to about 1.9 billion in 1972,
accounting for about 70 percent of Czechoslovakia's total gas supply
in 1972. In May 1969 the U.S.S.R. signed an agreement to export
natural gas to East Germany. During 1969-71 Moscow also concluded
agieements to deliver natural gas to several West European countries
(West Germany, Italy, France) beginning in 1973.

With the pipe and equipment supplied to the U.S.S.R. by West
European firms as part of the gas agreement, a 48-inch diameter
pipeline has been built across part of Czechoslovakia. From this main
line two 36-inch diameter sections split off, one to Austria and Italy
and the other to East and West Germany. The northern section
begar. delivering gas to East Germany in April 1973 and to West
Germany in October 1973. Soviet deliveries to East Germany are to
reach 4 billion cubic meters in 1975 and 3 billion to West Germany
the same year. Concurrently, Czechoslovakia has been assured a
larger supply of Soviet gas-about 3.5 billion cubic meters in 1975
and as much as 10 billion in 1980. Initially, the Soviet gas for East
and West European consumers will come from Ukrainian and Central
Asian deposits, but eventually from new fields in West Siberia. A
36-inch diameter pipeline is in the final stages of construction from
the Shebelinka field in the Soviet Ukraine to Bulgaria, via Romania.
This line is to supply Bulgarian industry near Sofia with 1 billion
cubic meters in 1974 and 3 billion in 1975.

Soviet prices for natural gas delivered to Poland and Czechoslovakia
during 1971-7:3 averaged almost 50 cents per 1,000 cubic feet (about
$17.50 per 1,000 cubic meters). These prices are far higher than
the 22 cents per 1,000 cubic feet that the Soviet Union paid for
Iranian and Afghan gas that it imported during those years. If
Soviet practices follow those of Western Europe where the price of
natural gas is aligned with the nearest competitive fuel rather than
true production cost, prices charged for Soviet gas in the export
market probably will rise in the near future. For example, the price
of Dutch gas in the West European market, which is tied to the price
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of oil, was 67 cents per 1,000 cubic feet in December 1973, equivalent
to about $4 per barrel of oil. As the average delivered price of oil in
Rotterdam in February 1974 was about $10 per barrel, the price of
Dutch gas is likely to rise sharply. Prices charged to Eastern Europe
by the U.S.S.R. are fixed through 1975, but those for 1976-80 are
now being renegotiated bilaterally.

PROSPECTS FOR THE FUTURE

Eastern Europe faces serious problems in trying to assure energy
supplies for the remainder of the 1970's. Planners are searching for
answers to a number of interrelated questions:

Will the U.S.S.R. maintain or continue to increase deliveries of
oil and gas after 1975, and how much will it charge for these
fuels?

Will energy plans have to be revised to include greater use of
indigenous coal resources, in part through coal liquefaction
and gasification, and must further restrictions be imposed to
conserve use of fuels and energy?

How much oil will have to be purchased from Arab producers for
hard currency and how much obtained in barter deals? What
effect would large purchases of fuel for hard currency have
on balances-of-payments and industrial growth?

There is no question that Eastern Europe will have to acquire more
of its oil supplies from non-Communist sources in the future. Unless
the Soviet Union gets Western assistance to develop its oil and gas
deposits in West Siberia, it will not have enough oil to meet simul-
taneously its own rising requirements, satisfy the needs of Eastern
Europe, and expand exports to Western markets to earn hard currency.
Although the U.S.S.R. probably will maintain deliveries of oil through
the Friendship pipeline, the prospects for increased exports of Soviet
oil to Eastern Europe during the second half of this decade are not
promising. By 1980, Eastern Europe might have to get as much as
40 percent of its oil imports-perhaps 50 million tons-from the
Middle East and North Africa.

The U.S.S.R. is now selling oil to Eastern Europe at about $2.60 per
barrel, about one-fourth of the world market price. Accordinig to
present trade agreements this Soviet price is fixed through 1975, s0
that the bulk of East European oil supplies will be provided consider-
ably below world market prices. Thus most of the East European
countries will be relatively immune from large increases in their oil
import bills through 1975. Although the Soviets would like to take
advantage of higher prices and sell more oil to the West to earn hzidly
needed hard currency, they are unlikely to renege on their commitment
to deliver oil to Eastern Europe.

Eastern Europeans anticipate that Soviet oil and gas prices will rise
significantly during the next plan period (1976-80). To pay the higher
prices these countries will have to export more manufactured goods
to the U.S.S.R. and/or invest heavily in developing Soviet fuels and
raw materials. For example, a CEMA agreement concluded in Feb-
ruaLry 1974 calls for joint development of natural gas deposits in the
Orenburg region of the U.S.S.R. and construction of a pipeline to
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Eastern Europe for increased gas deliveries. By 1980 imports of Soviet
natu: al gas may account for about 30 percent of total East European
gas supply.

Because of the international oil crisis, East European planners will
reexamine energy goals and may cut back anticipated expansion of
oil and gas use. However, Eastern Europe has embarked on a program
of expanding automobile ownership, which will require more motor
gasoline. Aware of the automobile explosion in Western Europe, East
Europeans will not easily give up their desire for a family car. In ad-
dition, the drive toward dieselization of railroads in Eastern Europe
will lead to increased consumption of diesel fuel. On the other hand,
industrial uses of fuel oil, especially in the electric power, metal-
lurgical, and building materials sectors, could be reduced by con-
verting to coal without great difficulty or loss of efficiency. And, while
hydrocarbon raw materials (oil and gas) are more efficient than other
materials in the manufacture of some chemicals, reversion to use of
coal can be accomplished readily.

Al though conversion to greater use of coal would moderate balance-
of-payments problems and ease fuel shortages, increased reliance on
coal would have drawbacks. The quality of much of the coal that can
be produced easily is diminishing, so that larger amounts are required
to achieve a given calorific value. The increased bulk that must be
transported adds to costs as does the disposal problem arising from
the high ash content of the coal (up to 45 percent). In any event,
transportation facilities in Eastern Europe would be squeezed by any
pronounced switch to solid fuels.

In recent months conservation measures have been introduced by
most East European countries to limit consumption of petroleum
products-mainly by gasoline rationing and lower speed limits but
also by reducing the use of fuel oil in industry and homes. Only
Romania and Bulgaria, however, have launched serious conservation
programs. Romania has raised prices of gasoline sharply, restricted
fighting in offices and businesses, forced the lowering of room tempera-
tures in industry and homes, and reduced industrial use of electric
power and fuel oil. Together, these measures are designed to save 1.5
million tons of oil per year. Bulgaria's program is much the same. If
these measures remain in effect, annual fuel savings would be equiva-
lent to 10-15 percent of total oil consumption in Romania and Bulgaria
in the mid-1970's. In the other countries present conservation efforts
will result in only slight savings of oil.

A staggering import bill for oil faces the East European countries
unless major barter arrangements can be made for the future. If as
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much as 50 million tons of crude oil were purchased for hard currency
from Arab countries in 1980 at present prices-about $10 per barrel-
the increased import bill for oil alone could reach more than $2.5
billion. This would add some 15 percent to total estimated hard cur-
rency imports from the West in 1980. Any oil obtained in barter deals
would, of course, reduce these hard currency expenditures. Barter
imports of more than 15-20 million tons per year by 1980 are unlikely,
however. Countries that could be major oil suppliers, such as Iraq
and Libya, probably will want hard currency rather than East Euro-
pean goods and services. Therefore, even with barter or other special
arrangements, some countries in Eastern Europe wvigl find it diffcult
to avoid increasing balance of payments problems.

APPENDIXI

TABLE 1.-EASTERN EUROPE: CONSUMPTION OF ENERGY FROM PRIMARY SOURCES, 1960, 1965, AND 1970

lIn million tons of standard fuell I

Hydroelectric
Coal I Oil Natural gas powers Total

Quan Quan Quan- Quan- Quan-
Country tity Percent tity Percent tiy Percent tity Percent tity Percent

1960:
Bulgaria - 6. 7 72.8 1.5 16.3 0 0 1.0 10.9 9.2 100
Czechoslovakia - 46.3 87. 7 3. 5 6. 6 1.7 3. 2 1.3 2. 5 52.8 100
East Germany - 82.3 94.2 4.7 5. 4 (4) (4) .4 .4 87.4 100
Hungary -14 9 80. 5 2.9 15.7 7 3.8 (4) (4) 18.5 100
Poland - 74 4 93.8 3. 6 4. 5 1. 0 1. 3 .3 .4 79.3 100
Romania -4.6 18. 2 7.3 28.8 13.2 52.2 .2 .8 25. 3 100

Total -229.2 84.1 23. 5 8. 6 16. 6 6.1 3. 2 1. 2 272.5 100

1965:
Bulgaria -10. 5 61.7 5.4 31.8 .1 .6 1.0 5. 9 17.0 100
Czechoslovakia - 58. 2 84.1 7. 9 11. 4 1.0 1. 5 2.1 3.0 69.2 100
East Germany - 91.7 91. 2 8.3 8. 2 .2 .2 .4 .4 100.6 100
Hungary ------- 17.8 69. 8 5. 6 22.0 1.7 6.7 .4 1.5 25. 5 100
Poland -87.7 90.1 6. 9 7.1 2.2 2.3 .5 .5 97.3 100
Romania- 6. 6 17. 3 8. 7 22.8 22.5 58. 9 .4 1.0 38.2 100

Total -272.5 7&83 42.8 12. 3 27.7 8. 0 4.8 1. 4 347.8 100

1970:
Bulgaria -12.9 48.2 12.3 45.9 .6 2.2 1.0 3. 7 26. 8 100
Czechoslovakia - 62.3 77.4 13.6 16.9 2.7 3. 3 1. 9 2. 4 80.5 100
East Germany -93.0 84.3 15. 2 13. 8 1. 6 1. 5 .5 .4 110. 3 100
Hungary -16 1 52. 3 8.8 28.5 4. 8 15. 6 1. 1 3. 6 30.8 100
Poland -102.3 83.2 11.9 9. 7 7. 9 6.4 .8 .7 122.9 100
Romania -11. 9 20.4 13. 3 22. 8 32.3 55. 3 .9 1.5 58.4 100

Total -298.5 69.5 75.1 17.5 49.9 11.6 6. 2 1.4 429.7 100

I ton of standard fuel equals 7,000,000 kilocalories or 12,600,000 Btu's.
2 Includes trade in coke.
I Includes imports of electric power from the U.S.S.R.
I Negligible.

I For sources of statistics see appropriate sections of publications cited
ography."

in "Selocted Statistical BlibI
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TABLE 2.-EASTERN EUROPE: SUPPLY AND APPARENT CON SUM PTIO N OF OIL BY COUNTRY
I a thousand metric tonsl

Crude oil Petroleum productsX

Produc- Total coarn-
tion Imports Exports supply Output Imports Exports sumption

Bulgaria
1960 ---------- 200 12 80 132 100 900 (1) I, 000
1965.---------- 2.29 2, 200 4 2, 425 2, 200 1, 500 100 3, 600
1966.---------- 404 2. 604 25 2, 983 2, 700 1, 600 300 4, 000
1967.---------- 499 2,8S03 39 3, 263 3, 000 2, 200 200 5, 000
1968.---------- 475 3,310 237 3, 548 3, 300 2, 700 100 5, 900
1969.---------- 325 4, 807 48 5, 084 4, 700 2, 900 200 7, 400
1970.------ --- 334 5,696 108 5, 922 5, 400 2, 900 200 8, 100
1971 ---------- 305 7 547 (3) 7, 852 7, 200 2,600 () 9' 800
1972 ------------- 248 8, 279 (3) 8, 527 7, 800 2, 400 (2) 10, 200
1973' 4 -------- 95 9,652 e3) 9, 847 9,000 2, 400 (3) 11, 400
1975 plan ------------ 200 13, 000 (3) 13, 200 12, 000 2, °°° (2) 14, 000

Czechoslcvakia:
1960.---------- 137 2, 355 0 2, 492 a 2, 600 () 200 2, 400
1965.-- ------- 192 6,096 136 6, 152 a 5, 900 300 900 5, 300
1966.------- -- 190 6, 512 125 6, 577 5 6, 200 400 1, 100 5, 500
1967.---------- 200 7, 449 37 7, 612 5 7, 100 Soo 1, 100 6, 500
1968.---------- 205 7, 810 0 8, 015 r 7, 400 600 1, 100 6, 900
1969. _ -------- 210 9, 375 0 9, 585 8, 800 600 1, 200 8, 200
1970.---------- 203 9, 789 47 9, 954 9, 200 600 700 9, 100
1971.---------- 194 11, 505 0 11, 699 10, 700 500 600 10, 600
1972._-------- 191 12, 571 0 12, 762 11, 700 4 500 4 600 1 1, GOO
1973 4 . 190 14, 300 0 14, 490 13, 300 500 600 13, 200
1975 plan -------- 200 17,000o 0 17, 200 15, 800 500 500 15, 800

East Germiany:
1960. ----------- 1, 941 ------ 1, 941 6 3. 100 700 600 3, 200
1965. ----------- 5, 132 -------- 5, 132 a 6, 100 600 1, 100 5, 600
1966. ----------- 6, 440 --- _ 6, 440 a 7, 300 (2) 1, 300 6, 000
1967. ----------- 6, 640 ------ 6, 640 6 7, 800 100 1, 200 6, 700
1969 ----------- 9,072 ------- 9'2372 r 9 900 '°5 900 97 000
1970. ----------- 10, 334 ------ 10, 334 a11, 000 100 1, 000 10, 100
1971. ----------- 1O, 919 ----- 10, 919 112, 100 200 700 1 1, 600
197324 14, 858 ------ 14, 858 114, 400 () 1, 500 12, 900

1973 ------- 16, 300 ----- 16, 300 1 15, 500 (2 t200 14, 300
1975 plan -------- 18 000 ------ 18, 000 517, 000 1610 '1: 000 16,100

Hungary:
1960.---------- 1,217 1,456 34 2, 639 2, 500 100 700 1, 900
1965.---------- 1, 803 2, 251 121 3, 933 3, 800 400 500 3, 700
1966.---------- 1, 706 2, 911 477 4, 140 4, 000 500 700 3, 800
1967.---------- 1, 686 2, 956 169 4, 473 4, 300 600 700 4, 200
1968.---------- 1 8D7 3, 220 ° 5, 027 4, 800 700 1 ,100 4, 400
1969. ---------- 1, 754 3, 764 113 5, 405 5, 100 700 1, 000 4, 800
1970.---------- 1, 937 4, 349 292 5, 994 5, 700 900 800 5, 800
1971.---------- 1, 955 4, 892 188 6, 659 6, 300 700 300 6, 700
1972.---------- 1, 977 6, 065 705 7, 337 7, 100 600 600 7, 100
1973 ' -------- 1, 989 6, 555 e1) 8, 544 7, 900 600 500 8, 000
1975 plan -------- 2,000 9,000 0 II, 000 10, 100 500 500 10, 100

Poland:
1960.---------- 194 714 ------ 908 800 1, 800 200 2, 400
1965. --------- 339 3, 216 ------ 3, 555 3, 300 2, 200 1, 000 4, 500
1966. __ ------- 400 3, 347 3, 747 3, 500 2, 300 500 S. 300
1967.----- --- 450 3, 609 ------ 4, 059 3 800 2, 900 700 6, 000
1968.---------- 475 5, 582 ------ 6, 057 5, 600 2, 500 1, 500 6, 600
1969.---------- 438 6, 510 ------ 6, 948 6, 300 2, 400 1, 700 7, 000
1970.---------- 424 7,011 _---- 7, 435 6, 900 2, 400 1, 300 8, 000
1971.---------- 395 7, 894 ------- 8, 289 7, 600 2, 300 1, 100 8, 800

1973~~ 1 ---------- 392 II:,140 ------ 1, 532 IO: 000 3,130°0° 13008 119'800
1975 plan -------- 400 13, 500 ------ 13, 900 12, 800 2, 500 1, 000 14, 300

Romania:
1960.---------- 11, 500 O ----- 11, 500 10, 800 (2) 6, 000 4, 800
1965.---------- 12, 571 0 ------ 12, 571 11, 600 () 5, 800 5, 800
1966.---------- 12, 825 O ----- 12, 825 11, 800 () 5, 800 6, 000
1967, - 7-------- 3,206 0 ------ 1, 26 1,0 (2) 5, 600 76, 500
1969. ----------------- 13, 246 1, 300 ----- 14, 546 13, 200 (2) 5, 100 8, loo
1970 ---------- 13, 377 2, 291 ------ 15, 668 14, 200 (2) 5, 400 8, 800
1971 ---------- 13, 793 2, 858 ------ 16, 651 14, 900 (2,) 5, Soo 9, 300
1972 --------------- 14, 128 3, 000 ----- 17, 178 15, 300 (2) 5, 100 10, 200

1975 plan -------- 4, 50 6,000 ------ 20, 500 18, 900 (2) 7' 000 il''900

XIRounded to nearest hundred thousand torts.
2 Negligible.
; Not avalable.
4 Prelinrrinary estimate.
a Includes output of synthetic fuels from coal.
I Estimz ted to be less than 50,000 tons per year.
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TABLE 3.-EASTERN EUROPE: SUPPLY AND APPARENT CONSUMPTION OF NATURAL GAS BY COUNTRY

lin million cubic meters]

Apparent
Production Imports Exports consumption

Bulgaria:
1960 -------- 0 0-------------------- ° ° 0 B
1965 --- 73 0 0 73
1966 -109 0 0 109
1967 - , 329 0 0 329
1968 -506 0 0 506
1969 -525 0 0 525
1970 -474 0 0 474
1971- 327 0 0 327
1972 -220 0 0 220
1973 1- 200 0 0 200
1975 plan -200 3, 000 0 3, 200

Czechoslovakia:
1960 -1,294 4 9 1,289
1965 -,,, 752 0 14 738
1966 -811 0 0 811
1967 -1,016 265 0 1,281
1968 -833 587 0 1,420
1969- 885 889 0 1,774
1970 -812 1,357 86 2, 083
1971-,,,,, ,, 772 1,660 123 2, 309
1972 -800 1,937 0 2,737
1973'-, - 800 2,363 0 3,163
1975 plan -800 3,500 0 4,300

East Germany:
1960 -26 0 0 26
1965 -133 0 0 133
1966 -100 0 0 100
1967 -107 0 0 107
1968 -143 0 0 143
1969 -370 0 0 370
1970 -1,233 0 0 1,233
1971 -2,800 0 0 2,800
1972 -5,000 0 0 5,000
1973' - 7,000 700 0 7,700
1975 plan - 9, 000 4, 000 0 13, 000

Hungary:
1960 - -342 186 0 528
1965 - -1,108 200 0 1,308
1966 - 1,552 200 0 1,752
1967 - -2,045 200 0 2,245
1968 - -2,684 200 0 2,880
1969 - -3,235 200 0 3,435
1970 -3,469 200 . 0 3,669
1971-- - ---- 3,705 207 0 3,912
1972 - - 4,110 199 0 4,309
1973 - 4,850 200 0 5,050
1975 plan- 5,200 1,200 0 6,400

Poland:
1960 - -541 241 0 782
1965 ------------------ 1,312 379 0 1,691
1966 - -------- 1,290 702 0 1, 992
1967 ----- - 1,463 1,109 0 2,572
1968 - -2,402 1,000 0 3,402
1969 - -3,672 994 0 4,666
1970 - -4,975 1,002 0 5 977
1971 - -5,164 1,488 0 6,652
1972 - -5,601 1,500 0 7,101
1973 - - 5,800 1,710 0 7,510
1975 plan -- --- 6,300 2,000 0 8,300

Romania:
1960 - -10,330 0 204 10,126
1965 - -17,452 0 200 17,252
1966 - -18,789 0 200 18,589
1967 - -20,694 0 200 20,494
1968 - -21,935 0 228 21,707
1969 - -24,087 0 200 23,887
1970 - -25,031 0 200 24,031
1971 - -26,719 0 200 26,519
1972 - -27,713 0 200 27,513
1973 - -29,238 0 200 29,038
1975 plan -32, 000 0 200 31, 800

I Preliminary estimate.
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1. INTRODUCTION

In recent years economists, planners, and demographers in Eastern
Europe have devoted much attention to the future population and(labor supply in their respective countries. Two main themes runthrough their writings. One concerns present and future manpowershortages and the consequent need to increase productivity, reducethe high rate of labor turnover, improve management, and rationalizethe work process. The other concerns the current low levels of the
birth and population growth rates and the consequent need to raisethese levels so that the long-range growth of the population and laborforce can be assured and aging of the population can be slowed. This.

The assistance of Gloria Campbell of the Foreign Demographic Analysis Division, Bureau of EconomicAnalysis U.S. Department of Commerce, in the preparation of this paper is deeply appreciated. Otherpersonnel of that Division were also involved and their contributions are gratefully acknowledged: GodfreyBaldwin, assisted by Frances Manning and Mary Malachi, prepared the population projections and Murray'Feshbach furnished many sources that would otherwise have been overlooked.
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paper presents projections of the population and labor force in each
of six countries of Eastern Europe. The data provided should be useful

in demonstrating the future size and composition of the population
in these countries, especially the numbers of persons in the working
ages; in answering such questions as how severe the manpower shortage
is likely to be in Czechoslovakia and East Gernmany, how taut the
supply is likely to be in Bulgaria and Hungary, or how much surplus
manpower is likely in Poland and Romania; and in evahlating the
various projections given in the economic plans and literature of the
various countries.

In a paper included in the previous compendium on Eastern Europe
issued by the Joint Economic Committee, the present author gave a

comprehensive survey of demographic trends in the six countries and
the region as a whole from 1938 to 1970, and presented population
projections for each subsequent year to 1990.' The paper surveyed

the effects of World War II and postwar migrations on the population
of each country. It showed and commented on the general decline in

mortality, the increase in ul oanization, and the changing patterns of

popul tion distribution since the late 1930's, and discussed the increase
in ethnic homogeniety resulting from the war and postwar migrations.
The main thrust of the paper, however, was focused on the dramatic
drop in fertility which occurred during the late 1950's and the factors
associated -with this drop. The effect of abortion on the level of fertil-
ity was examined, and the decline in numbers of births was analyzed
in regard to age and parity of mothers and changes in the numbers of

women of childbearing age and in their marital status. The analysis
and conclusions contained in this earlier paper are still generally
valid today.

The present paper consists first of a brief description of the trends

in the population and vital rates in Eastern Europe since 1950. This is

followed by the presentation of a series of population projections for

each of the six countries. The focus then shifts to the labor force, or
the economically active population. There is initially a discussion of

trends in the total labor force and its sectoral distribution since 1956

followed by a discussion of the labor force projections and the policy
implications of the results. Labor force projections by major branches are

given for each of the six countries and for the six countries combined
for each year of the period 1973-96. They are based on a necessarily
simplistic view of the future. They do not take into account any sudden
socioeconomic changes that may occur, especially changes in policies
regarding investment, full employment, management and profitability,
worktime, and regional development. Nor do they provide for any

windfalls or crippling blows to the economies of the various countries;
for instance an energy shortage may well emerge as a significant prob-
lem in the future. The projects do take account of the expected declines

I Paul F. Myers, "Demographic Trends in Eastern Europe," U.S. Congress, Joint Economic Conunittee,

Eaonoazk DtrclopmeWs8 in Countrie of Eaatern Europe, Washington, D.C., 1i)70, pp. 68-148.
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in labor force participation by youth, resulting from the broadeninig
of opportunities for secondary and higher education, and by older
people, as more and more of them become eligible for pensions and the
pensions increase in value.

All of the basic data used in preparing the labor force projection- are
given and the methodology used is described in detail in appendix.A;
thus the reader may judge the validity of the assumptions or prepare
alternative projections to better suit his needs or proclivities. It should
also be noted that the 5-N ear groupings used for labor force data in
the text tables are in accord with those covered by the 1971-76 plan
period and preceding an(] succeeding 5-year periods. Thus, the dis-
cMssion of future trends in both the population and the labor force is
oriented to 5-year periods starting with 1971-76 and terminating
with 1991-96. Source citations generally are not given in the tables or
the text for those figures taken directly or derived from the various
official publications of the governments concerned or from the publi-
cations of the United Nations.

Il. POPULATION CHANGES SINCE 1950

The total population of the six countries of Eastern Europe tinider
discussion here has been growing at a slightly slower rate than that
of the rest of Europe, excluding the U.S.S.R. Between 1950 and 1972,
the population of the legion as a whole increased from 88.5 million
to 104.2 million, or by 17.8 percent, while the population of Northern
and Western Europe increased by 18.8 percent and that of Southern
Europe by 19 percent (table 1). In addition, the rate of population
growth in Eastern Europe has been declining since 1950. During the
period 1950-55, the population increased at a rate slightly less than
1 percent per year, but the rate went down to 0.8 and then to 0.7
during the next two 5-year periods, and finally to 0.6 percent per year
during the 1965-72 period.

Poland had the most rapid population growth (33 percent) during
these 22 years followed by Romania (27 percent). With a far larger
population than the other five countries, Poland accounted for 52
percent of the population increase in the entire region; Poland and
Roimania together accounted for 80 percent. In contrast, East Ger-
many actually had 1 .3 million fewer people in 1972 than in 1950-due
primarily to the large numbers who left prior to the building of the
Berlin wall in 1961. Even though migration has virtually stopped
since that time, the population of East Germany increased by less
than I percent during the 1962-72 period and actually declined during
3 of the 4 years in the 1969-72 period. The populqtions of the other
three countries increased moderately, with rates ranging between
11 and 18 percent for the period.
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TABLE 1.--POPULATION AND POPULATION CHANGE-REGIONS AND SELECTED COUNTRIES OF EUROPE: 1950-72

(Figures are in thousands and refer to midyearl

Eastern Europe Northern
and

Czecho- East Southern Western
Year Total Bulgaria slovakia Germany Hungary Poland Romania Europen Europe a

1950 - 88, 501 7,251 12, 389 18,388 9,338 24, 824 16, 311 108, 965 194, 592
1951 - , 89, 292 7,258 12, 532 18,344 9,423 25, 271 16, 464 109, 951 195, 784
1952 -90 148 7 275 12, 683 18, 303 9,504 25, 753 16,630 110,838 196, 946
1953 -91,----- 027 7,346 12, 820 10,1064 9,595 26, 255 16,847 101,768 198,2088
1954-------- 91,015 7,423 12, 952 17, 993 9,706 26, 761 17, 040 112, 722 199, 750
1955-92,-- - 92,85S 7,499 13,093 17, 832 9,025 27, 281 17, 325 113, 685 201, 123
1956 - 93, 791 7,576 13,299 17,607 9,911 27,815 17,583 114,343 202,792
1957 - 94,357 7,651 13,358 17,370 9,839 28,310 17,829 115,427 204,571
1958 -95, 116 7,728 13 474 17, 206 9,882 28,770 18,056 116,329 206,325
1959-------- 95, 898 7,798 13, 565 17, 132 9,937 29, 240 10,226 107, 333 2C8, 070
1960'----- - 96527 7'867 13 ,654 17,058 9,984 29, 561 18,403 118,281 209,912
1961 - 97, 231 7,943 13,778 16,938 10,029 29,976 18,567 119,300 212,085
1962 - 97, 831 8,013 13,852 16,903 10,063 30,319 18,681 120,214 214,550
1963 - . 98, 513 8,078 13, 937 16,951 10, 091 30,643 18, 813 121, 228 216, 756
1964 -99 164 8,144 14 037 16, 983 10,124 30, 949 18, 927 122 236 218, 759
1965-------- 99, 759 8,201 14, 130 17, 020 1,153 31, 228 19, 027 123, 222 220, 713
1966--------100, 339 8,258 14 ,206 17, 060 10 :185 31, 491 19,141 124, 163 222, 427
1967 - 1 00,907 8,310 14,267 17,082 10,223 31, 740 19, 285 125, 135 223 ,732
1968 - 101, 744 8,370 14, 319 17, 084 10, 264 31, 986 19, 721 126, 022 224, 977
1969 -.---- .102, 343 8,434 14, 290 17, 076 10, 303 32,230 20, 010 126, 889 226, 560
1970 - 102,946 8,490 14, 334 17,058 10,338 32,473 20,253 127,708 228,111
1971 -103,647 8,536 14,407 17,061 10, 368 32,805 * 20, 470 128,561 229,732
1972 - 104,231 8,579 14,481 17,043 10, 397 33,068 20, 663 129,715 231,219
Absolute charnge:

1950-55 - 4---- 354 248 704 -556 487 2,457 1,014 4,720 6,531
1955-60 3,672 368 561 -774 159 2,280 1,078 4,596 8,789
1960-65 ---- 3,232 334 476 -30 169 1,667 624 4,941 10, 801.
1965-70 -, 3, 187 289 204 38 185 1,245 1,226 4,486 7,398
1970-72 - 1,285 89 147 -15 59 595 410 2,007 3,108
1950-72 - 15,730 1,328 2,092 -1,345 1,059 8,244 4,352 20,750 36,627

Percent change:
1950-55 ------ 4.9 3.4 5.7 -3.0 5.2 9.9 6.2 4. 3 3. 4
1955S60 4.0 4.9 4.3 -4.3 1.6 8.4 6.2 4.0 4.4
1960-65 3.3 4.2 3.5 -.2 1.7 5.6 3.4 4.2 5.1
1965-70 3.2 3.5 1.4 .2 1.8 4.0 6.4 3.6 3.4
1970-72 ---- 1. 2 1.0 1. 0 -.1 .6 1. 8 2.0 1.6 1. 4
1950-72 ----- 17. 8 18. 3 16. 9 -7. 3 11. 3 33. 2 26.7 19. 0 18. 8

l Includes Albania, Greece, Italy Malta, Portugal, Spain, and Yugoslavia. Excludes Andorra, Gibraltar, and San Marino.
I Includes all countries west of the U.S.S.R. not included in Southern or Eastern Europe. Excludes the Channel Islands,

the Faerone Islands, Iceland, Isle of Man, Liechtenstein, Monaco, and Turkey.

Lower growth rates during the 1960's were primarily due to the
significant declines in the birth rates which began during the 1950's
and continued until the mid-1960's in most of the countries.2 For the
region as a whole, the birth rate dropped from 24.4 per 1,000 in 1950
to 15.5 in 1966, rose to 17.7 in 1967 and 1968, then declined to 15.4
in 1972 (table 2). The increase in 1967 was due to the sharp rise in
the Romanian birth rate which resulted from governmental action
restricting abortion and the importation and sale of contraceptives.
The birth rate in Romania was 27.4 per 1,000 in 1967, almost double
the level in the previous year. Since 1967 the rate has declined steadily,
falling to 18.8 in 1972. Birth rates in all the countries except East
Germany declined by a third or more between 1950 and the mid-
1960':s but the changes since then have been minor except in Romania.
The rate in East Germany has continued to fall steadily and, based

I Thesa declines have been attributed to such factors as social mobility, emancipation and increased
employrsent of women, competition in the minds of married couples between the desire for consumer goods
and that for children, advances in education, severe housing shortages, and the availability of contraceptives
and abortion.
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on data for the first 8 months of 1973, reached the extremely low level
of 9.8 per 1,000 during that year.

Mortality also declined after 1950, but not as much as fertility.
The death rate for the region decreased from 12 per 1,000 in 1950 to
9 in the mid-1960's, then rose slightly to 10 in 1972. The amount of
decline was not the same for every country. Poland and Romania
experienced the largest declines-36 and 31 percent, respectively-
between 1950 and 1965. On the other hand, in Hungary the 1965
rate was only a little below the 1950 rate and in East Germany the
1965 rate was actually higher than that in 1950. In all countries, the
rates in 1972 were higher than they were 7 years before. Although
there have been some increases in age-specific mortality rates, espe-
cially among middle-aged and older males, most of the rise in the
death rates is due to the larger numbers of persons in the older ages
where mortality is highest. The same phenomenon has occurred in
the rest of Europe where the death rates have remained relatively
constant at the same time that mortality for most age groups has
continued to improve.

TABLE 2.-VITAL RATES-REGIONS AND SELECTED COUNTRIES OF EUROPE: 1950-72

[Rates per 1,000 population]

Eastern Europe Northern
and

Czecho- East Southern Western
Year Total Bulgaria slovakia Germany Hungary Poland Romania Europe I Europe I

Birth:
1950 - 24.4 25.2 23.3 16.5 20.9 30.7 26.2 21.8 17.9
1955 - 23.2 20.1 20.3 16.4 21.4 29.1 25.6 20.7 16.9
1960 - 18.8 17.8 15.9 17.2 14.7 22.6 19.1 20.6 17. 7
1965 - 16.0 15.3 16.4 16.5 13.1 17.5 14.6 20.2 17.9
1966 - 15.5 14.9 15.7 15.7 13.6 16.8 14.3 20.0 17. 7
1967 - 17.7 15.0 15. 1 14.8 14.6 16.4 27.4 19.4 17. 1
1968 - 17.7 16.9 14.9 14.3 15. 1 16.4 26.7 19. 1 16. 7
1969 - 17.2 17.0 15.6 14.0 15.0 16.5 23.3 18 .9 16 2
1970 - 16.8 16.3 15.9 13.9 14.7 16.8 21.1 18.2 15. 5
1971 - 16.6 16.0 16.5 13.8 14.5 17.2 19.5 18.3 15.4
1972 - 15.4 15.4 17.3 11.7 14.7 17.4 18.8 17.9 14.4

Death:
1950 - 11.7 10.2 11.5 11.9 11.4 11.6 12.4 10.5 11. 3
1955 - 10.1 9.0 9.6 12.0 10.0 9.6 9.7 9.6 11. 2
1960 -9.4 8.1 9.2 13.7 10.2 7.6 8.7 9.4 11.2
1965 -9.4 8.1 10.0 13.5 10.7 7.4 8.6 9.3 11.1
1966 -9.2 8.3 10.0 13.2 10.0 7.4 8.2 9.0 11.1
1967 -9.7 9.0 10.1 13.3 10.7 7.8 9.3 9.2 10.9
1968 - 10.0 8.6 10.7 14.2 11.2 7.6 9.6 9.4 11.4
1969 - 10.4 9.5 11.3 14.3 11.4 8.2 10.1 9.6 11.6
1970 - 10.3 9.1 11.5 14.1 11.7 8.2 9.5 9.2 11.2
1971 -10.4 9.0 11.5 13.8 11.9 8.7 9.5 9.3 11.2
1972 -10.1 9.8 11. 1 13.8 11.4 8. 0 9.2 9.1 11. 2

Natural increase:
1950 - 12.7 15.0 11.8 4.6 9.5 19.1 13.8 11.3 6.6
1955 - 13.1 11.1 10.7 4.4 11.4 19.5 15.9 11.1 5.7
1960 -9.4 9.7 6.7 3.5 4.5 15.0 10.4 11.2 6.5
1965 -6.6 7.2 6.4 3.0 2.4 10.1 6.0 10.9 6.8
1966 -- 6.3 6.6 5.7 2.5 3.6 9.4 6.1 11.0 6.6
1967 ----- 8.0 6. 0 5. 0 1. 5 3.9 8. 6 18.1 10.2 6. 2
1968 - 7.7 8. 3 4. 2 .2 3.9 8.8 17.1 9.7 5. 3
1969 -6.8 7.5 4.3 -.3 3.6 8.3 13.2 9.3 4.6
1970 -6.5 7.2 4.4 -.2 3.0 8.6 11.6 9.0 4.3
1971 -6.2 7.0 5.0 0 2.6 8.5 10.0 9.0 4.2
1972 -5. 3 5.6 6. 2 -2.1 3.3 9.4 9. 6 8.8 3.2

0 For the countries included, see table 1.

32-765-74- 28
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Natural increase rates for the region reflect the trends of both the
birth and the death rates (figure 1). For Eastern Europe as a whole,
the rate of natural increase dropped from 12.7 per 1,000 in 1950 to 6.3
in 1966, rose to 8.0 in 1967, and then declined to 5.3 in 1972. Rates
for all of the countries decreased by more than 35 percent between
1950 and 1965; those for Bulgaria, Hungary, and Romania dropped
by more than 50 percent. Except for Romania, the rates in 1972 were
either about the same as or lower than in the mid-1960's, and even
in Romania the rate has declined substantially since the sharp rise
in 1967. Nonetheless, the 1972 rate for Romania of 9.6 per 1,000 was
still tie highest for any of the six countries. In contrast, the balance
of births and deaths in East Germany actually resulted in a slight
natural decrease during 1969 and 1970, and a more severe decrease
during 1972. Estimated numbers of births and deaths during 1973,
based on data for the first 8 months of the year, indicate 64,000 more
death;, than births, and a natural decease rate of 3.8 per 1,000. This
is a unique demographic phenomenon among the major political
entities of the world.
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Since 1950, all of the countries have experienced at least one period
of significant net emigration, but migration was the crucial factor in
population change only for East Germany. Net emigration from that
country between 1950 and 1972 amounted to about 2.5 million
persons, or more than 13 percent of the 1950 population. Practically
all of this emigration occurred before the erection of the Berlin Wall
in August 1961. Emigration was significant for Bulgaria in 1950-51
when part of the Turkish minority was expelled; for Czechoslovakia
in 1968-69 as a result of the Soviet intervention during August 1968;
for Bungary in 1956-57 as an aftermath of the revolt in late 1956;
and for Poland and Romania during much of the period, but especially
in 19,57-58 for Poland and 1950-51 for Romania.

As a result of the different rates of growth experienced by the six
countries in the 1950-72 period, their percentage shares of the total
population of the region has changed. Poland's share increased from
28 to 32 percent and Romania's increased from 18 to 20 percents
Czechoslovakia's proportion (14 percent), Hungary's (10 percent), and.
Bulgaria's (8 percent) have remained about the same but East
Germany's share fell from 21 to 16 percent. Romania exchanged
places with East Germany in 1957 as the second most populous
country of the region.

III. FUTURE TRENDS IN THE POPULATION

The population projections presented here were prepared by the
cohort-component method. This method involves carryjing forward
recently reported or estimated distributions of the population, by age
and sex, to future years on the basis of various assumptions concerning
fertility, mortality, and migration.

Migration to and from Bulgaria, Hungary, and Romania has been
negligible over the past few years but there has been a small but
persistent net emigration from Czechoslovakia and East Germany.
However, since the extent of migration into and out of these five
countries cannot be foreseen, migration was assumed to be negligible
for each of them during the projection period.3 For Poland, however,
it was assumed that emigration would amount to 50,000 persons for
each o! the 4 years, 1974-77. This assumption was based on reports
that Poland and the Federal Republic of Germany have concluded
arrangements for the resettlement of those Germans still remaining
in Poland. It has been agreed that 50,000 would leave during 1974
and that the others would leave within 5 years. The total numbers.
involved is conjectural. Bonn's figure of 250,000-280,000 potential
emigrants (the West German Red Cross is reported to be holding
applications from 183,000) is regarded as highly exaggerated by the
Poles, who speak of the numbers involved as several scores of thous-
ands.4 What the actual numbers will turn out to be is unknown, of

& There Iaay, of course, be significant emigration from these countries in the future. For example, theremay be some upswing of emigration of ethnic Germans from Czechoslovakia as a result of the December1973 bilateral normalization treaty between Czechoslovakia and the rederal Republic of Germany. One ofthe first steps in this normalization is to be the resettlement of ethnic Germans living in Czechoslovakia;applications are expected to total between 16,000 and 25,000. Although the assumption of negligible migra-tion may not be valid, the effect of future emigration on the populations of these countries is likely to be
4 Radio Free Europe Research, "Survey of East European Developments October-December 1973,"January 18,1974, p. 43. The numberof resettlers rose from a trickle to about 25,000 in 1971 after the December1970 treaty between the two countries recognizing the present frontier. The number declined to 13,000 in

1972, and t, 7,000 in the first 10 months of 1973.
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course, but the assumption made here regarding this migration
bridges the two positions.'

Only one assumption was made concerning the future course of
mortality, namely that it will decrease at a modest rate. The four
series of projections prepared for each country therefore differ only
as a result of varying assumptions about future fertility in that coui-
try. Series A projections assume an increase in the level of fertility;
series B projections assume constant fertility at the current level; and
series C and D projections assume declining fertility. Details con-
cerning the starting dates for the projections and the specific fertility
and mortality assumptions used are given in appendix A.

Total Population

As compared with an estimated total of slightly less than 104
million in 1971, the population of Eastern Europe is expected to num-
ber between 111 and 128 million by 1996 (table 3). The size of the
future population vill be determined primarily by the trend in fer-
tility. If fertility remains at current levels, as assumed by projection
series B, the total population of the six countries is expected to in-
crease to 110 million by 1981 and to 118 million by 1996. If fertility
declines in accordance with the series D assumptions, the projections
show a population of 108 million by 1981 and 111 million by 1996. On
the other hand, projection series A assumes a rise in fertility and
postulates a population as large as 128 million by 1996. In terms of
proportionate change, series A yields a 23-percent increase during the
25-year projection period, and series B, C, and D yield 14, 10, and 7
percent increases, respectively.

Among the individual countries, the largest relative increase in
total population is expected to be in Romania, for which projection
series B shows the population increasing by 24 percent over the pro-
jection period. Poland's population is shown as increasing by 23 per-
cent, Czechoslovakia's by 16 percent, and Bulgaria's by 12 percent.
The smallest increase is expected in Hungary (3 percent), and the
East German population wvill decline by 7 percent if fertility remains
at the 1973 level. If fertility drops as postulated for series D, the
populations of East Germany and Hungary can be expected to decline
and those of Bulgaria and Czechoslovakia to increase by 7-8 percent.
Despite the declining levels of fertility on which it is based, series D
yields an increase of 13 percent in Romania's population and 15
percent in Poland's.

'It was further assumed that the age-sex distribution of the 200,000 emigrants will he the same as for the30,000 emigrants from Poland in 1971. The latter distribution shows a sex ratio of 85 males per 100 femalesand the largest numbers of both sexes in the age groups 5 to 20 and 30 to 44.



[Figures are in thousands and refer to midyear. See text for an explanation of the seriesi

Percent change

Country and series 1971 1976 1981 1986 1991 1996 1971-76 1976-81 1981-86 1986-91 1991-96 1971-96

Eastern Europe:
A-stern Europe: 107, 416 112, 423 117, 615 122, 532 127, 703
B- -103, 647 106, 744 110, 085 113, 068 115, 747 118, 447
C- --B.103,64 106,440 109,052 111,099 112,806 114,467
D-C 106,098 108,059 109,363 110,320 111,156

Bulgaria:
A…1a: 8,907 9,311 9,700 10,062 10,466
B- -8--------------- , 536 8,825 9,072 9,270 9,433 9,599
C -- 8,789 8,983 9,113 9,211 9,296
D -- 8,758 8,919 9,016 9,081 9,124

Czechoslovakia:
A -- 14,979 15,702 16, 418 17,115 17, 932

B -- 14,407 ~~~~~~~~~~14, 903 15, 399 15, 810 16, 194 16,648
BC- 14,407 14, 865 15, 264 15, 552 15, 808 16,125

C-J 14,828 15,129 15,294 15,424 15,602
East Germany:

A G 16, 882 16, 854 16,990 17, 157 17, 279
B --- 1 16, 769 16 425 16,124 15, 848 15, 543

C-- --------- 16, 749 16, 360 16, 014 15, 693 15, 345

Hungary: 10,606 10,898 11,129 11,311 11,548

B- ---------------- 10,368 10, 511 10,633 10, 663 10,649 10,650
CA 10, 472 10, 530 10, 492 10, 412 10, 341
Dc 10, 438 10,458 10 386 10,274 10,162

Poland:
A-134, 417 36, 730 39, 201 41, 353 43, 377
B--A - 32 805 34, 2444 36, 003 37, 694 39, 080 40, 320
C--134, 160 35, 677 37. 057 38, 134 39. 063
D 34, 076 35, 354 36,419 37,190 37,810

Rnomania:
A--- -----1 21,625 22,928 24,177 25,534 27,101
B-A 20,470 21, 469 22,468 23,335 24, 278 25,341
CB 2 21, 385 22,173 22,761 23, 393 24, 099
D -21,249 21,839 22,234 22,658 23,113

3.6 4.7 4.6
3.0 3.1 2.7
2.7 2.5 1.9
2.4 1.8 1.2

4.22.4
1. 5
.9

4. 22. 3
1.5
.8

23.2
14. 3
10.47.2

4.3 4.5 4.2 3.7 4.0 22.6
3.4 2.8 2. 2 1. 8 1.8 12. 5
3.0 2. 2 1.4 1.1 .9 8.9
2.6 1.8a 1.1 .7 .5 6.9

4.0 4.8 4.6 4.2 4.8 24.5
3.4 . 3.3 2. 7 2.4 2.8 15.6 v
3.2 2.7 1.9 1. 6 2.0 11.9 w
2.9 2.0 1.1 .8 1.2 8. 3 O

-1. 0 -. 2 .8 1.0 .7 1.3
-1.6 -1.7 -1. 3 -1. 1 -1.4 -6.9
-1.7 -2.1 -1.8 -1.7 -1.9 -8.9
-1.8 -2. 3 -2.1 -2.0 -2.2 -10.1I

2.31.4
1.0
.7

2.8
1.2
.6.2

2. 1
.3

-.4
-.7

1.6 2. 1 11.4
-. 1 0 2.7
-. 8 -.7 -. 3

-1. -1.1 -2.0

4.9 6. 7 6.7 5. 5 4.9 32.2
4.4 5. 1 4.97 3.7 3.2 22.9
4.1 4.4 3.9 2.9 2.4 19.1
3.9 3. 8 3.0 2. 1 1.7 15.3

5.6
4.9
4. 5
3. 8

6.0 5.4 5.6 6.1 32.4
4. 7 3.9 4.0 4.4 23.8
3.7 2.7 2.8 3.0 17.7
2.8 1.8 1.9 2.0 12.9
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For the region as a whole, the rate of population growth (luring each
5-year period from 1971 to 1996 is expected to be relatively constant
for the first two periods and to decline during the next three. For
example, in the series B projection, the growth rate of about 3 percent
during the first two periods declines to 2.7 during the next period and
then to 2.4 and to 2.3 percent during the last two periods. This com-
posite growth configuration also generally depicts the patterns of
change projected for each country except East Germany. For the
latter country, the population is projected to decline during each 5-
year period with the highest rates of decline during the period until
1981. These varying rates of population change, under the assumption
of constant fertility levels, result from anticipated changes in the
age-sex composition of the population, the most important of which
are the numbers of women in the prime reproductive ages of 20 to 29.

As a result of expected changes in population size, the proportionate
distribution of population within the region *will shift by 1996.
According to series B, Poland and Romania will grow much faster
than the other four countries and each will make up a larger share of
the total population. Conversely, each of the other four countries will
make up a smaller share. Poland's population constituted 31.7 percent
of the total for the region in 1971, and by 1996 it can be expected to
comprise about 34 percent. Because of the preponderance of the
Polish population in Eastern Europe, the demographic character-
istics of the region as a whole are heavily weighted by those of
Poland.

Age-Sex Structure

The broad changes in the age-sex structure of the population in each
of the six countries can be foreseen fairly clearly for that portion
consisting of persons already alive at the start of the projection (ap-
proximately those aged 25 and older as of 1996). The greater predicta-
bility of the older part of the population is due to the fact that its size
an(l structure are dependent solely on the future trend of mortality,
assuming that the influence of migration is negligible (except for
Poland), and this trend can be ascertained with some confidence for a
relatively short period. The size and structure of the younger popula-
tion, however, depend very largely on future trends in fertility, which
are much less predictable than mortality trends. In order to simplify
the discussion that follows, the age-sex structure of the future popula-
tion as calculated from the series B projections have been used. This
choice was made for convenience and not because the assumption of
constant fertility at the current level is considered to be more probable
than other assumptions for any or all of the countries.

War and the changing patterns of births and deaths are dramatically
reflected in the age-sex pyramids for the six countries (figure 2).
The most significant distortions in these structures have resulted from
reductions in the numbers of births. Indentations in the 1971 pyramids
which center around ages 52-55 and ages 25-28 stem from depressed
birth rates during World Wars I and II. East Germany's population
structure also reflects the very substantial military losses from the
two wars-the male side of the pyramid for 1971, beginning at about
age 44, is markedly shorter than the female side. The extremely
severe war losses suffered by Poland in World War II are not readily
discernible because the great bulk of the losses were suffered by
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civilians of both sexes and of all ages, both Polish and Jewish. The
pyramid for Poland does reflect however, the greatly increased and
high birth rates during postwar years to the mid-1950's as well as the
drop in the rate since then.

Figure 2-- Population, by age and sex- six Eastern European Countries: 1971 and 1996
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The pattern of indentations and bulges usually follows through from
one generation to the next as small or large birth cohorts reach the
prime reproductive ages. Such a cyclical pattern may continue to
affect the age structure over long time spans, finally being dampened
by the interaction of changing fertility with fluctuations in the size
of the cohorts. This "ripple" effect and its dampening may be seen
readily in the tvo pyramids for Bulgaria. In the 1971 pyramid, the
bulge in the size of the cohorts around age 22 reflects the bulge around
age 46 a generation earlier. In the 1996 pyramid, the recurrent pattern
of indentations and bulges is not nearly so apparent.

Special note must be made of the 1996 pyramid for Romania which
has a tremendous bulge in the cohorts below age 30. This pattern
shows dramatically the effect of the increase in the birth rate in 1967
and its subsequent decline, as well as the effect of the assumption of
constant fertility at the 1972 level. Should the fertility assumption on
which the projection is based hold true, one can see that the age struc-
ture of the Romanian population will be changed drastically. And
even if the assumption does not hold true over the long run, the very
large cohorts already born will affect the society for years to come
through increased demands for school facilities, housing, and jobs,
and the ripple effect will cause further reverberations in the next
generation as well. The opposite situation obtains in East Germany
whose population structure at the end of the century would rest on a
very small proportion in the younger ages-should the present level
of fertility continue.

Selected age-sex characteristics for various postwar years, 1971,
1981, and 1996 are presented in table 4. The percent distributions
by broad age groups indicate the differences that exist among the
various countries and some of the changes to be expected during the
years until 1996. In general, the directions of change are the same for
all six countries-the proportions in the 0-14 and 15-39 age groups
will decline and the proportions in the two older age groups will
increase. As a result of these shifts, the proportion that the 15-39
age group is of the working age group (15-64 years) will be lower for
each country at the end of the projection period and thus the labor
force will be older. The same is true for the total population, as incli-
cated by the large increases in the median age.
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TABLE 4.-SELECTED AGE-SEX CHARACTERISTICS OF THE POPULATION-6 EASTERN EUROPEAN COUNTRIES:
VARIOUS YEARS: 1946-96

IPercertages may not add to totals due to rounding. Figures for 1981 and 1996 are based on projection series BI

Percent distribution by age group

65 and Median age Males per
Country and year All ages 0 to 14 15 to 39 40 to 64 over (in years) 100 females

Bulgaria:
1946 - 100 27.9 42.3 24.0 5.8 26.3 100. 1
1956 -100 26.6 39.5 26.7 7.2 29.3 99. 6
1971- 100 22.6 37.1 30.4 9.9 33.4 100. 0
1981 - 100 22.0 35.4 30.7 11.9 34.4 99.7
1996 - 100 20.5 33.7 31. 1 14. 7 :16. 8 99. 3

Czechoslova kia:
1950 -100 25. 4 36. 8 29. 9 7.8 30.6 94. 6
1961 -100 27.3 35.2 28.8 8.8 31.5 95. 2
1971 - 100 23.0 36.8 28.8 11.5 31.8 95.0
1981 - 100 24.3 37.5 26.3 12.0 312.0 95. 0
1996 - 100 23.2 35.3 29.7 11.8 :3.4 95.4

East Germany:
1950 - 100 22.8 31. 0 35.6 10.6 37.3 79. 8
1964 - 100 23.8 32.0 29.7 14.5 35.0 83. 7
1971 -100 23.2 34.2 26.9 15.7 34. 4 85. 6
1981 -100 17.9 36.8 29.2 16. 1 :36. 5 87. 9
1996 -100 16.2 35.4 34. 0 14.5 39.0 92. 6

Hungary:
1949 -.-- . 100 24.9 38.8 28.8 7.5 29. 9 92. 5
1960 -100 25.4 36.8 28.9 8.9 32.0 93. 2
1971- 100 20.3 37.4 30.6 11.7 34.2 94.0
1981 -100 20.9 36.1 29.9 13.0 34.8 94. 4
1996 - . . 100 18.6 33.4 33.7 14.3 38. 7 95. 3

Poland:
1950 -100 29. 7 39.2 25. 6 5.4 26. 2 88. 4
1960- 100 33.8 35. 8 24.4 5.9 26. 9 93. 7
1971 - .. 100 26.2 39. 1 26.2 8.6 28.4 94. 5
1981- 100 24.4 39.5 26.3 9.8 29.8 95. 2
1996 - 100 23.2 36. 1 29.3 11.4 34. 1 96. 2

Rumania:
1956 -100 27. 5 39.9 26. 3 6. 4 27. 4 94. 6
1965 -100 26. 3 39. 5 26. 3 7.9 30. 2 95. 9
1971 -100 25.6 38.0 27.6 8.8 31. 1 96. 6
1981 100 27.0 34.2 28.7 10.1 31.0 97. 4
1996 - 100 24.5 35.4 28.4 11.7 31.7 98. 5

The number of males per 100 females will probably be larger in 1996
in all countries except Bulgaria, whose sex ratio historically has been
high relative to sex ratios in other European countries. The increase
will be especially large in East Germany which, as a result of heavy
military losses during World War II, had the extremely low sex ratio
of 85.6 males per 100 females in 1971. By 1996, however, this ratio is
expected to be almost as high as those for Czechoslovakia, Hungary,
and Poland, but still significantly lower than those for Bulgaria and
Romar ia.

IV. LABOR FORCE CHANGES SINCE 1956

The term "labor force" is used here interchangeably with the term
"economically active population." The latter varies in concept and
usage from country to country and even from census to census within
a country. As defined in the various population censuses, the term
refers to those persons engaged in socially useful work. As a rule, it
includes the armed and security forces and those civilians employed
in all sectors of the economv, homeworkers, apprentices. helping family
members, self-employed, employed prisoners, persons engaged in
personal services, and persons temporarily unemployed. Exceptions
are common, however, and these are indicated in the general note
applicable to each of the six countries given in table I. In all cases,
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persons with several jobs are counted only once, usually in those
activities from which they derive the greatest part of their income.

The category "helping family members" accounts, particularly in
agriculture, for the major share of conceptual differences in reporting
on the economically active population among the six countries. Un-
fortunately, the information available on the coverage of this category
is too scanty to permit intercensal or international adjustments.
Generally all countries report as helping family members in agriculture
those who live in the same household as the head of the family, who
regularly help with at least the major field work, and who are unpaid.
This broad coverage is explicitly restricted in some countries bly placing
age limits on the category of helpers (as well as on persons in other
employment categories), thus excluding from the count those active
participants who are either above or below the working ages.

The general survey of labor force trends presented here is limiited
to the 15 years prior to the beginning of the present 1971-76 plan
period.' This discussion, essentially centering around table 5, is in-
tended primarily as background for the discussion of the labor force
projections in the next section, and to enable the reader to better judge
the assumptions made in their preparation.

ILabor force data are also given for 1950 and for each year of the 1955-6 period in table 1. The availability
of data required that estimates and projections of the labor force be on a midyear basis.



TABLE 5.-ESTIMATES OF THE LABOR FORCE, BY MAJOR BRANCHES-6 EASTERN EUROPEAN COUNTRIES: 1956-71

[Figures refer to midyear. Absolute figures are in thousands]

Number Absolute change Percent change

Country and major branch 1956 1961 1966 1971 1956-61 1961-66 1966-71 1956-71 19b6-61 1961-66 1966-71 1956-71

Eastern Europe: id,
Total labor force -47, 314 48, 383 50, 341 52, 607 1,069 1,958 2,266 5,293 2.3 4.0 4.5 11.2

Agriculture -21, 869 20,196 18, 388 16, 592 -1, 673 -1, 808 -1, 796 -5, 277 -7. 7 -9.0 -9.8 -24.1
Nonagricultural branches - 25, 445 28,187 31, 953 36, 015 2, 742 3, 766 4, 062 10, 570 10.8 13.4 12. 7 41. 5

Industry ---------- 11, 822 13, 213 14,984 16, 875 1, 391 1, 771 1, 891 5, 033 11. 8 13.4 12. 6 42. 7
Other -13, 623 14,974 16,969 19, 140 1, 351 1,995 2, 171 5, 517 9.9 13.3 12. 8 40. 5

Bulgaria:
Total labor force -4, 147 4, 341 4, 368 4, 543 194 27 175 396 4.7 .6 4. 0 9. 5

Agriculture- 2, 693 2, 349 1, 876 1, 579 -344 -473 -297 -1, 114 -12. 8 -20.1 -15.8 -41.4
Nonagricultural branches 1, 454 1.992 2, 492 2, 964 538 500 472 1 510 37.0 25.1 18.9 103.9

Industry ---------- 613 946 1, 221 1. .62 333 275 141 749 54.3 29. 1 1 1. 5 122. 2
Other -841 1. 046 1, 271 1, 602 205 225 331 761 24.4 21. 5 26. 0 9u. Z5

Czechoslovakia:
Total labor force -6, 357 6, 503 6,890 7, 337 146 387 447 980 2.3 6.0 6. 5 15. 4

Agriculture ------------------- 2, 094 1, 598 1, 468 1, 382 -496 -130 -86 -712 -23. 7 -8. 1 -5.9 -34. 0Nonagricultural branches ---- 4,263 4, 905 5, 422 5, 955 642 517 533 1, 692 15. 1 10. 5 9. 8 39. 7

Industry -2,126 2, 446 2, 665 2,801 320 219 136 675 15. 1 9.0 5.1 31.7
Other -2,137 2, 459 2, 757 3,154 322 298 397 1, 017 15. 1 12. 1 14. 4 47. 6



East Germany:
Total labor force -8, 691 8,452 8, 406 8, 462 -239 -46 56 -229 -2. 7 -. 5 .7 -2.6

Agriculture----------- 1, 936 1, 532 1, 349 1, 041 -404 -183 -308 -895 -20. 9 -11. 9 -22. 8 -46. 2Nonagricultural branches 6,755 6,920 7,057 7,421 165 137 364 666 2.4 2.0 5. 2 9.9
Industry --------- 3.417 3, 437 3,447 3, 556 20 10 109 139 .6 .3 3. 2 4. 1Other- 3,338 3,483 3, 610 3, 865 145 127 25S 527 4.3 3.6 7. 1 15. 8

Hun ary:
Total labor force -4, 653 4, 700 4,805 5, 041 47 105 236 388 1.0 2.2 4.9 8. 3

Agriculture- -------- 1,939 1, 652 1, 413 1,207 -287 -239 -206 -732 -14. 8 -14.5 -14. 6 -37. 8Nonagricultural branches ---- 2, 714 3, 048 3, 392 3, 834 334 344 442 1, 120 12. 3 11. 3 13. 0 41. 3
Industry-1,226 1, 411 1,608 1,930 185 197 322 704 15.1 14.0 20.0 57.4Ote --------- 1,408 1, 637 1, 784 1, 904 149 147 120 416 10. 0 9. 0 6.7 28. 0

Poland: 
____Total labor force -13, 697 14, 328 15, 490 16,556 631 1,162 1,066 2,859 4.6 8.1 6.9 20.9

Agriculture-.......... 6, 577 6, 616 6,386 6, 080 39 -230 -306 -497 .6 -3. 5 -4. 8 -7. 6Nonagricultural branches 7,120 7,712 9,104 10, 476 592 1,392 1, 372 3, 356 8. 3 18. 0 15. 1 47. 1
Industry.--------- 2,981 3, 298 4, 010 4, 690 317 712 680 1, 709 10. 6 21. 6 1705.Other.4, 139 4, 414 ,94 5, 7,690 275 680 692 1, 647 6. 6 15.4 13. 6 39.8 v

Romania: 
'-3Total labor force 9, 769 10, 059 10, 382 10, 668 290 323 286 899 3.0 3.2 2.8 9. 2

Agriculture .--- --- 6, 630 6, 449 5, 896 5, 303 -181 -553 -593 -1, 327 -2. 7 -8. 6 -10. 1 -20.0NonagriculturFal branches ---- 3, 1~9 3,610 4, 486 5, 365 471 876 879 2, 226 15.0o 24. 3 19. 6 70.9
Industry -1,------- 459 1, 675 2, 033 2, 5,,6 216 358 503 1, 077 14. 8 21. 4 24. 7 73.8Other ---- - 1,680 1,935 2,453 2,829 255 518 376 1,149 15. 2 26.8 15.3 68.4

Source: Table 1.



438

The total labor force in Eastern Europe increased from 47.3 million
in 1956 to 52.6 million in 1971, or by 11.2 percent. The rate of growth
for the region as a whole increased during each successive 5-year
period-from 2.1 percent in the 1956-61 period to 4.0 and 4.5 percent
during the following 5-year periods. Czechoslovakia and Hungary,
however, were the only two countries that followed this overall trend;
Poland and Romania had their largest increases in the middle period
and Bulgaria had its largest increase in the initial period. In East
Germany, the labor force actually declined by nearly :3 percent in the
1956-61 period, declined by another 5 percent in the following 5 years,
and then increased by less than 1 percent in the latest period. The
overall decrease of 2.6 percent in East Germany's labor force is in
marked contrast to the increases of 17.2 percent in Poland's and 15.4
percent in Czechoslovakia's. Poland's labor force rose by 2.9 million,
a figure which represented 54 percent of the region's total increase
during these 15 years. The increase for Bulgaria (9 percent) and for
Hungary and Romania (both 8 percent) were only about half those
for Poland and Czechoslovakia.

The agricultural labor force in the six countries declined from 21.9
million in 1956 to 16.6 million in 1971, or by 24.1 percent. The decline
for i;he six countries combined accelerated during each successive 5-year
period-from -7.7 percent to -9.0 and then to -9.8 percent. Again,
however, only two countries followed the overall trend-Poland and
Romania. Bulgaria had its fastest decline in the middle period;
Czechoslovakia had proportionately fewer persons leave agriculture
during each successive 5-year period; East Germany had it slowest
dec'ine in the middle period; and Hungary had about the same propor-
tion. leaving agriculture during each period. There was no relationship
between the rate of decline and the proportion of the total labor force
engaged in agriculture. East Germany with the smallest proportion in
agriculture had the sharpest decline, 46 percent, whereas Romania,

with the largest proportion in agriculture, had the second smallest
decline-20 percent. At the same time, however, Rornania and Bul-
garia, with the highest proportions in agriculture, had the largest
absolute declines in this sector. The decline of 1.3 million in Romania
and 1.1 million in Bulgaria represented 46 percent of the total regional
decline of 5.3 million. It should be noted that in Poland, the only
country of the six in which agriculture has been permitted to remain
largely in private hands, the decline in the agricultural labor force,
8 percent, was much lower than that in the other five countries.

Tfhe proportion of the total labor force in agriculture declined from
46 to 31 percent during the 15 years in the region as a whole. In 1971,
Romania was the last country of the six to have its agricultural labor
force equal to less than half of the total (table WV). At the other
end of the range, only 12 percent of East Germany's labor force
was engaged in agriculture in 1971. As compared with other Euro-
p)ea oi countries, however, East Germany's labor force was more
agricultural than that of the United Kingdom (3 percent), Belgium
(4 per(en1t) Sweden (8 percent), the Federal Republic of Germany
(S percent), the Netherlands, Denmark, and Switzerland (each with
II percent), and was at about the same level as that of France.7 The
proportion of Czechoslovakia's labor force in agriculture was at the

7 International Labour Office, "Yearbook of Labour Statistics, 1972," Geneva, 1972, table 2.
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samne level as Italy's and Norway's; Hungary's proportion was lower
than Spain's and Ireland's; and Bulgaria's and Poland's proportions
were lower than Greece's and Portugal's. Romania remains the most
agricultural country in Europe after Albania. The two most agricultural
countries in Eastern Europe at present-Poland and Romania-to-
gether accounted for 60 percent of the region's agricultural labor force
in 1956 and 69 percent in 1971. Thus, total agricultural manpower of
the region has become increasingly concentrated in these two countries.

The nonagricultural labor force in Eastern Europe grew from 25.4
million in 1956 to :32.0 million in 1971, an increase of 41.5 percent.
As might be expected, the highest rates of increase were registered by
the two countries which were the least industrialized in 1956-Bulgaria
and Romania. The number of persons engaged in nonagricultural
activities in Bulgmti a increased by 104 percent and in Romania by
71 percent. Increases in Poland, Hungary, and Czechoslovakia of
between 40 and 50 percent, were less spectacular but nonetheless
considerable. In the most industrialized country of the region, East
Germany, nonagricultural manpower grow by only 10 percent; as a
consequence, its share of the region's nonagricultural labor force
declined from 27 to 21 percent during these 15 years. The increases
in the nonagricultural labor force were faster in the earliest of the
three 5-year period for Bulgaria, Czechoslovakia, and Poland, and in
the latest period for the other three countries.

Almost half of the increase in the region's nonagricultural labor
force occurred in industry, the branch with priority in the economic
plans of all countries. East German industry, largely because of its
relatively advanced stage of development in 1956, absorbed only 21
percent of the increase in the nonagricultural labor force. By way of
contrast, in Hungary, 63 percent of the increase was absorbed by
industry. The proportion in Czechoslovakia amounted to 40 percent,
and in the other three countries to about 50 percent. The growth of
the industrial labor force between 1956 and 1971 in Bulgaria (122
percent) was sufficiently fast to move its position from that of least
industrialized among the six countries in 1956 to a place above both
Romania and Poland in 1971.

As of 1971, almost one-third of all economically active persons in
Eastern Europe were engaged in industry. An indication of the
inlportance of industry within the region can be seen through sonie
international comparisons. East Germany, with 42 percent of its
labor force in industry, is, according to this indicator, the most highly
ihidustrializedl country in the world. Its proportion in industry slightly
exceeds that for the Federal Republic of Germany, Switzerland, or
Hong Kong. Hungary and Czechoslovakia, both with :38 percent of
their labor force in industry, are the next two most highly industrial-
ized countries. Both Bulgaria, with 30 percent of its labor force engaged
in industry, and Poland, witlh 28 percent, are more highly industrial-
ized than Denmark, Australia, Spain, France, Japan, the United
States, the U.S.S.R., and Finland. Even Romania, with 23 percent,
is more highly indtistrialized than Portugal, South Africa, Greece,
Israel, and breladi. 8

Ibid.
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V. FUTURE TRENDS IN THE LABOR FORCE

Total Labor Force

According to the projections prepared on the basis of the assump-
tions and methods described in appendix A, the total labor force of
the r-gion is expected to increase from 52.6 million in 1971 to be-
tween 60.5 million and 61.8 million in 1996 (table 6). Should labor
force participation rates remain at 1972 levels (series II), the higher
figure would obtain and the increase would be 9.2 million, or 17.5
percent, over the 25-year period. Should participation rates change
in the future as assumed here, the lower figure would obtain, and the
increase would be 7.9 million, or 14.9 percent. Since the population
base was identical for both sets of projections, the differences in the
labor force totals for any or all countries indicate the net effect of
expected changes in the level of labor force participation.



TABLE 6.-PROJECTIONS OF THE LABOR FORCE AND THE TOTAL AND WORKING AGE POPULATIONS-6 EASTERN EUROPEAN COUNTRIES: 1971-96

[Figures refer to midyear. Absolute figures are in thousands. Population figures are based on projection series Bl

Numbor Absolute change Percent change

1971- 1976- 1981- 1986- 1991- 1971- 1971- 1976- 1981- 1986- 1991-
Country and item 1971 1976 1981 1986 1991 1996 76 81 86 91 96 96 76 81 86 91 96

'0 Eastern Europe:
Total population---103, 647 106, 744 110, 085 113, 068 115, 747 118, 447 3,097 3, 341 2,983 2,679 2, 700 14, 800 3.0 3.1 2.7 2.4 2.3Pouplatiin, 15 yearn6plus-78, 475 82, 084 84, 336 86, 91U 09, 483 92, 514 3, 609 2, 252 2, 574 2 573 3,03114,039 4.6 2.7 3.1 3.0 3.4
Labor force, series I - ,52 6U7 54, 662 56,106 57, 793 59, 068 60, 463 2, 055 1,444 1, 687 1, 275 1, 395 7, 856 3.9 2.6 3.0 2.2 2. 4
Labor force, series II -52, 607 55,064 56,953 58, 908 60, 249 61,807 2, 457 1, 889 1, 955 1, 341 1, 558 9, 200 4. 7 3. 4 3.4 2.3 2.6Bulgaria:
Total population--------------8, 536 8,825 9, 072 9, 270 9, 433 9, 599 289 247 198 163 166 1, 063 3.4 2.8 2.2 1.8 1.8
Popuaion, 15 years plus -6,609 6,876 7,078 7, 274 7, 458 7, 632 267 202 196 184 174 1,023 4.0 2.9 2.8 2.5 2.3Laboraftoore, series I------------ 4,543 4,670 4, 690 4, 742 4, 772 4,838 127 20 52 30 66 295 2.8 .4 1.1 .6 1.4
Labor force, series II -4, 543 4, 727 4, 820 4,923 4,965 5,039 184 93 103 42 74 496 4.1 2.0 2. 1 9 1. 5Czechoslovakia:
Total population -14, 407 14, 903 15, 399 15, 810 16,194 16, 648 496 496 411 384 454 2, 241 3. 4 3.3 2.7 2.4 2.8Popgulation, 15 years plus----------11,094 11,414 11,658 11, 857 12, 294 12, 789 320 244 199 437 495 1, 695 2.9 2.1 1.7 3. 7 4.0
Laor force, series I -7, 337 7, 520 7, 606 7, 799 8, 013 8, 349 183 86 193 214 336 1, 012 2. 5 1. 1 2. 5 2. 7 4.2Labor force, series II ----------- 7, 337 7, 552 7, 700 7,6897 0,139 8, 478 215 148 197 242 339 1, 141 2.9 2.0 2.6 3.1 4.2East Germany:
Total population -17, 061 16, 792 16, 510 16, 296 16, 113 15, 889 -269 -282 -214 -183 -224 -1, 172 -1.6 -1.7 -1.3 -1. 1 -1.4
Population, 15 years plus -13,094 13, 296 13, 559 13 623 13, 441 13, 312 202 263 64 -182 -129 218 1.5 2.0 .5 -1.3 -1.0
Laborforce, series I -8,462 8,622 8,935 9 239 9, 228 8,997 160 313 304 -11 -231 535 1.9 3.6 3. 4 - 1 -2. 5
Labor force, series II- 8,462 8, 633 8,940 9,198 9, 154 8, 940 171 307 258 -44 -214 478 2.0 3.6 2.9 -.5 -2. 3

Hun t'i'1 population--------------10, 368 10, 511 10,633 10,663 10, 649 10,650 143 122 30 -14 1 282 1.4 1. 2 .3 -.1 0
Popslation, 15 years plus - 8, 257 8, 398 8, 406 8 478 8, 572 8, 669 141 8 72 94 97 412 1.7 .31 .9 1.1 1.Laoro force, series I-----------5,41 5,099 5, 040 5,033 5,044 5,072 58 -59 -7 11 28 31 1.2 -1.2 -. .2 .6

Labor forceseries II -5,041 5,144 5,130 5,156 5,171 5,210 103 -14 26 15 39 169 2.0 -.3 5 3 8Poand:
Total population -32,805 34, 244 36,003 37, 694 39,080 40, 320 1, 439 1,759 1,691 1, 386 1, 240 7, 515 4.4 5.1 4.7 3.7 3. 2
Pp tion 15 years plus 24,14 26, 090 27,233 28,169 29, 415 30,976 1, 906 1143 936 1,246 1,561 6,792 7.9 1 .4 3,4 44 583Lii~ra t~or oc series I------------16, 556 17, 779 18, 771 19, 520 20, 055 20, 805 1,223 992 749 535 750 4, 249 7.4 5. 6 4.0 2.7 3.7Labor force: series II ----------- 16, 556 17, 864 18, 930 19, 687 20, 257 21,091 1,308 1, 066 757 570 834 4, 535 7.9 6.0 4.0 2.9 4. 1Romania:
Total population--------------20,470 21, 469 22,468 23, 335 24, 278 25, 341 999 999 867 943 1, 063 4, 871 4.9 4.7 3.9 4.0 4.4oplation, 15 years plus----------15, 237 16, 010 16, 482 17, 509 18, 0 19, 136 73 92107 94 833 3, 899 5.1 2.4 6.7 4. 5 4.
La force, series 1 -10,668 10,972 11,064 11, 460 11 956 12. 402 304 92 396 496 446 1, 734 2.8 .8 3.6 4.3 3. 7
Laborforce, series l -10,668 11, 144 11,433 12, 047 12, 563 13, 049 476 289 614 516 486 2, 381 4.5 2.6 5.4 4.3 3.9

1971-
96

14. 3
17.9
14.9
17.5

12. 5
15. 5
6. 5

10.9

15.6
15.3
13.8 i
15.6

-6. 9
1. 7
6. 3
5.6

2.7
5.0
.6
3.4

22.9
28.1
25. 7
27.4

23. 8
25. 6
16.3
22. 3
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Whatever the level of participation, it is clear that the largest
increase in the size of the total labor force over the 25-year projection
period will be during the present plan period (1971-76). In the next
5-year plan period, 1976-81, it is projected that about 600,000 fewer
persons will be added than during the present plan period. This level
should increase slightly during the 5 years following 1981, and in
the next 5 years, 1986-91, the smallest number of persons will be
added before the number increases again. This pattern of growth,
of cmurse, is the composite of the pattern for each of the six countries,
none of which is identical to it. The differences in these patterns in
the series II projections are due entirely to the varying numbers of
per Sons in the different age groups each year of the projection period
(see table II). In the series I projections, the differences are also
affected by the levels and changes in participation rates, although
oily in a minor way.

Limiting the discussion to the series I projections, the contrast
between the absolute and proportionate increases from one country
to another is remarkable. These are summarized below for the 1971-96
period:

Absolute Average annual
increase Percent increase

Country (thousands) increase (percent)

Hunga'y- -------------------------------------- 31 0.6 0.02
East Germany -535 6. 3 .24
Bulgar a- 295 6. 5 .25
Czechcslovakia -1, 012 13.8 .52
Romania --------------------------------------------- 1,734 16.3 .60
Poland ----------------------------------- 4,249 25.7 .92

Eastern Europe -7,856 14.9 .56

Thus, Hungary's labor force will not be appreciably larger 25 years
hence than it is today, whereas Poland's labor force is expected to be
26 percent larger. The two countries with the largest labor forces and
with the greatest slack in the effective utilization of labor, Poland and
Romania, are expected to experience the largest absolute and relative
incr ases. The total increase in the other four countries together will
equal less than a third of Poland's and Romania's combined. As a
result of these differential increases, the share of the region's total
labcr force in Poland and Romania will increase from 51.7 percent in
1971. to 54.9 percent in 1996.
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Despite what appears to be a relatively high rate of overall increase
for Poland and moderately high rates for Romania and Czechoslo-
vakia, these increases are quite modest on an annual basis. Thus,
Czechoslovakia's moderate overall increase amounts to about one-half
percent per year and Poland's relatively high overall increase amounts
to less than 1 percent per year.

A comparison of the growth during the 15 years prior to 1971 with
that projected for the following 15 years (tables 5 and 6) shows that
the region's total labor force is projected to increase by 9.9 percent as
compared with the 11.2 percent increase during the previous 15 years.
The rates for Poland and Romania will be slightly lower, those for
Bulgaria and Czechoslovakia will be cut to less than half, and that for
Hungary will be cut to zero. These reduced rates are in contrast to the
change in East Germany where the labor force is expected to increase
by 9 percent rather than continue to decline as it did during the pre-
vious 15 vears.

According to series I, the total labor force will increase by 7.4 million
between 1972 and 1996. This figure is net of decreases totaling 1.1
million in the 15-19 year group and 406,000 in the 20-24 year group,
and increases in the other age groups. The 65 and over age group will
increase only slightlyr but there is a 1.3 million increase in the 55-64
year group, a 2.3 million increase in the 45-54 year group, and a 5.3
million increase in the 25-44 group (table 7). This pattern of change
will result in a somewhat older labor force in the future. On the basis of
the assumption that the labor force is distributed equally within a
given age group, the median age of the labor force will increase from
37.8 years in 1972 to 39.1 years in 1996 (table III).

TABLE 7.-CHANGES IN THE PROJECTED LABOR FORCE, BY AGE GROUP-6 EASTERN EUROPEANCOUNTRIES:1972-96

[Figures are in thousands and refer to midyear; they are based an projection series 11

Eastern Czech9- East
Age group Europe Bulgaria Slovakia Germany Hungary Poland Romania

15 to 19 years -- 1,109 -56 -87 -348 -167 -274 -177
20 to 24 years - -406 -32 +34 -225 -80 -217 +114
25 to 44 years -+5, 257 +97 +622 +714 +151 +2,800 +873
45 to 54 years -+2, 290 +88 +428 +325 +134 +1,042 +273
55 to 64 years -+1, 337 +99 -10 +196 +7 +563 +482
65 years and over +63 +46 -30 -149 -42 +126 +112

Total -+7, 432 +242 +957 +513 +3 +4, 040 +1, 677

Source: Table 111.
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The differing patterns of change in the labor force by age for the
individual countries are largely due to the numbers of persons in the
various age groups at the two points in time; changes in participation
rates have only a minor effect. As a result of the varying changes, the
aging of the labor force is expected to be most significant for East
Germany and least significant for Czechoslovakia as may be noted
below:

Median age of labor force (years)

Country 1972 1996

Bulgar a -39.2 40. 4
Czechoslovakia --------------------------- 36.8 37. 7
East Germany. 37. 5 39. 2
Hungary -38.3 39. 6
Poland - ---------- -------------------------------------- 37 7 39. 1
Romania - 38.1 39.3

As mneasured by changes in median age, the labor forces of Bulgaria,
Czechoslovakia, Poland, and Romania will become older until the
mid-1980's, become somewhat younger in the late 1980's and early
1990's, and then start to age again. East Germany's labor force will
become younger until about 1978 and then steadily become older,
and Hungary's labor force will become older throughout the entire
projection period (table III).

Sectoral Distribution

Increments to the nonagricultural labor force will consist not only
of additional persons in the working ages but also of those persons who
will withdraw from agriculture. It is projected that the nonagricul-
turEl labor force will be augmented by 14.1 million during the 1971-96
period, of whom 6.3 million will have transferred from agriculture
(table 8). In accordance with the assumptions made in regard to the
,decline of the agricultural labor force in each country, the decline for
the region as a whole will decelerate over the last 10 years of the
projection period. This pattern, in conjunction with that of changes
in the total labor force, will result in a constantly declining rate of
growth in the nonagricultural branches. Thus, an increase of 10.2
percent is projected for the present plan period, 7.6 percent during the
nex ; 5 years, and 7.2, 5.0, and 4.3 percent during the following 5-year
periods, respectively. The series I projections for the 25-year period
show a 38 percent decline in agriculture and a 39 percent increase in
the nonagricultural branches. The projections further show that
industry will grow less rapidly (33 percent) than the other nonagricul-
tur&A branches (44 percent).
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The critical set of figures insofar as the future labor supply of a
particular country is concerned is that relating to nonagricultural
branches. This is the premise of the various economic development
plans to date and implies that the present level of agricultural produc-
tion can be maintain or increased in the future even with expected
decreases in the agricultural labor force. The latter implication is
presumably based on recognized underemployment, a high degree of
inefficiency, and a low level of mechanization in agriculture that are
expected to be overcome. Whatever the case, the projected figures
for the nonagricultural branches given here constitute one view of
the labor force that will be available to carry forward the essential
parts of the economic development plans of the six countries.



TABLE 8.-PROJECTIONS OF THE LABOR FORCE, BY MAJOR BRANCHES-6 EASTERN EUROPEAN COUNTRIES: 1971-96

IFigures refer to projection series I and to midyear. Absolute figures are in thousandsj

Number Absolute change Percent change

Country and major branch 1971 1976 1981 1986 1991 1996 1971-76 1976-81 1981-86 1986-91 1991-96 1971-96 1971-76 197681 1981-86 1986-91 1991-96 1971-96

Eastern Europe:
Total labor force -52, 607 54, 662 56, 106 57, 793 59, 068 60, 463 2,055 1, 444 1, 687 1, 275 1, 395 7, 856 3.9 2. 6 3.0 2.2 2.4 14.9 0s

Agriculture -16, 592 14 981 13, 403 12,026 11,016 10, 337 -1, 611 -1, 578 -1,377 -1 010 -679 -6,255 -9.7 -10.5 -10.3 -8.4 -6.2 -37.7
Nonagricultural - 36, 015 39, 681 42, 703 45, 767 48, 052 50, 126 3, 666 3, 022 3,064 2 285 2,074 14,111 10.2 7.6 7.2 5.0 4.3 39.2

Industry -16, 875 18, 212 19, 306 20, 512 21, 542 22, 472 1,337 1,094 1,206 1,030 930 5,597 7.9 6.0 6.2 5.0 4.3 33.2
Other -19, 140 21, 469 23, 397 25, 255 26, 510 27, 654 2, 329 1, 928 1, 858 1, 255 1, 144 8,514 12. 2 9.0 7.9 5.0 4.3 44.5

Bulgaria:
Total labor force -4, 543 4, 670 4, 690 4, 742 4, 772 4, 838 127 20 52 30 66 295 2.8 4 1. 1 6 1.4 6. 5

Agriculture- 1, 579 1 356 1 189 1 069 986 933 -223 -167 -120 -83 -53 -646 -14.1 -12.3 -10.1 -7.8 -5.4 -40.9
Nonagricultural- 2, 964 3 314 3 501 3 673 3,786 3,905 350 187 172 113 119 941 11.8 5.6 4.9 3. 1 3.1 31.7

Industry- 1, 362 1,487 1, 549 1, 603 1,629 1,656 125 62 54 26 27 294 9.2 4 2 3.5 1.6 1.7 21.6
Other - 1,602 1,827 1,952 2,070 2,157 2,249 2z5 125 118 87 92 647 14.0 6.8 6.0 4.2 4.3 40.4

Czechoslovakia:
Total labor force -7, 337 7,520 7, 606 7, 799 8, 013 8, 349 183 86 193 214 336 1, 012 2. 5 1.1 2.5 2.7 4.2 13.8

Agriculture 1,382 1 292 1 216 1,145 1,078 1 015 -90 -76 -71 -67 -63 -367 -6. 5 -5. 9 -5. 8 -5.9 -5.8 -26.6
Nonagricultural- 5,955 6,228 6,390 6,654 6,935 7,334 273 162 264 281 399 1,379 4.6 2.6 4. 1 4.2 5.8 23.2

Industry - - 2,801 2,868 2,892 2,958 3,028 3,144 67 24 66 70 116 343 2.4 .8 2.3 2.4 3.8 12.2
Other - 3,154 3,360 3,498 3,696 3,907 4,190 206 138 198 211 283 1,036 6.5 4.1 5.7 5.7 7.2 32.8

I



East Germany:
Total labor force -8,462 8,622 8,935 9,239 9,228 8,997 160 313 304 -11 -231 535 1.9 3.6 3.4 -.1 -2.5 6.3

Agriculture- 1 041 887 775 711 687 686 -154 -112 -64 -24 -1 -355 -14. 7 -12. 6 -8. 3 -3. 4 -. 1 -34. 1
Nonagricultural- 7, 421 7,735 8,160 8,528 8,541 8,311 314 425 368 13 -230 890 4.2 5. 5 4. 5 2 -2. 7 12. 0

Industry - 3,556 3,672 3,836 3,969 3,936 3,791 116 164 133 -33 -145 235 3.3 4.5 3.5 -.8 -3.7 6.6
Other- 3, 865 4, 063 4, 324 4, 559 4, 605 4, 520 198 261 235 46 -85 655 5. 1 6.4 5.4 1.0 -1. 8 16. 9

Hunyary:
rotal labor force -5,041 5, 099 5,040 5,033 5, 044 5,072 58 -59 -7 11 28 31 1. 2 -1. 2 -.1 .2 .6 .6

Agriculture- I207 1,042 937 864 818 793 -165 -105 -73 -46 -25 -414 -13.7 -10.1 -7.8 -5.3 -3.1 -34.3
Nonagricultural - 3,834 4,057 4,103 4,169 4,226 4,279 223 46 66 57 53 445 5.8 1.1 1.6 1.4 1.3 11.6

Industry -1,930 2,005 2,030 2, 055 2,080 2,107 75 25 25 25 27 177 3. 9 1. 2 1. 2 1. 2 1. 3 9. 2
Other -1,904 2,052 2,073 2, 114 2,146 2, 172 148 21 41 32 26 268 7. 8 1.0 2.0 1.5 1.2 14. 1

Poland:
Total labor force -16, 556 17, 779 18, 771 19, 520 20, 055 20, 805 1,223 992 749 535 750 4, 249 7.4 5.6 4.0 2.7 3.7 25. 7

Agriculture -6,080 5, 805 5, 410 4, 925 4, 544 4, 299 -275 -395 -485 -381 -245 -1, 781 -4. 5 -6. 8 -9. 0 -7. 7 -5. 4 -29. 3
Nonagricultural - 10,476 11,974 13, 361 14, 595 15, 511 16, 506 1,498 1,387 1,234 916 995 6, 030 14.3 11.6 9.2 6.3 6.4 57.6

Industry- 4, 690 5,138 5, 554 6,007 6,497 7, 027 448 416 453 490 530 2 337 9. 6 8. 1 8. 2 8.2 8. 2 49. 8
Other - 5,786 6, 836 7,807 8, 588 9,014 9, 479 1,050 971 781 426 465 3:693 18.1 14.2 10.0 5.0 5 63.8

Romania:
Total labor force -10,668 10,972 11,064 11,460 11,956 12, 402 304 92 396 496 446 1,734 2.8 .8 3.6 4.3 3.7 16.3

Agriculture -5, 303 4, 599 3, 876 3, 312 2,903 2, 611 -704 -723 -564 -409 -292 -2, 692 -13. 3 -15. 7 -14. 6 -12. 3 -10.1 -50. 8
Nonagricultural- 5,365 6,373 7,188 8,148 9,053 9,791 1,008 815 960 905 738 4, 426 18.8 12.8 13.4 11.1 8.2 82.5

Industry -2,536 3,042 3, 445 3,920 4, 372 4, 747 506 430 475 452 375 2, 211 20.0 13. 2 13. 8 11.5 8.6 87.2
Other -2,829 3, 331 3,743 4, 228 4, 681 5, 044 502 412 485 453 363 2, 215 17. 7 12. 4 13. 0 10. 7 7.8 78.3

Source: Table 1.
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According to the series I projections, increases in the nonagricultural
labor forces in the six countries will range from 445,000, or 12 percent,
for Hungary over the 1971-96 period to 6 million, or 58 percent, for
Poland. The nonagricultural labor force in Romania, with a 4.4 million
increase, will grow at the highest rate-82 percent. As is the case for
the total labor force, Poland and Romania are expected to gain a
large share of the total increase for the region-Poland's share of the
total is projected to be 43 percent, Romania's to be about 31 percent,
and the other four countries combined to be about 26 percent. The
increases for Bulgaria, Czechoslovakia, East Germany, and Hungary
as a group will be nearly 700,000 less than that for Romania and 2.4
million less than that for Poland. Confining our attention to the four
countries, the largest increase in any of the 5-year periods is the
present one during which it is projected that 1.2 million will be added
to the nonagricultural labor force. The additions will then decline to
800-900,000 during each of the next two periods and further decline
to about 460,000 and 340,000 during each of the last two periods,
respectively.

Table 9 translates the gross figures into average annual rates, which
give a much clearer picture of the projected year-to-year increases in
nonagricultural employment. For Czechoslovakia, Hungary, and East
Germany, these rates are quite low, and especially so after the present
plan period. Those for Bulgaria are generally higher, but are still very
much below the rates for Poland and Romania. If the size of the
nonagricultural labor force of these four countries should change as
indicated, the lion's share of any increase in production would have to
come from higher labor productivity. For example, should a particular
plan call for a 6 percent rise in nonagricultural production, a 0.25
percEnt increase in the labor force-a figure representative of those
for Hungary-would mean that 96 percent of the rise would have to
come from increased labor productivity. Whatever the case, the small
increases in nonagricultural manpower expected in Bulgaria, and the
especially small increases in Czechoslovakia, East Germany, and
Hungary, almost certainly will have a dampening effect on their
economic growth. This would not be true for Poland and Romania
which, in the future, appear to have manpower to spare.

TABLE 9.-AVERAGE ANNUAL INCREASE IN THE NONAGRICULTURAL LABOR FORCE-6 EASTERN EUROPEAN
COUNTRIES, 1971-96

[In percent; figures are based on projection series 11

Eastern Czecho- East
Period Europe Bulgaria slovakia Germany Hungary Poland Romania

1971-76 -1. 96 2.26 0. 90 0. 83 1. 14 2. 71 3. 50
1976-81 - 1.48 1. 10 .51 1.08 .23 2.22 2. 44
1981-86 - 1.40 .96 .81 .89 .32 1.78 2. 54
1986-91- .98 .61 .83 .04 .27 1.24 2. 13
1991-96 - .85 .62 1.12 -. 55 .25 1.25 1. 58
1971-96 - 1. 33 1. 11 .84 .45 .44 1. 83 2. 44

Source: Table 8.
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Policy Implications

These labor force projections cannot be considered as forecasts or
predictions for at least several reasons. First, they are based on the
implicit premise that the economic futures of these six countries evill
see a continuation of the development experienced during the past 10
to 15 years, as the smooth curves in figure 3 and the data in table IV
indicate. This premise probably vidl not hold; thus, for example, the
present energy shortage is -only one variable that will probably have
a major impact on Eastern Europe along with the rest of the world.Y
Second, many policy decisions can and probably will be made that will
affect the supply of, as well as the demand for, manpower. Policy
decisions on the demand side might include those connected with the
better utilization of manpower at hand, labor turnover, underemploy-
ment and labor hoarding, length of the workweek, and absenteeism.
Policy decisions on the supply side might include those connected
with dispersion or concentration of industry so as to tap available
manpower, raising the age for retirement or increasing incentives to
induce older workers to continue on their jobs rather than retire,
restricting educational opportunities beyond primary school, wages
and monetary incentives, the employment of women (especially
policies with respect to the encouragement of women-and therefore
working women-to have children), and international migration of
labor. The last two policies still be discussed here.

IBecause the U.S.S.R., the region's major supplier of energy, has indicated its inability to meet higher
than present demands, all East European governments have warned their peoples that there Is a difficult
time ahead and that the consumption of energy must be held in check.
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The governments of Bulgaria, Czechoslovakia, Hungary, and Ro-
man.a have been increasingly concerned with the low levels of fertility
and the low rates of population growth since the mid-1960's when
the numbers of births declined markedly. Since that-time, population
commissions or committees have been established, and population
policies have been redesigned with the aim of increasing the numbers
of babies born and of insuring the four countries concerned with an
adequate supply of manpower in the future. In general, recent popula-
tion policies include: tightening the laws regarding abortions so that
they are no longer available on demand; raising the monthly family
allowrance and the grant made at the birth of a child; and increasing
the length of maternity leave for working wxomen. Also, in Czechoslo-
vakia and Hungary, working women have been given a stipend to
remain at home to care for their babies, and in Czechoslovakia low-
inteiest loans for household durables for young married couples have
become available, part of which is written off on the first birthday of
each child born. These four countries have obviously made the decision
to rrmaximize births at the expense of withdrawal of women from the
labor force.

It appears that East Germany has made the opposite decision, which
is to maximize the number of women workers now even though their
manpower pool 15-20 years hence will be smaller than it might have
been on the basis of strong pronatalist policies. It is true that East
Germany's population policy explicitly aims at a higher birth rate;
there is a family allowance system and a one-time grant on the birth
of a child. At the same time, however, abortion on demand has been
available since September 1973 and there is no evidence of plans to
increase allowances or grants, or to follow Hungary's lead in granting
stipends for working women to remain at home to care for their babies.
East Germany is faced with the acute dilemma of witnessing its birth
rate plummet at the same time it needs every available woman in the
labor force now and in the future. The dilemma is exemplified by the
present projections which show the labor force decreasing each year
after 1988 because of declining numbers in the 15-19 and 20-24 year
age groups."0 The latter declines are projected on the basis of the
assumption that the level of fertility in the future will remain at the
very low level estimated for 1973. Should fertility increase in accord-
ance with the assumptions used here in the series A projection, i.e., by
20 percent in 1974 and then gradually to 40 percent 10 years later, and
labor force participation rates remain at the same levels, the labor
force would be some 200,000 larger in 1996. As a consequence of such
a rice in fertility, however, the loss to the labor force of women would
also be considerable; no estimate of the loss has been attempted here.1

Population policy is still being discussed in Poland. The discussion
centers around devising an effective pronatalist program that will be
compatible with women's employment. Although no integrated pop-
ulation policies have yet been announced, several changes which took
place in October 1973-extending the length of paid maternity leave
and extending to 3 years unpaid leave for mothers to take care of small
children-will make it easier for women to combine work and rearing
children.

I° The series B projection shows a drop for the 15-19 year group from 1,315,000 in 1072 to 865,000 in 19096
and a drop for the 20-24 year group from 1,145,000 to 880,000 (table II).

IL In this regard, however, 255,000 women were on maternity leave in Czechoslovakia at the end of 1072.
Miloslav Kotek, "Development Tendencies in Employment in the C.S.S.R.,,' Planonsne Hlospoedarslt
(Plavned Economy.,), no. 5, 1073, p. 64.
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At present, the six countries differ markedly in the degree to which
there is a labor shortage or labor surplus. Both Czechoslovakia and
East Germany are severely short of labor an l have been for some
years. The labor supply situation in Bulgaria and Hungary is some-
what ambiguous. It has been reported from Bulgaria that there are
shortages of experienced manpower in many sectors, that there are
seasonal shortages in agriclltulre and permanent shortages in con-
struction, tnd the shortages of qualified manpower are acute in con-
struction, transportation, and mining. At the same time, it is acknowl-
edged that agriculture can still supply sufficient workers. Reporis
from Hungary indicate alternatively that there is a serious manpower
shortage, that the alleged manpower shortage is highly exaggerated,
anti that manpower shortages and surpluses exist side by side. Thle
most authoritative statement comes from a Deputy Minister of Laber
who states that * * * there is no shortage of manpower on the na-
tional scale but, at today's given management, leadership, and organi-
zational levels, in a few sectors and branches of work the fact of a real
manpower shortage cannot be questioned.' 12 Poland and Romiania.
appear to have abundant manpower, and the primary labor problem,
especially in Poland, is the creation of enough jobs for new workers
entering the labor force.

As the labor force projections indicate, the present gulf between the
labor supply situation in Poland and Romania, on the one hand, and
the other four countries, on the other, will be even wider in the futuree.
The obvious way to bridge this gulf is large-scale migration of labor
among countries. There have been numerous reports of various mim-
bers of foreign workers in Czechoslovakia and East Germany, but
the only reliable data are for Czechoslovakia where 18,000 foreiglners
were reported to be working in 1972.13 Western newspaper stories give
the numbers of foreign (mainly Polish) workers in East Germany as
ranging from 20,000 to 100,000; the exact numbers have never been
published. Whatever the numbers are, they are relatively small and
there is a great reluctance to increase them in any of the labor-short
countries because of ethnic differences, the costs involved, the shortage
of housing, and the many social problems that may be anticipated
based on Western European experience. There is also the political-
economic argument against migration of labor between the Socialist
countries in that these countries are supposed to be able to provide
employment to all who require it, and consequently there is no need
to move to another country to find work. Whether or not these and
other considerations rule out large-scale international labor migration
as a viable proposition is open to question at this time. This writer
expects, however, that manpower supply and demand will be so out of
balance in Czechoslovakia, East Germany, and Huntgary that these
countries will feel comrpellecd to import the labor necessary to meet their
needs. It may very we, be that such labor could come from such coun-
tries as Greece, Italy, Spain, Turkey, and Yugoslavia, all of which
have been exporting labor to Western Europe. This would seem to
be a much more drastic step, however, than rationalizing labor supply

2 Istvan Buda, "Labor Tasks in 1973," Mlunkaugyi Szernle (Labor Review), No. 1, January 1973, p. 2.
'3 Dyna Tesarova. "Manpower Resources Under the Fifth Five-Year Plan" Statkstika (Statistics), No. 10,

October 1973, p. 407. Although the countries of origin of these workers are not given, other information
suggests that the large majority are Poles.
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and demand among the member countries of the Council for Economic
Mutual Assistance (CEMA) themselves. Precedents for future labor
migration on a relatively large scale have been established, this solu-
tion to labor imbalances is being discussed more and more openly in
the various countries, and it would seem to be only a matter of time
and acute need before bilateral or CEMA-wide agreements are reached
in this regard.

APPENDIX TABLES

TABLE I-A.-ESTIMATED AND PROJECTED POPULATION 15-64 YR, AND LABOR FORCE, BY MAJOR BRANCHES:
6 EASTERN EUROPEAN COUNTRIES COMBINED, 1950-96

IMilyear figures in thousands; labor force projections are based on series 1, i.e., changing participation rates]

Labor force

Nonagricultural branches
Population,

Year 15-64 yr Total Agriculture Tutal Industry Other

ESTIMATES
1950 -- 58,494 44,012 22,812 21,200 10,022 11,178
1955 ---- ------ 60, 554 46,834 21, 811 25,023 11, 718 13, 305
1956----------- 60.910 47, 314 21, 869 25, 445 11. 822 13, 623
1957 - , - 60, 985 47, 628 21, 674 25, 954 12, 192 13, 762
1958----------- 61, 190 41, 882 21, 597 26. 285 12, 446 13, 839
1959 - 61, 457 48, 135 21, 354 26, 781 12, 683 14, 098
1960 - 61, 600 48, 191 20,769 27, 422 12, 935 14, 487

1 -61,755 48, 383 20,196 28, 187 13, 213 14, 974
1962----------- 62, 091 48, 666 19, 657 29, 009 13, 582 15, 427
1963--- ------- 62, 631 48, 897 19,137 29,160 13, 879 15, 881
1964-63, 218 49, 185 18, 893 30,292 14, 136 16, 156
1965----------- 63, 840 49, 676 18, 564 31, 112 14, 546 16, 566
1966 ------------------- 64, 472 50, 341 18, 388 31, 953 14, 984 16, 969
1967 - 65, 101 50, 841 17, 979 32,862 15,402 17, 460
1968----------- 65, 706 51, 367 17, 672 33, 695 15. 812 17, 883
1969----------- 66,282 51, 797 17, 294 34, 503 16,162 18, 341
1970----------- 66, 895 52, 114 16, 944 35, 170 16,426 18, 744
1971 - ,------ 67, 485 52, 607 16, 592 36, 015 16, 875 19, 140
1972 - 68, 123 53, 031 16, 290 36, 741 17, 221 19, 520

PROJECTIONS

1973 - 68, 624 53, 536 15, 961 37, 575 17, 493 20, 082
1974 - 69, 059 53, 979 15, 633 38, 346 17, 750 20, 596
1975----------- 69, 422 54, 343 15, 307 39, 036 17, 987 21, 049
1976 ----- ----------- 69,837 54, 662 14, 981 39.6 81 18, 212 21, 469
1977----------- 69,999 54,935 14,661 40, 274 18, 423 21, 851
1978 - ' 70, 273 55, 205 14, 341 40, 864 18,636 22, 228
1979 -70, 595 55, 478 14, 023 41, 455 18, 851 22, 604
1980 -71, 005 55, 758 13, 708 42,050 19, 068 22, 982
1981----------- 71, 589 56, 106 13, 403 42, 703 19, 306 23, 397
1982 -72, 418 56,560 13, 108 43, 452 19, 592 23, 860
1983 --- ------- 73, 322 57, 031 12, 822 44, 209 19,8982 24, 327
1984 - 73, 983 57, 367 12, 546 44, 821 20, 119 24, 702
1985 . 74, 391 57, 582 12, 278 45, 304 20, 317 24, 987
1986 -74, 683 57, 793 12, 026 45, 767 20, 512 25, 255
1987 -74, 961 58, 044 11,792 46, 252 20, 727 25, 525
1988----------- 75, 220 58, 314 11, 576 46, 738 20, 945 25, 793
1989 -75, 516 58, 567 11, 373 47, 194 21, 150 26, 044
1990- ------- 75, 812 58, 817 11, 187 47, 630 21, 349 26, 281
1991----------- 76, 125 59, 068 11,016 48, 052 21, 542 26, 510
1992 -76, 463 59, 336 10, 855 48, 481 21, 735 26, 746
1993 -76, 811 59, 631 10,710 48, 921 21,928 26, 993
1994 -77,132 59,906 10,576 49,330 22,111 27,219
1995----------- 77, 435 60, 100 10, 451 49, 729 22, 293 27, 438
1996 -77, 741 60, 463 10, 337 50,126 22, 472 27, 654

Sourci: The sums of the figures for the6 countries included. In tables I-BtoG no sources are givensfor the populations
15-64 yr for the 1950-72 period or for any of the projection figures. The populations 15-64 yr were all based on published
age-sex distributions or estimated on the basis of them. For the methods and assumptions used to derive the projection
figures, uee app. A. The labor force figures for 1950-72 in tables I-B to G are unpublishbd estimates by the Foreign Demo-
graphic Analysis Division, Bureau of Economic Analysis, U.S. Dupartment of Cam'norcs. For other than census years,
they severe based on the ratios of the reported employed populations to the econonmi.ally active populations at the time of
the varicous censuses applied to the reported employed populations for eaoh yanr. ExcAet where othsrwise indicated in
these tables, the source for all the latter figures is Andrew Elias, "Statisticol Tables-Estimated Employment in Seven
Eastern luropean Countries, by Branch and Sector: Circa 1950 In 1970," Foreign Dam)grapoic Analysis Division, Bureau
of Econo nic Analysis, U.S. Department of Commerce, March 1973.
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TABLE I-B.-ESTIMATED AND PROJECTED POPULATION 15-64 YEARS, AND LABOR FORCE, BY MAJOR BRANCHES-
BULGARIA: 1950-96

[Midyear figures in thousands. Labor force projections are based on series 1, i.e., changing participation ratesi

Labor force

Nonagricultural branches
Population,

Year 15-64 years Total Agriculture Total Industry Other

ESTIMATES
1950 -.....----- 4, 805 4,114 2, 982 1, 132 455 677
1955----------- 4, 966 4, 142 2, 734 1, 408 614 794
1956- - 5,016 4,147 2, 693 1, 454 613 841
1957 ------------ 5,068 4, 245 2. 612 1,633 701 932
1958-. . 5,123 4,343 2,598 1,745 734 1,011
1959 -- - - 5,175 4, 383 2,584 1, 799 847 952
1960 - 5, 226 4, 422 2, 491 1,931 932 999
1961----------- 5, 284 4, 341 2, 3491 1,902 946 1, 046
1962- ------- 5,345 4, 24 2, 230 2,044 968 1, 076
1963-.......... 5. 406 4, 232 2. 032 2,150O 1,019 1, 131
1964 --- -- 5,472 4,242 2,028 2,214 1,048 1,166
1965 - 5, 540 4 262 1, 926 2, 336 1 121 1, 215
1966----------- 5, 580 4, 368 1, 876 2,492 1, 221 1, 271
1967---------- 5,625 4, 411 1, 789 2,622 1, 276 1, 346
1968- - 5, 669 4, 400 1, 723 2, 677 1, 288 1, 389
1969 --- -- 5,707 4,443 1,679 2,764 1,301 1,463
1970 ------ - 5, 738 4, 493 1, 623 2.870 1,322 1,548
1971- 5, 764 4, 543 1, 579 2, 964 1, 362 1, 602
1972-.......... 5, 792 4, 596 1, 535 3, 061 1, 388 1, 673

PROJECTIONS
1973 -, 5, 820
1974 -5, 844
1975 - 5, 864
1976 -5, 888
1197 -5, 907
1978----------- 5, 927
1979- 5 959
190 -5, 969
1981 -5, 9g8
1982 -6, 050
1983 -6, 109
1984 -6,157
1985 -6,177
1986- 6,185
1987 -6, 188
1988 -6,193
1989 -6,195
1990----------- 6, 194
1991 -6,193
1992 -6,193
1993 -6, 201
1994 -6, 206
1995 -6, 213
1996 -6, 221

4,625 1, 486 3, 139 1, 420 1, 719
4,647 1, 440 3, 207 1, 446 1, 761
4, 660 1, 397 3,263 1,468 1,795
4,670 1,356 3,314 1, 487 1,827
4, 675 1, 318 3, 357 1, 502 1,855
4,684 1,283 3,401 1,517 1,884
4,685 1,249 3,436 1,529 1,907
4,681 1, 218 3,463 1,536 1,927
4, 690 1, 189 3,501 1, 549 1,952
4, 704 1, 161 3, 543 1, 563 1, 980
4,723 1,136 3,587 1,578 2,009
4,733 1,112 3,621 1, 589 2,032
4,734 1,090 3,644 1,595 2,049
4, 742 1,069 3,673 1, 603 2, 070
4,745 1,050 3,695 1,608 2,087
4 752 1,032 3,720 1,614 2,106
4,757 1, 015 3,742 1,619 2,123
4, 764 1,000 3, 764 1,624 2, 140
4,772 986 3,786 1,629 2,157
4,778 973 3,805 1, 633 2,172
4,793 962 3,831 1,639 2,192
4,808 951 3,857 1,645 2,212
4,823 942 3,881 1,651 2,230
4,838 933 3,905 1,656 2,249

Note: The labor force, or economically active population, in ecludes the armed nod security forces, privale farmers, crafts
men, persons engaged in personal services, persons employed is confidential categories, sod probably frictional un-
employment, all of whom are usually excluded from reported annual employment figures.

Source for labor force estimates: Total: 1950, 1955-56: Interpolated between the totals of the economically action popu-
lation for 1946, reported in Zora Prochazka, The Labor Force of Bulgaria," U.S. Bureau of the Census, Intornational Popu-
lation Sthtistics Reports, series P-90i No. 16, p. 32, and for 1956, reported is "Prebr1 avan7 o t a naselenidto y Narodta re-
publika Bulgarlya oa IXII. 1956 godiba, abshti rezultati. Kniga iV. (Censss of population of the Bulgarian People's Re-
pe ticof Dec. 1, 1956.General Results, Volume IV.)," p. 6. 1957-65; Besod on interpolation of the ratios of the numbers em-
ployed to the economically action populations in 1956 and 1965, and the numbers employed io the indicated years. The
economically active population for 1965 was reported is ',Sqtistichosti godith9ik no Narodna republika Bulgariya 1969
(Statistical Yearbook sf the People's Republic of Bulgaria, 1960),' ' p. 16. 1966-70: Based oo the assumption that the trend
of the ratios of the numbers employed to the ecooomically active populations Iron 1057 to 1965 continued to 1970. 1971-72:
Based on the espected decline io agricultural manpower between 1970 asd 1975, as reported in Kb. Khristo andIY. Stoyanoy,
"Structure and Training ofthe Labsr Force in Agriculture," ' .. Nova vremo (New Times)', No. 2,t1971, p. 53, and the shore of
agricultore in total employment by 1975, as reported in loan lien, "The Sieth Fine-Year Plan-A Mojor Stop Toward the
Boildingofa Developed SocialistSociety is Bulgaria, "(Naruchnik no Agitatora (Propagandist's Handbook)", December 1971,
p. 16.

Agricultural branches: 1950, 1955-56: Computed by the some method and with the same sources as used is estimating
the total economically active population. 1957-65: Based on interpolation of the ratios of the numbers employed to the
economically active populations in agriculture anod forestry in 1956 sod 1955, sod the numbers employed in agriculture and
forestry in the indicated years. 1966-70: Based on the assumption that the trend of the ratios of the numbers employed
to the economically active populations in agriculture aod forestry between 1957 and 1965 contioued to 1970. 1971 72:
Based on the expected decline in agricultural manpower bet~een 1970 and 1075, as reosrtei in Khristov and Stoyanov,
op. cit.

Nonagricultural branches: All years: Residuals.
Industry: 1950, 1955-56: Computed by the some method and with the some sources as usei in estimoting the total

economically active population. 1957-.65: Based on interpolation of the ratios of the numbers employad to the economically
active populations in industry in 1956 and 1965, oni the numbers employed in industry in the indicated years. 19S6-70:
Based on the nssumption that the trend of the rotius of the numbers enployei tn the ec~no nially active populations in
industry betwees 1957 and 1965 continoed to 1870. 1971: Based on the increase in industriol employment in the first half
of 1971, reported in "Rabotnichesko delo (Workers' Affairs)", July 25, 1971, p. 2. 1972: Based on the increase in industrial
output and labor prodsctivity durisg the first 6 months of 1972, reported is "Raj~taichesko delo," Joly 27, 1972, p. 2.

Other nonagricultural branches: All years: Residuals.
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TABLE lRC.-ESTIMATED AND PROJECTED POPULATION 15-64 YEARS, AND LABOR FORCE, BY MAJOR
BRANCHES-CZECHOSLOVAKIA: 1950-96

[Milyear figures in the thousands. Labor force projections are based on series 1, i.e., changing participation rates]

Labor force

e Nonagricultural branches
*'Population,

'fear 15-64 years Total Agriculture Total Industry Other

*ESTIMATES

1950 -. - 8, 243 5, 832 2, 188 3, 644 1, 823 1, 821
1955 - - - 8, 424 6, 256 2,115 4, 141 2, 077 2, 064
1956 - - - 8. 476 6, 357 2, 094 4, 263 2,126 2, 137
1957 --------- - - g,. 534 6, 410 2, 027 4, 391 2, 204 2, 107
198l ---S ------ - - 8. 602 6, 437 1, 900 4, 457 2, 222 2, 235
1959 - - - 8 60 6, 386 1, 841 4, 545 2, 268 2, 277
1960 - - - 8 732 6, 396 1, 685 4, 711 2, 379 2, 332
1961 - - 8, 829 6, 503 1, 598 4, 905 2, 446 2, 459
1962 - . , 8, 917 6, 593 1, 554 5, 039 2, 523 2, 516
1963---------- - 9,009 6, 630 1, 535 5, 095 2, 524 2, 571
1964 . I 9, 039 6, 679 1, 503 5, 176 2, 550 2, 626
1965 - -9, 164 6, 770 1, 475 5, 295 2, 594 2, 701
1966 9, 239 6, 890 1, 468 5, 422 2,665 2, 757
1967 - 9,306 6,954 1,439 5,515 2,685 2,830
1968 - -- ---------- 9, 368 7, 048 1, 414 5, 634 2, 721 2,913
1969 - - 9, 368 7, 160 1, 399 5, 761 2, 742 3, 019
1970- 9, 410 7, 261 1, 390 5, 871 2, 760 3, 111
1971 - - 9, 441 7, 337 1, 382 5, 955 2, 801 3, 154
1972 - 9,527 7,392 1,356 6,036 2,818 3,218

PEIOJECTIONS,

1973 - 9, 562 7, 450 1, 340 6, 110 2, 842 3, 268
1974 - 9, 578 7, 485 1, 324 6, 161 2, 857 3, 304
1975 - 9, 586 7, 504 1, 308 6, 196 2, 863 3, 333
1976 . 9, 597 7, 520 1, 292 6, 228 2 868 3, 360
1977 ---------- 9, 611 7, 530 1, 277 6, 253 2,0870 3, 303
1970 - 9, 633 7, 542 1, 261 6, 281 2, 872 3, 409
*1979 - ., 9,671 7,560 1,246 6,314 2,878 3,436
1980 - 9, 734 7, 588 1, 231 6, 357 2, 887 3, 470
1981 - 9, 817 7, 606 1, 216 6, 390 2, 892 3, 498
1982 - 9, 910 7, 665 1, 202 6, 463 2, 915 3 548
1903----------- 10, 005 7, 712 1, 107 6, 525 2, 932 3, 593
1984 -- 10, 072 7, 749 1, 173 6, 576 2,945 3, 631
1985 - 10,113 7,774 1,159 6,615 2,952 3,663
1986 10, 139 7, 799 1,145 6, b54 2, 958 3, 696
1987 - 10, 172 7, 825 1, 131 6, 694 2, 966 3, 728
1988 - 10, 219 7, 856 1, 118 6, 738 2, 974 3, 764
1909 ---------- 10, 207 7, 900 1, 104 6, 796 2, 909 3,0807
1990 - 10, 360 7, 956 1, 091 6, 865 3, 009 3,856
1991 - 10, 436 8, 013 1, 078 6, 935 3, 028 3, 907
1992 -. 10,517 8,076 1,065 7,011 3,050 3,961
1993- , 10, 599 8, 148 1, 052 7, 096 3, 076 4, 020
1994 - 10, 678 8, 219 1, 040 7, 179 3, 101 4, 078
1995 - 10, 752 8,786 1 027 7, 259 3, 124 4, 135
1996 - 10, 823 8, 349 1, 015 7, 334 3, 144 4, 190

See footnotes on page 457.
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Footnotes from page 456, TABLE I-C.
Note: The labor force, or economically active population, includes the armed and security forces, home workers, the

self-employed, employed prisoners, and probably persons employed in confidential categories and frictional unemploy-
ment, all o whom are usually excluded from reported annual employment figures. Apprentices, who are also excluded from
employment data, were included in the 1950 census definition of the economically active but apparently not in the 1961
census definition. Helping family members were only partially covered in the 196t census but probably fully counted in
earlier censuses. Preliminary rotults of the 1970 census show a total of 6,989,411 economically active persons (I nter-
national Labour Office 11.1.0.1 "Ysar Book of Labour Statistics, 1972," p. 33). This total was based on a 2 percent sample
of the census results and excludes helping family members in agriculture. Except for the figure for industry, the 1970
census results have not been used here.

Source for labor force estimates:
Total: 1950: Based on .L.O., "Year Book, 1966," pp. 112-113. 1955-60: Based on interpolation of the ratios of the

numbers employed to the economically active populations in 1950 and 1961, and the numbers em ployed during the indicated
years. 1961: Based on .L.O., "Year Book, 1970," pD. 126-127. 1962-71: Based on the ratio of the number employed to Ihe
economically active population in 1961, the assumption that this ratio would converge to 1.00 at about one-fourth of t
percent per year, and the numbers emploged during the indicated years. 1972: Based on the assumptions that the rate
ol growth in total etploywent from the en of 1970 to the end of 1971, reported in "Statisticka rocenka CSSR 1972 (Statis-
tical Yearbook of th Czechoslovak Socialist Republic, 1972)," p. 130, will continue for another half year, and that the
ratio of the number employed to the economically active population will continue to converge as for the 1962-71 period.

Agricultural branches: 195 0: Based on I.L.O., "Year Book, 1966," pp. 112-113. 1955-60: Based on interpolation of
the ratios of the numbers employed in agriculture and forestry to the economically active populations in agriculture and
forestry in 1950 and 1961, and the numbers employed in agriculture and forestry in the indicated years. 1961: Based on
.L.O., "Year Book, 1970," pp. 126-127. 1962-71: Based on the ratio of the number employed in agriculture and forestry

to the economically active population in agriculture and forestry in 1961, and the numbers employed in agriculture and
forestry during the indicated years. 1972: Based on the expected decline in agricultural manpower between 1970 and 1975,
an reported in Miroslav Parkan, "The Filth Five-Year Plan in Czechoslovak Agriculture,'' "Planovane hospodarstyi
(Planned Economy)," No. 8,1971, p. 48.

Nonagricultural branches: All years: Residuals.
Industry: 1950: Based on .L.O., "Year Book, 1966," pp. 112-113. 1955-60: Based on interpolation of the ratios of

the numbers employed to the economically active populations in industry in 1950 and 1961, and the numbers employed in
indusnry during the indicated years. 1961: Based on .L.O., "Year Book 1970," pp. 126-127. 1962-69 and 1971: Based on
interpolation (extrapolation for 1971) of the ratios of the numbers employed in industry to the economically active popu-
lations in industry in 1961 and 1970, and the numbers employed in industry during the indicated years. 1970: Based on
the economically active population in industry reported in "Stat. roc. 1972," p. 92, adjusted to midyear. 1972: Based
on Ihe increase in industrial output and labor productivity during the first 6 months of 1972, reported in "Rude prano
(Red Law)," July 25, 1972, p. 1.

Other nonagricultural branches: All years: Residuals.

32-765--74 30
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TABLE l-D.-ESTIMATED AND PROJECTED POPULATION 15-64 YEARS,AND LABOR FORCE, BY MAJOR BRANCHES-
EAST GERMANY: 1950-96

[Midyear figures-except those for 1950 which refer to August 31-in thousands. Labor force projections are
based on series 1, i.e., changing participation rates]

Labor force

PNonagricultural branches
Population,

Year 15-64 years Total Agriculture Total Industry Other

Estimates:
1950 -12, 243
1955 - 1,99
1956--------- 11, 725
1957 -11, 537
1958 - 11,363
1959--------- 11, 263
1960 - - 11, 112
1961 -10, 856
1962 -10, 682
1963 -10,603
1964 -10, 520
1965 -10,479
1966 -10, 464
1967 -10, 444
1968 -10, 435
1969 -10, 429
1970 -10, 423
1971 -10, 417
1972 -10, 438

Projections:
1973 - 10, 426
1974 -10, 436
1975 -10,468
1976 -10, 517
1977 -10, 573
1978 -10, 633
1979 -10, 702
1980 -10, 790
1981 -10, 908
1982 -11, 039
1993-11, 159
1994 -11, 246
1983 -11, 279
1986 -11, 289
1987 - 11,298
1998 -11, 284
1999 -------------- 11,262
1990 -11, 236
1991 -1 1, 209
1992 -11, 177
1993 -11, 140
1994 - 11, 094
1995 -11, 050
1996 -11, 012

8, 477 2, 069 6, 408 3, 343 3,065
8 754 1,954 6, 800 3, 481 3, 319
8,691 1,936 6,755 3,417 3,338
8,667 1,840 6,827 3,470 3,357
8, 645 1,761 6, 884 3,558 3, 326
9, 595 1 674 6,921 3, 546 3, 375
8 512 1,562 6,950 3,487 3,463
8,452 1,532 6, 920 3,437 3,483
8,437 1,536 6,901 3,409 3,492
8,339 1,429 6,910 3,418 3,492
8,343 1,399 6,944 3, 409 3, 535
8,387 1,385 7,002 3,423 3,579
8,406 1,349 7,057 3,447 3,610
8,440 1, 247 7,193 3,521 3, 672
8,442 1,167 7,275 3 548 3,727
8,447 1,111 7,336 3,546 3,790
8,445 1,065 7,380 3, 546 3,834
8 462 1, 041 7, 421 3 556 3, 865
8,484 1,029 7,455 3,567 3,888

8,509 989 7,520 3, 591 3, 929
8,545 952 7, 593 3, 619 3, 974
8, 581 919 7, 662 3, 645 4,017
8, 622 887 7,735 3, 672 4, 063
8 667 861 7, 806 3, 699 4 107
8, 720 836 7, 884 3 728 4:156
8, 779 814 7, 965 3, 759 4,206
8, 948 793 8,055 3, 794 4, 261
8, 935 775 8, 160 3, 836 4, 324
9 024 759 8,265 :3, 878 4, 387
9,119 744 8,375 :3 922 4,453
9,183 732 8,451 3, 949 4,502
9, 221 721 8, 500 3, 964 4,536
9,239 711 8,528 3,969 4,559
9, 258 703 8, 555 3, 974 4, 581
9, 263 697 8, 566 3 971 4, 595
9,257 692 8,565 3, 963 4 602
9, 242 689 8, 553 :1, 949 4,604
9, 228 687 8, 541 3, 936 4, 605
9,204 686 8,518 3, 917 4,601
9,165 686 8 479 :3, 891 4,588
9, 107 686 8 421 3, 857 4, 564
9,049 686 8,363 :t,823 4, 540
8,997 686 8,311 :1, 791 4,520

Note: Tie labor force, or economically active population, includes the Armed Forces, employment in uranium mining
and processing, employment in the Ministry of Interior and its subordinate enterprises, employment in special organiza-
tions, and unspecified other categories, all of whom are usually excluded from reported annual employment figures.

Source for laborforce estimates:
Total: 1150: 'Statistisches Jahrbuch der Deutschen Demokratischen Republik 1956 (Statistical Yearbook of the German

Demscrati: Republic, 1956)" pp. 158-159. 1955-63: Based on interpolation of the ratios of the numbers of persons em-
ployed to :he economically active populations in 1953 and 1964, and the numbers employed in the indicated years. 1964.
"Stat. Jah .1967," p. 527, adjusted to midyear. 1965-72: Based on the assumption that the trend oe the ratios of the num-
bers of pe sons employed to the economically active populations from 1953-64 continued to 1972. For 1972, it was further
assumed that the rate of growth in employment between Sept. 30, 1970, and Sept. 30, 1971, continued for an additional
three-quarters of a year.

Agricultaral branches: 1950: "Stat. Jahr. 1956," pp. 158-159. 195543: Based on interpolation of the ratios of the num-
bers employed in agricultare and forestry to the economically active populations in agriculture and forestry in 1953 and
1964, and the numbers employed in agriculture and forestry in the indicated years. 1964: Based on the proportion of the
economically active population in agricultural branches, reported in Hans Gerhard Nultsch, "Problems of Manpower Supply
in the Ecou amy of the German Democratic Republic,'' "Studia Demograficzne (Demographic Studies)," No. 15, 1968, p.
98 1965-71 : Based on the assumption that the trend of the ratios of the numbars employed to the economically active popu-
ations from 195344 continued to 1972. For 1972, it was further assumed that the rate of growth, in employment between
Sept. 30, 1)70, and Sept. 30, 1971, continued for an additional three-quarters of a year.

Nonagri':ult iral branches: All years: Residuals.
Industry: 1950: "Stat. Jahr. 1956," pp. 158-159. 195543: Based on interpolation of the ratios of the numbers employed

in industry and industrial handicrafts to the economically active populations in industry and industrial handicrafts in 1953
and 1964, imd the numbers employed in industry and industrial handicrafts in the indicated years. 1964: Based on the pro-
portion of the economically active population in industry and industrial handicrafts, reported in Nultsch, loc. cit.-1965-72:
Based on the assumption that the trend of the ratios of the numbers employed to the economically active populations from
195344 continued to 1972. For 1972, it was further assumed that the rate of growth in employment between Sept. 30, 1970,
and Sept. :10, 1971, continued for an additional three-quarters of a year.

Other cc nagricultural branches: All years: Residuals.
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TABLE I-B-ESTIMATED AND PROJECTED POPULATION 15-64 YEARS, AND LABOR FORCE, BY MAJOR BRANCHES-
HUNGARY: 1960-96

{Midyear figures in thousands; labor force projections are based on series 1, i.e., changing participation ratesi

Labor force

Population, Nonagricultural branches
Year 15-64 years Total Agriculture Total Industry Other

Estimates:
1950 -6, 281
1955 6, 499
1956 6 528
1957 -6,460
1958 -6,487
1959 6, 527
1960 -6, 554
1961 -6, 579
1962- 6, 611
1963 -6, 653
1964 -6, 697
1965 -6, 740
1966 6, 784
1967- 6,822
1968--------- 6,867
1969- 6,931
1970 -6,992
1971 -7,045
1972 -7073

Projections:
1973--------- 7,080
1974 -'------ 7,081
1975 -7,075
1976 -7,061
1977 -7,042
1978 -7,019
1979 -6,999
1980 -6, 996
1981 -7,026
1982 -7,073
1983 -7, 126
1984 -7, 162
1985- 7, 164
1986- 7,154
1987 7, 144
1988 -7, 137
1989 -7, 139
1990- 7, 142
1991 - 7, 142
1992 --------------- 7, 144
1993 -7, 149
1994 -7, 149
1995- 7, 146
1996- 7, 143

4,277 2,109 2, 168 865 1, 303
4, 589 1, 910 2, 619 1, 219 1, 460
4,653 1,933 2, 714 1, 226 1, 488
4,628 1, 937 2,691 1, 240 1, 451
4,663 1,901 2,762 1,273 1,489
4,719 1,9853 2 866 1,310 1,556
4,737 1,751 2, 986 1,369 1,617
4,700 1,652 3,048 1,411 1,637
4, 645 1,525 3,120 1,454 1,666
4,688 1,461 3,227 1,509 1,718
4, 773 1,435 3,338 1,565 1,773
4,775 1,423 3,352 1,580 1,772
4 805 1,413 3 392 1,608 1,784
4,835 1,384 3,451 1,663 1,788
4,968 1,349 3,619 1 802 1, 817
5,003 1,311 3,692 1,857 1,835
5,013 1,260 3, 753 1, 877 1, 876
5,041 1,207 3,834 1,930 1,904
5,069 1,155 3,914 1,985 1,929

5,087 1, 124 3,963 1,990 1,973
5,101 1,095 4,006 1,995 2,011
5, 104 1,067 4,037 2,000 2,037
5 099 1,042 4,057 2,005 2.052
5,088 1, 018 4, 070 2, 010 2,060
5,072 995 4,077 2,015 2,062
5,055 974 4,081 2,020 2,061
5, 041 955 4, 086 2,025 2,061
5,040 937 4, 103 2,030 2, 073
5, 043 920 4, 123 2, 035 2, 088
5,048 904 4, 144 2,040 2, 104
5,049 890 4,159 2,045 2,114
5,039 876 4,163 2,050 2,113
5,033 864 4,169 2,055 2,114
5,029 853 4, 176 2,060 2,116
5,030 843 4, 187 2,065 2,122
5,034 833 4, 201 2,070 2, 131
5, 040 825 4, 215 2,075 2,140
5,044 818 4,226 2,080 2,146
5,051 811 4,240 2,086 2,154
5, 061 805 4, 256 2, 091 2,165
5, 065 801 4,264 2,096 2,168
5, 070 797 4, 273 2,101 2,172
5,072 793 4,279 2,107 2 172

Note: The labor force, or economically active population, includes the armed and security forces, apprentices, private
farmers, and the unemployed, all of whom are usually excluded from reported annual employment figures.

Source for labor force estimates:
Total: 1950, 1960, and 1970: Based on the economically active populations from the censuses of Jan. 1, 1949, 1960,

and 1970, reported in "1970. evi Nepszamdalas (The 1970 Census of the Population)," vol. 2, p. 68, adjusted to July i
of the indicated years. 1955-59: Based on interpolation of the ratios of the numbers employed to the economically active
populations as of the censuses of 1949 and 1960, and the numbers employed in the indicated years. 1961-69; Based
on interpolation of the ratios of the numbers employed to the economically active populations as of the censuses of 1960
and 1970, and the numbers employed in the indicated years. 1971-72: Based on the assumptions that the trend in the ratios
of the numbers employed to the economically active populations between the censuses of 1960 and 1970 continued to 1972,
and that the numbers employed iicreased by the same amount in 1971 and 1972 as the annual average amount between
1960 and 1970.

Agricultural branches: 1950 1960, and 1970: Based on the economically active populations in agriculture and forestry
from the censuses of 1949, 1660, and 1970, adjusted to July I of the indicated years. 1955-59: Based on interpolation
of the ratios of the numbers employed in agriculture and forestry to the economically active populations in agriculture
and forestry as of the censuses of 1949 and 1960, and the numbers employed in agriculture and forestry in the indicated
years. 1961-63: Based on interpslation of the ratios of the numberse mployed in agriculture and forestry to the econom-
ically active populations in agriculture and forestry as of the censuses of 1960 and 1970, and the numbers employed
in agriculture and forestry in the indicated years. 1971-72: Based on the assumptions that the trend in the ratios of the
numbers employed in agriculture and forestry to the economically active populations in agriculture and forestry between
the censuses of 1960 and 1970 continued to 1972 and that the numbers employed in agriculture and forestry decreased
by the same amount in 1971 and 1972 as the annual average amount between 1960 and 1970.

Nonagricultural branches: All years: Residuals.
Industry: All years: Computed by the same methods and with the same sources as used in estimating the economically

active in the agricultural branches.
Other nonagricultural branches: All years: Residuals.
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TABLE I-F-ESTIMATED AND PROJECTED POPULATION 15-64 YEARS, AND LABOR FORCE, BY MAJOR BRANCHES-
POLAND: 1950 96

[Mid~ear figures in thousands. Labor force projections are based.on series 1, i.e., changing participation rates]

Labor force

Nonagricultural branches
Population,

Ye~ir 15-64 years Total Agriculture Total Industry Other

Estimates:
1950 ------- - - 16, 230 12, 718 7, 113 5, 605 2, 282 3, 323
1955E--ti - 17, 324 13, 372 6, 469 6,903 2, 869 4, 034
1956 ------- - - 17, 542 13, 697 6, 577 7, 120 2, 981 4, 139
1957 - - - 17, 662 13, 852 6, 570 7, 282 3, 107 4, 175
1958 . -- - -- 17, 772 13, 928 6. 610 7, 318 3. 166 4, 152
1959.------- - - 17, 905 14, 121 6, 653 7, 468 3, 193 4, 275
1960 - - - 17, 962 14, 129 6,659 7, 470 3, 192 4, 278
1961 ----- - - - 18, 151 14, 328 6. 616 7, 712 3, 298 4, 414
1962---------- 18, 418 14, 595 6, 549 8, 046 3, 455 4. 591
1963 - 18, 729 14. 836 6,494 8,342 3,573 4,769
1964.--- ------ 19, 067 14, 925 6, 460 8, 465 3, 676 4, 789
1965---------- 19, 407 15, 209 6, 388 8, 821 3, 867 4, 954
1966 -------- 19, 741 1 5, 490 6, 386 9, 104 4,010 5, 094
1967 - -20,082 15, 776 6, 324 9, 452 4, 167 5, 285
1968 - -20, 405 16, 040 6, 292 9, 748 4, 306 5, 442
1969 -------- 20,745 16, 231 6, 170 10, 061 4, 470 5, 591
1970 -------- 21. 070 16. 346 6. 130 10, 216 4, 554 5, 662
1971. '- - 21, 383 16, 556 6, 090 10, 476 4, 690 5,788
1972 ---- ----- 21, 744 16, 765 6, 031 10, 734 4, 826 5,1S08

Projnctionis:
1973P--------- - 22. 070 17, 056 5, 983 11, 073 4, 902 6, 171
1974 -- - ----- 27, 358 17, '323 5, 929 11, 394 4, 980 6, 414
1975 ---- ------ 22, 592 17, 560 5, 870 11, 690 5, 059 6, 631
1976 ---- ----- 22, 785 17, 779 5, 885 11, 974 5, 138 6, 836
1977 - -22, 942 17, 979 5, 735 12, 244 5, 216 7, 028
1978 ---- ----- 23, 101 18, 178 5, 661 12, 517 5,299 7, 218
1979 - - 23, 281 18, 381 5, 582 12, 799 5, 382 7, 417
1980 - -23, 477 18, 572 5, 498 13, 074 5, 467 7, 607
1981 ---- ----- 23,698 18, 771 5, 410 13, 361 5, 554 7, 807
1982 - - 23, 922 18,956 5, 318 13, 638 5, 642 7, 996
1983 - -23, 152 19, 135 5, 222 13;,913 5, 731 8,182
1984 - - 24, 344 19, 288 5, 123 14, 165 5, 821 8, 344
1985----- ----- 24, 497 19, 409 5, 021 14, 388 5, 913 8, 475
1986 ---- ----- 24, 642 19,520 4,925 14, 595 6, 007 8, 588
1987 -------- 24, 785 19, 624 4, 836 14, 788 6,102 8, 686
1988---------- 24, 922 19, 724 4, 754 14, 970 6, 198 8,772
1989 ---- -- --- 25, 079 19, 830 4, 678 15, 152 6, 296 8,8156
1990---------- 25, 236 19, 939 4, b08 15, 331 6, 396 8,935
1991 - - 25, 410 20, 055 4,544 15, 511 6,497 9,014
1992 - - 25, 606 20, 186 4, 484 15, 702 6, 600 9,102
1993---------- 25, 804 20, 330 4, 431 15, 899 6, 704 9, 195
1994 ---- ----- 25, 999 20, 483 4, 382 16, 101 6,810 9, 291
1995--------- 26, 184 20, 638 4, 338 16, 300 6,1 9, 382
1996 --------------- 26, 374 20, 805 4, 299 16, 506 7, 027 9, 479

See fontnotes on page 461.
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Footnotes ihem page 450, TABLE I-F.
Note: The labor force, or economically active population, as defined here on the basis of information from the 1950

and 1960 censuses, includes the armed and security forces, civilian emploees of the Ministries of National Defense and
Internal Affairs, private farmers, unpaid family workers, the unemployed, and some additional minor categories, all of
whom are usually excluded from the reported annual employment figures. The definition used in the 1970 census is no t
yet available and the preliminary totals which are used here may not include all of the above categories. See "Rocznik
Statystyczny 1971 (Statistical Yearbook, 19711), p. 68.

Source for labor estimates:
Total: 1950, 1960: Based on the economically active population from the censuses of Dec. 3, 1950, and Dec. 6, 1960,

reported in "Biuletyn Statystyczny (Statistical Bulletin)," series 1'., No. 23, Jane 1964 pp. Sand 39, adjusted to include
the armed forces and to midyear 1955-59: Based on interpolation of the ratios of the numbers employed to the economically
active populations as of the censuses of 1950 and 1960, and the numbers employed in the indicated years 196149: Based
on interpolation of the ratios of the numbers employed to the economically active populations as of the censuses of 1960
and 1970, and the numbers employed in the indicted years. 1970: Based on the economically active population from the
census of Dec. 8, 1970, reported in "Rocz. Stat. 1971." p. 88, adjusted to midyear. 1971-72: Based on the assumptions that
the trend in the ratios of the numbers employed to the economically active populations between the censuses of 1960 and
1910 ceontioued to 1972, and that the eumbers emplye icesdby the same amouot in 1971 and 1972 as the annual
average amount between 1980 and 1970.

Agricultural branches: 1950, 1960: Based on data from the censuses of 1950 and 1960 reported in "Biul. Stat.," series
L, No. 23, June 1964, pp. 5 and 34-35, adjusted to include the Armed Forces and to midyear. 1955-59: Based on in-

terpolation of the ratios of the numbers employed in agriculture and forestry to the economically active populations in
agriculture and forestry as of the censuses of 1950 and 1960, and the numbers employed in agriculture and forestry in the
indicated years. 196149: Based on interpolation of the ratios of the numbers employed in agriculture and forestry to the
economically active populations in agriculture and forestry as of the censuses of 1960 and 1970, and the numbers employed
in agriculture and forestry in the indicated years. 1970: Based on the data from the census of 1970 reported in "Rocz.
Stat. 1971," p. 88, adjusted to include persons economically active in forestry and to midyear. 1971-72: Based on the as-
sumotions that the trend in the ratirs of the numbers employed to the economically active populations between the censuses
of 1960 and 1970 continued to 1972, and that the numbers employed in agriculture and forestry decreased by the same
amount in 1971 and 1972 as the annual average amount between 1960 and 1970.

Nonagricultural branches: All years: Residuals.
Industry: 1950, 1960: Computed by the same method and using the same source as for agricultural branches. 1955-59:

Ba sed on invterpolation of the ratios of the numbers em ployed in industry sand industrial handicrafts to the economically
active populations in industry as of the censuses of 1950 and 1960, adiusted to midyear, and the numbers employed in
industry and industrial handicrafts in the indicated years. 1961-70: Based on the ratio of the number employed in industry
and industrial handicrafts to the ecvnomically active population in industry and industrial handicrafts as of the 1960 census,
adjusted ti midyear, and the numbers emplo yed in industry and industrial handicrafts in the indicated years. 1971-72:
Based on the same ratio as for 1951-70 and the estimated numbers employed in industry and industrial handicrafts in
1971 and 1972. The latter were estimated on the basis of the assumption that the increase in each of these 2 years was the
same as the annual average amount between 1960 and 1970.

Other nonagriculturzl branches: All years: Residuals.
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TABLI: I-G.-ESTIMATED AND PROJECTED POPULATION 15-64 YEARS, AND LABOR FORCE, BY MAJOR
BRANCHES-ROMANIA: 1950-96

[Midyear figures in thousands. Labor force projections are based on series 1, i.e., changing participation rates]

Labor force

.Nonagricultural branches
Population

Yeai 15-64years Total Agriculture Total Industry Other

Estimates:
1950 - - -10, 692 8, 594 6, 351 2, 243 1,254 989
1955 - -1,442 9,721 6,629 3,092 1,458 1,634
1956 .. -- - 11,623 9,769 6 630 3,139 1,459 1,680
1957 - - 11, 724 9, 818 6 698 3,130 1, 470 1 660
1958---------- 11,8943 9,8966 6, 747 3,119 1,493 1,626
1959 . - - 11, 919 9,931 6, 749 3,182 1, 519 1, 663
1960 . - - 12 014 9,995 6,621 3,374 1,576 1,798
1961 ------ ---- 12, 056 10,059 6,449 3, 610 1,675 1, 935
1962 :------------ 12, 118 10,122 6,263 3,859 1 773 2, 086
1963---------- 12, 237 10.172 6,136 4, 036 1, 836 2, 200
1964 -12, 373 10, 223 6,068 4,155 1 888 2, 267
1965 ..------------ 12, 510 10,273 5,967 4,306 1,961 2,345
1966 .- 12,664 10, 382 5,1896 4,486 2,033 2, 453
1967 .- 12, 822 10, 425 5, 796 4,629 2, 090 2, 539
1968 ..- 12,962 10,469 5, 727 4, 742 2,147 2,595
1969.--------- 13, 102 10, 513 5,624 4,909 2, 246 2,643
1970.-13. 262 10, 556 5, 476 5, 080 2,367 2, 713
1971 ,.- 13, 435 10 668 5, 303 5, 365 2, 536 2, 829
1972 ..- 13, 549 10, 725 5,184 5, 541 2, 637 2,904

Projections:
1973 -13, 666 10, 809 5 039 5, 770 2, 748 3 022
1974--------- 13, 762 10, 878 4, 893 5, 985 2,9853 3,132
1975 -13, 837 10, 934 4, 746 6,188 2, 952 3, 236
1976 -13, 889 10, 972 4, 599 6, 373 3, 042 3, 331
1977 -13, 924 10, 996 4, 452 6, 544 3, 126 3, 418
1978 -13, 950 11 009 4,305 6, 704 3,205 3,499
1979 -13,983 11' 018 4.,158 6, 860 3,283 3,577
1980 -14, 039 11, 028 4, 013 7, 015 3, 359 3, 656
1981 -14, 142 11, 064 3, 876 7,188 3, 445 3, 743
1982 -14, 424 11, 168 3, 748 7, 420 3, 559 3, 861
1983 - 14, 772 11 294 3 629 7, 665 ,679 3,986

1984--------- 15, 002 11,365 3, 516 7,849 3, 770 4, 079
1985--------- 15, 161 11, 405 3, 411 7,994 3, 843 4,151
1986 --- -15, 274 11, 460 3, 312 8,148 3, 920 4, 228
1987 -15, 374 11, 563 3, 219 8, 344 4, 017 4, 327
1988 -15, 465 11, 689 3, 132 8, 557 4,123 4, 434
1989 -15, 554 11, 789 3, 051 8, 738 4,213 4,525
1990--------- 15, 644 11, 876 2, 974 8, 902 4, 296 4,606
1991 -- 15, 735 911,56 2,903 9,9053 4, 372 4, 681
1992 -15, 826 12 041 2, 836 9, 205 4, 449 4, 756
1993 -15, 918 12, 134 2, 774 9, 360 4, 527 4, 833
1994 -16, 006 12, 224 2, 716 9, 508 4, 602 4, 906
1995_------- 16, 090 12, 314 2, 661 9, 653 4, 676 4, 977
1996 -- 16, 168 12, 402 2, 611 9, 791 4, 747 5, 044

Note: The labor force, or economically active population, includes the armed and security forces, private and coopera-
tivefarmer;, apprentices, and the unemployed all of whom are usually excluded from reported annual employment figures.
Private ano cooperative farmers, however, apparently are included in separately reported percentage distributions of the
employed Population.

Source for labor force estimates:
Total, 1950, 1955: Based on extrapolation of the ratios of the numbers employed to the economically active populations

in 1956 (alter adjustment as noted for 1956 below) and 1966, and the numbers employed in the indicated years. 1956:
Results of 'he 1956 census reported in "Recensamintul Populatiei din 21 Februarie 1956. Rezultate Generale (Census of
the Popula ion of February 21, 1956, General Results)," p. 642, adjusted to midyear. The census figure for the economically
active was reduced by an assumed total of 700,000 (600,000 helping family members in agriculture and 100,000 students
in technical schools) to adjust coverage of the census to that of the 1966 census. 1957-65: Based on interpolation of the
ratios of the numbers employed to the economically active populations in 1956 (after adjustment) and 1966, and the num-
bers employed in the indicated years. 1966: Results of the 1966 census as reported in "Recensamintul Populatiei si
Locuintelou din 15 Martie 1966, Rezultate Generale (Census of the Population and Housing of March 15, 1966, General
Results)," vol. I, p. 153, adjusted to midyear. 1967-71: Based on the extrapolation of the ratios of the numbers employed
to the ecorumically active populations of the 1956 and 1966 censuses and the numbers employed in the indicated years.
1972: Based on the assumptions that the extrapolated ratios of the numbers employed to the economically active population
between 1!166 and 1971 followed the same trend to 1972, and that the number employed increased by the same amount
between 1!171 and 1972 as the annual average amount between 1966 and 1971.

Agricultural branches: 1956: Results of the 1956 census, adjusted to midyear and for coverage as noted above. Of the
100,000 stLdents removed from the economically active population, 25,000 were taken from agriculture and forestry on
the basis of the number specializing in agricultural subjects. Other years: Computed by the same methods and with the
same sourres as used in estimating the total economically active population.

Nonagricultural branches: All years: Residuals.
Industry: 1956: Results of the 1956 census, adjusted to midyear and for coverage as noted above. The number of students

removed from industry in 1956 (38,000) was based on the number specializing in industrial subjects. Other years: Com-
puted by the same methods and with the same sources as used in estimating the total economically active population.

Other nonagricultural branches: All years: Residuals.
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TABLE 11.-PROJECTED POPULATION, BY AGE GROUP-6 EASTERN EUROPEAN COUNTRIES: 1972-96

lFigures are in thousands and refer to midyear. They are based on projection series 81

65 and
Country and year All ages 0 to 14 15 to 19 20 to 24 25 to 44 45 to 54 55 to 64 over

Eastern Europe:
1972 .. 104,223 24,'848 9,524 8, 818 28,010 11,773 9,998 11 252
1973-----------104, 847 24, 678 9, 459 9, 052 28, 189 12, 466 9. 458 11, 545
1974 -105,479 24,594 9,302 9,250 28,412 12,977 9,118 11,826
1975 - 106, III 24, 584 9,067 9,393 28, 682 13, 252 9,028 12, 1051976-----------106, 744 24, 660 8. 796 9, 463 29, 006 13, 418 9, 054 12, 347
1977-----------107, 389 24, 816 8, 516 9, 473 29, 375 13, 512 9, 123 12, 5741978-..........108, 057 25, 013 8, 267 9, 406 29, 808 13, 554 9, 238 12, 7711979 -- 108, 744 25, 237 8, 071 9, 250 30, 288 13, 588 9, 398 12, 912
1980 ................... 109, 422 25, 486 7, 901 9, 021 30, 764 13, 625 9,694 12, 9311981-----------110,085 25, 749 7,771 8,754 31, 218 13, 645 10, 201 12, 7471982-..........110,726 25,876 7,825 8,479 31,640 13.667 10,807 12,432
1983-----------111,343 25,906 7,985 8,235 32,019 13,657 11,426 12,1151984 -, 111,945 25,985 8,092 8,039 32,340 13,624 11,888 11.977
1985 -112,523 26,072 8,202 7,869 32,601 13,573 12,146 12,0601986 -113,068 26,158 8,315 7,741 32.829 13,495 12,303 12,227
1987 - 113,617 26,234 8,309 7,795 33,074 13,386 12,397 12,4221988-----------114, 145 26,286 8,237 7,954 33,317 13,277 12,435 12,6391989 -- -- - 114, 677 26,307 8,255 8.062 33,531 13,198 12,470 12, 8541990-..........115,286 26, 299 8,324 8,171 33, 742 13,868 12, 507 13, 095
1991-----------115, 747 26. 264 8,431 8,286 33. 891 12, 986 12, 531 13, 358
1992 -116.279 26,201 8,556 8,281 34,008 13,067 12,551 13,615
1993 -116,841 26,134 8,677 8,207 34,111 13,270 12,546 13,8961994 ------------------ 117,380 26,057 8,776 8,226 34,071 13,537 12,522 14,191
1995-----------117, 912 25, 985 8.846 8,297 33, 931 13, 879 12. 482 14, 4921996 -118,447 25 933 8,888 8,404 33,734 14,297 12,418 14,773

Bulgaria:
1972 -8,596 1,929 675 692 2,437 1,131 857 875
1973----------- 8,655 1,932 670 693 2,440 1,200 817 903
1974 -- . ... 8,711 1,938 663 687 2,450 1,243 801 9291975----------- 8,767 1,943 658 677 2,465 1,258 808 9601976- ------------ 8,825 1, 949 649 673 2,477 1, 261 828 9881977 8, 877 1,955 643 673 2,480 1,261 850 1,015
1978 ------------------- 8,930 1, 964 638 668 2, 482 1, 265 884 1 0291979 - 8,980 ~~~~~~~1,976 632 661 2,484 1,265 917 1,045
1980 -.,,.... 9, 028 1,984 629 654 2,487 1,259 940 1,0751981----------- 9,072 1,994 622 647 2,500 1,244 985 1,0801982 -9,117 2,008 613 641 2,514 1,229 1,053 1,050

9,158 2,012 615 637 2,530 1,212 1,115 1,037
1984----------- 9, 200 2, 007 629 631 2, 548 1, 194 1,155 1,036
1985 _-9---, ,, 9-- 235 2, 000 640 627 2, 564 1,177 1, 169 1, 0581986-.......... 9,9270 1,996 650 621 2,581 1,162 1,171 1,0891987 ----- ------ - 9,303 1,993 664 611 2,593 1,147 1,173 1,122
1988 ------------------- 9,337 1,988 670 613 2,605 1, 129 1,176 1, 156
19890----------- 9,368 1,983 668 627 2,612 1,111I 1,177 1, 1901990 ------------------- 9,401 1,979 666 638 2,615 1,103 1, 172 1,2281991----------- 9,433 1,975 668 648 2,606 1, 112 1, 159 1,265
1992 ----- ----- 9,464 1,970 670 663 2,588 1,127 1,145 13011993 -t *- * 9,501 1, 968 672 668 2, 583 1,148 1,130 1, 332
1994 -,,,,,,, 9,533 1,966 672 666 2,578 1,177 1,113 1, 3611995 -,9,565 1,965 671 665 2,569 1,211 1,097 1,387
1996 ------------------- 9,599 1,967 669 667 2,564 1,237 1,084 1, 411

Czechoslovakia:
1972 -14 4581 3 ,284 1,256 1,280 3,785 1,710 1,496 1,6701973------ ---- 14,582 3,309 1,231 1,278 3,850 1,801 1,402 1, 7111974 -_------------- 14,689 3,362 1,194 1,279 3,909 1,860 1,336 1,7491975 -... 14, 797 3,425 1,150 1,278 3,967 1,876 1,315 1,7861976 .. 14,903 3,489 1,110 1,267 4,032 1,870 1,318 1,817

1977--------------- 15, 009 3, 554 1,073 1, 251 4, 103 1, 849 1,335 1,8443978 ---- _------------- 15, 111 3,610 1,057 1,226 4,176 1,821 1,353 1,8681979-..........15,210 3,652 1,070 1,188 4,253 1, 789 1,371 1,887
1980-------------_--- 15,309 3,693 1,087 1,146 4,335 1,759 1,407 1,8821981 -15, 399 3,741 1,095 1,105 4,416 1 728 1,473 1,841
1982-----_----15, 485 3,792 1,097 1,068 4,494 1,699 1,552 1,783
1983 ------- --- 15, 572 3,845 1,087 1,053 4,558 1676 1,631 1,7221984 - . ... ,,, 15,654 3,891 1,069 06557 1682 1,691
1985 - 15,734 3,926 1,062 1,082 4,625 1,647 1,697 1,695
1986 -15,810 3,953 1,071 1,091 4,640 1,645 1,692 1,7181987-15,887 3,966 1,099 1,093 4,652 1,654 1,674 1,7491988 -15,962 3,962 1,150 1,083 4,659 1,678 1,649 1,781
1989 ---------- 16, 039 3,942 1,209 1,065 4,671 1,720 1,622 1,810
1990 - 16,115 3.021 1,261 1,058 4,680 1,766 1,595 1,8341991 ---------- 16, 194 3,900 1,307 1,067 4,665 1,829 1,568 1,8581992 -16,275 3,878 1,343 1,095 4,621 1,916 1,542 1,880
1993 ------------------ 16,365 3,863 1,359 1,146 4,571 2,003 1,520 1,9031994 - 16,457 3,854 1,360 1,205 4,531 2,078 1,504 1,9251995 -16,551 3,852 1,356 1,257 4,498 2,144 1,497 1,9471996 -16,648 3,859 1,348 1,303 4,465 2,210 1,497 1,966
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TABLE 11.-PROJECTED POPULATION, BY ACE GROUP-6 EASTERN EUROPEAN COUNTRIES: 1972-96-Continued

[Figures are in thousands and refer to midyear. They are based on projection series BJ1

65 and
Country and year All ages 0 to 14 15 to 19 20 to 24 25 to 44 45 to 54 55 to 64 over

East Germany:
1972 ---------- 17. 043 3, 915 1315 1, 145 4, 468 1, 664 1, 846 2, 690
1973 ----------- 16, 980 3, 832 1, 307 1, 216 4, 446 1,760 1, 697 2, 722
1974 ---------- 16, 915 3,728 1306 1, 279 4, 430 1, 837 1, 584 2, 751
1975 --------- -- 16, 855 3, 614 1, 318 1,310 4, 443 1, 864 1, 533 2, 773
1976 ----------- 16, 792 3, 496 1, 340 1, 315 4, 483 , 1, 863 1, 516 2, 779
1977. ----------- 16, 730 3, 375 1, 370 1310 4, 540 1, 864 1, 489 2, 782
1978 ---------- - 16, 673 3, 256 1, 403 1300 4, 605 1, 878 1, 447 2, 784
1979 ---------- 16, 616 3,142 1, 424 1299 4, 648 1, 920 1, 411 2, 772
1980---------- - 16, 560 3, 039 1, 425 1, 311 4, 664 1, 982 1,408 2, 731
1981---------- - 16, 510 2, 951 1, 407 1,333 4, 671 2, 042 1, 455 2, 651
1982 ---------- 16, 464 2,877 1, 372 1364 4, 675 2, 109 1, 528 2, 548
1883 ---- -------- 16, 418 2, 817 1, 325 1, 396 4, 670 2, 154 1, 613 2, 443
1984 ---------- 16, 377 2, 766 1, 273 1, 417 4, 659 2, 214 1, 683 2, 365
1985. ---------- 16, 338 2, 719 1, 225 1, 418 4, 646 2, 282 1, 708 2, 340
1986~ ----------- 16, 296 2, 673 1, 187 1,400 4, 644 2, 350 1, 708 2, 334
1987 - ---------- 16, 261 2, 643 1, 146 1, 365 4, 681 2, 395 1, 711 2, 320
1988.. ---- -------- 16, 222 2, 645 1,8082 1319 4, 741 2, 421 1,721 2, 293
1989.--------- 16, 183 2, 659 1, 010 1267 4, 799 2, 428 1, 758 2, 262
1990. ---------- 16, 147 2, 669 945 1220 4, 885 2, 369 1, 817 2, 242
1991. ----------- 16, 113 2, 672 884 1,12 5, 006 2, 265 1, 872 2, 232
1992 ---------- - 16, 072 2, 667 841 1141 5, 095 2,175 1, 925 2, 228
1993. --- -------- 16, 033 2, 656 830 1011 5, 152 2, 103 1, 975 2, 237
1994. ---------- 15, 988 2,637 843 1,006 5, 183 2, 030 2, 032 2, 257
1995 ---------- 05, 940 2, 609 853 941 5, 179 1,980 2, 097 2, 281
1996---------- 15, 889 2, 577 865 880 5, 152 1, 954 2, 161 2, 300

'1972 ---- 10,----- 398 2, 082 929 848 2,844 1,319 1133 1235
1973---------- -- 10, 418 2, 078 902 861 2,858 1, 387 1, 072 1,: 260
1974 ----------- 10, 451 2, 083 851 889 2, 876 1, 429 1 036 1 287
1975---------- - - 10, 404 2, 096 792 916 2, 897 1, 436 1,034 1,313
1976----------- - 10511 2, 113 741 928 2, 920 1,431 1,041 1,337
1977 10,--------- 542 2 ,139 702 925 2, 945 1, 419 1, 051 1, 361
1978------------ 10,572 2, 167 673 899 2, 988 1488 1059 1386
1979---------- -- 18, 596 2, 191 653 848 3, 035 1,398 1,065 1,406
1989 ----------- 10, 615 2, 212 639 789 3, 093 1,385 1,090 1, 487
1981 ~--------- - - 10, 633 2, 227 633 738 3,144 1365 1146 1, 386
1982---------- -- 10, 645 2, 231 642 699 3,176 1349 1207 1, 341
1983---------- -- 10, 653 2, 225 663 679 3, 192 1, 334 1, 267 1, 302
1984---------- - - 10 661 2, 212 685 650 3, 200 1, 323 1,304 1,287
1985----------- - 18, 663 2, 198 705 636 3, 197 1, 315 1, 311 1,391
1986----------- - 10, 663 2, 185 719 631 3, 186 1, 312 1, 306 1, 324
1987---------- - - 10, 660 2, 169 728 640 3,165 1, 315 1, 296 1,347
1988---------- -- 10, 656 2, 149 731 661 3,140 1, 320 1, 285 1, 370
1989---------- -- 10, 654 2, 127 734 683 3, 112 1, 333 1,277 1, 388
1990----------- - 10, 659 2,102 741 702 3, 087 1, 346 1, 266 1, 406
1991 --------- - - 10, 649 2, 077 750 717 3, 075 1, 351 1,249 1, 430
1992.------------ 109,647 2, 052 758 725 3, 059 1, 369 1, 233 1, 451
1993---------- -- 10, 650 2, 030 762 728 3, 040 1, 398 1, 221 1, 471
1994---------- -- 10,649 2,909 761 731 3, 019 1, 427 1, 211 1, 491
1995----------- - 10, 649 1, 993 756 738 2, 9193 1, 454 1, 205 1, 510
1996----------- - 10, 650 1, 981 747 747 2, 964 1, 482 1, 203 1, 526

Poland:
1972 ----------- 33, 056 8, 409 3, 498 3, 156 8, 700 3, 551 2, 839 2,903
1973 ----------- 33, 355 8, 275 3, 505 3, 258 8, 821 3, 758 2, 728 3, 010
1974.----------- 33, 654 8, 185 3,482 3, 341 8, 943 3, 938 2,654 3,111I
1975 ----------- 33, 944 8, 130 3, 412 3, 408 9, 067 4,073 2, 632 3, 213
1976 ----------- 34, 244 8,154 3, 296 3, 450 9, 218 4,189 2,632 3, 305
1977 ---------- - 34, 554 8, 222 3, 149 3,471 9, 401 4, 267 2, 654 3, 390
1978 ---------- 34, 890 8, 322 2, 995 3, 477 9,619 4, 297 2, 713 3, 467
1979 ----------- 35, 261 8, 452 2, 858 3, 456 9, 862 4,312 2, 793 3, 528
1980 ---------- 35, 633 8, 603 2, 741 3, 389 10, 112 4, 317 2, 918 3, 553
1981 . ~--------- 36, 003 8, 770 2, 652 3, 278 10, 361 4,319 3, 088 3, 535
1982 ---------- 36, 363 8, 945 2, 591 3,135 10614 4, 323 3, 259 3, 496
1983 ---------- 36, 717 9, 113 2, 546 2, 984 1,872 4,304 3, 446 3,452
1984~---------- 37, 056 9, 273 2, 512 2, 848 11,111l 4, 262 3, 611 3,439
1985 ---------- 37, 384 9, 411 2, 506 2,731 11,320 4, 201 3, 739 3, 476
1986 ---------- 37, 694 9, 525 2, 526 2, 642 11,503 4,122 3, 849 3,527
1987 ---------- 37, 996 9, 617 2, 569 2, 582 11,677 4, 035 3,922 3, 594
1988 ---------- 38, 280 9, 671 2,638 2, 536 11, 845 3,951 3,952 3, 687
1989 ---------- 38, 556 9,694 2, 728 2,593 11,997 3,885 3, 966 3, 783
1990 ---------- 38, 819 9, 691 2, 822 2,497 12, 126 3, 822 3, 969 3,892
1991 ---------- 39, 080 9, 665 2, 921 2,518 12, 177 3, 822 3,972 4, 005
1992 ---------- 39, 332 9, 619 3,021 2,561 12, 134 3, 914 3, 976 4,107
1993---------- 39, 585 9, 559 3,106 2,629 12, 050 4, 060 3, 959 4, 222
1994 -- -------- 39, 832 9,489 3,180 2,719 11,946 4, 232 3, 922 4, 344
1995 ---------- 40, 075 9, 415 3, 242 2,813 11, 828 4,433 3, 868 4, 476
1996 ---------- 40, 320 9, 344 3, 290 2,912 11, 697 4, 678 3, 797 4,602
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TABLE 11.-PROJECTED POPULATION, BY AGE GROUP-6 EASTERN EUROPEAN COUNTRIES: 1972-96-Continued

IFigures are in thousands and refer to midyear They are based on projection series BR

65 and
Country and year All ages 0 to 14 15 to 19 20 to 24 25 to 44 45 to 54 55 to 64 over

Romania:
1972 -20, 657 5, 229 1, 851 1, 697 5, 776 2, 398 1, 827 1,879
1973 -20, 857 5,252 1,844 1, 746 5, 774 2, 560 1, 742 1,939
1974 -21, 059 5, 298 1, 806 1, 775 5, 804 2, 670 1, 707 1, 999
1975 -21, 264 5, 367 1, 739 1, 804 5, 843 2, 745 1, 706 2, 060
1976 -21, 469 5, 459 1, 660 1, 830 5,876 2,804 1, 719 2, 121
1977 -21, 677 5, 571 1, 579 1, 843 5, 906 2, 852 1, 744 2, 182
1978 -21, 881 5, 694 1, 501 1,836 5, 946 2, 885 1, 782 2,237
1979 - 22, 081 5, 824 1,434 1, 798 6,006 2,904 1,841 2, 274
1980 - 22, 277 5, 955 1, 380 1,732 6, 073 2, 923 1, 931 2,283
1981 -22, 468 6, 066 1, 362 1, 653 6,126 2 947 2, 054 2, 260
1982 22, 652 6, 023 1, 510 1, 572 6 167 2,967 2, 208 2, 205
1983 -22, 825 5, 894 1, 749 1, 495 6,197 2, 977 2, 354 2, 159
1984 -22, 997 5, 836 1, 924 1, 428 6, 223 2, 974 2, 453 2, 159
1985 -23, 169 5, 818 2, 064 1, 375 6, 249 2, 951 2, 522 2, 190
1986 -23, 335 5 826 2, 162 1, 356 6, 275 2,904 2,577 2,235
1987- 23, 510 5, 846 2,103 1,504 6,306 2,840 2,621 2,290
1988 -23, 688 5, 871 1, 966 1, 742 6,327 2, 778 2, 652 2, 352
1989 -23, 877 5, 902 1, 906 1, 917 6, 340 2, 721 2, 670 2, 421
1990 -24, 074 5, 937 1, 889 2, 056 6, 349 2, 662 2, 688 2, 493
1991 -24, 278 5, 975 1, 901 2, 154 6,362 2,607 2, 711 2, 568
1992 -24, 489 6,015 1, 923 2, 096 6, 511 2, 566 2,730 2,648
1993 -24, 707 6, 058 1 945 1 959 6, 715 2, 558 2, 741 2, 731
1994 -24, 921 6, 102 1,960 1, 899 6,814 2, 593 2, 740 2, 813
1995 -25, 132 6 151 1, 968 1,883 6,864 2, 657 2, 718 2, 891
1996 -25, 341 6 205 1, 969 1, 895 6, 892 2, 736 2, 676 2,968

Note: Some of the population totals given here are slightly different from official figures published after these estimates
and projections were prepared. The official figures which are different are as follows: for midyear 1972-8,579,000 for
Bulgaria, 10,397,000 for Hungary, 33,068,000 for Poland, and 20,663,000 for Romania; for midyear 1973-14,578,000 for
Czechoslovakia, 10,429,000 for Hungary, and 33,363,000 for Poland. The official figures for 1972 have been used in table 1.

TABLE 111.-PROJECTED LABOR FORCE, BY AGE GROUP-6 EASTERN EUROPEAN COUNTRIES: 1972-96

[Figures are in thousands and refer to midyear. They are based on projection series 11

Median
65 and age I

Country and year All ages 15 to 19 20 to 24 25 to 44 45 to 54 55 to 64 over (years)

Eastern Europe:
1972-----------53,031
1973 -53, 536
1974 -53, 979
1975 -54, 343
1976 -54, 662
1977 -54, 935
1978 ---_-------------- 55, 205
1979 -55,478
1980 -55, 758
1981 -56, 106
1982-----------56, 560
1983 57,031
1984-----------57, 367
1985 -57, 582
1986 57, 793
1987 -58, 044
1988 -58, 314
1989 ------------------- 58, 567
1990 -58, 817
1991 59, 068
1992 -59, 336
1993 -59, 631
1994-----------59,906
1995 -60, 180
1996 -60,463

See footnote at end of table.

4, 591 7, 003 23, 298 9, 454 6, 086 2, 599 37.8
4, 490 7, 187 23, 480 10, 028 5,739 2,612 37.9
4, 347 7, 343 23, 695 10,459 5,514 2,621 37.9
4,172 7,452 23,954 10,701 5,439 2,625 38.0
3,993 7, 501 24, 253 10, 858 5, 440 2, 617 38. 1
3,818 7, 502 24, 590 10,957 5,467 2,601 38. 1
3,665 7,444 24,984 11,011 5.525 2,576 38.2
3,538 7,319 25,413 11,062 5,609 2,537 38.3
3,421 7,138 25,837 11, 114 5,776 2,472 38.4
3,325 6,931 26,253 11,129 6,076 2,392 38.6
3,303 6,718 26,641 11, 179 6,431 2,288 38.7
3,321 6,533 27,007 11, 188 6,794 2,188 38.8
3,310 6,384 27,313 11, 174 7,066 2,120 38.9
3,297 6,253 27,576 11,146 7,219 2,091 39.0
3,338 6,154 27,772 11,084 7,321 2,124 39.0
3,327 6,189 27, 985 10,993 7,384 2,166 38.9
3, 288 6, 298 28, 197 10,904 7,413 2,214 38.9
3, 282 6, 369 28, 385 10, 833 7, 438 2,260 38.8
3,299 6,440 28, 571 10, 727 7,465 2,315 38.8
3, 329 6,522 28, 703 10, 658 7,487 2, 369 38.7
3,368 6,515 28, 801 10,726 7,502 2,424 38.8
3,410 6,458 28,883 10, 895 7,502 2,483 38.8
3,445 6,470 28,846 11, 114 7,490 2,541 38.9
3,469 6,520 28,726 11,398 7,464 2,603 39.0
3,482 6,597 28,555 11,744 7,423 2,662 39. 1
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TABLE 111.-PROJECTED LABOR FORCE, BY AGE GROUP-6 EASTERN EUROPEAN COUNTRIES: 1972-96-Continued

[Figures are in thousands and refer to midyear. They are based on projection series 11

Country and year All ages 15 to 19 20 to 24 25 to 44 45 to 54 55 to 64

Median
65 and age '

over (years)

Bulgaria:
1972 -- 4, 596
1973 -- 4, 625
1974 -- 4, 647
1975 -- 4, 660
1976 -- 4, 670
1977 -- 4, 675
1978 -- ----------- 4, 684
1979 -- 4,685
1980 -- 4, 681
1981 -- 4690
1982 .--.---- 4, 704
1013 -_ _ -------- 4, 723
1984 -- 4, 733
1985 -- 4, 734
196 -- 4, 742
1907---------- - 4,745
19088 -- 4, 752
1989 -- 4, 757
1990-- 4, 764
1991 -- 4, 772
1992 -- 4, 778
1993 -- 4, 793
1994 -- 4, 808
1995 -- 4, 823
1996 -- 4, 838

Czechnslovakia:
1972 -- 392
1973 -- 7, 450
1974 -- 7, 485
1975 -- 7, 504
1976-- 7, 520
1077------------ 7,530
1978 -- 7, 542
1979 -- 7, 560
1980 -- 7, 588
1981 -- 7, 606
1982 -- 7, 665
1983 -- 7, 712
1984 -- 7, 749
1985 -- 7, 774
1986 -- 7, 799
1987 -- 7,0 825
1988 -- 7, 856
1989 -- 7,900
1990---------- - 7,956
1991 -- - 8, 013
1992 -- 8, 0076
1993-- 8,148
1994 -- 08, 219
1995-- 8, 286
1996-- 8, 349

East Gerirany:
1972-- 8,484
1973-- 8. 509
1974-- 8, 545
1975-- 8, 581
1976 -- 08, 622
1977-- 8, 667
19708 -- 8, 720
1979 7-- 8, 779
1980 -- 8, 848
1901---------- - 08,935
1982-- 9, 024
1983 -- 9, 119
1984 -- 9, 183
1985 -- 9, 221
1986 -- 9, 239
1987 ---- ------------- 9, 25
1988 -- 9,263
1989 0-- 9, 257
1990 -- 9,242
1991 -- 9, 228
1992 -- 9, 204
1993 -- 9, 165
1994 -- 9, 107
1995- 9, 049
1996 - - 8, 997

See fontnote at end of table.

256
250
243
236
229
223
217
210
205
200
193
191
192
192
195
199
201
200
199
200
201
201
201
201
200

754
729
697
661
629
599
581
579
579
575
568
554
537
525
530
544
569
598
624
646
664
672
673
671
667

802
789
780
778
783
791
801
804
795
776
747
713
676
643
623
601
568
530
496
464
441
437
492
447
454

510 2, 157 958
509 2,158 1,016
504 2,165 1,053
496 2,177 1,065
492 2,186 1,067
490 2,187 1,067
486 2, 188 1,070
480 2,188 1,070
473 2,189 1, 065
468 2,200 1,052
462 2,212 1,039
459 2,225 1,025
453 2,240 1,010
450 2,254 995
445 2,269 983
438 2,280 970
440 2, 290 955
450 2,296 939
457 2,299 933
465 2,291 940
475 2,275 953
479 2, 271 971
478 2,267 995
477 2,259 1,024
478 2,254 1,046

1,073 3,167 1, 393
1,073 3,226 1, 468
1, 075 3,279 1, 517
1,076 3,332 1,531
1,068 3,391 1,528
1, 056 3, 454 1, 512
1,037 3,519 1,490
1, 006 3,588 1, 466

972 3,661 1,443
937 3,733 1,401
906 3,802 1,396
894 3,860 1,379
904 3,899 1,364
919 3,924 1,357
927 3,937 1,356
929 3,947 1,363
920 3,953 1,383
905 3.963 1,415
899 3,971 1,455
906 3,958 1,507
930 3,921 1,579
974 3,878 1,651

1, 024 3,845 1, 712
1,068 3,817 1,767
1,107 3,789 1,821

1,016 3,884 1,317
1 080 3,876 1,400
1,137 3,873 1,469
1 166 3 895 1,499
1,171 3,938 1,508
1,168 3,996 1,590
1,160 4, 062 1, 539
1,9160 4,108 1, 584
1,172 4,130 1, 645
1,193 4,143 1,700
1,222 4,149 1,752
1,252 4,158 1,802
1,273 4,151 1, 855
1,275 4,146 1,917
1,259 4,144 1,974
1,228 4,177 2,012
1,186 4,231 2,034
1,140 4, 283 2,040
1, 097 4,359 1,990
1,063 4,467 1,903
1, 026 4,547 1,827

969 4,598 1,767
905 4,625 1,705
846 4,622 1,663
791 4,598 1,642

508 207
482 210
470 212
472 214
481 215
492 216
509 214
525 212
536 213
560 210
596 202
629 194
649 189
654 189
655 195
657 201
658 208
659 213
656 220
649 227
641 233
632 239
623 244
614 248
607 253

809 196
758 196
721 196
709 195
710 194
718 191
727 188
736 185
754 179
789 171
831 162
8727 153
899 146
996 113
904 145
894 148
881 150
866 153
852 155
839 157
823 159
812 161
803 162
799 164
799 166

1, 119 346
1, 024 340

952 334
917 326
905 317
888 306
862 296
839 284
836 270
868 255
916 238
972 222

1, 019 209
1, 039 201
1,039 200
1 041 199
1 017 197
1, 070 191
1, 106 194
1, 139 192
1, 172 191
1, 202 192
1, 237 193
1, 276 195
1, 315 197

39. 2
39. 4
39. 6
39. 7
39. 8
39. 9
40. 0
40. 1
40. 2
40. 2
40.3
40. 4
40. 0
40. 3
40. 3
40. 2
40. 2
40. 1
40. 0
40. 0
40. 1
40. 1
40. 2
40. 3
40.4

36. 8
36.9
36. 9
37.0
37.2
37. 2
37. 2
37. 2
37. 2
37. 3
37. 4
37. 5
37. 5
37. 5
37. 4
37.4
37.3
37. 3
37. 4
37.4
37. 5
37. 5
37. 5
37.6
37.7

37. 5
37. 3
37.2
37.0
37.0
36.9
36. 8
36. 0
36. 9
37. 1
37. 3
37. 5
37. 7
38. 0
38.2
38. 4
38. 6
38. 8
38. 9
38. 8
38. 8
38. 8
38. 9
39. 0
39. 2
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TABLE 111.-PROJECTED LABOR FORCE, BY AGE GROUP-6 EASTERN EUROPEAN COUNTRIES: 1972-96-Continued

[Figures are in thousands and refer to midyear. They are based on projection series 11

Country and year All ages 15 to 19 20 to 24 25 to 44 45 to 54 55 to 64

Med ian
65 and age '

over (years)

Hungary:
1972 -- 5, 069
1973 -5, 087
1974 - 5, 101
1975 -5, 104
1976 -5, 099
1917- 5, 088
1978- 5, 072
1979 -5, 055
1980 -5, 041
1981- 5,040
1982- 5,043
1983 - 5, 048
1984 -5, 049
1985- , 5, 039
1986 - 5, 033
1987 - 5, 029
1988 -5, 030
1989 -5, 034
1990- 5, 040
1991- 5, 044
1992 -5,051
1993- 5, 061
1994 - 5 065
1995 -5, 070
1996- 5, 072

Poland:
1372 -16, 765
1973 - 17, 056
1974 -17, 323
1975---- 17, 560
1976 - 17, 779
1977 -- 17, 979
1978 - 18, 178
1979 - 18, 381
1980 - 18, 572
1981 ---------- 18,771
1982 - 18. 956
1983 -19, 135
1984 - 19, 289
1985 --19, 403
1986 -- 19, 20
1987 ---------- 19,624
1098 8- 19, 724
1989 -19, 830
1990 -19, 939
1991 9-20, 055
1992 , . 20 186
1993 -20, 330
1994 -20, 483
1995 -20, 638
1996 -20, 805

Romania:
1972 - 10, 725
1973 - 10, 809
1974 -10, 878
1975 - 10, 934
1976 -10, 972
1977 -10, 996
1978 - 11, 033
1979-----------11, 018
1980 -1,028
198 1- , - 11, 064
1982 - 11, 168
1983- 11, 294
1984 - 11, 365
1985--- 11------- I , 405
1986 -1----------------- 1, 460
1987 - 11, 563
1988 -11, 689
1989 -11, 789
1990 -11, 876
1991 -11, 956
1992 -12, 041
1993- 12, 134
1994 -12, 224
1995 ---- -------------- 12, 314
1996 -12, 402

496
475
442
405
374
349
330
315
304
297
296
301
306
310
316
320
322
323
326
330
333
335
335
333
329

1, 295
1, 282
1, 258
1, 217
1, 160
1, 094
1, 027

967
914
873
841
814
792
778
785
798
819
847
877
907
938
965
988

1, 007
1.022

987
965
927
875
818
762
709
663
624
604
658
748
807
849
889
865
809
784
777
782
791
800
806
810
810

627 2,123 946
636 2,138 996
656 2,155 1,028
675 2,175 1,034
683 2, 196 1,032
681 2,219 1,025
661 2,250 1,018
623 2,296 1,012
579 2,344 1,004
541 2,388 990
512 2,419 980
491 2,437 970
476 2,449 963
465 2,454 958
462 2,445 956
468 2,429 958
484 2,409 962
500 2,388 971
514 2,369 981
525 2,359 984
531 2,347 998
533 2,333 1,019
535 2,316 1,040
540 2,297 1,060
547 2,274 1,080

2,471 7,291 2,938
2,548 7,409 3,116
2,610 7,528 3,271
2,659 7,650 3,390
2,689 7,793 3, 494
2 702 7,964 3,567
2, 703 8,165 3,600
2, 684 8, 388 3, 620
2,629 8, 617 3, 632
2, 542 8, 851 3, 642
2,430 9, 090 3, 653
2,312 9,334 3,645
2,206 9,562 3,618
2,114 9,766 3,574
2, 045 9, 924 3, 507
1,999 10,074 3,433
1,963 10,219 3,362
1,938 10,350 3,305
1,933 10, 461 3, 252
1,949 10,505 3,252
1.983 10. 468 3. 330
2,035 10, 336 3, 454
2, 105 10, 303 3, 601
2, 178 10, 204 3,772
2, 254 10, 031 3, 980

1,306 4, 676 1, 902
1,341 4,673 2,032
1,361 4,695 2,121
1, 380 4,725 2,182
1, 398 4, 749 2, 229
1 405 4,770 2,268
1, 397 4,800 2,294
1,366 4,845 2,310
1,313 4,896 2,325
1,250 4,938 2,344
1, 186 4,969 2,359
1,125 4,993 2,367
1,072 5, 012 2,364
1,030 5,032 2,345
1, 016 5, 053 2, 308
1,127 5, 078 2,257
1,305 5,095 2,203
1,436 5,105 2,163
1 540 5,112 2,116
1, 614 5,123 2, 072
1, 570 5,243 2,039
1, 468 5,407 2,033
1,423 5,487 2,061
1,411 5,527 2,112
1,420 5,549 2,175

I Based on the assumption that the distribution of the labor force within the 25 to 44 year group is rectangular.

561
528
507
504
506
509
511
512
522
548
575
602
618
619
617
612
607
603
598
590
582
577
572
569
568

1, 898
1, 818
1.764
1, 744
1, 741
1, 751
1, 787
1, 835
1, 913
2,020
2, 127
2, 244
2. 346
2, 424
2, 495
2, 542
2, 562
2,571
2,573
2, 575
2, 577
2. 566
2. 542
2, 507
2, 461

1,191
1, 129
1, 100
1, 093
1, 097
1, 109
1, 129
1, 162
1, 215
1, 291
1, 386
1, 475
1, 535
1, 577
1, 611
1, 638
1, 658
1, 669
1, 680
1, 695
1, 707
1, 713
1, 713
1, 699
1, 673

316
314
313
311
308
305
302
297
288
276
261
247
237
233
237
242
246
249
252
256
260
264
267
271
274

871
883
892
900
90Z
901
896
887
867
843
815
786
764
753
764
778
799
819
843
867
890
914
941
970
997

663
669
674
679
681
682
680
672
655
637
610
586
575
572
583
598
614
632
651
670
691
713
734
755
775

38.3
38. 4
38. 5
38. 5
38. 6
38. 6
38. 7
38. 8
39. 0
39. 1
39. 2
39. 2
39.2
39.2
39. 2
39. 2
39. 2
39.2
39.2
39. 1
39.2
39. 2
39.4
39. 5
39. 6

37. 7
37. 7
37.7
37, 8
37, 9
38. 0
38. 1
38.2
38. 3
38. 5
38. 7
38. 9
38. 9
39. 0
39. 0
38.9
38. 9
38. 6
38. 7
38. 7
38. 7
38. 8
38. 9
39.0
39. 1

38. 1
38. 3
38. 4
38. 6
38. 8
39. 0
39. 2
39.4
39. 6
39, 9
40. 1
40. 1
40. 2
40. 2
40. 1
39. 9
39.6
39. 4
39, 2
39. 0
39. 0
39. 1
39. 2
39. 2
39. 3



TABLE IV.-SUMMARY MEASURES OF THE TREND OF THE LABOR FORCE-6 EASTERN EUROPEAN COUNTRIES: 1950-96

IFigures refer to midyear. Those for the 1973-96 period are based on the series I labor force projectionsl

Ratio of total labor force to population 15 to 64 years (X100) Percent of total labor force in agriculture Percent of nonagricultural labor force in industry
Year

Czecho- East Czecho- East Czecho- East
Bulgaria slovakia Germany Hungary Poland Romania Bulgaria slovakia Germany Hungary Poland Romania Bulgaria slovakia Germany Hungary Poland Romania

Estimates:
1950,--.--- 85.6 70.8 69.2 68.1 78.4 80.4 72.5 37.5 24.4 49.3 55.9 73.9 40.2 50.0 52.2 39.9 40.7 55.9
1955.------ 83.4 74.3 73.6 70.6 77.2 85.0 66.0 33.8 22.3 41.6 48.4 68.2 43.6 50.2 51.2 45.5 41.6 47.2
1956 --- 82.7 75.0 74.1 71.3 78.1 84.0 64.9 32.9 22.3 41.7 48.0 67.9 42.2 49.9 50.6 45.2 41.9 46.5
1957--- 83.8 75.2 75.1 71.6 78.4 83.7 61.5 31.6 21.2 41.9 47.4 68.1 42.9 50.2 50.8 46.1 42.7 47.0
1958 --- 84.8 74.8 76.1 71.9 78.4 83.3 59.8 30.8 20.4 40.8 47.5 68.4 42.1 49.9 51.7 46.1 43.3 47.9
1959 --- 84.7 73.7 76.3 72.3 78.9 83.3 59.0 28.8 19.5 39.3 47.1 68.0 47.1 49.9 51.2 45.7 42.8 47.7
1960 --- 84.6 73.2 76.6 72.3 78.7 83.2 56.3 26.3 18.4 37.0 47.1 66.2 48.3 50.5 50.2 45.8 42.7 46.7
1961 --- 82.2 73.7 77.9 71.4 78.9 83.4 54.1 24.6 18.1 35.1 46.2 64.1 47.5 49.9 49.7 46.3 42.8 46.4
1962 . . 80.0 73.9 79.0 70.3 79.2 83.5 52.2 23.6 18.2 32.8 44.9 61.9 47.4 50.1 49.4 46.6 42.9 45.9
1963 . . 78.3 73.6 78.6 70.5 79.2 83.1 49.2 23.2 17.1 31.2 43.8 60.3 47.4 49.5 49.5 46.8 42.8 45.5
1964 . . 77.5 73.5 79.3 71.3 78.3 82.6 47.8 22.5 16.8 30.1 43.3 59.4 47.3 49.3 49.1 46.9 43.4 45.4
1965 --- 76.9 73.9 80.0 70.8 78.4 82.1 45.2 21.8 16.5 29.8 42.0 58.1 48.0 49.0 48.9 47.1 43.8 45.5
1966 ------- 78.3 74.6 60.3 70.8 78.5 82.0 42.9 21.3 16.0 29.4 41.2 56.8 49.0 49.2 48.8 47.4 44.0 45.3
1967 78.4 74.7 80.8 70.9 78.6 81.3 40.6 20.7 14.8 28.6 40.1 55.6 48.7 48.7 49.0 48.2 44.1 45.2
1968 --- 77.6 75.2 80.9 72.3 78.6 80.8 39.2 20.1 13.8 27.2 39.2 54.7 48.1 48.3 48.8 49.8 44.2 45.3
1969 . . 77.9 76.4 81.0 72.2 78.2 80.2 37.8 19.5 13.2 26.2 38.0 53.5 47.1 47.6 48.3 50.3 44.4 45.9
1970 --- 78.3 77.2 81.0 71.7 77.6 79.6 36.1 19.1 12. 6 25.1 37.5 51.9 46.1 47.0 48.0 50.0 44.6 46.6
1971 . . 78.8 77.7 81.2 71.6 77.4 79.5 34.8 18.8 12.3 23.9 36.7 49.7 46.0 47.0 47.9 50.3 44.8 47.3
1972 - 79.4 77.4 81.3 71.7 77.1 79.1 33.4 18.3 12.1 22.8 36.0 48.3 45.3 46.7 47.8 50.7 45.0 47.6



Projections:
1973 ----------- 79. 5 77.9 81.6 71.9 77. 3 79.1 32.1 18. 0 11.6 22.1 35.1 45.6 45. 2 46. 5 47.8 50. 2 44. 3 47.61974 ----------- 79. 5 78.1 81.9 72.0 77. 5 79.0 31. 0 17.7 IL 1 21. 5 34. 2 45.0 45.1 46. 4 47. 7 49. 8 43. 7 47. 71975 ----------- 79.4 78.3 82.0 72.1 77. 7 79.0 30. 0 17.4 10.7 23.9 33. 4 43.4 45.0 46. 2 47.6 49. 5 43. 3 47. 71976 ----------- 79.3 78.4 82.0 72. 2 78.0 79.0 29.0 17. 2 10.3 20. 4 32. 5 41. 9 44.9 46.1 47. 5 49. 4 42.9 47. 71977 ----------- 79.1 78. 3 82.0 72. 3 78.4 79.0 28. 2 17.0 9.9 20.0 31.8 40. 5 44.7 45.9 47. 4 49.4 42.6 47. 81978 ----------- 78.9 78. 3 82.0 72. 3 78.7 78.9 27. 4 16. 7 9.6 19. 6 31. 0 39.1 44.6 45. 7 47.3 49. 4 42.3 47.81979 ----------- 78.6 78. 2 82.0 72.2 79. 0 78.8 26. 7 16. 5 9.3 19. 3 30.2 37. 7 44. 5 45. 6 47.2 49. 5 42.1 47. 81980 ----------- 78. 4 78.0 82.0 72.1 79.1 78.6 26.0 16.2 9. 0 18.9 29. 4 36. 4 44. 4 45. 4 47. 1 49.6 41. 8 47.91981 ----------- 78.2 77. 5 81.9 71.7 79. 2 78. 2 25. 4 16. 0 8. 7 18.6 28. 7 35.0 44. 2 45. 3 47.0 49. 5 41.6 47.91982 ----------- 77.8 77. 3 81.7 71.3 79.2 77. 4 24.7 15.7 8. 4 18. 2 27.9 33.6 44.1 45.1 46.9 49. 4 41. 4 48.01993 ----------- 77. 3 77.1 81.7 70.8 79.2 76. 5 24.1 15. 4 8.2 17.9 27. 2 32. 1 44.0 44. 9 46.8 49. 2 41. 2 48. 01984 ----------- 76. 9 76.9 81. 7 70. 5 79. 2 75.8 23. 5 15.1 8. 0 17.6 26. 4 30.9 43.9 44. 8 46. 7 49. 2 41. 1 48. 01985 ----------- 76.6 76.9 81.8 70. 3 79.2 75. 2 23. 0 14.9 7.8 17. 4 25.8 29.9 43. 8 44.6 46.6 49. 2 41. 1 48.11986 ----------- 76.7 76.9 81. 8 70.4 79. 2 75.0 22. 5 14. 7 7.7 17.2 25.1 28.9 43.6 44. 5 46. 5 49. 3 41. 2 48.11987 ----------- 76. 7 76.9 81.9 70. 4 79. 2 75. 2 22. 1 14. 5 7.6 17.0 24. 5 27.8 43. 5 44. 3 46. 5 49. 3 41. 3 48.11998 ----------- 76. 7 76.9 82.1 70.5 79.1 75.6 21. 7 14. 2 7. 5 16. 8 24.0 26. 8 43.4 44.1 46. 4 49. 3 41. 4 48.21989 ----------- 76. 8 76.8 92.2 70. 5 79.1 75.8 21. 3 14.0 7. 5 16. 5 23. 5 25.9 43. 3 44. 0 46. 3 49.3 41.6 48.21990 ------------ 76.9 76.8 82.3 70.6 79.0 75.9 21.0 13. 7 7. 5 16.4 23.0 25.0 43.1 43.8 46.2 49. 2 41. 7 48. 31991 ----------- 77.0 76.8 82. 3 70.6 78. 9 76. 0 20. 7 13. 5 7. 4 16. 2 22.6 24.3 43.0 43.7 46.1 49. 2 41. 9 48. 31992 ----------- 77.1 76. 8 82.3 70. 7 78.8 76.1 20. 4 13.2 7. 5 16. 1 22. 2 23.6 42.9 43. 5 46.0 49. 2 42.0 48. 31993 ----------- 77. 3 76. 9 82.3 70.8 78. 8 76. 2 20.1 12.9 7. 5 15. 9 21.8 22.9 42.8 43. 3 45. 9 49.1 42. 2 48. 41994 ----------- 77. 5 77. 0 82.1 70.8 78. 8 76.4 19. 8 12. 7 7. 5 15.8 21. 4 22. 2 42. 7 43. 2 45. 8 49. 2 42. 3 48. 41995 ----------- 77. 6 77.1 81.9 70.9 78. 8 76. 5 19. 5 12. 4 7.6 15. 7 21. 0 21.8 42. 5 43.0 45. 7 49. 2 42. 4 48. 41996 ----------- 77.8 77.1 81.7 71.0 78. 9 76.7 19. 3 12.2 7.6 15.6 20. 7 21. 1 42.4 42. 9 45. 6 49. 2 42.6 48. 5

Source: Tables I-B through I-G.
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APPENDIX A

METHODS AND ASSUMPTIONS USED IN PIREPARIN-G THE PROJECTIONS

Population

The population projections presented here for Czechoslovakia, lEst Germany,
Poland, and Romania supersede those prepared by the Foreign l)emographic
Analysis Division in March 1972 and published in December of that year.14 An
evalualion of subsequent information indicated that the published projections for
Bulgaria and Hungary were consistent with the latest information regarding the
total population, the distribution of population by age and sex, and births, and
deaths. and therefore did not require updating. The projections for the remaining
four countries, however, did require updating for a variety of reasons. The starting
dates for the projections are January 1, 1972, for Bulgaria and Hungary; Janu-
ary 1, 1973, for Romania; and January 1,1974, for Czechoslovakia, East Germany,
and Pcland. For each country, the most recent distribution by single years of age
and sex was used as the base population-1IM9 for Czechoslovakia, 1971 for
Bulgaria and 1ungary, 1972 for Romania and Poland, and 1973 for East Germany.
In each instance, the distribution was updated to the starting date of the pro-
jection by using reported and estimated data on fertility, mortality, and total
population for the intervening time period.

For each country, mortality was assumed to decline to the extent that life
expectancy at birth would increase by 2.5 years during the projection period.
This Avas accomplished by using families of life tables prepared by Coale and
Demeny.' 5 For each country, the family of life tables was selected that most
closely matched the estimated survival rates by age and sex for the year prior to
the start of the projection period. The latter rates were estimated by adjusting
survival rates derived from recent mortality data to yield the reported or estimated
number of deaths, by sex, for that year. For each sex, two sets of survival rates
were derived from the selected family of tables. The first set was chosen such that
the associated life expectancy would be equal to the estimated life expectancy as
calculated from the adjusted survival rates. The second set was selected on the
basis of an associated life expectancy 2.5 years higher. The implied changes by
age between the two sets of survival rates were then used to adjust the estimated
survival rates for the base year to produce the survival rates for the year 2000
(the ter-minal year). Survival rates for each of the intervening years were interpo-
lations and were used to calculate the numbers of deaths, by age and sex, for that
year.

The fertility assumptions for each of the four series of projections were repre-
sented by an assumed maternal gross reproduction rate 15 for each year of the
projection period. These rates were used to adjust recently reported or estimated
female age-specific fertility rates, which, in turn, were applied to the female
population in the reproductive ages to give the projected numbers of births.

The fertility assumptions for each of the six countries are given in table A-],
both as ratios of the gross reproduction rate for the year prior to the start of
the projection period (which is the way the assumptions were formulated) and
in terms of the gross reproduction rates those ratios imply. These assumptions
can be stated as follows:

Assvmplion A.-That the gross reproduction rate will rise from its level in the
base year to that shown for the following year and continue to increase by a
constant annual amount for 10 years, after which it will stabilize at the level
shown until the end of the projection period.

Assumption B.-That the gross reproduction rate will remain constant at the
base year level throughout the projection period.

14 Godfrey S. Baldwin, Projections of the Population of the Communist Countries of Eastern Europe, by
Age and Sex; 1972 to 2000, U.S. Department of Commerce, Intcrnatiosnl Population Reports, Series P-91,
No. 22, 'Washington, D.C., December 1972.

15 Ansley J. Coale and Paul Demeny. Regional AModeel Life Tables and Stable Populations, Princeton,
N.J., Prin ceton University Press, 1966. The end of the projection period was the year 2000, but the results
given here extend only to 1996 to accord with the time limit of the labor force projections.

15 The l:ross reproduction rate is defined as the number of females that will be born to 100 women during
their repioductive lifetime if a given set of birth rates by age of mother remains in effect.
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Assumptions C and D.-That the gross reproduction rate will decline from its
level in the base year to the values shown for the following year and continue to
decline by constant annual amounts for 10 years, after which they wtill stabilize
ait the levels shown until the end of the projection period.

TABLE A-1-ASSUMiED GROSS REPRODUCTION RATES-6 EASTERN EUROPEAN COUNTRIES: 1972-96

Ratio of the assumed gross reproduc-
tion rate to that estimated for the

base year I Gross reproduction rate

For year For period 11 For year For period 11
following years following following years following

Country and projection series base year base year to 1996 base year base year to 1996

Bulgaria:
A- 1.10 1.30 114 134
B- - 1.00 1.00 103 103
C- 95 .90 98 93
D- 90 .85 93 88

Czechoslovakia:
A 1.10 1.25 126 143
B- 1.00 1.00 115 115
C- 95 .90 109 103
D- 90 .80 103 92

East Germany:
A- 1.20 1.40 84 98
B- 1.00 1.00 70 70
C- .95 .90 67 63
D- .90 .85 63 60

Hungary:
A- 1.10 1.30 102 121
B- 1.00 1.00 93 93
C- 95 .90 88 84
D- .90 .85 84 79

Poland:
A- 1.10 1.25 119 136
B- 1.00 1.00 109 109
C- 95 .so 103 98
D- .90 .80 98 87

Romania:
A- 1.10 1.20 136 148
B. 1. 00 1. 00 124 124
C- 95 .85 118 105
D- .85 .75 105 93

I The base years were 1971 for Bulgaria and Hungary, 1972 for Romania, and 1973 for Czechoslovakia, East Germany,
and Poland.

In formulating the assumptions, the projected changes for a particular country
were related to its current rate. For example, the 1973 rate for East Germany is
very low; therefore, series A provides for a 40 percent increase by 1984 and series D)
allows for only a 15 percent decrease. On the other hand, the current rate for
Romania is high, and the assumed changes for series A and D provide for a 20
percent increase and a 25 percent decrease, respectively, for the latter part of the
projection period.

LABOR FORCE

The projections of the total labor force were prepared by applying labor force
participation rates (LFPR's) to the series B projections of the population, by age
group. Two series of labor force projections were prepared: series I was based on
projected changes in the LFPR's, and series II was based on constant rates esti-
mated for 1972. The series I projections were then disaggregated into the three
sectors of agriculture, industry, and other nonagricultural activities. The pro-
jected agricultural labor force for each of the six countries was based on hypotheti-
cal average annual rates of decline. The projected industrial labor forces for
Hungary and Poland were based on the expected size of this labor force at some
future time as expressed by analysts in these countries; those for the other four
countries were based on the assumption that the proportion of the nonagricultural
labor force in industry would continue to change at one-half the rate by which this
proportion changed between 1960 and 1972. The labor force in other nonagricul-
tural branches for each year and for each country was derived as a residual.
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TOTAL LABOR FORCE

The LFPR's were derived from those published by the International Labour
Office (ILO) for each of the six countries for 1970, 1975, 1980, and 1985.17 For
each country, the 1970 and 1975 rates for both sexes combined were interpolated
linearlyr as a first estimate of the rates for 1972. These rates were then adjusted
pro rata so as to yield the estimated labor force total for midyear 1972 as pre-
sented in table 1. The resulting rates were used throughout the projection period
for the series II projections; this series was prepared to show the effect of the
expected changes in the rates. For the series I projections, LFPR's for each year of
the 1973-85 period were based on the absolute changes in the ILO rates between
1970 and 1975, 1975 and 1980, and 1980 and 1985. These changes were inter-
polated linearly for each year and applied to the estimated rates for 1972. LFPR's
for the 1986-96 period were assumed to be the same as those estimated for 1975.
The rates for 1972, 1975, 1980, and 1985 used for each country are given in table
A-2; linear interpolation will yield the rates used for intervening years. In general,
the rates for the 15-19 and 65 and over age groups decline rather sharply, those
for the 20-24 and 55-64 age groups decline slightly, and those for the 24-44 and
45-54 age groups increase slightly. The overall effects of the change in rates was,
for each country except East Germany, to decrease labor force participation, as
may be noted by comparing series I with series II totals in table 6.

TABLE A-2.-ESTIMATED AND PROJECTED LABOR FORCE PARTICIPATION RATES, BY AGE GROUPS-6

EASTERN EUROPEAN COUNTRIES: 1972-85

[Percent of population of the indicated ages in the labor forcel

65 years and

Country and year 15 to 19 years 20 to 24 years 25 to 44 years 45 to 54 years 55 to 64 years older

Bulgaria:
1972 .-
1975 -
1980 .
1985 .~-- -----

Czechoslovakia:
1972 --------
1975-- - - - - - -
1980 .
1985 . -

East Gern any:
1972 -- - - - - -
1975 -- - -. - - -
1980 -
1985 .

Hungary:
1972 .
1975 .
1980 .
1985 .-

Poland:
1972 .
1975-
1980 .
1985 .

Romania:
1972.
1975 .
19880 ..-
1985 5-

37.92 73. 65 88. 50 84. 72 59.29
35. 94 73.20 88. 32 84. 66 58.42
32. 64 72.40 88. 02 84. 56 57.02
29.94 71.70 87.92 84.56 55.97

60. 06 83. 81 83.67 81.46 54. 11
57. 51 84.20 84.00 81.61 53.90
53. 26 84.80 84.45 82.01 53.60
49.46 84.95 84.85 82.41 53.40

61.01 88. 69 86.94 79.15 60.62
59.06 88.99 87.66 80.41 59.81
55.81 89.39 88.56 83.01 59.36
52.46 89.94 89.24 84.01 60.86

53.35 73.94 74.66 71.69 49.50
51. 19 73.73 75.08 72.02 43.72
47. 59 73. 33 75.78 72.47 47.92
43. 99 73. 18 76.73 72.87 47.22

37.04 78.29 83.80 82.75 66.84
35.66 78.02 84.37 83.23 66.27
33.36 77.57 85.22 84.13 65.57
31.06 77.42 86.27 85.08 64.82

53.35 76.94 80.96 79.31 65.17
50.29 76. 52 80.87 79.49 64.06
45.19 75.82 80.62 79.54 62.91
41. 14 74.92 80.52 79.48 62.51

Source: See text.

The ILO rates, and thus the pattern of change of the LFPR's used here, were
based on a uniform methodology applied to all countries of the world which
involved an extensive comparative analvsis of labor force structure at different
points of time. The basic assumption was that the magnitude and direction of
change in the pattern and level of LFPR's in a given country will be similar to that

17 International L.abour Office. Labour Force 'rojections, 1065-1985, part IV, (Geneva, 1971. The labor force,

or the economically active population, was defined in the source as comprising all employed anid unemployed
persons, including those seeking wvork for the first time. It covers employers, persons waorking oim their own
account, salaried enmployees, wage workers, unpaid family workers, members of prorlucers' cooperatives,
and meribers of the armed forces.

23. 69
22. 31
19. 81
17. 91

11.72
10. 94
9.49
8.44

12.8511. 77
9. 878. 57

25. 57
23.68
20. 48
17.93

30. 02
28.01
24.41
21. 66

35. 29
32. 95
28.70
26. 10
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observed in countries which had undergone similar changes as among agriculture,
industry, and services in their labor force structures. Thus, the changes for the six
Eastern European countries would have been based on those that had occurred
in those countries of the world, and especially those Western European countries,
whose economies are less agricultural.

These changes would seem to be reasonable for the six countries concerned. For
the younger ages, it may reasonably be assumed that more and more persons
beyond age 15 will continue their education and thus lower LFPR's appreciably
for the 15-19 year group and slightly for the 20-24 year group. For the older ages,
it may also reasonably be assumed that larger proportions will take advantage
of their eligibility to retire,18 especially if retirement benefits are increased to a
level whereby retirees can live comfortably; based on past liberalizations of the
pension systems, this may be expected. Also, the LFPR's for the older ages shoulddecline by reason of the proportionate decline of the agricultural labor force,
where participation of older persons is higher than it is in nonagricultural branches.
The assumption of lower LFPR's for the older age groups may not be reasonable,
however, if, in a critically tight manpower situation, strong efforts are made and
inducements offered to have older workers remain active for as long as possible.
This has been occurring, specially for skilled workers and others hard to replaces
and may intensify in the future. It should be noted, however, that even if the rates
for the 65 and over age group continue at the 1972 level, the size of the labor
force in the six countries would be larger in 1996 by only 0.8 percent in Czechoslo-
vakia ranging upward to 2.3 percent in Hungary, and thus the effect of the as-
sunixed drop in activity rates for that age group is slight.

It would have been desirable to project the mate and female labor force sepa-
rately, rather than basing the projection on both sexes combined as was done here.
The separate projections for each sex would have explicitly taken into account
changes in the sex structure of, and in the LFPR's for, each age group. The results,
however, would not have been significantly different from those presented here,
because the rates used for both sexes combined are weighted averages for males
and females, the sex ratios in the age groups below 55 years do not change ap-
preciably, and the changes in rates for each sex do not differ significantly.19 Bothsexes combined were used primarily because information was insufficient to de-
termine the sex composition of the labor force in 1972. It would also have been
desirable to have prepared the projections on the basis of 5-year age groups
rather than the broad age groups used here. The latter are those used by the ILO
in their estimates of activity rates and, since these were the only systematic set of
rates available, they dictated the breadth of the age classes used.

Various schemes were tried in projecting the agricultural and industrial labor
forces for each country. For agriculture, these included reductions of absolute
numbers, reductions based on average annual rates of decline between 1960 and
1972, and reductions based on rates of decline in the proportions of the total labor
force in agriculture. For industry, such schemes included the use of arbitrary
proportions of the total increments to the nonagricultural labor force and the use
of average annual rates of growth based on past experience. The methods finallyused, which are detailed below, produced more stable and what appeared to be
more reasonable results.

AGRICULTURAL LABOR FORCE

This sector was assumed to decline to the end of the projection period in accord-
ance with the annual average rates given in table A-3. For Bulgaria and East
Germany, these hypothetical rates were based on the proportion of the labor
force engaged in agriculture in 1972 and on the trend of the rates of decline of
the agricultural labor force during the 1957-72 period. For the other four countries,
what might be considered to be logical hypothetical rates based on these criteria
were modified to better fit the projected declines as expressed or calculated by
analysts of the individual countries.

Is Generally, at age 55 for women and age 60 for men with at least 25 years of covered employment.1i This assertion was tested by projecting the labor force for East Germany separately for males andfemales. The latter projection results in equivalent series I figures of 9,228,000 in 19S6 and 9,019,000 in 1996as compared with the figures of 9,239,000 and 8,997,000 presented here for the two dates, respectively. Thus,the differences are very small for this country, which has the most unbalanced sex ratios of any of the sixcountries and, aside from Hungary, had the largest differences between male and female LFPR's in 1970.

S2-765-74-31
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TABLE A-3.-ESTIMATED AND PROJECTED AVERAGE ANNUAL RATES OF DECREASE IN THE AGRICULTURAL LABOR
FORCE-6 EASTERN EUROPEAN COUNTRIES: 1957-97

Czecho- East
Period Bulgaria slovakia Germany Hungary Poland Romania

Based an estimates:
197-62 -3.2 5.5 3.7 4.5 0 1 1.3
1932-67 ------------ 4.5 1.6 4.3 1.9 .7 1.6
1937-72 -3.1 1.2 3.9 3.7 .9 2.3

Projected:
1972-77 3.0 1.2 3.5 2.5 1.0 3.0
1977-82 2.5 1.2 2.5 2.0 1.5 3.5
1932-87 2.0 1.2 1.5 1.5 2.0 3.0
1917-92 1.5 1.2 .5 1.0 1.5 2.5
1992-97 -1.0 1.2 0 .5 1.0 2.0

Note: The apparent Inconsistencies between the average annual rates given here for East Germany and Hungary and
the percent changes given in table 5 are due to the difference in time intervals.

Source: 1957-72: Based on data in tables 1-3 through 1-S. 1972-97: See text.

Fcr Czechoslovakia, Kotek indicates that the labor force in the "primary

sectcr" will amount to 16 percent in 1975, 14 percent in 1981), 13 percent in 1985,

and 11 percent in 1990.20 Accepting the series I projections of the total labor force

presented here, Kotek's proportions for 1990 would represent an average annual

decline of 2.3 percent between 1970 and 1990. In another source, Brhlovic states

that extrapolation of previous trends results in a 26.5-percent reduction in the

agricultural labor force between 1970 and 1990 but that better results (a 47.2-

percent decrease) are obtained by a regression analysis of the relationship of

economnic quantities which starts with the assumption of a dynamic growth in

labor productivity." Although these projections appear to be overly optimistic as

to the withdrawal of persons from agriculture, they nonetheless indicate the

expel tation of a larger withdrawal than that which would result from a more

logical progression of ever-decreasing rates (for example 1 percent for 1972-77,

0.75 percent for 1977-82, and 0.5 percent for each year thereafter). These latter

declining rates would have resulted in a total decrease of 200,000 in the agricultural

labos force, or 14.7 percent, between 1972 and 1996, whereas the constant rate of

-1 .2 percent used here results in a decrease of 341,000, or 25.1 percent.

For Hungary, the rates of decline shown in table A-3 produce estimates of the

agricultural labor force that are fairly well in line with figures given by Hungarian

analysts. For the period January 1, 1971-76, Rozsa projects a decrease of 150,000,11

and the present figures project a decrease of 165,000 for the period midyear

1971-76. Hiuszar projects an agricultural labor force of 800,00(1 to 1,000,000 by

1985 or 15-18 percent of the total labor forcea2 and Hoch and Kovacs indicate

that the nsmsber will plrobably decrease to 1 million by 1985, cr a decline of 20

perccent.
2 4 These latter two sets of figures may be compared with the present

projection of 876,000 in the agricultural labor force in 1985, which represents

17.4 percent of the total labor force at that time and a decrease of 279,000, or

24.2 percent, since 1972. Had higher and seemingly more logical rates of decline

been used-0.5 percentage points higher than those shown ir. table A-3-the

agricultural lahor force would number 820,000 in 1985 and 702,000 in 1996.

For Poland, it was initially assumed that the annual rates of decline would be as

follows: 1972-77, 1.5 percent; 1977-82, 2 percent; 1982-87, 2.5 percent, and for

the following years, 3 percent. These rates were modified downward to those

shown in table A-3 to accord with a forecast of the labor force in sector I (agricul-

ture, forestry, and mining) of 4.8 million in 1985,25 and of 4.7 million in 1990.6

20 Hotek, op. cit., p. 71.
21 Berhard Brlii-l,'& , recasting Problems in a Long-Rnnge Development of Labor Forces in Czecho.

slovak Agriculttire," Ekosornitty Capo is (Fconnomic .ours al). No. 8. '173, pp. 733-73:4
22 Jo::vef Romsa. "EnpInv+melnt fid Mlrnnwer Situation in the Fourth 1 ive-Yoi r Plan 1'eriol," Kozgcz-

doasao Szemk7 ('1pia Reriewe), No. 3, 1971, p. 258.
235stvan Huszar, "Hypotheses on the Development of Employment and the Standard of Living 'Up

to VWI5," Gozdsavs (E"o5105n1p, No 3 1989 Ien. 17-41.
24 Robert Hoch and Janos Kovacs, "Fifteen Year P an for Employment and Living Standards,"

Noapszsrv (People'& I oice), .1u imul y 4, 1970, p. 7.
2n weljnelh Padowicsz "'Pe speet ive Forecasts of Structa al Shifts in Employment," Gospodarka P.aneswa

(Planned Econmviy), No. 5,1173, pp. 331-375.
26 KILzimierz Seconski, "Prospects for Lonsg-Range FEconomic Development," Gospodarka P anowa

(Planned Economy), No. 11, 1t71, pp. 641- 45.
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The rates of decline used here result in a projection of 5.0 million in agriculture
alone by midyear 1985, and 4.6 million by 1990.

For lRomania, the rates of decline given in table A-3 may also be considered
to be somewhat higher than might reasonably be expected for the 1972-77 period
and soniewvhat lower for the 1987-96 period. The present rates were adopted as
the best approximation to the Romanian forecasts that the agricultural labor force
would constitute 40 percent of the total in 1975,17 30-35 percent in 1980,28 and 20
percent in the 1990-2000 period.2 9 The projections presented here indicate that
the agricultural labor force represents 43.4 percent of the series I total in 1975,
36.4 percent in 1980, and 21.1 percent in 1996.

As in many other countries, the exodus from agriculture in Eastern Europe has
resulted in an agricultural labor force that is old, nmnskilled, and generally coiiwist-
ing of an unusually large proportion of women and of persons unlemployakle else-
where. In Czechoslovakia, over 20 percent of the agricultural labor force are over
60 years of age, and in Poland, ;32 percent.' 0 Because of the preponderance of old
peol)le in the agricultural labor forces of the six countries, the numbers of deaths
and retirements because of old age will, for most countries at least, be hlrger
than the projected reductions. In Czechoslovakia, for example, where an esti-
mated 273,000 of the agricultural labor force were 60 years and older in 1972, the
numbers of deaths and of those reaching age 70 in the 1972-82 period would
amount to about 339,00)0, whereas the projections of the agricultural labor force
show a decline of 154,000. Thus, even without taking into account transfers to
nonagricultural work during the 10 years, 185,000 new workers would have to be
added if the agricultural labor force were to be reduced to the projected level of
1,202,000 in 1982. Although this number amnounts to only about 8 percent of the 2.2
million who will reach age 13 during the period, repeated attempts to recruit
young people for agricultural work in Czechoslovakia as in the other five 1 astern
European countries, has met with little success; in Czechoslovakia, for exaimiple,
less than 50,000 of those working in agriculture are 1,5-19 years old. It may be
concluded, therefore, that the projected reductions in the agricultural labor force
are conservative; they mnay be much larger.

INDUSTRIAL LABOR FORCE

The asstmmption that the proportion of the nonagricultural labor force in
industry would continue to change at one-half the rate by which this proportion
changed between 1960 and 1972 was used to project the industrial labor force
for Bulgaria, Czechoslovakia, East Germany, and Romarnia.3' For Hungary,
however, the use of this assumption resulted in a grotwth of :394,000 in industry
and a decline of 29,000 in other nornagricultural branches during the 1'972-96
pefiod. '1his unreasonable growth pattern was due to the 1960-72 trend of an
incleasing share of the nonagricultural labor force in industry and a very low
increase mu all nonagricultural branches. The projection was therefore made onl the
basis of the expectation by Hungarian writers that the industrial labor force will
increase to about 2 million by the mid-]980's.3 2 Accordingly, the industrial labor
foice was set at 2.05 million in 1985 and the yearly increase determined by the
(hange between that number and the number in 1972. The first scheme devised ta
project the yearly increase was to decrease the proportion that the industrial labor
foi c was of the nonagricultural labor force each year and continue the same rate of
decrease to the end of the projection period. This was abandoned because the
industrit I labor force varied only between 2,046,000 and 2,056,000 for each year
of the 19183-96 period and because the 2,052,000 in the industrial labor force in
1996 was the same size as it was 12 years before. It was therefore decided to use
- fmirc.a millgar. "Chling. s ti Structure of the Population Working i Agriculture," Romania Libers

(Free Rom -nla). ulily 6, 1'171, pp. 1, 3.
.9 Constawitin I nrseu, "Labor Force Statistics Projected to 191)0," Probl one Fronomice (Economic Proib

lions), No. 12, )vemnher l972, pp. 126-133.
213 E. V. Topala. L. Tureu, and A. Ciimara, "Long-Witige Predictions Concerning the Labor Force,"

Pio71lme Econwiaic, (Econoinic Probleiis), No. 5, May 1972, pp. 144 148.
30 For Czech slovakia, official figures; for Poland, Anna Szemberg, "The Present and Future Structuwr

of Farming," Zyci' Gopoodrcz, (Economic Lift), Jan. 13, 1974, p. 6.
31 These proportions for each country sisce 1950 are given is table IV.
3! Ivan Pal and Zsuzsa Mausecs, "Demographic anm Employnetit Policy-A Prognosis for M9r'," Gany

dasag (Econmn'y), No. 3,1971, pp. 7-23, and IHloe and Kovacs, op. cit. Pal and AlaMuscs Indicate th it experts
dealing with the long-term development of Industry estimate that Indidstry wvill need 2.0 to 2.1 millino
workers by 1986 alsd that other experts feel that 2.1 to 2.2 million will be needed. Ifoch rnd Kovjcs stqtz
that the Increase in industrial workers will decelerate; nonotheless, their number wil n reaso to z million
by 1985.
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the average annual rate of growth between the 1972 and 1985 figures (0.248
percent) and apply it each year to the 1972 figure. This procedure resulted in
more reasonable projections of the two major nonagricultural branches whereby
industry absorbed one-third of the total gain of 365,000 in the nonindustrial
labor -orce. It also resulted in industry declining as a proportion of the non-
agricultural labor force from 50.7 percent in 1972 to 49.2 percent in 1996, as
indicated in table IV, which is in accord with the expectation of Hungarian
analysts that the growth of employment in industry will decelerate and that
employmnent in the services sector will be promoted.

For Poland, following the method used for four of the countries noted above
resulted in an increase in the industrial labor force from 4.8 million in 1972 to 6.7
million in 1985 and to 7.2 million in 1990. These figures were much higher than the
expected numbers as given by Padowicz and by Secomski for industry and con-
struction combined. Subtracting 20 percent of their figures to represent con-
struction, the approximate proportion of construction workers and employees
in the combined category in 1970, resulted in figures of 5.5 million for 1985 33

.and 6A. million for 1990 34 for industry alone. Since both figures represent different
Average annual rates of increase, Secomski's value for 1990 was accepted and the
indust:ial labor force was increased to the end of the projection period at the rate
(1.58 percent per year) required to produce this value.

COMPARISONS WITH OTHER SYSTEMATIC PROJECTIONS

The only recent systematic projections available for the countries included here

were those prepared by Janos Timar,35 of the Hungarian National Planning
Bureau, and by the ILO.36 The latter projections were part of a worldwide set and
may be compared with the present projections and the Timar projections only
for 1980; the present projections and the Timar projections may also be compared
for 1990 (table A-4). Each projection starts off with a different labor force total
in 197), the base year, although the Timar base figures are much lower overall.
Also, the differences in the amount of change between the series I projections and
the ILO projections for the 1970-80 period are very small as compared with those
of the Timar projections. Comparing the series I projections with the Timar
projections for the 1970-80 and the 1980-90 periods indicate that the levels of the
increments are distinctly different.

TABLE A-4.-COMPARISON OF THREE LABOR FORCE PROJECTIONS-6 EASTERN EUROPEAN COUNTRIES: 1970
1980, AND 1990

(in thousands!

Eastern Czecho- East
Europe Bulgaria slovakia Germany Hungary Poland Romania

1970:
Serics I------- 52, 114 4,493 7,261 8445 5,013 16, 346 10, 556
[LO -52,-487--,44-7,1-4 77908 5,131 16, 392 11,3088
Tims r- 50,130 4,150 7,030 8,170 4,970 16,180 9,880

1980:
Serias I-. 55,758 4,681 7,588 8,848 5,041 18,572 11,028
ILO -56,579 4,692 7,434 8,277 5,171 18,978 12, 027
Tir,, r- 56,770 4,870 7,160 8,180 5,310 19,320 11,930

1990:
Series I- 58,817 4,764 7,956 9,242 5,040 19,939 11,876
Timar -58, 500 4,800 7,290 8,600 5,410 20, 260 12,140

Difference, 1970-80:
Series I 3,.644 188 327 403 28 2,226 472
ILO- 4,092 148 310 369 40 2,581 639
Tisnar -6,390 720 130 10 340 3,140 2,050

Difference, 1980-90:
Seri!s I- 3,059 83 368 304 -1 1,367 048
Tim---r- 1,730 -70 130 420 100 940 210

Difference, 1970-90:
Serhs I -6,703 271 695 797 27 3,593 1,320
TRi,. ------------- 8,120 650 260 430 440 4,080 2,260

Source: Series I: Tables I-A through I-G. ILO: LO, op cit., pp. 122-127. Timar: See text.

33 l'adoWicZ, Op. Cit.
al Secomski, op. cit.
35 Janis Timar, )Development of Employment in the CEMA Countries from 1950 to 1990," Kozgazdasapi

Szemle Economic Review), No. 3, March 1973, pp. 285-310.
36 ILO, op. cit.
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Timar states that his projections were prepared by applying LFPR's for each
sex separately to population projections published by the CEMA Permanent
Commission on Statistics. The CEMA population projections by age and sex are
not available, but totals were published by Timar and are compared below for
1990 with the total populations used here as the bases for the series I labor force
projections (in millions):

Series B CEMA
projection projection

Bulgaria ------ ------------------------ 9 4 9 5
Czechoslovakia ------------------------------------------------------------- 16.1 15.1
East Germany -16.1 17. 8
Hungary -10.6 11.2
Poland -38.8 38.8
Romania -24.1 24.0

It is probable that some of the differences in increments between the series I and
the Timar projections are due to differences in the numbers in the various age
groups as reflected in these totals. For example, Timar's projected total population
for Hungary is 600,000 higher than series B and his labor force increment between
1970 and 1990 is 400,000 higher than series I. This explanation cannot hold for
East Germany, however, since the difference in the total population and the labor
force increment is in the opposite direction; the total population for 1990 used here
is 1.7 million lower than the total used by Timar, yet the labor force increase in
series I is 367,000 higher than Timar's figure.

Since assumptions regarding fertility constitute the crucial variable in popula-
tion projections, most of the differences in the projected totals noted above would
involve the numbers of persons born since the starting date of the projections. As-
suming that the starting date for the CEMA projections was 1970 or later, such
persons would be under 20 years of age as of 1990 and large differences in their
numbers would have only a minor effect on labor force projections. This assertion
was tested by projecting the labor force for East Germany by applying the same
LFPR's used in series I to the various age groups of a previously published but
superseded population projection whose total was 17.6 million for 1990,37 or only
0.2 million lower than the CEMA total. This projection resulted in a total labor
force in 1990 of 9,344,000, or only 102,000 more than the series I total of 9,242,000.
Thus, the major part of the differences between the series I and the Timar projec-
tions must be attributable to factors other than the population bases.

In an attempt to determine what these factors are, Bulgaria's labor force was
projected to 1980 and 1990 using series B population projections by age and sex
and Timar's LFPR's (as determined from the graphics, in which form the rates are
presented).38 It was found that projecting each sex separately, rather than both
sexes combined, resulted in a total different by only 12,000 from that given by
Timar for 1980 and 6,000 for 1990. Timar's results also were nearly replicated by
using LFPR's for both sexes combined (by averaging male and female rates)
and series B population projections; for 1980, a labor force of 4,804,000 resulted as
compared with Timar's published figure of 4,870,000, and for 1990-4,778,000 as
compared with 4,800,000. Thus, the differences between Timar's projections and
those presented here for Bulgaria, are due almost entirely to the LFPR's used and
the difference in the base figures for 1970. His total for 1970 seems too low and in-
consistent with his LFPR's for that year, especially since the latter are identical
with the ILO rates which correspond to a labor force some 400,000 higher. Also,
the pattern of change of the LFPR's appears to be abrupt and quite different front
that used here, as may be noted below for both sexes combined:

)7 Series B projection in Baldwin. op cit.
00 The series B total population in 1990 was essentially the same as the CEMA total for Bulgaria, Poland,

and Romania and therefore the numbers in the various age groups are probably also very close. Bulgaria
was selected for this analysis because the labor force increments between 1970 and 1910 in the series I and the
Timar projections are proportionately larger for Bulgaria than they are for Poland and Romania.
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LFPR's-Timar LFPR's-Series I

Age 1970 1980 1990 1980 1990

Is to 1 -- - - - - - -- - - -- --S94 46 233
20 to 24- - 74 80 80 72 72

25 to 44 -88 86 87 88 88

45 to 54 -84 83 83 85 85

85 to 64 - 60 61 55 57 56

65 plus. - 26 20 10 20 18

Timar shows the Bulgarian labor force declining by 70,000 between 1980 and

1990 whereas series I shows it increasing by 83,000. The largest part of this

difference (98,000 of the 153,000) is accounted for by the age group 65 and over,

and 48,000 of the remaining difference is accounted for by the 55- to 64-year

group. This is to say that the steeper declines of Timar's LFPlt's for these ages

and iheir lower levels in 1990 account for almost all the difference between the

projected changes in the labor force totals at these two points in time.

Although the analysis just described was not repeated for the other five countries,

it is probable that the major part of the differences between the two sets of pro-

jections are due essentially to the same factors.
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I. MAIN FINDINGS AND METHODOLOGICAL NOTES

A. Introduction

A great deal of literature has emerged in recent years concerning
the economics of education and, within this field, the contribution of
increases in the educational level of the labor force to economic
growth. While this relationship has been examined in several studies
for nonsocialist countries, little has been done for the countries with
socia'ist economic systems, particularly in Eastern Europe, either by
Western or East European economists themselves. As is well known,
when these governments emerged after World War II, economic
growth and development was adopted as a major goal. Toward this
end, the need for increasing the level of education of the labor force
was acknowledged, and expansionary efforts in education are evident
in the economic plans and investment allocations of the postwar
period. Because educational development was emphasized in this way,
the degree of its impact on the growth of the socialist economies
should be significant.

The purpose of this study is to assess the role of education in the
economic development of Hungary and Poland. The first aspect of
the investigation consists of determining the changes in the levels of
educational attainment of the total and economically active popula-
tions within these countries. Since the distributions of these popula-
tions by educational level are usually available from censuses only,
previous studies for other countries have been limited to changes in
these levels over one or two intercensal periods. Relating these broad
trends in educational attainment levels to the growth in output has
the disadvantage of obscuring the impact of year-to-year changes in
these levels on year-to-year changes in economic growth. To overcome
this shortcoming, estimates were derived for the levels of educational
attainment of the population and labor force in both countries for
every year beginning with 1950.1

Using the educational attainment data for the economically active
population, figures on output, and figures on the value of the physical
capital stock, the contribution to economic growth of the growth of
each of these factors can be determined. One technique utilized in
this study follows a procedure originally proposed by Edward Denison
adjusted to fit the Hungarian and Polish cases. In the Denison work,
he used data on income differentials by level of education and, assum-
ing a certain percentage of these differentials is due to differences in
educational attainment of the individual, he calculated the effect
of increased education on past growth in several countries. Unlike
DeniSon's approach, the calculations done here include results derived
as in a study for other countries by Marcelo Selowsky for the case
when relative wages by level of education cannot be assumed constant
because they are sensitive to changes in the educational distribution
of the labor force.

I The derivation of the estimates are given in Marjory E. Searing, Estimates of Educational Attainmentin Polaod: 1950-1969, International Population Reports Series P-95, No. 68, U.S. Department of Com-merce, Washington, D.C.: U.S. Government Printing Office (GPO), 1970; Marjory E. Searing, Estimatesof Educational Attainment of the Population and Labor Force in Hungary: 1949-1971, International Popula-tion Reports Series P-95, No. 71, U.S. Department of Commerce, Washington. D.C., GPO, 1972: andMarjory E. Searing, "Education and Its Contribution to Economic Growth Under Socialism: The Experi-ence in Hungary and Poland," Unpublished Ph.D. dissertation, Georgetown University, 1972.
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A procedure originally undertaken by Theodore W. Schultz for
estimating the contribution of education to growth consisted of
evaluating the stock of human capital and dividing the increase in
this value into the changes due to increases in the size of the labor
force and to increases in the educational level of the labor force. Then
assuming various rates of return on this investment in education of
the labor force, he calculated several estimates of the contribution of
increased education to economic growth. It is shown in this study
that the Schultz and Denison procedures are the same under certain
conditions, namely, when the rates of return for investment in each
educational level are assumed equal to the wage differential accruing
to this level divided by the cost of educating a person up to this level.
Using Schultz' technique, various other rates of return are applied
and the results are compared.

B. Summary and Conclusions

If one can take the liberty to generalize the experience in Poland
and Hungary to all Socialist countries, significant differences in the
structure of the real resource costs of education, and investment in
human capital have been found in the preparation of this study
relative to those found in previous work for the United States. Whether
or not they represent a generalized distinction between Socialist and
Capitalist education policies can only be determined if similar research
is undertaken for other countries in the future. Nevertheless several
major findings were derived in the preparation of this study which
provide enlightening contrasts between the Socialist countries and
the United States: 2

(1) Because the Socialist countries have developed using centralized
economic planning, and the need for skilled and semiskilled manpower
to meet the economic plans was recognized, expansion of the educa-
tional system was an active part of the development program. This
had the effect of producing rapid gains in educational attainment at
all levels, but especially the vocational secondary level in Poland and
the primary level in Hungary. Since students in Hungary who finish
primary schools as well as attain some vocational training are included
among the primary school graduates in the attainment figures used
in this study, the increase in educational attainment at the primary
level in Hungary and the vocational in Poland reveal the emphasis
placed on functional education, i.e., that training which provided the
vocational skills needed in both economies to achieve the goals of the
economic plans.

(2) An item that represents a significant component of the direct
costs of education in Socialist countries which is a negligible factor in
U.S. educational expenditures are the allocations of material aid
primarily from the State budget to students in the form of stipends
or living allowances. In Hungary stipends constituted over 20 percent
of expenditures on higher education in each of the last 11 years, and
in Poland they represented about 12 percent of both higher and
secondary educational expenditures. These allotments, which were
netted out in a determination of the real resource costs of education,
kept the private cost of education at fairly low levels.

'All of these findings are discussed in detail In Searing, "Education and Growth," op. cit, pp. 195-209.
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(3) The valuation of physical plant relative to current educational
costs in the United States is less than in Hungary or Poland. It was
found that annual costs of the charge on educational capital in each of
these Socialist countries represents over 21 percent of total current
expenditures in Poland, and over 26 percent of those in Hungary,
percentages which are larger than those calculated in other studies
for ihe United States.

(4) The proportion of the real resource cost of education repre-
sented by income foregone by students was found to be significantly
less Win each of these countries than indicated in other studies for the
United States. Moreover, adjusting the figure in another study on
the U.S.S.R. to make it comparable to those for the United States,
Poland, and Hungary, indicated that income foregone in that country
was as little as in the other two Socialist countries examined. Thus,
the opportunity cost of increasing levels of educational attainment has
been less for these countries than for the United States.

(5) The ranges of relative wages by level of education in Hungary
and Poland were found to be significantly narrower than those in
non-Socialist countries for which data are available. As a result, the
use of differentials of wages of persons in the ages 25 to 29 by level of
education rather than those for the entire labor force changed esti-
mates of education's contribution based on these wages very little.

In the analysis of the contribution of education to economic growth
presented in this paper, assuming that labor is paid a wage equal to
its marginal product, and taking the differences in wages by level of
education as due to differences in education only (thereby repre-
senting the contribution of education to output), the effect of education
was divided into three factors: (a) The contribution of increases in
educational attainment of the labor force at levels above the less-than-
prim ary level; (b) the contribution of maintaining the levels of edu-
cational attainment above the less-than-primary level at a constant
height; and (c) the contribution of raw labor, i.e., the labor force as
if it had attained only the minimum level of schooling-the less-
than-primary level. In this analysis the following results were
obtained:

(1) The contribution of increases in educational attainment of the
labor force at levels above the less-than-primary level to economic
growth in both countries was and has become increasingly significant
over the past 20 years. The magnitude of the contribution depends,
however, upon the value of the elasticity of substitution among labor
groups, a, that is, the sensitivity of relative wages to changes in the
distribution of the labor force by level of education. The more sensitive
are relative wages to these changes, that is, the lower the value assumed
for a, the lower has been the level of this contribution and its rate of
increase over time, given that the wage differentials represent the
contribution of education to differences in productivity, and therefore
output.

(2) The contribution of the maintenance factor has been relatively
small, paxtly because of the relatively narrow range of relative wages
in these countries, but also because of the relatively few persons in the
labor force who had until recently attained levels of education above
the less-than-primary level. This kept the contribution of maintaining
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as constant the educational attainment levels above the minimum at a
low level.

(3) The contribution of the raw labor force has generally been sub-
stantial throughout the period in both countries, with its significance
higher in Poland and the material production sphere of the Hungarian
economy in the last 5 years than in the first 5 years of the 20 year
period.

(4) The contribution of the growth of the physical capital stock in
Hungary and Poland has been larger than the contribution of the other
three factors combined and has increased significantly over the past
two decades, with that in Hungary during the early 1960's being ex-
tremely high (about 60 percent), and for the material production
sphere, in excess of the growth of output.

(5) The residual has become much smaller over the period under
review in both countries, indicating that more of the growth of output
can be explained by a more rapid increase in inputs than by increases
in such factors as efficiency, organization or technological progress.

(6) Calculating annual rates of return on the investment in education
per unit of labor assuming that labor is paid a wage equal to it marginal
product, and that the contribution to output due to differences in
education is represented by the wage differentials by level of education,
reveals that their trends over the 20-year period depend upon the
elasticity of substitution among the labor groups. If relative wages
have been completely insensitive to changes in the size of the labor
groups by level of education during the postwar years, that is, if a has
been infinite, then the returns to the investment in education at all
levels per person in the labor force have steadily increased in both
countries, with those in Poland higher at every level than those in
Hungary. On the other hand, the more sensitive are relative wages to
changes in the input mix, that is, the lower the value of a, the smaller
the rise in the rates of return, and taking the elasticity of substitution
as equal to a lower limit of two yields steadily declining rates of return
to investment in education per person in the labor force at all levels
above the less-than-primary level.

(7) Applying different assumptions about the relationship between
differences in productivities of persons at different levels of attainment
and differences in wages, does not change the estimated contributions
of increasing levels of educational attainment above the minimum
level of schooling to economic growth nor the contributions of the
maintenance factor nearly as much as do different assumptions about
the value of the elasticity of substitution among labor groups.

C. Assumptions and Shortcomings

There are a few limitations of the study which should be mentioned
at the outset. First, the emphasis on formal education does not take
account of other factors such as experience, on the job training, and
even improvements in nutrition and health, all of which add to the
quality of the population and labor force and therefore to the value
of the human capital stock and its contribution to production. These
other factors are, however, far more difficult to measure than even
the factor presented here, so that omitting them was unavoidable. The
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increase in formal educational investment in human capital deter-
mined here, therefore, constitutes only one part of the change in the
value of human capital in these countries during the past 2 decades.
Second, all expenditures on education with the exception of transfer
payments are taken in this study as investment expenditures, that is,
as part of the total investment in human capital, whereas many would
argue that educational expenditures are also for consumption pur-
poses. Clearly much education is undertaken for noneconomic reasons
such as prestige or social value and would not be considered an invest-
ment type of expenditure by those funding it. Nevertheless, the above
procedure was adopted, without regard for the motivations behind
the resource formation. Third are the limitations of the statistics used,
themselves. Most of the analytical findings derived in this study rest
to a greater or lesser degree on the accuracy of the statistical informa-
tion utilized. This information is either reported in Hungarian and
Polish statistical sources or else estimated and pieced together from
various publications and official statistical documents. The reliability
of many of the findings therefore rests upon the accuracy of the
estimates made.

In addition to problems with the statistical data, both reported
and estimated, several major assumptions have been made in the
course of the investigation which should be singled out, and their
impact on the foregoing conclusions noted. First, in the calculation
of total current expenditures on education in each of these countries
needed for this study an estimate of the annual charge for the use of
educational capital was derived by applying 8 percent to the value of
educational property in Hungary and Poland as was done in a similar
study for the United States. This 8 percent represents the combined
cost of depreciation of plant and equipment as well ias an implicit
interest rate charged on the use of educational capital. One would
however, expect real interest in both of these countries to be consider-
ably higher than the 5.1 percent used to derive the composite per-
centage in the U.S. study; perhaps an interest rate on the order of
15 percent would be more realistic given the stages of economic
development in these two countries and the scarcity of capital relative
to the United States. If a higher composite rate had been estimated,
incorporating some higher real interest rate with the same deprecia-
tion charges, and applied to the value of educational property in
these two countries, the valuation of physical plant relative to current
costs in these two countries would have been larger. For example, the
annual costs of the charge on educational capital in Hungary and
Poland for 1970 would have risen to 34 and 26 percent, respectively,
of total current expenditures on education if a composite rate of 12
percent (for both depreciation and interest) was applied to the value
of educational capital.

A second assumption adopted in the calculations of the real resource
costs of education used in this paper concerns the amount of income
foregone by students. Specifically, it was assumed that youths cur-
rently attending school would otherwise be employed and therefore
forego income while in school. If, however, in Poland, where unemploy-
ment has existed over the past few years, students are in actuality
encouraged to stay in school because employment is not available to
them, the opportunity cost of attending school would be zero. Taking
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this view, the real cost of education in Poland can be contrasted with
that in Hungary, where unemployment has not been a problem and
students would therefore presumably be employed if not in school. If
the estimates of income foregone in Poland were subtracted from the
total real resource cost of education estimated for 1970 for use in this
study, this would reduce its share in estimated Polish gross national
product from 5.7 to 4.7 percent, a proportion closer to that achieved
in Hungary with no adjustment to its total real resource costs of
education in that year.

A third major assumption incorporated in the analysis of the con-
tribution of education to the growth of output is that labor is paid a
wage equal to its marginal product. This assumption combined with
Euler's Theorem has been used to determine the portion of total out-
put represented by the wage bill and thereby the total contribution of
labor to output, the remainder being attributed to physical capital.
If, as one might expect. the wage paid to labor is not equal to but less
than the marginal product of labor in these countries, the results
derived here understate the total contribution of labor to the growth
in output. In addition, since the results for the contribution of the
growth of physical capital were derived on the basis of both the mar-
ginal product assumption and Euler's Theorem, whichl probably does
not hold for these economies, they too are tentative.

Finally, because of another major assumption, namely, that wage
differentials by education equal differences in productivities due to
differences in education only, not only may the total contribution of
labor be underestimated, but the division of this contribution between
the educational components and the raw labor component may be
inaccurate. In reality, one would expect the range of relative wages in
these countries to understate the real differences in productivities due
to education, so that the contribution of the educational component
to the growth of output should be larger, and that for raw labor
smaller than computed in the main results of the study. One alterna-
tive larger range of differences in productivities was applied to the
data to illustrate the impact of a change in this last assumption upon
the main findings, and these latter figures are undoubtedly closer to
reality than those depending upon the wage differentials in these
countries.

It should also be mentioned that one would expect the existence of
some waste in the composition of the output of educated people by
specialty or type of skill relative to the needs of every country. There
is always the possibility that too many people possessing a certain
skill emerge from the educational system and too few with another
than required by a changing and developing economy. In Hungary
and Poland, however, where educational planning suffered from
shortsightedness, particularly in the early years, this problem may
be more significant. One is not hard pressed to find instances mentioned
in the literature written on these countries in which an individual
trained as an engineer, for example, is working at a job requiring a
much more limited educational background. To the extent that the
increase in educational levels attained by persons in the labor force
is underutilized in this or any other manner, the contribution of
education to the growth in output would be less than implied by the
increases in educational attainment actually achieved in these
countries.
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In view of the problems with the statistical data and the assump-
tions adopted in deriving the findings presented in this investigation,
they must be considered tentative. On the other hand, it would be
unwise to reject these results because of the uncertainty of the data

and assumptions utilized. Rather, in this attempt to apply the

economics of education to two countries in Eastern Europe, the
problems are formulated, and approximate solutions are derived. In

so doing, several findings are presented which are unlike those found
previlusly in the work on nonsocialist countries and which have had

an impact on the role of education in the economic development of

each of these countries during the years under socialism. It is hoped
that in future research, the validity and impact of the data and
assumptions as well as many of the findings will be analyzed and the
results expanded to more fully assess this role.

II. TrHE CONTRIBUTION OF EDUCATION TO ECONOMIC GROWTH: THE

DENISON TECHNIQUE

To estimate the contribution of education to economic growth a
model will be used relating growth of output to growth of various
inputs. That part of growth not explained by any of the variables will
be ta'ken as the residual and includes the contributions of such factors
as informal training, health improvements, institutional factors, public

policies, etc.
In the Denison approach, which has since been reapplied, revised,

and expanded, he examined income differentials by level of education
in the U.S. for one year, 1949, and assuming that three-fifths of the

differential was due to differences in education, he calculated the effects
of increased education on past growth. For each year that a distribu-
tion of persons by level of education was available, he calculated what
the average earnings of males over 25 would have been assuming rela-
tive wages by educational level remained the same as in 1949. The
differences in the computed earnings from period to period were then

used to isolate the effect of changes in the level of schooling on average
income (or output).' Crucial to the accuracy of this procedure, how-

ever, is the validity of the assumption that three-fifths of the wage
differentials can be attributed to differences in educational attainment.
This will be discussed further below.

Tc apply the Denison approach to Hungary and Poland, it is

assumed in this study that there exists for each of these two countries,
an aggregate production function such that aggregate output, Y,
is related to the flow of services of the factors capital, K, raw labor, L,

and education, E, of the form: 4 Y=F(K,L,E)
Assuming also that the function is twice differentiable and differentia-
ting first with respect to time, this becomes:

(1) Y'=fK' +fXL' +feE'

where the primes indicate time derivatives and the f's are partial
derivatives, or marginal products of the various factors. Assuming

IJon T. Innes, Paul B. Jacobson and Roland J. Pelligrini, The Economic Returnu to Educatios A Survey

Iof the Findings (Eugene: University of Oregon, 1965), p. 33.
4 It is not the purpose of this study to explore aggregate production function theory and thus the problem

'of the e dstence of such a function will not be examined. For a survey of the literature on this subject see M.

DIshaq Nradiri, "Some Approaches to the Theory and Measurement of Total Factor Productivity: A Survey,"

J9erna,' of Economic Literature (December 3970).
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that wages reflect these marginal productivities, and taking e0 as
the wage paid for raw labor, and et as the real wage of persons who
attained the ith level of education, one gets: 6

?1

(2) Y'=fkK'+eoL'+Z(et-eo)L,'
i=0

Thus, we are assuming that the contribution to growth of education
is reflected in the wage differential between that paid to raw labor,
that is, labor that has attained no formal schooling, and that to labor
with education up to the ith level. Clearly, this is Denison's ap-
proach. In the equation, fkK' represents the contribution of capital
to growth, eOL' is the contribution of the raw labor force to growth and

it
Z (ei-eo)L,' is the contribution of education to growth. For Poland

and Hungary, this model has been slightly modified so that eL'
represents the contribution of the labor force with the minimum level
of schooling, that is, the less-than-primary level, to growth, and

n

T (e,-eo)L,' is the contribution of education above the minimum
f so

educational level. As Marcelo Selowsky shows in an article on the sub-
ject, the last term on the right can be further divided into two com-
ponents, namely, since (eo-eo) =0 we have:

72 n~~~~~~7 n

(3) (et-eo)L,'=l' Z (et-eo)l,/L+lzej(lj1l)'r~~~o rea~~~~l 55l

where the first term on the right is the contribution to growth of
maintaining constant the distribution of the labor force by level of
education above the minimum level, while the second term is the con-
tribution of increasing the levels of educational attainment above the
minimum level.6 Thus, equation (2) can be written as:

n 'an

(4) Y'=fkK' + eo+ (e-eo)L1,/L I+L7,eTVL )

Again, since (eo-e,)=Q this is the same as:

(5) Y = fkK eo+5(e,-eo)L,/L }L'+L7e,(Ld1L)'
i=o l

' This function is Cobb-Douglas In form. In empirical studies of aggregate production for western coun-
tries, primarily the U.S., a funictioni of this or the C.E.S. form is generally used to estimate tile relationship
between the factor inputs, capital and labor, adjusted or not for technological change and/or labor quallty
ilsprovements, and output. The original basis of the use of the Cobb-Douiglas fiunctioms and later the C.E.S.
functions as representative of the aggregate prodsmction fulsction for the U.S. is the observed constancy of
labor's share in the distribution of totiY product. In the analysis presented here, however, we are dealing
with socialist countries and tihe contribution of changes in factor Inputs to economic growtt, hbut Isave no a
priori basis for applying a function of the Cobb-Douglas or C.E.S. forni to the ilsptst-output relationship.
Nevertheless, an eximinatioms further below of labor's share indicates that a fairly stable proportion has
existed in these countries as well during the period under review.

' It should be noted that while this derivation rests on Selowsky's study, there is a slight difflerene In
Interpretation being used here. In Selowsky's work, eo was the wage to raw labor withi no forissal schooling,
while here it Is the wage paid to persons who attained the less-than-primary level of education. See Marcelo
Selowsky, "On the Measurement of Education's Contribution to Growth," The Quarterly Journal of Eco.
nomlca (August 1969), pp. 450-452.
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Letting the average wage be represented by E, it is equal to
c~~~~~~

ZeL,/L

so tha, equation (5) can be written as:

(6) Y'/Y=aK'/K+ (bl+cs)L'/L+dQ'IQ+I?

where al=JkK/Y; the share of capital in total output,
bl=eOL/Y; the share of the quantity of the labor force in total

output, i.e., the share if all persons had attained only
the minimum level of schooling,

el = (E-eo)L/Y; the share of educational inputs in total output,
il=bi+cl=EL/Y; the share of labor in total output,

n

Q'/Q=Z(e,/E) (L,/L)'; the relative change in an index of quality
i=1 of the labor force,

R=a residual including the contribution of other factors to
growth.

This model incorporates the basic assumptions of the 'Denison ap-
proach including a few modifications by Selowsky. As mentioned pre-
viously, however, Denison assumed that only three-fifths ox the income
differential by level of education was attribu ted to differences in formal
education. He made this assumption recognizing that inate ability,
on the job training, experience, age, and other factors, many of which
are correlated with the level of an individual's formal educational
attainment, also contribute to the wage differential. Others, such as
Fritz Machlup criticize the use of income differentials as the measure
of the contribution of education to output altogether. He argues that
as the supply of persons with higher levels of educational attainment
increases faster than the demand, income differentials will decline and
estimates of the contribution of education based on them will decline
also.7 Basing one's estimates of education's contribution to growth
purely on the premise that it is entirely reflected in the earnings and
hence the marginal productivities of the educated, however, omits the
contribution of education to productivity through its impact on tech-
nological, managerial, and organizational progress.8 But to account
for the ] atter contribution, an adequate measure of this factor is needed,
and since no such measure is available, one is forced to fall back on
the more traditional approach, despite the valid shortcomings men-
tioned by Machlup.

In applying this model to the data for Hungary and Poland, the
variable Y represents the gross national products of the two countries,
K the value of the physical capital stocks, L the economically active
populations, and Q'/Q the quality index defined above.

For P'oland, figures are published for every year since 1 950 on the
total net material product of that country in 1961 prices. The Marxist
concept. of net material product, also called national income in Eastern

7 This wi I become apparent later when estimates are made of changes In relative wages due to changes
in the educetional distribution of the labor force.

8 Fritz Machlup, "Universal Higher Education: Promise or Illusion?," Unpublished paper presented
at a Synpssiurn of the UCRA, New York, Feb. 18,11972, p. 13.
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Europe, excludes so-called nonproductive services, i.e., direct govern-
mental and private services for the population or the state (adminis-
tration, defense, health, education, finance, etc.). It includes, however;
services for the material production sphere of the economy such as
freight transportation (in Poland also passenger. transportation) and
that part of communications which is serving production.9 To adjust
the reported figures to roughly correspond to the U.S. concept of gross:
national product, which includes all services, the ratio of gross national
product estimated for Poland in 1965 to the reported net material
product in that year was applied to the reported figures in all other
years.10 The results are given in appendix table I.

For Hungary, two series of figures or indices are reported. The first
is a net material product or national income series in comparable
prices similar in coverage to the series for Poland. These figures, given
in appendix table I, will be used in the model when estimates are made
further below of the contribution of the various factor inputs employed
in the material production sphere of the Hungarian economy to the
growth in output of that sphere. The other series reported for Hun-
gary is a gross domestic product series in comparable prices which
roughly corresponds to the same concept as U.S. gross national
product. The data are available only for the years 1960 through 1970,
however, and the years 1950-59 had to be estimated." The complete
series is presented in appendix table I.

A series of the value of the physical stock of capital, K, in Poland
since 1950 is given in appendix table II. These figures are reported,
but there is a possibility that they contain an upward bias.'2 It is.
assumed, however, that if such a bias exists, it will not affect the
results.

The values of the physical capital stock in Hungary from 1950 to
1970 are also presented in appendix table II. These figures, as well as a
series of the value of physical capital in the material production sphere
of the Hungarian economy, were derived from the offi'cial indices and
figures onl fixed assets, some of which had to be adjusted to make them
comparable to the figures reported using the most recent valuation
practices.

The economically active populations, L, of the two countries by
level of educational attainment in all years are presented in appendix
tables III and IV. The economically active population in the material
production sphere of the Hungarian economy by level of education is
presented in appendix table V.

To derive the quality index, Q'/Q= (e1/E) (L,/L)', income or wage
data, by level of education are needed. If the income differentials are
to reflect the differences in education only, it would be better if the
figures used are the income differentials received by individuals im-
mediately upon joining the labor force after completing their educa-

9 Maurice Ernst, "Postwar Economic Growth in Eastern Europe," in U.S. Congress, Joint Economia
Committee, New Directions in the Soviet Economy, Part IV: The World Outside (Washington, D.C.: GPO,
1966), p. 879; Andrew Elias, Soviet Practice in the Classification of Economic Activity (Washington, D.C.;
GPO, 1961), pp. 2-3. See the above sources for a more complete discussion of the components of material
product in the socialist countries.

10 This same procedure was applied in The Project on National Income in East Central Europe, "Esti-
mates of GNP, Defense, Education, and ilealth Expenditures of East European Countries, 1960-1970,"
Unpublished task report prepared forthe U.S. Arms Control and Disarmament Agency, Washington, D.C.,1971.

"1 See Searing, "Education and Growth," op. cit., pp. 293-295.
13 Ibid., p. 125.

32-765-74-32
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tion. The longer a person is active in the economy, the more important
become other factors such as experience, age, creativity, intelligence,
dependability, and ambition in determining the differential in earn-
ings, and thus the differences in contributions to output, given the
assumption that earnings reflect marginal productivities.' 3 While such
data are not available for either country, rough approximations exist
for Hungary using figures given in a sample survey of 16,000 Hun-
gariani households taken in March of 1968.14 The survey provides data
on monthly wages by level of education of persons in broad age groups.
Taking the data for the group between the ages of 25 and 29, the
youngest age group for which education at all levels has generally
been completed, and calculating es/E for all i=0, . . . , n, where i is
the level of education, gives a set of wage differentials that comes as
close as possible to reflecting differences in productivity due to differ-
ences in education only. These relative wages are presented in table 1.
Wage differentials for the entire economically active population cov-
ered in the survey are also presented in this table, and will be used to
calculate an alternate set of results comparable to those derived for
Poland, described further below.

Since no data are available for Poland on wage differentials by
level of education, let alone broken down by age, the figures presented
in table 1 were pieced together from the reported average wage of all
persons employed in the socialized economy, that of persons with
higher education and that of persons with vocational secondary educa-
tion, with the remaining levels derived on the basis of the figures for
Hungary.

Using the same set of relative wages to calculate the quality index
for (very year iequires the assumption that relative wages are in-
dependent of changes in the input mix, i.e., changes in the distribu-
tion of persons in the labor force by level of educational attainment.
This is the same as assuming that the elasticity of substitution among
labor groups is infinite. Selowsky has assumed various alternative
values for the elasticity of substitution and computed the resulting
relative wages for two countries in the years for which educational
distributions of the labor forces were available, using these elasticities.
The use of different elasticities changes the relative wages as the input
mix changes, and thus changes the estimated contribution of education
to tlh e annual growth rate considerably in his work. The same procedure
will be applied here to determine the impact of the value of the
elasticity upon the estimated contributions derived further below.
Since, however, estimates of the educational distribution of the labor
force have been made for this study for every year, unlike those in
Selowsky's work, a series of relative wages has also been constructed
for every year.

13 It should be noted that these factors are themselves largely an outgrowth of the education an Individual
Obtains, i.e., as education becomes better assimilated and more relevant, it enhances their development.

14 Kizponti Statisztikai Hivatal (KSYI), A keresetek szdr6ddsa es szerepe a munkdsalkalmazstli hdztar-
tdsoskjredelraeben (Distribution of Eamings of Workers and Employees and Their Role in Household Income),
Budapest: Statisztikai Kiado Vallalat, 1971.
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TABLE 1.-RELATIVE WAGES, BY LEVEL OF EDUCATION IN HUNGARY AND POLAND IN 1967

Hungary Poland

Active Total Total
population, active active

Educational level 25 to 29 yr population Educational level population

eW/E --------------- ----- 0.936 0.931 e/E --------------- ------ 0. 845
nW/E 2 - .988 .945 en/E I - .963
e2/E 3 . .---------- 1. 031 1.093 e2./E '

-
----- . 1.073

ej/E
-

6
-- --------------------------- 1.143 1.511 esb/E

--
-----...---. 1.073

en/E 6 
- ... 1.665

I en represents the tess-than-primary level.
2a, represents the primary level.
3 en represents the secondary level.
4 era represents the general secondary level.
aelb represents the vocational secondary I evel.
'ee represents the higherlevel.

Source: Hungary: KSH, "A keresetek sz6r~ddsa," p. 99; Poland: Gtowny Urzad Statystyczny (GUS), "Rocznik
Statystyczny 1971" (Statistical Yearbook 1971), (Warsaw: GUS, 1972). pp. 588 and 592, and the figures for Hungary.

Selowsky derives an equation for calculating relative wages in any
year as a function of the educational distribution of the labor force
in that year using an aggregate production function, Cobb-Douglas
in form:

(1) Y=K(L*) -a

where L* is itself a C.E.S. function with L* an index of labor input
as a function of the educational distribution of the labor force.",
That is,

(2) L*= (d ,LP)lI/P

where d, is a distribution parameter of the ith level of schooling, and
p=(ZL- £)17L, aL being the elasticity of substitution among labor groups,
assumed constant. The choice of these two functional forms for the
production and labor functions was based on two patterns that have
emerged in empirical evidence, mentioned by Selowvsky: (1) Time
series data on most countries showv that labor's share of national
income has remained roughly constant despite significant changes in
the capital-labor ratio; and (2) time series and inter country data
show a low sensitivity of relative wages classified by schooling to
changes in the educational distribution of the labor force and to
changes in the over-all capital-labor ratio." Selowsky shows, assulming
the marginal product of any labor category L, equals the observed Ad age
rate. el that the equation used to calculate the relative wages for any
educational level is:

(3) eJlE=d,(ZL,)/L,(L,1 L*)P

Is Svlowsky. "Edtieationa's Contribution," op. cit., pp. 453-455.
IS Ibid., p. 452.



492

where the values of d, are derived from the educational distribution
of the labor force in the year for which the data on earnings by level
of education are available. That is, each dc is determined from the
equation:

(4) dj=ejLj1-P/ZeLO-P

TABLE 2.-RELATIVE WAGES IN POLAND BY LEVEL OF EDUCATION, ASSUMING a=2: 1950 TO 1970

Level of education

Vocational General Less-than-
Higher secondary secondary Primary primary

1950 - -2.588 2.138 1.230 1.111 0.764
1955 - -2.167 1.619 1.225 1.090 .772
1960 -- - 1.957 1.471 1. 192 1.058 .792
1965 - 1.804 1.270 1.168 .975 .857
1970 - - 1.651 1.035 1.079 .990 .915.

Source Based on the relative wage distribution given in table 1, the distribution of the econo ically active population,
by level of education in each year, given in appendix table Ill and the formula: ei/E=di(FLi/l1i)(L,/L-)I12.

Since, as will be seen later, labor's share in output in both Hungary
and Poland has been relatively stable, one can perhaps be justified in
applying these two functional forms to their data. Taking the elasticity
of substitution at a value of 2, representing a lower limit, yields values.
of the d, for each country in 1967 which can be used to calculate
relative wages in all other years by substituting into equation (.3)
above, the di and the appropriate figures from the educational distribu-
tion cf the labor force in each year. The resulting relative wages in
1950, 1955, 1960, 1965, and 1970 in Poland are given in table 2. Those
for the total economy and the material production sphere in Hungary
in the same years are presented in tables 3 and 4, respectively.

Using the data on relative wages, two sets of quality indices for'
each country can be determined. The first set is calculated assuming
constant relative wages throughout the period, or that the elasticity
of substitution among labor groups, ar, is infinite.' 7 The second set is
calculated for each 5 year interval, 1950-55 and so on, taking or at
a lower limit of 2.08 The former set is presented in appendix table VI
while the growth indices over 5 year intervals for bo0th sets are-
given in table 5.

di=eItei

and usln; equation (3) to find the e;'/E' for all othser years, one gets:
e,'/E'=e I e,( L jI/L ) L//L' =e,' e,(~L;'IL') =

i i i i i i
so that e'I2e1L'=e1 /1eiL', and, thus, relative wages are constant.

I i

18 Estimates of e in previous studies indicate that the elasticities are much higher than 2 (usually around
12), so this can be taken as a representation of a lower limit. See Samuel Bowles, "Aggregation of Labor
Inputs in the Econoomics of Growth and Plannsing: Experiments with a Two-Level C.E.S. Function,"'
Journal 9f Politicql Economy (January/February, 1970). Selowsky uses the value 2 as a lower limit also.

1If f ii infinite then (e-1)/e approaches I as a limit. Taking p as 1, equation (4) reduces to:
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TABLE 3.-RELATIVE WAGES IN HUNGARY BY LEVEL OF EDUCATION, ASSUMING o=2: 1950 TO 1970

Level of education

Year Less-than-
Higher Secondary Primary primary

Wages forages 25 to 29:
1950 - .---------------------------- 2. 011 1.877 1.688 0. 778
1955 ------------------------ 1.716 1.609 1.461 .789
1960 -.--------------------------- 1.527 1.424 1.304 .809
1965 - 1. 285 1. 157 1. 094 886
1970 -1.143 .999 .965 1. 015

Wages for all ages:
1950 -2. 032 1. 898 1.640 .786
1955 -1. 735 1. 628 1. 421 .798
1960 -1. 545 1. 442 1. 270 .820
1965 -1. 303 1. 174 1.067 .899
1970 - -1. 161 1. 016 .942 1.031

Source: Based on the relative wage distributions given in table 1, the distribution of the economically active population
by level ofeducation in each yeargiven in appendixtable IVand theformula: e.iE=di(FL1Li)I(LiL-)-I.

TABLE 4.-RELATIVE WAGES IN THE MATERIAL PRODUCTION SPHERE OF THE HUNGARIAN ECONOMY BY LEVEL
OF EDUCATION ASSUMING u=2: 1950 TO 1970

Level of education

Less-than-
Year Higher Secondary Primary primary

Wages for ages 25 to 29:
1950 2.449 2.412 1.988 0.796
1955 -1.857 1.801 1.561 .803
1960 -1.579 1.537 1.367 .821
1965 -1.261 1.170 1.101 .900
1970 -1.119 1.000 .970 1.020

Wages for all ages:
1950 -3.274 2.568 1.917 .796
1955 - 2.481 1.916 1.504 .802
1960 -2.108 1.635 1.317 .821
1965 -1.683 1.244 1.060 .899
1970 ---------------------------------- 1.492 1.063 .934 1. 018

Source: Band on the relative wage distributions given in table 1, the distribution of the population economically active
in the material production sphere given in appendix table V and the formula: e./E=di (L|Li/L)C(L/L)'/5.

i

TABLE 5.-RATES OF GROWTH OF THE LABOR QUALITY INDEX DUE TO INCREASES IN EDUCATION FOR u=2 AND
u=-: 1950 TO 1970

[in percentl

Hungary

Total economy Material production sphere

Poland, total Wages for Wa en fur Wages for Wages for
Year and elasticity economy ages 2 to 29 aTI ages ages 25 to 29 all ages

1950-55:
g=oo- - _-- __-- _-- ___--___--__ 4.26 6.23 6.35 8.18 8.16
-=2 ---------------------------- 2.35 3.83 3.82 5.80 5.84

1955-60:
a=0oo -3.97 6.21 6. 32 6.50 6.49

o=2- 1.85 3.50 3.50 4. 07 4. 09
1960-65:

a=oo- _---------------------- 8.68 13.32 13.55 15.00 14.98
=2 ---------------------------- 3.95 6.93 6.94 8.02 8.04

1965-70:
ff=o ---------------------------- 6.50 13.25 13.47 12.75 12.73
o=2- 2.78 6.35 6.36 6.15 6.18

Source: Tables 1, 2, 3, 4 and appendix tables III-V.
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As mentioned previously, Denison assumed that only three-fifths
of the wage differential reflected differences in productivity due to
education. Some would argue that a similar assumption should be
applied here, especially for Poland where wages for the entire economy
are us;ed, and in the calculation of the second quality index for Hun-
gary. Since, on the one hand, Denison's assumption was fairly arbi-
trary, and moreover, because the results derived here may understate
the contribution of education to growth by ignoring its impact on
technology, organizational progress, and so forth, it was decided not to
make this assumption. The use of different quality indices for Hungary,
one of which has been calculated using wages that reflect as nearly as
possible the contribution of education only to growth, may serve to
indicate whether or not this gives results that overstate the contri-
bution of education to growth."9 Moreover, the effects of using wage
differentials three-fifths of those used here will be seen when the second
form of the model is discussed in chapter III.

In addition to figures for all of the variables which have now been
supplied, data must also be derived for the relevant coefficients in the
model. Dealing first with bi, ci, and d,, the three coefficients relating
to education and labor, c,= (E-eo)L/Y, the share of educational inputs
in total output, is the contribution to output resulting from maintain-
ing the educational attainment levels above the minimum level of
schooling of a changing labor force as constant, and b,==eOL/Y is the
contribution of the labor force at the minimum level of schooling. The
coefficient d1 is the share of the contribution of labor in total output, or
labor's share in gross output. Figures are reported for Poland on the
gross average wage in all years from 1950 through 1970 for persons
employed in the socialized economy; the comparable figures for Hun-
gary are reported for 1955, and 1960 through 1970.2° Using these data,
and letting di=EL/Y, where E represents the reported wage for each
year, gives the share for each year. The ratio in the missing years for
Hungary was taken as equal to the 1955 ratio for the years 1951-54,
and the 1960 ratio for the years 1956-59. To determine b, and c,, eo is
taker. as the wage going to labor in the less-than-primary category, and
E, the average wage. Then bi=eo/E(d,), and cl=d,-b,. Lastly,
Euler's Theorem permits us to conclude that ai+di=], so that the
coefficient at is determined. 2 1

With the data provided for all of the variables and the coefficients
used in the model, the results of the computations can be presented.
Five different sets of data for each of two values of c-, 2 and a, were
examined, and summary tables of the results follow. InI the first set
for Hungary, the values of the variables for the total economy were
used together with the first quality index; that is, the one derived

19 In fact, it can be seen in table 5 that the effect of using wage data for the age group 25-29 years changes
the growth In the quality index very little and therefore has little impact on its contribution to economic
growth.

20 See GUS, Rocznik Statystycznv 1971, p. 588, and KSH, Statisztikai evk6nyv 1970 (Statistical Yearbook
s970) Budapest: Statisztikai Kiad6 Vallalat, 1971, p. 110.

21 dieen two factors of production, capital (K) and labor (L), total output can be written as!
Y=JfK+fL

where tie F's are the marginal products of each of the factors. Letting r be the rate of return per unit of
capital, and Ethe wage per unit of labor, and assuming each factor is paid its marginal product, this equation
become!;:

Y=rK+EL
Dividing through by Y, we get:

1=rKIY+ELIY=ai+d,
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using relative wages for the population 25 to 29 years of age. The
elasticity of substitution among the labor groups was taken as equal
to c. The complete results are given in appendix table VII. Using
all of the above but taking the quality indices derived using the
relative wages for the total active population yields the results given
in appendix table VIII. The variables for the material production
sphere of the Hungarian economy, together with the first and the
second set of quality indices with 0= Co, give the figures pIresented
in appendix tables IX and X, respectively. Lastly, appendix table X[
contains all four cases above for 5-year intervals with a=2. The
results for Poland with a= - and o=2 are presented in appendix
tables XII and XIII, respectively. All of the above coml)utations are
summarized for 5-year intervals in tables 6 through 8.

From table 6 and 7, it can be seen that the use of the two sets of
relative wages, one derived for the age group 25-29 years, and the
other for the total economically active population, changes the esti-
mates of the contribution of education to economic growth only
slightly when the elasticity is taken as infinite, and virtually not at
all when it is taken as two. This is due primarily to the relatively
small differences between the two sets of relative wage distributions
used. This becomes more apparent when the distributions given in
table 1 are compared with those for Chile, Mexico, and India, given
in Selowskv's work, and for the U.S. given in Denison's study. Rela-
tive wages in Chile range from a low of .451 for those persons in the
labor force with 0-2 years of schooling, to 11.288 for those who comn-
pleted 17 or more years of schooling (the higher educational level),
while in Mexico the range is .574 to 7.080, and in India, .861 to 9.26S.22
The range of relative wages for the United States, going from 0.5 to
2.35, is not as broad as in these three countries, but still exceeds that
in either of the Hungarian sets or in Poland.23 It appears, therefore,
that the range of relative wages for Hungary and Poland are signif-

p icantly narrower than those in nonsocialist countries at varied stages
of development. In socialist countries, wages are generally determined
by the economic planners and not the market forces, however im-
perfect, of the capitalist countries, to cause socialist labor to flow into
the productive processes which need it to fulfill planned output.24

As a result, wage differentials by level of education are designed for
the same purpose, i.e., to channel the flow of persons into those proc-
esses which need the education and training they possess. Until re-
cently, this need was not determined on the basis of economic con-
siderations such as profitability or efficiency in operation, but more
or less on the aims of the planners, and the sometimes arbitrary deci-
sions of the enterprise managers. The economic reforms introduced
in many of the East European countries in the late 1960's are de-
signed to reduce the practice of setting wages arbitrarily, and thereby
the resulting inefficiency in the allocation of labor resources, by in-
troducing a profit system into enterprise management. This may also
result in increasing wage differentials, but the results of these new
systems remain to be seen, and at present the narrow ranges of wage
differentials given above prevail.

22 Selowsky, Educaeion's Contribution, op. cit., p. 452.
23 Innes, Jacobson, and Pelligrini, Rciurns to Education, op. cit., p. 34.
'4 See George N. Hanlm, Econounic Systems-A Comparatfie Analysis (New York: iolt, Rinehart and

Winston, Inc., 1968), pp. 270 and 311-312.



TABL 6.-CONTRiBUTiON OF FACTOR iNPUTS TO ECONOMIC GROWTH iN HUNGARY: 1950 TO 1970

lln percent]

Education Labor Capital

As a ° As a Total As a As a As a aosa
percent of percent of educa- percent of percent of percent of percent of

Year and elasticity Y'/Y d1Q'/Q Y'/Y cL'/L Y'/Y tion Y'/Y b1L'/L Y'/Y a1K('/IK Y'/Y YINy

Wages for ages 25 to 29:
1950-55:

0=0-1---------2.87

e x --------------------------- 43. 24 1. 76
195540:

e=x_-1--------- -- 2.92

2------------------ -------- 40.46 1.65
1960465:

e=x_ _ -__ _5.73

e 2------------------------ 24.17 2.97
1965-70:

e=x _____________ _______ 5.43
36.02

Wages for all ages:
1950-55:

- =x________- ____ 1 2. 924 3
.
24

1
2- -- - -- - - -- - -- - - 1. 76

1955460:
e ---------- ___ ___- __ 2.97

40.46
2- -- - - - - - - - - -- - 1. 65

1960465:
e-- =x 24.17 5.83

e=2 - 2. 97
1965-70:. . . . . . . . . . . . .5 2

e=x 1 60 5.252
36.02

e=2 -- 1 2.60

6.6

4.1

7.2

4.1

23.7

12.3

15.1

7.2

6. 8

4.1

7.3

4.1

24.1

12.3

15.3

7.2

0.24

.78

.14

.43

.01

.02

.14

-. 05

.24

.71

.14

.39

.01

.02

.14

-. 05

0.6

1.8

.3

1. 1

0
.1

.4

-.1

.6

1.6

.3

1.0

0
.1

.4

-.1

3.11 7.2 3.38

2.54 5.9 2.63

3.06 7.5 2.12

2.08 5.2 1.83

5.74 24.1 .18

2.99 12.4 .17

5.57 15.5 1.74

2.55 7.1 1.92

2.98 7.4 3.38

2.47 5.7 2.91

3.11 7.6 2.12

2.04 5.1 1.88

5.84. 24.1 .18

2.99 12.4 .18

5.66 15.7 1.74

2.55 7.1 1.92

7. 8 1 1.311.33
6.5

5 9.21
4.5 1

14.30
. 17

.7I 14.61

4. 8 5.31 14.30

7.8 1 13

6.7

5.2 1 92

4.6

.7
. 1 14.61

5. 3

I 41.2
26.2

38. 6

22. 8
32.5

I 85.2
60.4 t

73.5 q:

60.0
39.7 6

52.1

I 41.4
26.2 4

38.6

35. 6
22.8

32.5I 85.2
60.4

73. 5

60. 2

39.7 52.1

Source: Appendix tables VIl, Vil, and Xl.



TABLE 7.-CONTRIBUTION OF FACTOR INPUTS TO ECONOMIC GROWTH IN THE MATERIAL PRODUCTION SPHERE OF THE HUNGARIAN ECONOMY: 1950 TO 1970

lin percentl

Education Labor Capital
As a TotalAs a As a Total As a As a As a asaPercent of Percent of Educa- percent of f percent of percent ofYoar and elasticity Y'/Y dQ'/Q y'/Y cL'/L y'/Y tion Y'/ly b.L'/L peY'f.y ajK'/K Y'IY Y /Y

Wages for ages 25 to 29:
1950-55:

------------------------ 3. 68
32.00

e=2-- 3 2. 61
1955-60:

e=o -- f-3.19
33.79

-=2 1. 99
1960-65:

e = -- - -- - -- - 6. 60

=2 - 12.20 3. 53
1965-70:-

e=oo__ ___________-____ 5. 23

=2-- ----------------------- 13.92 25
Wages for all ages:

1950-55:
-e=- --------------------- 3. 67

2------------------------- 32.00
1955-60:

e=oo___ ------------- 3.18

'= 2-- 3 2.00
1960-65:

-=o -_1_ _ __ -6.59
12.20

=2-- 13.92 2153

11.5 0.24 0.8

8.2 .72 2.3

9.4 .21 .6

5.9 .63 1.9

54.1 -.14 -1.1

28.9 -. 19 -1.6

37.6 .27 1.9

18.1 -.09 -.6

11.5 .24 .8

8.2 .72 2.3

9.4 .21 .6

5.9 .70 2.1

54.0 -.14 -1.1

29.0 -. 19 -1.6

37.5 .27 1.9

18.2 -.09 -.6

3.92

3.33

3.40

2.62

6.46

3.34

5. 50

2.43

3.91

3.35

3.39

2.70

6.45

3.35

5.49

2.44

12.3 3.34 10.4 15.39 48.1 70.8
10.4 2.86 8.9 . 67.4

10.0 3.20 9. 11.17 33.1 52.6
7.8 2.79 8.3 . 49.2

53.0 -1.98 -16.2 17.85 146.3 J 183.1

27.4 -1.93 -15.8 1 1 157.9 9

39.5 3.45 24.8 1 16.51 118.6 182.9
17.5 3.82 27.4 1 1 163.5

12.3 3.34 10.4 3 70.8
IO.S 2.86 ag 1 ~15.39. 48.110. 5 2.86 8.9 .11 67. 5

10.0 3.20 9.S 11.17 33.1 52. 6
8.0 2.72 8 19 7 1 49.1

52.9 --1.98 -16.2 1 1 183.0
27.5 -1.93 -15.8 1 1 158.0

39.4 3.45 24.8 1 182.8
17.5 3.82 27.4 1 1 163. 6

§ource: Appeordix tables IX, X, and Xi.
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In addition, because wages are set in a somewhat arbitrary manner,
they probably do not reflect the actual marginal productivities of the
labor groups and, therefore, their contributions to output. Since the
differentials have been generally kept to a minimum in socialist coun-
tries, this will tend to reduce the estimates of the contribution of educa-
tion to economic growth.2 5 On the other hand, the shares of the contribu-
tion (of labor in total output-for both Poland and Hungary, (the d,
derived in the calculations) while less than the 0.75 generally measured
for the United States, were not unusually low when compared with the
shares in Mexico of 0.41, and Chile of 0.50.26 Thus, the total contribu-
tion of the growth in the labor force to economic growth estimated for
Hungary and Poland appears to be reasonable, even though the break-
down into the educational contribution and the contribution of labor
with ;he minimum level of schooling may be biased in favor of the
latter. This is substantiated by pointing out that the contributions of
the education and labor variables combined, obtained above for the
total economies of both countries, are in line with the labor input
contribution derived by Boretsky in a factor productivity study on
the U.S.S.R.27 He found that the contribution of labor, regardless of
educa tional level (that is the education and labor variables combined)
contributed an average of 17 to 19 percent of the total growth of
GNP in that country from 1940 through 1962, as compared with an
average of 19 percent for Poland and 18 percent for Hungary between
1950 and 1970 derived here for a= a.

25 Another set of estimates is derived further below, assuming that the contribution of education to the
growth in output is somewhat greater than that implied by the wage differentials.

25 Selovwsky, "Education's Contribution," p. 455, and Searing, "Education and Growth," pp. 244-257.
U27 Michk 1 Boretsky, "Comparative Progress in Technology, Productivity and Economic Efficiency:

US.S.R. Versus U.S.A.," il U.S. Congress, Joint Economic Committee, flew Directions in the Soviet
Economy Part I--A: Economic Performance (Washington, D.C.: GPO, 1966), p. 202.



TABLE 8.-CONTRIBUTION OF FACTOR INPUTS TO ECONOMIC GROWTH IN POLAND: 1950 TO 1970

lin percentl

Education Labor Capital
Total

As a As a Total As a As a As a asa
percent of percent of educa- percent of percent of percent of percent of

Year and elasticity Y'/Y dQ'/Q Y'/Y cL'/L Y'/Y tion Y'/Y biL'/L Y'/Y aK'/K Y'/Y Y'/Y

1950-55:
e-oo } 51.09 2.13 4.2 0. 63

e --- -- -- -- -- -- -- -- 1.18 2.3 .86
1955-60:

=- 1--- 37.33 2 22 6 .34e=2 ---------------------- - 1.13 3.0 .49
1960-65:

e=o_ __---- __------------------ 3489 5.38 15.4 .69
1 -.--- 34.89 2.45 7.0 .62

1965-70:
e=oo -------------------- - 3 533 55 384 11.4 .69e=2 -------------------------- - *1.64 4.9 .39

1.2 2.76 5.4 3.28 6.4 1 5.88 11.5 23.3 CO
1.7 2.04 4.0 3.05 6.0 l 21.5 CO

.9 2.76 7.4 1.96 5.31 5.94 15.9 J 28.6
1.3 1.62 4.3 1.80 4.8) 1 25.0

2.0 6.07 17.4 3.60 10.3 1 735 21.1 1 48.8
1.8 3.07 8.8 3.67 10.5 40.4

2.1 4.53 13.5 3.86 11.51 14 3 t 56.1
1.2 2.03 6.1 4.16 12.4 10.46 31.1 49.6

Source: Appendix tables XlI and Xll 1.
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Comparing the value of the bi-the share of the contribution of
labor with the minimum level of schooling in total output-derived
in the appendix tables with those implied in Selowsky's study provides
little evidence as to whether the former are biased upward or not,
because the raw labor category used here, i.e., the labor force with a
minimum level of schooling, differs significantly from that in the
Selowsky work in that his represents the labor force as if it had no
formal education rather than the less-than-primary level. As a result,
a substantial portion of the contribution to growth by education, specif-
ically education through all of the less-than-primary grades, included
in the d, and cl coefficients of Selowsky's study (his aX and aE), are in
the bi coefficient in this work. One cannot determine, therefore, from
the previous work whether or not the resulting estimates of the con-
tribution of increases in educational attainment of the labor force
above the less-than-primary level to economic growth, derived here,
understate this contribution. It seems apparent, however, that since
the baLL reflect the contribution of the growth of labor as if it had
attained only the minimum level of schooling, which in most years
under review constituted the level that more than half of the labor
force had attained (see appendix tables III and IV), the resulting
estimates for this factor are not excessively high relative to the
estimates of the contribution of education above the less-than-primary
level.

Examining the results given in tables 6 through 8, one can see that
the contribution of increases in educational attainment of the labor
force at levels above the less-than-primary educational level to
economic growth has increased in all three cases for a= X and in all
but the material production sphere of the Hunlgarian economy
when o=2, from the 1950-55 interval to the 1965-70 interval. The
trend in this contribution has not been steadily rising, however,
since in all cases the estimates for 1960-65 exceed those for 1965-70,
reflecting a slowdown since 1965 in the rate of acceleration of the
number of people with higher levels of schooling as a proportion of the
total labor force. This can be seen in the annual rates of growth of
the labor quality indices Q'/Q, presented in appendix table VI.28

It is also evident from the next seven appendix tables that the rate
of increase of Q'/Q, and therefore of diQ'/Q, is higher when the value
of a, the elasticity of substitution among labor groups, is taken as
infiniby than when it is taken as two. This is because, when the
elasticity is infinite, the relative wages of the groups with higher edu-
cational attainment levels do not decline as their relative numbers
increase.2 9 On the other hand, when the elasticity is two, relative
wages are extremely sensitive to increases in the relative size of the
more educated groups, and therefore decline significantly over tinle.
Thus, since the Q'/Q are determined by the change in the distribution
of the labor force by level of educational attainment above the less-
than-primary level, weighted by the relative wage at each educational
level, their values increase more slowly when the elasticity is two.
Since the elasticity has been taken to approximate upper and lower
limits, the actual contribution to economic growth represented by
diQ'/Q lies within the range of these estimates.

2s This is primarily due to the smaller cohorts born since World War II entering the labor force in the late
1960's.

29 Selowsky, "Education's Contribution," p. 460.
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One may therefore conclude that, for the Hungarian economy, the
contribution of increases in educational attainment of the labor force
above the less-than-primary level as a percentage of the rate of growth
of output, has increased by as little as 76 or as much as 129 percent
from 1950-55 to 1965-70 when a=2 and infinity, respectively; for the
material production sphere, the range of comparable precentages is 120
to 227, and for Poland, 113 to 171. It should be mentioned that part of
these spectacular gains is due to the relatively lower rate of economic
growth in all cases for the years 1965-70, than in the 5 preceeding
years. Nevertheless, the results show that in all three cases, the con-
tribution of the increase in educational attainment of the labor force
at levels above the less-than-primary level, has increased substantially
over the period under review.

The relatively small value for the maintenance factor, cVL'/L, is
due to the relatively small difference between the average wage, and
the wage paid to labor with less-than-primary education and, hence,
the low value of cl. This is demonstrated in that the highest estimates
of the contribution of this factor to growth in all three cases are those
for the interval 1950-55, and a is 2, for it is then when the estimated
wage differentials are the greatest (see tables 2 through 4). In addition,
since the variable cL'/L represents the contribution to growth of
maintaining a growing labor force at a constant level of attainment
above the minimum level of schooling, and because in most years the
majority of those in the labor force had not attained more than a less-
than-primary education, the contribution of maintaining the attain-
ment levels above the minimum level of schooling as constant should
have been low. As more persons reach the higher levels, the contribu-
tion of maintaining these levels will become more important.30

The contribution to economic growth of increases in the labor force
as if it had attained only the less-than-primary educational level has
generally been substantial throughout the period in all three cases.
In Poland, and in the material production sphere of the Hungarian
economy, its importance has risen from 1950-55 to 1965-70, whereas
in the Hungarian economy as a whole, it has declined, All of these
trends primarily reflect the growth in the respective labor forces
during the period, and the decline registered in Hungary is due to
the slower rate of increase of the economically active population in
1965-70 as compared with 1950-55. Since participation rates of the
populations in both countries are reaching their maximum feasible
limits, and because the rate of population growth is generally declining,
the rates of growth in the economically active populations must be
lower in the next few years, so that a decline in the contribution of
this factor may well occur in both countries in the near future.

The contribution of the rates of growth of the physical capital
stocks, a1K'IK have been included in the table for completeness. Since
the accuracy of the reported and estimated physical capital stock
series used in the calculations is unknown and have not been investi-
gated by this researcher, conclusions based on these results must be
tentative. Nevertheless, it appears that the contribution of the growth
in the value of the physical capital stock in both Poland and Hungary

m0 In Selowsky's study this factor is as important as the contribution of the diQ'/Q. This Is because (1)
unlike the ci used above. his are measured by the difference between the average wage and the wage received
by persons with no formal schooling, and (2) relative wages cover a much wider range in Chile and Mexico
than in Hungary and Poland.
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has ihcreased over the past two decades, with that in Hungary during
the 1960's being extremely high, and for the material production

sphere, in excess of the growth of output over the same period. Whether

or not this reflects inefficiences in investment or inflated capital stock

figure s is a question which is beyond the scope of the present study.

Comparing the contributions of physical capital to growth in the

total economies derived here with those in Boretsky's study for the

U.S.JS.R., however, reveals that the figures for Hungary are within

the same range, and those for Poland are somewhat lower than these

found for the U.S.S.R.3 1 The results, therefore, do not seem unreason-

able, at least relative to those in pIevious work.
Summing the percentage contribution of each of the factors to

growth, one can see that the residual has become smaller over the

pericd un(ler review in both Poland and Hungary, indicating that

more an nd more of the growth in output can be explained by a more

rapid increase in the factor inputs than by increases in organizational
andl technological progress. This discovery is an indiation of the
reasons for the concern in the late 1960's in both of these countries to

improve factor productivities through increased efficiency in manage-

meni, and operation.
One of the main shortcomings of the above model is that it requires

the use of relative wages as measures of the contribution of improve-
menls in the quality of the labor force to economic growth. Deriving
a model based on Schultz's approach, however, avoids this short-

coming since his concern with evaluating human capital in terms of

its casts steers away from using earnings as a measure of the con-

tribution to output. This will be illustrated in chapter III.

III. THE CONTRIBUTION OF EDUCATION TO ECONOMIC GROWTH: THE
SCHULTZ TECHNIQUE

The initial pioneering effort to determine the contribution of edu-
cation to growth is found in a studv bv Theodore W. Schultz. In his
analysis for the United States, after determining the value of the

hunmatn capital stock in the U.S., he proceeded to estimate its contri-
bution to growth in the following manner: (1) On the basis of a study

by 1. B. Kravis on relative income shares, Schultz attributed 75
percent of the increase in U.S. real income from 1929 to 1957 to human
effort (i.e., labor's share); 32 (2) he then determined how much additional
incomne labor received in 1957 due to increases in earnings per worker,
and how much of the increase in the value of human capital was
attributable to increases in the stock of education per worker;
(3) lastly, by assuming various rates of return on the investment ill
education, some of which he derived from Gary S. Becker's study on
human capital, lie determined how much of the increase in labor's
earnings was due to increases in education. 33

31 Bo etsky, "Comparative Progress," p. 202.
32 It has been found that labor's sh ire of U.S. real ineame has been more or less constant throughout the

twentieth centary. In addition to the Kravis work mentioned above, see Paul II. I)ouglas, "The Cobb-
D)oughs Produetion Fulnc'i in," i Murray Brow n, ed., 

The ''h, ore and Emcilricaf Analilsi of Pi,:dsscticn
(New York: Columbia University Press, 1967), p. 17; and Robert M. Solow, "Technical Change and the
Ag!:-. PgtIo n Filetion." Review of Economics and Statistics, vel. 31 (August, 1a57), pp. 312-330.

33 Theodore V. Sehuitz, "Edueatioc and Economic GrowVtl" ill N.plsn B. T-firry, (r., Social Forces
linfln'r cina AI air can E tation. (The Sixtieth Yearbook of the National Society for the Itudy ol Educa-

tion) (Chicago: Chicago University Press, 1961), pp. 79-82.
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This analysis has been criticized in an article by Mary Jean Bow-
man, because of its misapplication of the internal-rate-of-return
measures derived by Becker. According to Bowman, ". . . when the
purpose is to measure education's contribution to national income
growth, to discount returns is logically incorrect; what is relevant is
sequential current inputs of 'Eds' and their contributions as these
emerge in a series of undiscouinted presents." 3 While her criticism
seems valid, the Schultz technique for computing the value of humialn
capital and estimating its contribution to growth, using the proper
rates of return on this investment, is analogous to the procedure used
in investment models incorporating physical capital. The approach is
therefore undertaken in this chapter, using various alternative rates of
return to determine upper and lower limits of the contribution of
education to growth.

Starting wvith the original function of chapter II for the relationship
between factor inputs and the resulting output, namely:

Y=F(K,L,E.)

and again differentiating with respect to time, this becomes:

(1) Y' =fK' +fJL' +fJE'

Letting r, represent the rate of return on the investment into education
of a person in the labor force who attained the ith level of schooling,
and cf the cost above the cost of the minimum level of schooling, this
equation can be written as:

(2) n
Y'=fkK'+rOcOL'+77 r,(cL,)'

where fK' represents the contribution to output of physical capital,
and r~cL', the contribution of labor with the minimum level of edMum-
tion, while the last term is the contribution to growth of education
above the minimum. Clearly, if it is assumed that r~c0 is equal to e., the
wage received by persons with the minimum level of schooling, and

n n
that z rj(cL.)' is equal to z (es-ej)L,', the two models are ident-

ical.3" Thus, if the return on the investment in a person who at-
tained the ith level of education exactly equals the wage differential
accruing to a person with education at the ith level, (e,-e ), the
results of the models will be the same.36 Moreover, a series of rates of
returns implied by these results can be constructed from the relation-
ship:

ri=(ej-eO)/c, for i=1, . . . , n
and

roco = eo

34 Mary Jean Bowman, "Schultz, Denison, and the Contribution o' Eds' to National Income Growth,"
'lie Jourwa/ of Political Eceonoiy (October, 1¶64), p. 453.

P a
5 Since the c, are constant over time, E r(ciL,)'equals Z r.c,(L)', and since (e.-e)=O, the models

are identical when for each i, (ei-e.) -rici.
Xe See Bo1m3iall, "Contribution of 'Eds' to National Income Growth," p. 453.
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The last term of equation (2) can be rewritten as:

n

-as seen in the note, and this can be divided into components analogous
to those in the previous model; namely:

,rt fltltrsfl/ lErerc)(L 1 /L)'

So equation (2) becomes:

(3) Y' =fkK' +rocoL' +L', (rjcj)L L+LE(rjcj+roco) (LI/L)'
i=1 ~~~i=1

where the third term on the right represents the contribution to output
of maintaining the growing labor force at constant levels of educational
attainment above the minimum level of schooling, and the last term
reflects the contribution of increasing levels of educational attainment
above the minimum level. Rewriting equation (3), we get:

n n
(4) l:'=fjkK'+ {roco+ (rc,)LWL }L' L +L7(rjcj+roco) (LJL)'

Letting R represent the average return to investment in schooling
above the minimum level per person in the labor force; it is equal to

n
ZrjcjL,/L

and (4) becomes:

(5) Y'/Y=a2 K'/K+ (b2 +c2)L'/L+d2(Q'/Q) * +R

where a2=fkK!Y; the share of physical capital in total output,
b2=rOcL/Y; the share of the quantity of the labor force in

total output; that is, the share if all persons had
attained only the minimum level of schooling,

c2=RL/Y; the share of the contribution of educational inputs
above the minimum educational level in total output,

d2=b2 +c2 =(R+roco)L/Y; the share of labor in total output,

(Q'/Q) * { Z(ric, 1±oco)/(R+roco) } (L,/L)'; the relative change

in an index of quality of the labor force,
R=a residual including the contribution of other factors to

growth.
Again all of these coefficients are the same as in the first model when
eo=roci, and rdcj=(e,-eo) for all i=1, . . ., n. This is easily seen in
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the formula for b2. Substituting eo for ro0o gives eoL/Y, the expression
for b,. Since c2=RL/Y, this can be rewritten as:

71 7

RL/Y= 5ricL WL(L/Y) =~ rctLi/Y

substituting (e,-eo) for rTjc, this becomes:

n

- (et-eo)LIY
i=1

and since (eo-eo) =0, this is the same as:

n n >

E(e,-e ~L /Y= ± (eLt,)eL-eo L1Y=(E-eo)L/Y=c1

In the same way, the expression for d2 can be written as:

(R+roco)L/Y= { (e,-eo)L,/L+eo }L/Y= { 5(e,-eo)L,+

n n

eo0 L, }/Y=eiLdY=EL/Y=dI

Finally, it can be shown that under the same conditions, (Q'/Q)*=
Q'/Q. This is true since:

(Q'/Q*)= { Zrjcj+roco)/(R+r0C0) } (LI/L)'=

{ lS(ei-eo+eo)/E}(LIL)'=

Z(e,/E) (L/L ) ' =Q'/Q
3=1

Thus, the models are the same when the return on the investment per
person at the ith level of education is taken as equal to the wage
differential received by a person with that level of attainment. Since
the previous estimates of the contribution of the various factor inputs
to growth were derived under this assumption, using rates of return
in this model that meet the necessary conditions, will yield the same
estimates. As mentioned previously, however, it would be desirable to
move away from the use of relative vages as a measure of the contri-
bution to output of education factors, and this second model permits
such a move.

On the basis of the real resource costs per student given in appendix
tables XIV and XV for each educational level, and the relation be-
tween wages and the rates of return to investment in education when

32-765-74 33



506

the contribution of education to output is reflected in the wage dif-
ferentials, the rates of return implied by the wage differentials used
above can be determined. Then applying rates of return larger or
smEller than these to the data using the second model, estimates of
the contribution of the various factor inputs to economic growth can
be Terived when differences in productivities due to differences in
education are greater or less than implied by the relative wages used
in the first model.

To derive the series of r, implied by the assumption that the con-
tribution to output arising from differences in educational attainment
is reflected in the wage differentials, r0=ee/c, and rT= (e,-e,)ci for all
i=l, . . ., n. Taking the elasticity of substitution among labor groups
as infinite, the rt in each year can be determined from the b1, given in
app ndix tables VII through X and XII and the knowledge that b, =
b,=tocL/Y, where, as before, L is the total economically active popu-
lation in each year, Y the gross national product and c, the cost of
educating a person at the Lo or less-than-primary level in constant
prices. This will yield figure for r, for every year that are a function of
the labor force and the level of output, since c is constant. The value
of e, in each year is determined by the expression bY/L, and using the
relative wages given in table 1, the rest of the e, can be found. With
these wages and taking the cf as the additional investment required to
educate a person up to the ith level beyond the cost of the minimum
education, the r1 can be derived for every year. When the elasticity of
substitution among labor groups is taken as equal to two, the relative
wages are no longer constant but equal.to the figures given in tables 2
through 4. The procedure for deriving the ri is essentially the same,
however, and need not be discussed again. The resulting rates of return
on educational investment in Poland, Hungary, and the material pro-
duction sphere for Hungary, are given in tables 9 through 11.

TABLE 9.-RATES OF RETURN TO INVESTMENT IN EDUCATION IN POLAND: 1950 TO 1970

[In percent]

(ear and elasticity r or r 2 r 2.' r lb' r 36

1950-55:
--------------- =------------ X129.0 24.0 5.6 4.5 4. 0

o- 2-120.0 65. 8 32.0 39.0 14.1
1955-61:1=T _ ------------------------- .222.0 41.4 9.7 7.8 6.9

- 2- 205.0 91. 9 16.8 22.9 9. 6
1960-6.:- r ---------------------------- 283. 0 52. 6 12. 3 9.9 8. 8

a= 2--------- 288.0 52.9 16.9 18.1 10. 2
1965-7):for= ---------------------- _______ 343.0 63.9 15.0 12. 1 10. 6

o= 2- 371.0 40.5 10.7 6.3 9. 5

Represents the return to investment in the less-than-primary level.
2Represents the return to investment in the primary level.
aRep-esents the return to investment in the general secondary level.

Represents the return to investment in the vocational secondary level.
a Rep'esents the return to investment in the higher level.

Source: See text
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TABLE 10.-RATES OF RETURN TO INVESTMENT IN EDUCATION IN HUNGARY: 1950 TO 1970

uIn percent]

Year and elasticity r Q 71a r 23 r a'

Wages for ages 25 to 29:
1950-55

-------------------------------------- 70.3 11.7 1.3 1.1
----------------------------------- 58.8 150.3 11.1 4.8

1955-60:
I~ r ---- ---- ---- --- ---- ---- ---- --- 90.1 15.0 1.7 1.4

19 045 ------------------------------------- 77.8 173.0 12.7 5.61960465:
a- - --------------------------------------- 112.6 18.6 2.1 1.7
a=2 -106.0 74.7 5.9 3.3

1965-70:
ae= -O -------------------------------------- 133.0 22.2 2.5 2.0
o=2 -147.0 -21.7 -.4 1.3

Wages for all ages:
1950-55:

, = - ---- ---- ---- --- ---- ---- ---- --- 70.3 3.2 2.2 3.0
19554 ------------------------------------- 60.5 141.6 11.4 4.9

1955-60:
= -90.1 4.1 2.8 3. 9

a
2 -

79.8 131.4 11.0 4.9
1960-65:.

e =r -------------------------------------- 112.6 5.0 3.5 4.8
e=2 --------------------------------------- 108.8 61.0 6.0 3. 4

1965-70:'
=< -------------- _ ---------------------- 133.0 6.1 4.2 5.8

a=2 -147.0 -38.1 -.4 1.3

l Represents the return to investment in the less-than-primary level.
2 Represents the return to investment in the primary level.
3 Represents the return to investment in the secondary level.
4 Represents the return to investment in the higher level.
Source: See text.

TABLE 11.-RATES OF RETURN TO INVESTMENT IN EDUCATION IN THE MATERIAL PRODUCTION SPHERE OF THE
HUNGARIAN ECONOMY: 1950 TO 1970

fin percenti

Year and elasticity 1 r it r 3 
4

Wages for age 25 to 29:
1950-55:

o _-- _----_----_--_________ - 73.5 12.3 1.4 1.1
a2--- 63.0 178. 5 14.2 5.8

1955460
a=o - -------------------------- ----------- 92.8 15.5 1.7 1.4
o2 -80.7 161.0 12.8 5.2

196065:
a=o 113.2 18.9 2.1 1.7
a19 -70 ---- ----- ----- ------ ----- ----- 110.4 73.9 6.0 3.1

1965-70:
e=-o _ 132.3 22.1 2.4 2.0
o.2 -146.3 -21.5 -.5 1.0

Wages for all ages:
1950-55:

a =- 73.5 3. 3 2. 3 3. 2
a= 2- 63.0 165.5 15.9 9.2

195540:
a=o _--___--__--___--_------_--_ _-___- 92.8 4.2 2.9 4.0

-2 -78.7 142.6 14.2 8.6
196065:

e-o 113.2 5.1 3.6 4.9
a2 -110.4 59.3 7.7 6.7

1965-70:
a= _------_----_--_----__ --____ -- 132.3 6.0 4.2 5.7
a=2 ----------------------------- --------- 146.3 -36. 2 1.2 4. 7

l Represents the return to investment in the less-than-primary level.
2 Represents the return to investment in the primary level.
* Represents the return to investment in the secondary level.
4 Represents the return to investment in the higher level.
Source: See text.
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Assuming that wages reflect the marginal productivities, these
rates of return represent increases in output of the economy annually
over each time period as a result of the amount of investment in
hunman capital the societies have undertaken in the form of formal
education. They do not represent the internal rates of return to an
individual or society calculated by others on the basis of total and
private resource costs and expected (discounted) lifetime earnings.3 7

Rather, they are the annual returns on the cost of educating an input
of a u nit of labor up to specific educational levels beyond the minimum
level of schooling, as reflected in wages accruing to the units of labor
with those levels of education. Thus, for example, the return r,
represents the wage differential paid to a person at the ith level of
schooling divided by the additional cost or investment per person in
this educational category. If the wage represents that person's con-
tribujion to output, the return is society's annual gain in output due
to this investment. As can be seen in the tables, the returns at all
levels and in all cases have been steadily rising over time when the
elasticity of substitution among labor groups is taken as infinite,
whereas the reverse is true when the elasticity is taken as two. In the
former case, relative wages are constant so that as e, rises so does
ej-eo, and since costs are constant, the rates must rise. On the other
hand, it has been seen above (tables 2 through 4) that taking o* as 2
changes the distribution of relative wages significantly in all cases as
one goes back in time and the proportions of persons at the higher
educational levels are smaller. Thus, ew-es is smaller in more recent
years. causing the rates in more recent years to be lower. The range
of values for each time interval should be viewed as an upper and
lower limit of the return to investment in education represented by
the wage differential for each educational level.

One can see in the tables that the return arising from investing
the additional cost to educate a person up to the complete primary
level has been relatively high in all three cases throughout the period,
with the exception of the large negative values recorded for the 1965-70
interval in both the material production sphere and the total economy
of Hungary, when the elasticity is taken as two. These arise because
wages in the less-than-primary category surpass those in the complete
primary category in the late 1960's when o-2, since laborers in the
latter categorv have become more abundant. Thus, investing in a
p)erson to comlplete the primary level yields a negative return because
that person would have earned a higher wage without the additional
education. Assuming that the wage reflects his productivity, the higher
education has the effect of reducing rather than increasing his pro-
ductivity. Clearlv this is a limiting case and not likely to occur, but it
does indicate the trends that wages will take as persons with more
education become more abundant. In reality, it is unlikely that the
elasticity would be as low as two, and with a higher elasticity of sub-
stitution, relative wages would be less sensitive to changes in the
educational distribution of the labor force. Nevertheless, as persons in
the h.gher levels become more abundant, one would expect their
relative wages to decline, and not remain constant. The most reason-
able e:stimate, therefore, lies between the limits provided in the table.

a' See Innes, Jacobson, and Pellegrint, Returns to Education, pp. 25-30.
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The returns in all three cases at the secondary and higher levels are
considerably lower than at the primary level because of the much
higher cost (a much larger investment) required to educate a unit of
labor up to these levels. The returns in Poland to thle secondary and
higher levels are slightly higher than those in Hungary, however, rc-
flecting both relatively lower costs in the former, but also larger wage
differentials accruing to persons with these attainment levels.

All of the above returns were calculated on the assumption that the
wage differentials (ei-eo) reflect the increase in marginal productivity
Of a laborer in a labor category having education at the ith level over
what his productivity would have been if he attained only the mini-
mum level of schooling. Earlier in the study two conflicting thoughts
were mentioned in regard t ) the relevance of the wage (iflerential as
a reflection of the increase in productivity clue to increases in educa-
tional attainment levels. On the one hand, Denison assumed that only
three-fiftlhs of this differential could be attributed to increases in
productivity due to increases in educational attainment, whereas the
other portion represents increases in productivity arising from other
attributes of a worker such as inate ability, informal training, ex-
perience, age, et cetera. On the other hand, it has been suggested that
the wage differentials for Socialist countries may understate the real
differences in productivities since the wages are set and not determined
by market forces. In fact, many of the wages probably understate the
total productivity of workers, at least in certain professions. To
handle the Denison assumption, the returns in the previous tables
were mnultiplied by three-fifths, thereby reducing the wage differentials
by the same amount, and the contribution of the educational factors
was recalculated for a= co, using the second model, to illustrate the
impact of his assumption on the results in tables 6 through 8. 8 The
results are presented in table 12. Comparing the relevant figures from
the earlier tables with those in table 12 indicates that the impact is
appreciable in that all of the percentages are reduced, but the effects
of the assumption concerning the elasticity of substitution among
labor groups were far more significant. Hence, a Denison type adjust-
ment produces figures within the ranges arrived at previously for the
two values of a.

s It should be noted that the choice of three-flfths as the reduction factor may or may
not be an accurate adjustment for the purposes of incorporating increases in prodnetivity
due to Increases in educational attainment levels only. It nevertheless serves as an example
of the impact on the results if such an adjustment Is made.



TABLE iZ.-CurNTritsuIIUN Ut IrAuUK INrruis I UvLCUNUMI; titKUWI1 IN HUNUARY ANU ruLPNU UNrUtK ALIltKNAIIVt KAltS UF- HKItUNN IUITHE INVESTMENT IN EDUCATION: 1950-55 AND

1965-70

ln percentl

Education Labor Capital
-_-_--_-_ - Total

As a As a Total As a As a As a * as a
percent of percent of educa- percent of percent of percent of percent of

Y'/Y (dQ'/Q)' Y'/Y c2L'/L Y'/Y tion Y'/Y bsL'/L Y'/Y a3K'/K Y'/Y Y'/Y

Poland:
1950-55:

0.6(ri) - 1.86 3.6 . 0.16 0.3 2.02 4.0 1

1.6(r-) - 2.46 4.8 .47 .9 2.93 5.7 3
1965-70:

0.6(ri) - 3.41 10.2 .31 .9 3.72 11.1 3

1.6(ri)- 1 47 13.3 .85 2. 5 5.32 15.9 3.86 11.
Hungary:

1950 -55:
0.6(ri) -1------- - 2.81 6. 5 .08 .2 2.89 6.7 7

1.6(ri) -43.2- 2.96 6.9 .08 .2 3.05 7.1
1965 70:

0.6(ri) - S. 22 14. 5 .05 .1 5.27 14.6 6

1.6(ri) ------ 36.02 5.67 15.7 .14 4 5. 81 16.1 1.74 4.8
Material production sphere:

1950-55:
0.6(n) ---- 3.58 11.2 .03 .1 3.61 11.3 3

1.6(ri) -32.00-3.83 12.0 .80 .3 3.91 12.2
1965-70:

0.6(r) -5----------------.- S.03 36.1 .07 .5 5. 11 36.7 1

1.6(ri) 513.92 5.37 38.6 .18 1.3 5. 55 39.9 3.45 24.8-

I Because the use of different wages affects the resulting estimates of contributions only slightly, the procedures were applied to the wages for ages 25 to 29 yr only.

Source: See text.

21.9
5.88 II.5 23.7{46.0

10.46 31.1
47.4 Cn

40.7
11.33 26.2 1 41.1

J59.2
14.30 39'7 6160.7

69.9

15.39 48.1
I 70.8

180.1
16.51 118.6 183.3

Year and return
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The other set of results in table 12 is designed to offer one of many
possible adjustments for the second assumption mentioned above-the
possibility that the wage differentials used for Hungary and Poland
understate the differences in productivities due to education. Adjust-
ing the returns in tables 9 through 11 upward by an arbitrary amount,
three-fifths, thereby adjusting the wage differentials upward by this
amount, and applying the resulting returns to the second model gives
estimates of the contribution of increases in education to economic
growth for one of the many possible sets of larger returns one could
apply.

Again, the increases are apparent in comparison with the original
results, but not nearly as significant as the differences in the estimates
of the contribution of education using two different elasticities of
substitution. Thus, since one would expect the actual elasticity to
produce estimates somewhere within the ranges originally derived for
the upper and lower limits of a, upward and downward adjustments
for these other two possibilities would probably not yield estimates of
the contribution above or below the limits previously established.39

APPENDIX TABLES

TABLE 1.-NET MATERIAL PRODUCT AND GROSS NATIONAL PRODUCT IN HUNGARY AND EOLAND: 1950 TO 1970

fIn constant pricesj

Poland Hungary ca

Net material Gross national Net material Gross national
product product product product

(billions of (billions of (millions of (millions of
Year zlotys) zlotys) fot nts) forints)

(1) (2) (3) (4

1950 -183. 0 216.3 86, 667 92, 647
1951- -------------------------- 196.7 232.5 100,534 109, 683
1952 -,,--,,-- ,,,, 209.0 247.0 98, 800 109, 668
1953- ----- --------- 230.7 272.7 110, 934 125, 134
1954 -, 255.1 301. 5 105, 734 121, 065
1955 ------ 296.0 326. 8 114 400 132, 7 04
1956 ------------------------------ 296.0 349.9 101,400 119,044
1958--------------------- 327.8 387.5 124, 800 148, 0131958 --------------------------------------- 345.8 408.7 131, 734 157,686
1959 - -363.9 430.1 140, 401 169, 324
1960 - -379.7 448.8 152, 059 186, 395
1961 ,,,, ,-- - 410.7 485.4 160,113 195,247
1962 ,,,,,,,--,,--- 419.3 495.6 169, 679 207, 149
1963 - ---- --- ---- ---- 448.4 530.0 178, 834 218,934
1964 ,,, ,, 478.7 565.8 186, 572 229, 256
1965 -- ,,, , , 512.2 605.4 186, 782 231, 443
1966 ,,--,--,,,- -6 548.6 648.4 202,033 248,648
1967 --- - --- . 549. 8 685. 3 218, 469 267, 399
1968 ,--,--,,,,--- - 632. 0 747.0 229, 388 280, 620
1969 - --------------- 650.4 768.8 247, 667 299, 895
1970 ----------- ---------- ------ 684.0 808.5 260,000 314,800

SOURCES

Col. 1: GUS, "Rocznik Dochodu Narodowego 1965-68" ("Yearbook of National Income 1965-68") (Warsaw: Glowny
Urzad Statystyczny, 1969), pp. 11 and 14; and GUS, "Rocznik Statystyczny 1971," p. 588.

Col. 2: Derived by multiplying col. I by 1.182; for explanation, see text.
Cols. 3 and 4: Appendix.

05 In the unlikely event that o=2, a downward adjustment would give results less than the lower limit
of those presented here. As mentioned before, however, it is probable that a, white less than Infinity, is
greater than two.
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TABLE 11.-GROSS VALUE OF FIXED ASSETS IN POLAND AND HUNGARY: 1950 TO 1970

[As of Jan. 11

Hungary Poland

Total Index of Ratio of Total Index of Ratio of
(billions of growth, human to (billions of growth, human to

Year forints) 1960=100 fixed capital zlotys) 1960=100 fixed capital

(1) (2) (3) (4)

1950 -- 499.2 70 21 1,725.0 78 12
1951 - 512.2 72 22 1, 761.6 79 12
1952 -- 530. 2 75 22 1, 799.0 81 12
1953 -- 554.1 78 22 1, 839.1 83 13
1954 -, 581.6 82 21 1, 881. 1 85 13
1955 -. 604.0 85 21 1, 927. 7 07 13
1956 . 636. 5 90 21 1, 979. 3 09 13
1957 - 664.4 94 20 2, 033.6 92 13
1958 - 694.4 98 20 2 093. 0 94 13
1959 - 701.7 99 20 2:154. 2 97 13
1960 - 708.9 100 21 2, 221.4 100 13
1961 ------------------- 737.3 104 21 2, 304.9 104 13
1962 ------------------- 772. 7 109 20 2, 379.0 107 13
1963 - 808.1 114 20 2, 462.1 111 13
1964 . 850.7 120 20 2,552.9 115 13
1965 -890.6 126 20 2,651.1 119 13
1966 928.7 131 20 2, 756.7 124 13
1967 -971.2 137 20 2, 881.8 130 13
1968 -1, 013.7 143 19 3, 015. 1 136 13
1969 -1,063.3 150 19 3,159. 1 142 14
1970 -1, 106.4 156 19 3, 327. 3 150 14

Sour(e: Col. 1: 1950,1955,1960-70: KSH, "Statisztikai evkonyv 1970," p. 89; 1951-54 and 1956-58: KSH, "Statistical
Yearbook 1957" (English edition), p. 57; 1959: estimated by averaging the figure for 1958 and 1960. Col. 2: Derived from
the valm e of the human capital in the labor force given in Searing, "Education and Growth," op. cit., p. 111, and col. 1,
above. Gol. 3:1950: Estimated by extrapolating the increase from 1951 to 1952 back I yr to 1950; 1951-70: GUS, "Rocznik
Statystbczny 1971," p. 161. Col. 4: Derived from the value of human capital in the labor force given in Searing, "Education
and Growth," p. 116, and Col. 3, above.

TABLE 111.-LEVEL OF EDUCATION ATTAINED BY THE ECONOMICALLY ACTIVE POPULATION IN POLAND: 1950 TO
1970

[in thousands; as of Jan. 11

Level of education attained Median
Total school

economically General Vocational Less than years
Year active Higher secondary secondary Primary primary attained

(A) (1) (2) (3) (4) (5) (6)

1950 ----------- 12, 614 202 482 671 4,229 7,030 6. 3
1951 -12, 809 213 .487 750 4, 272 7, 087 6.3
1952 -.. 13, 006 231 501 838 4, 333 7, 103 6. 4
1953 - 13, 204 261 494 1,011 4,366 7,072 6.5
1954 - 13, 401 280 498 1,115 4,439 7,069 6.6
1955 - 13, 600 297 502 1,202 4,511 7,088 6.7
1956 - 13, 797 317 506 1, 273 4, 584 7, 117 6. 8
1957 -13, 865 334 512 1, 339 4, 643 7, 037 6. 9
1958 - 13, 929 347 520 1, 387 4, 699 6, 976 7. 0
1959 - 14, 030 359 528 1, 419 4, 782 6, 942 7. 1
1960 -14, 112 370 536 1, 481 4,879 6,846 7.2
1961 -14,217 384 540 1 535 5 019 6,739 7.3
1962 - 14, 352 399 545 1, 619 5, 229 6, 560 7. 5
1963 - 14, 556 411 554 1, 726 5, 447 6, 418 7. 6
1964 - 14, 817 429 567 1, 868 5, 708 6, 245 7. 8
1965 -15, 089 449 583 2, 057 5, 945 6, 055 8.0
1966 -- 15, 314 465 607 2,266 6,129 5, 847 8. 2
1967 - 15, 527 483 634 2, 507 5, 885 6, 018 8. 2
1968 - 15, 774 507 659 2, 773 5, 867 5, 968 8. 3
1969 - 16, 022 534 684 3, 034 5, 973 5, 797 8. 5
1970 - 16, 252 567 717 3, 274 6, 077 5, 617 8.7

Source: Searing, "Education and Growth," op. cit., pp. 25-26.
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TABLE IV.-LEVEL OF EDUCATION ATTAINED BY THE ECONOMICALLY ACTIVE POPULATION IN HUNGARY: 1949 TO
1970

[In thousands; as of Jan. 11

Level of education attained Median
Total school

economically Loss than years
Year active Higher Secondary Primaiy primary attained

(A) (1) (2) (3) (4) (5)

1949----------- 4,085 77 176 629 3,203 5.1
1950----------- 4, 210 84 193 684 3, 249 5. 2
1951----------- 4,344 92 211 742 3,299 5.3
1952----------- 4,392 98 225 787 3,282 5. 4
1953----------- 4,431 104 239 832 3,256 5.4
1954 ---------- 4,477 lit 253 878 3,235 5. 5
1955----------- 4,541 118 269 929 3,225 5. 6
1956----------- 4,626 125 286 986 3, 229 5. 7
1957-.......... 4,587 129 296 1,016 3,146 5. 8
1958----------- 4,643 137 312 1,068 3.126 5. 9
1959----------- 4,707 144 329 1,112 3,112 6. 1
1960----------- 4,760 151 346 1,175 3,087 6.2
1961----------- 4,713 160 373 1,247 2,933 6. 4
1962----------- 4,698 170 403 1,325 2,800 6.7
1963----------- 4,722 181 436 1,415 2,690 7.0
1964----------- 4,757 192 470 1,508 2,587 7.4
1965----------- 4,782 204 504 1,601 2,473 7.7
1966----------- 4, 815 215 538 1,696 2, 366 8. 1
1967----------- 4, 853 228 574 1,795 2,256 8. 4
1968----------- 4,895 240 611 1,896 2,148 8.6
1969----------- 4,979 255 654 2,016 2,054 8.9
1970----------- 5,001 267 690 2,113 1,933 9.1

Source: Searing, Educational Attainment in Hungary, op. cit.. p. 26.

TABLE V.-LEVEL OF EDUCATION ATTAINED BY PERSONS ECONOMICALLY ACTIVE IN THE MATERIAL PRODUCTION
SPHERE OF THE HUNGARIAN ECONOMY: 1949 TO 1970

[in thousands; as of Jan. 11

Level of education attained
Total

economically Less han
Year active Higher Secondary Primary primary

(A) (1) (2) (3) (4)

1949------------------ 3, 480
1950------------------ 3, 523
1951------------------ 3,621
1952------------------ 3, 701
1953------------------ 3,646
1954-.. . . . . . . . . . . . . . . . 3, 728
1955------------------ 3, 803
1956------------------ 3,885
1957-.. . . . . . . . . . . . . . . . 3, 986
1958------------------ 3, 987
1959-.. . . . . . . . . . . . . . . . 4, 042
1960------------------ 4,068
1961-.. . . . . . . . . . . . . . . . 3, 945
1962------------------ 3. 877
1963------------------ 3, 874
1964------------------ 3, 864
1965------------------ 3, 872
1966------------------ 3, 8936
1967-3,9--------------- 3 4
1968------------------ 4, 031
1969------------------ 4, 134
1970------------------ 4, 224

21 77 407 2,975
23 87 455 2, 958
29 100 509 2,983
32 115 571 2,983
34 129 615 2,868
37 145 679 2,867
40 153 727 2,883
42 163 774 2,906
44 168 799 2,895
48 184 863 2,892
52 198 904 2, 858
56 215 976 2,820
59 238 1,042 2,606
65 258 1,104 2,450
69 284 1,188 2, 333
73 313 1,272 2,206
79 336 1,350 2,107
83 360 1,428 2,025
87 384 1,513 1,950
94 417 1,625 1,159

101 457 1,748 1,828
108 491 1,863 1,764

Source: Searing, "Education and Growth," op. cit., p. 281.
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TABLE VI.-ANNUAL RATES OF GROWTH OF THE LABOR QUALITY INDEX DUE TO INCREASES IN EDUCATION
1951 TO 1970

(in percent)

Hungary

Total economy Material production sphere

Wages for Wages for Wages for Wages for
Year Poland ages 25 to 29 all ages ages 25 to 29 all ages

1951 - 0.48 1.25 1. 27 1.62 1. 64
1952 -- -. 83 1. 23 1. 23 1. 78 1. 77
1953 -- - 1. 30 1. 27 1. 29 2.24 2. 22
1954- .92 1. 24 1. 26 1. 75 1. 74
1955-. . . 72 1. 26 1. 28 1. 10 1. 09
1956 -.--- 64 1. 22 1. 24 1.01 1.00
1957 -- - - . 93 1. 23 1. 26 .69 .70
1958 ---- -- 74 1. 28 1. 31 1. 58 1. 57
1959- -----. 64 1.02 1.05 1. 11 1. 13
1960 -- 1. 02 1. 46 1. 47 2. 11 2. 09
1961 - 1. 27 2. 67 2. 71 3. 29 3. 28
1962 - 1. 74 2.67 2.70 2.89 2. 91
1963- 1. 59 2.66 2. 66 2.98 2. 96
1964- 2.02 2. 62 2. 79 3. 14 3. 13
1965 - 2. 11 2. 70 2.64 2. 70 2. 70
1966 - ------------------------- 1. 97 2. C0 2. 74 2. 44 2. 43
1967 - 1. 58 2. 69 2. 66 2.42 2. 40
1968 - 1. 02 2. 62 2. 72 2. 56 2. 56
1969 -------------- --- 1. 84 2. 67 2.72 2. 08 2. 80
1970 -1.82 2. 67 2. 72 2.53 2. 53

Source: Calculated from the figures in table 1, appendix tables Ill, IV, and V, and the formula:

Q 1/Q= 2 (iE)(lLY



TABLE VII.-CONTRIBUTION OF FACTOR INPUTS TO ECONOMIC GROWTH IN HUNGARY WITH -o AND WAGES FOR AGES 25 TO 29: 1951-70

[in percenti

Education Labor Capital

Asa Asa Asa Asa
percent percent percent percent

Year Y'/Y Q'/Q d1 dQ'/Q of Y,/Y L/L ci cL'/L of Yp/Y ba biL'/L of Y'/Y K'/K ap acK'nK of Y'/Y

1951 - -- 18.39 1. 25 0.46 0.58 3.2 3.18 0. 03 0.10 0.5 0. 43 1.36 7.4 2.60 0. 54 1.40 7.61952--.01 1. 23 .46 .57 (I) 1.10 .03 .03 (I) .43 47 (I) 3. 51 54 1.90 (I)
1953 -14.10 1.27 46 5.8 4.0 .89 .03 .003 2 .43 .38 2.-7 4.51 .54 2. 44 17.
1954 -- 3.25 1.24 .46 .57 (9) 1.04 .03 .03 (.) .43 .45 (8) 4.96 54 2.68 (3)
1955 -9.61 1.26 .46 .58 6.0 1.43 .03 .04 .4 .43 .61 6. 3 3. 85 .54 2.08 21.6
1956 - - 10.29 1.22 .47 .57 (6) 1.87 .03 06 (.) .44 .82 () 5. 38 .53 2.85 (5) C5 u
1957 -- 24. 33 1.23 47 .58 2. 4 -. 84 .03 .03 -. I 44 -.37 -1.5 4. 38 53 2.32 9.51958---------- 6. 53 1. 28 .47 .60 9. 2 1.22 .03 .04 .6 .44 54 8.3 4.51 .53 2.39 36.6 0i1959---------- 7. 38 1. 02 .47 .48 6. 5 1. 38 .03 .04 .5 .44 .61 8. 3 1.05 .53 .56 7.6
1960 -10.08 1.46 .47 .69 6.8 1.13 .03 .03 .3 .44 .49 4.9 1.03 .53 .55 5.51961---------- 4. 75 2.67 .45 1. 20 25. 3 -. 99 .03 -.03 -. 6 .42 -.42 -8.8 4.01 .55 2.21 46. 5
1962---------- 6.10 2.67 .44 1. 17 19.2 -. 32 .03 .01 -.2 .41 -.13 -2.1 4. 80 .56 2.69 44.11963---------- 5.69 2.66 .43 1. 14 20.0 .51 .03 .02 .4 .40 .20 3. 5 4.58 .57 2.61 45.9
1964---------- 4.71 2.62 .42 1.10a 23. 4 .74 .03 .02 .4 .39 .29 6.2 5.27 .58 3.06 65.0
1965 -9.54 2.70 .43 1. 16 12.2 .53 .03 .02 .2 .40 .21 2.2 4.69 .57 2.67 28. 0
1966 -7.43 2.60 .42 1.09 14.7 .69 .03 .02 .3 .39 .27 3.6 4.28 .58 2.48 33.4
1967 -7.54 2.69 .41 1.10 14.6 .79 .03 .02 .3 .38 .30 4.0 4. 58 .59 2. 70 35.81968---------- 4.94 2.62 .40 1.05 21. 3 .87 .03 .03 .6 .37 .32 6. 5 4. 38 .60 2.63 53. 2
1969---------- 6. 87 2.67 .40 1.07 15.6 1.72 .03 .05 .7 .37 .64 9. 3 4.89 .60 2.93 42. 61970 -4.97 2.67 .41 1.09 21.9 .44 .03 .01 .2 .38 .17 3.4 4.05 59 2. 39 48.1

1 arow'tb less than zero. Source: See text



TABLE VIil-CONTRIBUTION OF FACTOR INPUTS TO ECONOMIC GROWTH IN HUNGARY WITH =oo AND WAGES FOR ALL AGES: 1951-70

[in percentl

Education Labor Capital

Asa Asa Asa Asa
percent percent percent percent

Year Y'/Y Q'/Q d i d Q'/Q of Y'/Y L'/L C I c I L'/L of Y'/Y b i b L'/L of Y'/Y K'/K a, a I K'/K of Y'/Y

1951 -18.39 1.27 0.46 .58 3.2 3.18 0.03 0.10 0.5 0.43 1.36 7.4 2.60 0.54 1.40 7.6
1952 --. 01 1.23 .46 .57 (I) 1.10 .03 .03 (1) .43 .47 (I) 3.51 .54 1.90 (')
1953 -14.10 1.29 .46 .59 4.2 .89 .03 .03 .2 .43 .38 2.7 4.51 .54 2.44 17.3
1954 -- 3.25 1.26 .46 .58 (') 1.04 .03 .03 (I) .43 .45 (I) 4.9S .54 2.68 (I)
1955- 9.61 1.28 .46 .59 6. 1 1.43 .03 .04 .4 .43 .61 6.3 3.85 .54 2.08 21.6 6 n
1956-----------10.29 1.24 .47 .58 (I) 1.87 .03 .06 (I) .44 .82 (I) 5.38 .53 2.85 (9 :
1957 -24.33 1.26 .47 .59 2. 4 -. 84 .03 -. 03 -. 1 .44 -.37 -1. 4.38 .53 2.32 9.5
1958---------- 6.53 1.31 .47 .62 9. 5 1.22 .03 .04 .6 .44 .54 8. 3 4.51 .53 2.39 36.6
1959 -7.38 1.05 .47 .49 7.4 1.38 .03 .04 .5 .44 .61 8.3 1.05 .53 .56 7.6
1960 -10.08 1.47 .47 .69 6.8 1.13 .03 .03 .3 .44 .49 4.9 1.03 .53 .55 5.5
1961 -4.75 2.71 .45 1.22 25.7 -.99 .03 -.03 -.6 .42 -.42 -8.8 4.01 .55 2.21 46.5
1962 -6.10 2.72 .44 1.20 19.7 -. 32 .03 .01 -. 2 .41 -. 13 -2. 1 4.80 .56 2.69 44.1
1963- 5.69 2.70 .43 1.16 20.4 .51 .03 .02 .4 .40 .20 3.5 4.58 .57 2.61 45.9
1964---------- 4.71 2.66 .42 1.12 23.8 .74 .03 .02 .4 .39 .29 6.2 5.27 .58 3.06 65.0
1965---------- 9.54 2.79 .43 1.20 12.6 .53 .03 .02 .2 .40 .21 2.2 4.69 .57 2.67 28.0
1966- 7.43 2.64 .42 1.11 14.9 .69 .03 .02 .3 .39 .27 3.6 4.28 .58 2.48 33.4
1967 -7.54 2.74 .41 1.12 14.9 .79 .03 .02 .3 .38 .30 4.0 4.58 .59 2.70 35.8
1968 - 4.94 2.66 .40 1.06 21.5 .87 .03 .03 .6 .37 .32 6.5 4.38 .60 2.63 53.2
1969 -6.87 2.72 .40 1.09 15.9 1.72 .03 .05 .7 .37 .64 9.3 4.89 .60 2.93 42.6
1970 -4.97 2.72 .41 2.12 22.5 .44 .03 .01 .2 .38 .17 3.4 4.05 .59 2.39 48.1

1 Less than zero. Source: See text.



TABLE IX.-CONTRIBUTION OF FACTOR INPUTS TO ECONOMIC GROWTH IN THE MATERIAL PRODUCTION SPHERE OF THE HUNGARIAN ECONOMY WITH egg AND
WAGES FOR AGES 25-29: 1951 TO 1970

fIn percentl

Education Labor Capital
As a As a As a As apercent percent percent percentYear Y'/Y Q'/Q dA d Q/Q a cYIXY L'/L CI cL' X/L ofY'Y b1 b1 L'/L of Y'/Y K'/K aI a KIK of Y'/Y

1951---------- 16.00 1.62 0.45 0.73 4.6 2.70 0.03 0.08 0.5 0.42 1.17 7. 3 2.17 0.55 1.19 7.41952-----------1.72 1.78 .45 .80 (') 2.21 .03 .07 () .42 .93 (I) 4.74 .55 2.61 ()1953- -- 12.28 2.24 .45 1.01 8. 2 -1.49 .03 -. 04 -. .42 3 .05 7.16 .55 3.94 32.11954 - 2 00 g ̂ '-4.69 1.75 .45 .7 ( 2.25 .03 .07 .42 .95 6.95 .55 3.821955 - 8.20I1.10 .45 .50 6.1 2.01 .03 .06 .42 84 10.2 4.35 .55 2.39 9.11956-----------11.36 1.01 .49 .49 (I) 2.16 .03 .06 (9 .46 .99 (3) 3.69 .51 1.88 (9 31957---------- 23.08 .69 .49 .34 1. 5 5.41 .03 .16 .7 .46 2.49 10. 8 2.13 .51 1.09 4.71958---------- 5.56 1. 58 .49 .77 13.8 2.07 .03 .06 1. 1 .46 .95 17. 1 3.80 .51 1.94 34.91959---------- 6.58 1. 11 .49 .54 8. 2 1.38 .03 .04 .6 .46 .63 9.6 3.63 .51 1.85 28.11960---------- 9.02 2.11 .49 1.03 11.4 .64 .03 .02 .2 .46 .29 3.2 7.01 .51 3.58 39.71961---------- 4.61 3.29 .46 1.51 32.8 -3.02 .03 -.09 -2.0 .43 -1. 30 -28. 2 5.01 .54 2. 71 58. 81962---------- 5.97 2.89 .44 1.27 21.3 -1. 72 .03 -.05 -.8 .41 -.71 -11. 9 4.75 .56 2.66 44.61963 --------- 5.40 2.98 .43 1. 28 23.7 -.08 .03 -0 0 .40 0 0 5.47 .57 3.12 57.81964---------- 4.33 3.14 .43 1.35 31.2 -.26 .03 -.01 -.2 .40 .01 -.2 6.89 .57 3.93 90.81965---------- .11 2.70 .43 1.16 954. 5 .21 .03 .01 9.1 .40 .01 9.1 6.35 .57 3.62 3190.01966---------- 8.17 2. 44 .42 1.02 12.5 .62 .03 .02 .2 .39 .24 2. 9 5.39 .58 3.13 38.31967---------- 8.14 2.42 .41 .99 12.2 .98 .03 .03 .4 .38 .37 4.5 5.77 .59 3.40 41.81968---------- 5.00 2.56 .40 1.02 20.4 2.47 .03 .07 1.4 .37 .91 18.2 4.07 .60 2.44 48. 81969---------- 7.97 2.80 .40 1.12 14. 1 2.56 .03 .08 1. ( .37 .95 11.9 6.53 .60 3.92 49.21970 --------- 4.98 2.53 .42 1.06 21.3 2.18 .03 .07 1.4 .39 .85 17.1 3.55 .58 2.06 41. 4

I Growth less than zero. Source: See text.



TABLE X.-CONTRIBUTI ON OF FACTOR INPUTS TO ECONOMIC GROWTH IN THE MATERIAL PRODUCTION SPHERE OF THE HUNGARIAN ECONOMY WITH -=~AND WAGES FOR ALL AGES: 1951-70

lin percent!

Education Labor Capital

As a Asna As a As a
percent percent percent per'Cent

Year Y'/Y Q'IQ d I d Q'/Q of Y'/Y L'/L cI c L'/IL of Y'/Y b i b iL'/L of Y'/Y K'/K a , a IK'/K Of Y'/Y

1951---------- 16.00 1. 64 0.45 0.74 4.6 2.78 0.03 0.08 0. 5 0.42 1. 17 7. 3 2.17 .55 1.19 7.4
1952---------- -1.72 1.77 .45 .80 (9) 2. 21 .03 .07 (I) .42 .93 (9) 4.74 .55 2.61 (I)

1953---------- 12.28 2.22 .45 1. 00 8.1 -1. 49 .03 -.04 -3 .42 .63 .05 7.16 .55 3.94 32.1
1954---------- -4.69 1.14 .45 .78 (9) 2.25 .03 .07 (I) .42 .95 (9) 6.95 .55 3.82 (I)

1955---------- 8.20 1.09 .45 .49 6. 0 2. 01 .03 .06 .7 .42 .84 10. 2 4.35 .55 2.39 29.1
1956-----------11. 36 1.00 .49 .49 (9) 2.16 .03 .06 (1) .46 .99 (9) 3.69 .51 1.88 (I)

1957---------- 23.08 .70 .49 .34 1. 5 5. 41 .03 .16 .7 .46 2.49 10. 8 2.13 .51 1.09 4.7 00
1958---------- 5. 56 1. 57 .49 .77 13. 5 2.07 .03 .06 1.1 .46 .95 17.1 3.80 .51 1.94 34.9
1959---------- 6.58 1.13 .49 .55 8.4 1. 38 .03 .04 .6 .46 .63 9.6 3.63 .51 1. 85 28.1
1960---------- 9.02 2.09 .49 1.02 11. 3 .64 .03 .02 .2 .46 .29 3.2 7.01 .51 3. 58 39.7
1961---------- 4.61 3.28 .46 1. 51 32.8 -3. 02 .03 -.09 -2. 0 .43 -1. 30 -28. 2 5. 01 .54 2.71 58.8
1962---------- 5.97 2.91 .44 1.28 21.4 -1. 72 .03 -.05 -. 8 .41 -.71 -11. 9 4.75 .56 2.66 44.6
1963---------- 5.40 2.96 43 1.27 23.5 -.08 .03 0 0 .40 0 0 5.47 .57 3.12 57.8
1964---------- 4.33 3.13 .43 1. 35 31.2 -.26 .03 -. 01 -. 2 .40 .01 .2 6.89 .57 3.93 90.8
1965---------- .11 2.70 .43 1.16 954.5 .21 .03 .01 9. 1 .40 .01 9.1 6.35 .57 3.62 3190.9
1966---------- 8.17 2.43 .42 1.02 12.5 .62 .03 .02 .2 .39 .24 2. 9 5.39 .58 3.13 38.3
1967---------- 8.14 2.40 .41 .98 12.0 .98 .03 .03 .4 .38 .37 4. 5 5.77 .59 3.40 41.8
1968---------- 5. 00 2.56 .40 1.02 20.4 2.47 .03 .07 1. 4 .37 .91 18.2 4.07 .60 2.44 48.8
1969---------- 7.97 2.80 .40 1.12 14.1 2.56 .03 .08 1.0 .37 .95 11.9 6.53 .60 3.92 49.2
1970---------- 4.98 2.53 .42 1.06 21.3 2.18 .03 .07 1. 4 .39 .85 17. 1 3. 55 .58 2.06 41.4

1 Growth lens than zero. Source: See text.

o



TABLE XI.-CONTRIBUTION OF FACTOR INPUTS TO ECONOMIC GROWTH IN HUNGARY WITH a=2: 1950-70

fin percentl

Education Labor Capital
As a Asnn As a As apercent percent percent percentYear Y'/Y Q'/Q d I di Q'/Q of Y'/Y I'/L c1 c, L'/L of Y'/Y bi b1 L'/L of Y'/Y K/K at a, K'/K of Yp/Y

Total economy:
Set I:

1950-55 ----- 43.24 3.83 0.46 1.76 4.1 7.86 0.10 0.78 1. 8 0.36 2.83 6. 5 20.99 0.54 11.33 26.21955-60- 40.46 3.50 .47 1.65 4.1 4.82 .09 .43 1.1 .38 1.83 4.5 17.37 .53 9.21 22.81960-65 ----- 24.17 6.93 .43 2.67 12.3 .46 .05 .02 .1 .38 .17 .7 25.63 .57 14.61 60.41965-70 -- 36.02 6.35 .41 2.60 7. 2 4.58 -.01 -.05 -.1 .42 1.92 5.03 24.23 59 14.30 39.7 l.uSet II:
1950-55 ----- 43.24 3.82 .46 1.76 4.1 7.86 .09 .71 1. 6 .37 2.91 6. 7 20.99 .54 11. 33 26.2 r~O-1955-60 ----- 40.46 3.50 .47 1.65 4.1 4.82 .08 .39 1. 0 .39 1. 88 4.6 17.37 .53 9. 21 22.81960-65 ----- 24.17 6.94 .43 2.98 12. 3 .46 .04 .02 .1 .39 .18 .7 25.63 .57 14.61 60.41965-70 ---- 36.02 6.36 .41 2.61 7. 2 4.58 -.01 -.05 -.1 .42 1.92 5. 3 24.23 .59 14.30 39.7Material production:

Set I :
1950-55 ----- 32.00 5.80 .45 2. 61 8. 2 7.95 .09 .72 2. 3 .36 2.86 8.9 27. 99 .55 15.39 48.11955-60 ----- 33.79 4.07 .49 1.99 5. 9 6.97 .09 .63 1.9 .40 2.79 8. 3 21.90 .51 11. 17 33.11960-65 ----- 12.20 8.02 .44 3.53 28.9 -4. 82 .04 -.19 -1.6 .40 -1. 93 -15. 8 31.87 .56 17.85 146.31965-70 ----- 13.92 6.15 .41 2.52 18.1 9.09 -.01 -.09 -.6 .42 3.82 27.4 27.99 .59 16. 51 118.6Set 11:
1950-55 ----- 32.00 5.84 .45 2.63 8.2 7.95 .09 .72 2. 3 .36 2.86 8.9 27.99 .55 15.39 48.11955-60 ----- 33.79 4.09 .49 2.00 5. 9 6.97 .10 .70 2.1 .39 2.72 8.0 21.90 .51 11.17 33.11960-5 ----- 12.20 8.04 .44 3.54 29.0 -4. 82 .04 -.19 -1. 6 .40 -1.93 -15. 8 31.87 .56 17.85 146.31965-70 ----- 13.92 6.18 .41 2.53 18. 2 9.09 -.01 -.09 -.6 .42 3.82 27.4 27.99 .59 16. 51 118.6

Note: Set I representn wages for ages 25 to 29. Set II represents wages fur all ages. Source: See text.



TABLE XII.-CONTRIBUTION OF FACTOR INPUTS TO ECONOMIC GROWTH IN POLAND WITH Waoo: 1951-70

[in percentj

Education Labor Capital

Asa Asa Asa Asa
percent percent percent percent

Year Y'/Y Q'(Q di di Q'/Q of Y'I/Y L'/L cp ce LInL of Y'/Y bi b1 L'/L of Y'/Y K'/K at a, K'/K of Y'/Y

1951 -7.49 0.48 0.42 0.16 2. 1 1.55 0.07 0.11 1.5 0.35 0.54 7. 2 2.12 0.58 1.23 16.4
1952------------ - 6.24 .83 .44 .37 5.9 1.54 .07 .11 1.8 .37 .57 9.1 2.12 .56 1.19 19.1
1953 ------- -- 10.40 1.30 .57 .74 7. 1 1.52 .09 .14 1. 3 .48 .73 7. 0 2.23 .43 .96 9.2
1954 -- - 10.56 .92 .55 .51 4.8 1.49 .09 .13 1. 2 .46 .69 6.5 2.28 .45 1.03 9.28
1955---------- 8.39 .72 .54 .39 4.6 1.48 .08 .12 1.4 .46 .68 8.1 2.47 .46 1. 14 13. 6
1956 -7.07 .64 .57 .36 5.1 1.45 .09 .13 1.8 .48 .70 9.9 2.68 .43 1.15 16.3 An
1957 -10.76 .93 .60 .56 5.2 .49 .09 .04 .4 .51 .25 2.3 2.74 .40 1.10 10.2 t\D
1958 -5.47 .74 .62 .46 8.4 .46 .10 .05 .9 .52 .24 4.4 2.92 .38 1.11 20.3 O
1959 -5.24 .64 .64 .41 7.8 .73 .10 .07 1.3 .54 .39 7.4 2.92 .36 1.05 20.0
1960- 4.35 1.02 .64 .60 13.8 .58 .10 .06 1.4 .54 .31 7.1 3.12 .36 1. 12 25.7
1961---------- 8.16 1.27 .62 .79 9.7 .74 .10 .07 .9 .52 .38 4.7 3.76 .38 1.43 17.5
1962-2.10 1.74 .63 1.10 52.4 .95 .10 .10 4.8 .53 .50 2. 4 3.21 .37 1. 19 56.7
1963 -- 6.94 1. 59 .62 .99 14.3 1.42 .10 .14 2.0 .52 .74 10.7 3.49 .38 1.33 19. 2
1964----------- - 6.75 2.02 .61 1.23 18.2 1.79 .09 .16 2.4 .52 .93 13.8 3.69 .39 1.44 21.3
1965 -7.00 2.11 .60 1.27 18.1 1.84 .09 .17 2.4 .51 .94 13.4 3.85 .40 1.54 22.0
1966 -7.10 1.97 .59 1.16 16.3 1.49 .09 .13 1.8 .50 .75 10.6 3.98 .41 1.63 23.0
1967------------ - 5.69 1.58 .60 .95 16.7 1.39 .09 .13 2.3 .51 .71 12.5 4.54 .40 1.82 32.0
1968 -9.00 1.02 .58 .59 6.6 1.59 .09 .14 1.6 .49 .78 8. 7 4.63 .42 1.94 21.6
1969------------- 2.92 1.84 .60 1.10 37.7 1.57 .09 .14 4.8 .51 .80 27.4 4.78 .40 1.91 65.4
1970- 5.16 1.82 59 1.07 20.7 1.44 .09 .13 2.5 .50 .72 14.0 5.32 .41 2.18 42.2

Source: See text.



TABLE XIII.-CONTRIBUTION OF FACTOR INPUTS TO ECONOMIC GROWTH IN POLAND WITH 0=2: 1950-70

Education Labor Capital

As a As a As a As a
percent percent pe rcent percent190Year Y'/Y Q'/Q d Id IQ'/Q of Y'/Y L'/L c c LU/L of Y'/Y b I b 3L'/L. of Y'/Y K'/K a Ia K'/K of Y'/Y

1950-55 -- 51.09 2.35 0.50 1. 18 2.3 7.82 0.11 0.86 1.7 0.39 3.05 6.0 11.75 0.50 5.88 11.5
'' 1955460-------- 37.33 1.85 .61 1. 13 3. 0 3.76 .13 .49 1. 3 .48 1.80o 4. 8 15.24 .39 5.94 15. 91960-65- 34.89 3.95 .62 2.45 7.0 6.92 .109 .62 1.8 53 3.67 10.5 19.34 .38 7.35 21. 11965-70 -------- 33.55 2.78 .59 1.64 4.9 7. 71 .05 .39 1.2 .54 4.16 12.4 25.51 .41 10.46 31. 1

Source: See text.

TABLE XIV.-RESOURCE COSTS PER STUDENT IN HUNGARY THROUGH PRIMARY, SECONDARY AND HIGHER SCHOOL AT 1960 PRICES

ln millions of forintsi

Additional Additional if(
School Earnings expenditures Total (I)+ School Earnings expenditures Total (4)+inputs (1) foregone (2) (3) (2)+(3) inputs (4) foregone (5) (6) (5)+(6)School level

Total through 8 years of primary school -21, 312
1 year secondary school -13, 773
2 years secondary school -27, 546
3 years secondary school -41, 319
4 years secondary school -55,092

None None
None 120
9, 029 240

18, 058 360
27, 087 480

21 312 21, 312 None None 21, 312
13,893 659 - - -- - --2 - - - - -- - - - -- - - - - . .
36, 815 - - - - - - - - - - - - - - - - - - - - - - - - - - - -
59, 737-----------------------------
82, 659 55, 092 27, 087 480 -- 82, 659

Total through secondary school-76, 404 27,087 480 103, 971
In percent- 73 26 1 103higher school-25,-- -- -- -- -- -- -- -- -- -- -490 9, 618 399 35, 507 - - - - - - - - - - - - - - - - - - - - - - - - - - - -2 years higher school -- 50 980 19, 236 798 71, 014 ------------ -- ---------------------3 years higher school -76, 470 28, 854 1,197 106, 521 - - - - -4years higher school---------------------------------------------- - 101, 960 38, 471 1, 596 142, 027 0101,960 38, 471 1,496 142,027

Total through higher school -178, 364 65, 558 2,076 245, 998in percent-----------------------------------------------------------73 27 2 100

Source: Searing, "Education and Growth," op. cit., p. 239.

cin



TABLE XV.-RESOURCE COSTS PER STUDENT IN POLAND THROUGH PRIMARY, SECONDARY AND HIGHER SCHOOL AT 1961 PRICES

lin millions of zlotys]

Additional Additional
School Earnings expenditures Total (1)+ School Earnings expenditures Total (4)+

School level inputs (1) foregone (2) (3) (2)+(3) inputs (4) foregone (5) (6) (5)+(6)

Total through 7 years of primary school -11,543 None None 11,543 11,543 None None 11,543
1 year general secondary -5, 369 None 72 5,441
2 years general secondary -10, 738 None 144 19, 882.
3 years general secondary -16,107 1,699 216 23, 022
4 years general secondary -21,476 14,068 288 35, 832 21, 476 14,066 288 35, 832

Total through general secondary - 33, 019 14,068 288 47, 375
In percent - ------------------------------------------------------------------------------------- 2 100

1 year higher school -24, 288 8,574 347 33, 209
2 years higher school -48, 576 17,148 694 66, 418.
3 years higher school -72, 864 25, 722 1,041 99,627
4 years higher school- 97,152 34,297 1 388 132,837
5 years higher school -121,440 42,871 1,735 166, 046 121,440 42,871 1,735 166,046

Total through higher school -154, 459 56,937 2,023 213, 419
In percent -72 27 1 100

Total through 7 years of primary school -11,543 None None 11,543 11,543 None None 11,543
1 year vocational secondary school -7852 None 59 7,911 ---------------
2 years vocational secondary school -15, 704 None 118 14, 822 -----------------------------------------
3 years vocational secondary school -23,556 6,699 117 30,432 23,556 6,699 177 30, 432

Total through basic vocational secondary -35, 099 6,699 177 41,975
In percent -84 16 2 100

4 years vocational secondary school -7,852 7,369 59 15, 280 ----
5 years vocational secondary school -15,704 16,412 118 32,234 15,704 16,412 118 32,234

Total through technical vocational secondary -50, 803 23,111 295 74, 209
In percent ------------------------------------------------------------------------------------------- 68 31 1 100

Source: Searing, "Education and Growth," op. cit., pp. 239-240.



523

APPENDIX

ESTIMATES OF GROSS. NATIONAL (DOMESTIC) PRODUCT IN HUNGARY, 1950-59

As mentioned in the text, gross domestic product in Hungary is reported for
the years 1960 through 1970, and figures and indices of net material product are
reported for the years 1950 through 1970, both in comparable prices. Thus, gross
national (domestic) product in earlier years could be estimated by first taking
the ratio of it to net material product in all years for which both are available,
1960 through 1970, and fitting a parabolic trend line using the method of least
squares through the 11 ratios. The resulting equation of the parabola is
Y=1.23-.00054t-.00075t 2, where Y represents the ratio of gross domestic to
net material product, and t, time, 1960 being taken as equal to -5, 1961 to -4,
and so on.' Using this equation, the ratio between the two products was calculated
for every year from 1950 through 1959, and applied to the net material product
reported in each year to obtain figures for gross national (domestic) product in
Hungary for all years since 1950. These data are presented in appendix table I.

TABLE A-1.-REPORTED NET MATERIAL PRODUCT AND GROSS DOMESTIC PRODUCT IN HUNGARY: 1950-70

[In millions of forints. At constant pricesl

Gross
Net material national Col. 2.

Year product product col. I

(1) (2)

1950- 86,667 ) )
1951- - 100, 534 ) )
1952 -98, 800 ) (
1953 - 110, 934
1954 - 105, 734 ) ()
1955 114, 400 I)
1956 - 101, 400
1957 - 124, 800 )
1958 -131 734 l )
1959 -140, 401 ( )
1960 -153, 059 186,35 1.2 8
1961 - 160,113 195, 247 1.219
1962 -169,679 207, 149 1.221
1963 -178, 834 218, 934 1. 224
1964 -186. 572 229,256 1.229
1965 : -186, 782 231, 443 1. 239
1966--------- 202, 033 248, 648 1.231
1967 -218,469 267, 399 1. 224
1968 -229, 388 280, 620 1.223
1969 -247, 667 299, 895 1.211
1970 -260, 000 314, 800 1.211

l Not available.
Source: Col. I: Derived from the figures and indices reported in KSH, "Slatisztikai Evklonyv 1967", p. 37, and KSH,

"Statisztikai 6vkdnyv 1970", pp. 74-75. Col. 2: KSH, "Statisztikai 8vkdnyv 1970," pp. 74-75.
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I. INTRODUCTION

U.S. Government efforts to normalize economic relations with East
Europe, to put them on the same basis now existing between socialist
countries and the rest of the developed world, have created an environ-
ment which is heightening general U.S. trading interest in the area.
Today, trade statistics as well as the growing number of long-term
contracts concluded between U.S. firms and socialist governments and
the interest of American businessmen in establishing commercial
representation in East European countries confirm the emerging
commercial and economic relationship, which is an important element
in the growing political d6tente with the East.

At variance with the policy of economic normalization and promo-
tion of peaceful trade with East Europe is, on the U.S. side, restrictive
trade legislation of early cold war vintage. Progress in removing this
legislation has been understandably slow because of the complex
nature of trade between centrally planned and free market economies
and because of the fluctuating climate of total East-West relations.

While there has been a major liberalization of export controls on
trade with East Europe since the cold war period, the United States
still only extends most-favored-nation (MFN) treatment to one East
European country, (Poland), and has only begun to grant Eximbank
credits and guarantees to a few countries of the area.

Efforts to remove restrictive legal impediments were incorporated
in a comprehensive trade bill submitted to Congress in April of last

Bonnie Pounds wrote sees. 1, it, Ill, and V, and Mona Levine wrote sec. IV.
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year. A major factor clouding the future of the bill is an amendment
passed by the House of Representatives in December which, if it be-
comes law, would deny MFN tariff treatment and Eximbank credits
to all East European countries, with the exception of Poland, which do
not Fermit free emigration.

Section II of this chapter recounts U.S. Government policies govern-
ing tr-ade with East European countries during the cold war period,
their gradual liberalization from 1959 to 1971, and the present. policy
of normalization of economic relations.

Section III details the principal institutional mechanisms through
which normalization of economic relations with East European
countries is taking place.

Section IV summarizes major trade and economic issues being
negotiated, and the final section presents an outlook for U.S. trade
and economic relations with East Europe.

II. UNITED STATES-EAST EUROPEAN COIMERCIAL RELATIONS:
HISTORICAL BACKGROUND

Eastern Europe (Bulgaria, Czechoslovakia, East Germany, Hun-
gary, Poland, Romania) has historically been a minor trading area
for American business with the exception of a small group of U.S.
firms which have maintained a continuing interest in trading there.
In addition to the practical problems limiting conventional two-way
trade. such as the East European lack of hard currency and the
nature. of their product line, the low level of U.S.-East European trade
has reflected Eastern Europe's traditionally established trade pattern
with Western Europe, the more general self-sufficient character of
the American economy, and East European economic institutions
and trading practices that generally restrain commerce with the West.

But beyond these factors, the small share of U.S. trade with Eastern
Europe has been the result of our overall political relationship with
the Soviet Union and the socialist countries of Eastern Europe. While
the climate of total East-West relationships has fluctuated over the
past decades, neither the policies of peaceful coexistence, peaceful
engagement, nor the era of d6tente as yet have been powerful enough
to remove from the books the residual discriminatory U.S. restric-
tions on trade with the socialist countries erected at the height of the
cold war.

Cold War Restrictions

From the early post-World War II period to the present time, the
Congress has given the President broad discretionary authority to
restrict exports to the U.S.S.R. and the other socialist countries of
Eastern Europe.

Export controls had been used extensively during World War II
to prevent U.S. goods from reaching enemy hands and to assure an
equitable distribution to friendly countries of the relatively limited
supplies for commercial export. At the end of the War, export con-
trols Nvere continued because of existing scarcities, but the United
States treated exports to the Soviet Union and Eastern Europe no
differently than exports to other countries. Post-war improvement of
economic conditions both in the United States and abroad probably
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would have brought about a dismantling of the export control appa-
ratus had the cold war not developed.

As past of the U.S. opposition to the rapid expansion of Soviet
influence and control in Eastern Europe, and in response to other
incidents resulting in what is commonly known as the cold war, the
United States found it appropriate to continue controls over exports
and to make these controls more restrictive toward the U.S.S.R. and
the other socialist countries of Eastern Europe. Legislation enabling
the President to control strategic trade with East Europe as well as
other communist areas was embodied in the Export Control Act of
February 28, 1949. The Act also directed the President to develop, in
cooperation with certain of our allies, a system of parallel strategic
controls. The allies included all NATO countries, except Iceland,
plus Japan. This directive was instrumental in the establishment of
COCOM (Coordinating Committee on Export Controls) in 1949,
when the United States and its major allies agreed to multilateral
controls over exports of selected commodities and technology to the
"Sino-Soviet bloc."

When the Export Control Act was first passed, an American firm
could export only a few goods to the U.S.S.R. or Eastern Europe
under a general license (without prior specific license authorization
from the Department of Commerce). '1 his requirement continued
throughout the Korean war.

Treaties and agreements according most-favored-nation (MFN)
tariff treatment to the East European countries were terminated
during the Korean war when Congress passed the Trade Agreements
Extension Act or 1951. The act directed the President, as soon as
practicable, to "suspend, withdraw, or prevent the application of
MFN treatment to imports from the Soviet Union and from any
nation or area dominated or controlled by the foreign organization
controlling the world communist movement." As a result, imports
from the East European socialist countries lost their automatic
entitlement to conditions of entry comparable with those accorded
products of other nations. (Yugoslavia, having demonstrated its
independent aspirations in the 1948 Tito-Stalin rupture, was the only
East European country to escape the restrictions.)

The most important piece of legislation affecting private credit to the
Eastern Europe today is the Johnson Debt Default Act of 1934, a
measure which prohibits private credit to countries in default on their
debts to the U.S. Government. Although not aimed at the socialist
countries of Eastern Europe as such, the Act's present application is
confined almost exclusively to them. International Monetary Fund and
World Bank members were exempted in 1948, but since none of the
East European countries was a member at that time, the credit
restrictions remained applicable to those countries in East Europe
which were considered to be in default of payments. This included all
of the East European countries, except Bulgaria and Albania.

A further discriminatory restriction on trade with East Europe was
contained in the Agricultural Trade Development and Assistance Act
of 1954, better known as Public Law 480, which prohibited credit sales
repayable in local currencies of agricultural commodities to any
country "dominated or controlled by a communist government."

Mainly as a result of these Cold War trade restrictions and, on the
other side, of the East European reorientation of trade to maximize
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trade exchanges among themselves, U.S. exports to Eastern Europe
were severely curtailed, falling from $133 million annually in 1946-50
(on the average) to $3 million annually (on the average) from 1951 to
1955. U.S. imports from East Europe were less affected, only dropping
from an annual average of $29 million in the 1946-50 period to an
annual average of $26 million in the period 1951 to 1955. This was
mainly because our principal import from East Europe, canned cooked
ham from Poland, was dutiable at the same rate with or without MFN,
and ham imports from Poland increased substantially from 1951 to
1955, offsetting decreases in imports from other East European
coun tries.

Thaw

With the end of the Korean war, the emergence of the concept of
peaceful coexistence, and the deemphasis by Stalin's successors of
economic self-sufficiency goals, the U.S. Government began to grad-
ually( relax some of its trade restrictions as a way to improve relations
with the U.S.S.R. and Eastern Europe.

The Western European countries, whose post-war economies had
experienced rapid economic recovery, were beginning at this time to
resume their historic trading relations with East Europe. The socialist
countries in turn viewed this trade as a means of hastening their
economic growth and of meeting their planning goals. These develop-
ments created pressure on the part of our allies to ease the internation-
ally agreed Western restrictions on exports to the East. As a result,
the International Embargo List was gradually narrowed and the West
European nations reduced their controls accordingly. The United
States did not reduce its export controls as rapidly.

In the United States there still existed strong public anticommu-
nist Feelings, and trading with East Europe was considered tantamount
to trading with the enemy. Not until 1956 was the Department of
Commerce able to publish a list of about 700 items in 57 different
commodity categories that could be exported to East Europe and the
U.S.S.R. without prior license authorization.

SELECTIVE LIBERALIZATION

Ai about this same time, it was becoming clear to U.S. Government
policymakers that Eastern Europe could not be regarded as a mono-
lithic bloc dominated and controlled from one country. The individual
East. European countries showed considerable differences among
themselves, both in their internal systems and in their relations with
one another and with the non-Communist world. Our trade policy
toward individual East European countries became, therefore, one
of selective liberalization.

In specific response to favorable internal and external policy changes
made by Poland, the Eisenhower administration in 1957 introduced
a more liberal system of export licensing to that country. The United
States significantly expanded the type of commodities that could be
exported to Poland without specific prior license authorization and
permitted the approval, on a case-by-case basis, of export applications
to Poland of certain strategic items, denied to other countries of
Eastern Europe, when it could be determined that the goods were
reasonable and necessary for the Polish economy. Since 1957, Poland
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has received more favorable export control treatment than other
East European countries, except, since 1964, Romania.

The United States also responded to the changes in Polish policies
with sales of agricultural products through Public Law 480 programs
repayable in dollars. Eximbank credits were also extended for the pur-
chase in 1957-59 of some $60 million worth of agricultural coro-
modities, polio vaccine, and farm machinery.

In 1960 President Eisenhower restored MFN treatment to Poland
after having determined that it was not Soviet-dominated within the
meaning of the 1951 Trade Agreement Extension Act, and after Poland
had agreed to a settlement of the claims of U.S. nationals whose
property had been nationalized. In the same year, an agreement was
signed with Romania which provided for the reciprocal settlement of
claims and other financial questions with that country.

The partial relaxation of policy between 1956 and 1960 permitted
a modest increase in trade (see table 1).

TABLE I.-U.S. TRADE WITH EAST EUROPE 1 1946-73

ln millions of dollarsi

U.S. exports U.S. imports
to east from eastYear Europe Europe

1946-S50 (average) -133 29
1951-55 (overage)-- 3 26
1956-60 :average -87 481961-65 average -105 71
1966-70 (average) ----------------------------------------------------------- 162 141

-971 ------ ----- ---- ----- - ------------------ 222 166I97 2 ----------------------------------------------------------------------- 272 2251973----------------------------------------------- 606 305

' Includes East Germany, Czechoslovakia, Hungary, Poland, Romania, and Bulgaria.
Source: U.S. Department of Commerce.

KENNEDY AND JOHNSON ADMINISTRATIOXS

In the early and mid-sixties, East-West European trade began to
open up and a substantial U.S. business interest also began to develop
in trading with Eastern Europe. American businessmen began increas-
ingly to chafe under the special U.S. restrictions which placed them
at a disadvantage vis-a-vis their competitors in the other major
industrial countries. The West European business communities were
benefiting, for example, from a more ]iberal policy of export controls,
the availability of long-term credits, and a bilateral trade framework
easing Eastern access to their markets and facilitating export sales to
East Europe.

The Keimedy and Johnson administrations generally supported the
growing U.S. business interest. In addition to policy statements in
support of East-West trade, they continued the previous efforts at
"treating different Communist countries differently." Like Poland in
the 1950's, Romania was singled out in the 1960's for more liberal
treatment. In response to the Romanian initiative to improve its
relations with the West, the United States entered into bilateral
negotiations with the Romanian Government in Washington in 1964
to increase trade and improve relations. As a result of the negotiations
the United States relaxed its export controls on all but goods and
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technology of direct or significant military potential, and Romania
gave aLssurances that it would not permit the re-export of U.S. goods
and technology, and would protect industrial property rights and
processes. Also, several key decisions were made during the Kennedy
administration with regard to private and Government credit and
several positive measures were undertaken as part of President John-
son's policy of "building new bridges to Eastern Europe."

Congressional support, while sensitive to this growing business
interest as evidenced in a number of hearings on East-West trade,
was more responsive to domestic political and ideological opposition
to doing business with East Europe, and this opposition rose sharply
during political-military confrontations. Public objection to trade
with East Europe also manifested itself in pressure on American firms
interested in or engaged in trade with East Europe. In the midsixties
this situation caused the Secretaries of the Departments of Com-
merce, State, and Defense to issue public statements to the effect
that American businessmen who chose to engage in peaceful trade
with the East European countries and the USSR were acting within
their rights and in accord with the policy of the U.S. Government.
The American Government strengthened its position by removing,
in 1906, 400 items from the export control list and by supporting a
series of trade missions to and from Eastern Europe. During this
mixed environment of the 1960's, some Congressional restrictions
on credit sales, the export of agricultural goods, and MFN were
tightened. Others, on the export of commodities, were substantially
reduced.

TRADE LEGISLATION IN THE 1960'S

MFN

Section 231 of the Trade Expansion Act of 1962 provided for
withdrawal of MFN as soon as practicable from those East European
countries (Poland and Yugoslavia) benefiting from it at the time.
Before the full rates were applied to these two countries, the Congress
modified this provision, enabling the President to determine that
extens.on of nondiscriminatory treatment to Poland and Yugoslavia
was important to the U.S. national interest and would promote the
independence of these two countries from domination or control by
international communism. At the same time, however, the Congress
removed the discretion to extend MFN status to the other East
European countries which was previously available to the President.

The Johnson administration-sponsored East-West Trade Relations
Act of 1966 would have given the President the authority to restore
MFN treatment to individual socialist countries under a commercial
agreement negotiation. The principal stumbling block to this plan to
dismantle trade restrictions was congressional opposition to the
Vietnam war. Similar legislation was reintroduced in 1969 by Senator
Magnuson and again in 1971 through the administration's East-West
Trade Relations Act. Both attempts were unsuccessful. As a result,
Poland. (and Yugoslavia) are the only East European countries
today receiving MFN status and the President presently has no
authority to extend MFN to any other socialist country. Passage of
the 19,3 trade reform bill currently in Congress would, however, give
the President the necessary authority to restore MFN to individual
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East European countries, permitting their products to pay duty at
the reduced rates applicable to products from most other countries,
rather than at the tariff rates prescribed in the Tariff Act of 1930.

Export credit

A significant step forward in the private credit area was made during
the Kennedy administration when the Attorney General interpreted
the Johnson Act to permit short- and medium-term credits linked to
U.S. export transactions. Sales in which the Export-Import Bank
participates with guarantees or insurance were also specifically ex-
empted by statute from the prohibitions of the Johnson Act. This
ruling removed a barrier to the sale of East European countries of
capital goods, where medium-term credits of up to 5 years are common.

However, the Johnson Act, still on the books, continues to serve as
an impediment to investment-type activity in East Europe, since there
is always the potential for litigation. The Nixon administration pro-
posed in the 1973 Trade Reform Act that the Johnson Act be stricken
from the books. Because of a lack of jurisdiction by the Ways and
Means Committee, this step was not taken in the bill ultimately
passed by the House. In testimony before the Senate Finance Com-
mittee, however, administration witnesses proposed that this com-
mittee reinsert the repeal of the Johnson Act into the bill.

A step backward in the Government credit area in the 1960's was
the congressional restriction, effective beginning in 1964, prohibiting
Eximbank loans or guarantees to any Communist state, unless the
President specifically determines it to be in the national interest.

Prior to the imposition of this restriction in 1964, there were no
congressional restraints on the Bank's ability to extend normal credits
to the Eastern European countries and the U.S.S.R. For example,
immediately following World War II the Eximbank extended credits
to Czechoslovakia and Poland before the Communist regimes were
established there. These credits were serviced by the successor Com-
munist governments. Three credits valued at $60 million in the
1957-59 period were also extended to Poland.

In February 1964, forward movement was picked up again when the
President determined that the bank could support, through guaran-
tees, credit sales of U.S. agricultural products to East European
countries with the exception of East Germany, with which we had
no relations. Later, in June 1964, a determination was issued permit-
ting the Export-Import Bank to provide normal commercial credit
guarantees for the sale of all peaceful goods to Romania. Pursuant to
the determination, the Eximbank engaged in a transaction involving
a $20 million gurarantee for a petrochemical plit. In October 1964,
the President extended the authorization to include Poland, Hungary,
Bulgaria, and Czechoslovakia. In opening up the availability of credit
guarantees for industrial export transactions, the competitiveness of
the U.S. exporter to obtain a larger share of the East European market
was increased. The policy of the United States on guarantees of long-
term loans still placed U.S. firms at a disadvantage in competition for
sales in connection with major projects to the East.

Later, in 1968, in response to the Vietnam War, and the year of
the invasion of Czechoslovakia, the Fino amendment to the Eximbank
Act was passed prohibiting all Bank financing to Communist countries

32-765-74-35
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giving assistance to a nation (North Vietnam) engaged in armed
conflict with U.S. Armed Forces. All Eximbank financing to Eastern
Europe was stopped (except for Yugoslavia).

Agricultural exports

Legislation governing Public Law 480 shipments to Eastern Europe
was also tightened in the mid-sixties. In 1964, Public Law 480 credit
was reduced to 5-year terms for Communist countries provided they
were not "dominated or controlled by the foreign government or
foreign organization controlling the world Communist movement."
Unti. 1964 only Poland had been found to qualify. From 1957, the
year in which Poland became eligible for Public Law 480 credit,
until 1964, the United States concluded eight Public Law 480 agree-
ments with Poland aggregating $538 million worth of agricultural
commnodities.

In 1966 the Findley amendment to the Agricultural Trade and
Development and Assistance Act (Public Law 480) took effect. It
absolutely prohibited Public Law 480 agreements for the sale of
surplus agricultural commodities with foreign governments that
trade with, or permit their ships or aircraft to transport goods to,
North Vietnam. Since 1966 no East European country has received
Public Law 480 commodities.

However, there have never been any discriminatory legal restric-
tionE on Commodity Credit Corporation (CCC) credits for exports
to Eastern Europe or the U.S.S.R. Under the CCC, set up in 1962
to provide export financing of specified U.S. agricultural commodities
from privately owned stocks, grains, cotton, and vegetable oil have
been shipped to East Europe, mainly to Poland and Romania.

Export controls

The election of President Nixon and the subsequent reduction of
U.S. combat forces in Vietnam appeared to blunt public and con-
gressional criticism of trade with the socialist countries of East Europe.
The Congress, in enacting the Export Administration Act of 1969,
for the first time since the Cold War urged the expansion of East-West
trade while reaffirming Presidential authority to control such trade
for a variety of purposes, including national security and foreign
policy.

With the passage into law of the Export Administration Act, as
amended by the Equal Export Opportunity Act of 1972, the Depart-
ment of Commerce promptly intensified its review of the controlled
commodities and began a review of the licensing procedures. The
general trend in the dministration of export controls since 1969 has
been toward the liberalization of controls in all but the most definitely
strategic-sensitive items.

FIRST OFFICIAL GOVERNMENT POSTWAR TRADE SURVEY MISSION

Agsinst this improved background for trade the then Deputy
Assistant Secretary of Commerce Harold C. Scott led the first official
Government postwar trade survey mission to Eastern Europe in
June of 1970. It was a low-key, factfinding mission to Bulgaria,
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Czechoslovakia, Hungary, Poland and Romania. The discussions
were exploratory in nature and did not extend to negotiations. The
purpose of the mission was to concentrate on identifying areas where
possible improvement of trade relations under existing circumstances
were feasible and in such areas to discuss specific plans of action.

The mission brought back "shopping lists" consisting of major
technology or plants which each country was interested in buying or
coventuring. Using these shopping lists the Department of Commerce
began working with the East European embassies and their foreign
trade officials to identify qualified American companies, determine
their interest and arrange introductions. This trip was followed up the
next year by Secretary of Commerce Stans, who visited Romania in
the spring and Poland in the fall to explore ways of furthering trade.

The year 1971 saw further liberalization in the exercise of U.S.
export control regulations and stepped up trade promotion efforts by
the U.S. Government to increase the opportunities for peaceful trade
with Communist countries. In mid-1971, Congress eliminated the
Fino Amendment of 1968 to the Eximbank Act and made Export-
Import Bank financing of sales to Communist countries possible upon
a determination that such financing would be in the national interest.
This enabled President Nixon on November 30, 1971, to issue a
determination which made Romania eligible for Export-Import Bank
financing. Similar determinations were made for the U.S.S.R. and
Poland in October and November of 1972.

An amendment to the Foreign Assistance Act of 1971 authorized
Overseas Private Investment Corporation (OPIC) programs in
Romania (and Yugoslavia) if the President determined it to be in the
national interest. In March of 1972 the President made this deter-
mination for Romania and now OPIC's loan guaranty and investment
insurance programs are available there.

The Normalization of Trade and Economic Relations

Through a variety of Presidential initiatives opening the way for
political and economic rapprochement with the U.S.S.R. in May of
1972, the basis was laid for the normalization of our relationships with
the East European countries. Following the Moscow summit, the
President visited Poland, where an American-Polish Trade Commis-
sion was formed. Two Joint Commission meetings, one in Warsaw
and the other in Washington, were held that year to facilitate trading
relations between the countries.

Also, in response to the willingness of Hungary and Romania to
normalize their commercial and trade relations, the Secretary of State
visited these two East European countries. In Bucharest, Secretary
Rogers signed a consular convention and liberalized the regulations
for Romanian ships calling on U.S. ports; in Budapest agreement was
reached to start talks on settling Post-World War II American
claims.

Late in 1972 the first U.S. Government Trade Development Office
in East Europe was opened in Warsaw, and the Bureau of East-West
Trade was established within the Department of Commerce. The
Bureau's main objective has been to help equalize the odds American
enterprise faces in dealings with centrally planned economies. This
objective has been furthered through business assistance and trade
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promotion programs tailored to the East European countries, and
the provision of staff support for the Joint Commissions established
thus far with the U.S.S.R. and Poland and Romania (see section II).

Efforts to normalize economic relations on both sides were reflected
in additional intergovernmental trade discussions in 1973 resulting in
the further reduction of impediments to trade and the acceleration of
trade promotion activities.

In June of 1973, the Department of Commerce opened the East-
West Trade Center in Vienna to coordinate U.S. trade promotion
activities throughout Eastern Europe and to serve as an Eastern
Europe trade information center for U.S. businessmen.

Economic and trade talks were held during the course of 1973 in
Poland, Hungary, and Czechoslovakia, and in the United States with
Romania and Bulgaria. In Poland, the U.S. delegation attended the
third session of the American-Polish Trade Commission, in which
progress was made on business facilitation questions as well as on
maritime matters and industrial cooperation. The Hungarian talks
centered on the interest of Hungary in technological and produc-
tion links with U.S. companies, and the discussions in Prague on
settling outstanding financial claims.

A visit of the Romanian President to the United States lent great
importance to the Washington talks with the Romanians, which were
highlighted by the issuance of a joint statement on economic, indus-
trial and technological cooperation, including a provision establishing
a Joint Economic Commission. In July 1973, during the visit of the
Bulgarian delegation, headed by Deputy Minister of Foreign Trade
Andrei Lukanov, specific steps for improving our economic and trade
Telations were discussed. Other notable achievements in United
States-Bulgarian relations in the fall of last year included the negotia-
tion of a consular agreement, an agreement to create a United States-
Bulgarian Economic Council, and the signing of a $1 million contract
by an American firm to provide Bulgaria with agricultural equipment
and technology.

As a result of U.S. efforts in the 1970's to normalize our relation-
ships with the socialist countries, our two-way trade with individual
East European countries is showing a steady upward trend (see
table 2).

TABLE 2.-U.S. TRADE WITH EASTERN EUROPE, 1970-73

[In millions of dollars]

U.S. exports to- U.S. imports from-

Country 1970 1971 1972 1973 1970 1971 1972 1973

Bulgaria -15.3 4.4 3.4 6.5 2.4 2.6 2.9 4.5
Czechoslivakia -22.5 38.7 49.4 72.1 23.9 23.6 28.0 35.2
GermanIemocratic Republic 32.5 25.4 14.9 28.0 9.4 10.1 10.3 10.5
Hungary ------------- 28.3 27.9 22.6 33.0 6.2 7.8 12.7 16.4
Poland -69.9 73.3 111.8 350.0 97.9 107.6 139.2 181.9
Romania -66.4 52. 5 69. 4 116.6 13. 4 13.8 31.5 55. 7

Total -234.9 222.2 271. 5 606.2 153.2 165.5 224.6 304.2
U.S.S.R -118.7 162.0 546.8 1, 190.2 72.3 57.2 95.5 213.9

Giandtotal -353.6 384.2 818.3 1, 796.4 225.5 222.7 320.1 518.1

Source: U.S. Department of Commerce.
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III. INSTITUTIONAL MECHANISMS FOR THE NORMALIZATION OF TRADE,
JOINT TRADE, AND ECONOMIC COMMISSIONS

The Joint Commissions established by President Nixon and the
leaders of the Soviet Union, Poland, and Romania are the inter-
governmental instrumentalities through which the normalization of
trade and economic relationships with these countries is taking place.
The cold war legacy and the complex problems inherent in trading
between centrally planned and free market economies called for an
institutional mechanism which would highlight the trend of d6tente
and allow for a more definitive and responsive interface between the
widely differing economic systems.

While the use of the Joint Commissions represents a new departure
for the United States, the West European countries have used the
Comrnission mechanism in their relations with the East European
countries since the 1960's.

The Joint Commissions with the Soviet Union I and Poland were
established at the summit meetings in Moscow and Warsaw in mid-
1972 and they are today providing an effective mechanism for resolv-
ing outstanding economic and commercial matters. The first American-
Romanian Economic Commission meeting, established during Presi-
clent Ceausescu's visit to Washington in December 1973, took place in
Bucharest in April of this year.

The American-Polish Trade Commission

STRUCTURE AND COMPOSITION

The American-Polish Trade Commission consists of a United States
and a Polish section, each with its own chairman. The cochairmen are
the Polish Minister of Foreign Trade and the U.S. Secretary of Com-
merce. Other members of the U.S. section include the Under Secretary
of the Department of State, as vice chairman; the Under Secretary
of the Treasury Department; the Deputy Legal Advisor of the De-
partment of State as counsel; and the Deputy Assistant Secietary of
Commerce for East-West Tiade, as executive secretary.

The Secretariat for the U.S. section is in the Department of Com-
merce's Bureau of East-West Trade. Commission rules and pro-
cedures provide for meetings at least once a year.

FUNCTIONS

Following the establishment of the Commission, two meetings were
held in 1972, one in early August in Warsaw, and the other in Novem-
ber in Washington, D.C. At the November meeting, agreements were
reached on a number of basic commercial and economic issues, includ-
ing the reciprocal availability of trade credits; expanded arrange-

I For Information on the structure and functions of the U.S.-U.S.S.R. Commercial Commission, see
"United States-Soviet Commercial Relations," Sorite Economic Prospects for ,he Seren.iev: A Compendium
of loapers Submnnitted to the Joint Economic Committee, Congress of the United States, June 28 1973 Joint
Committee Print, 93d Congress, Ist Session (Washington, D.C.: U.S. Government P'rinting Mtcee 1973),
pp. 656-58.



542

ments for business facilities; and third country arbitration. As a
result of these agreements, United States and Polish officials antici-
pated that trade between the two countries would at least triple
during the next 5 years, which would mean a two-way trade of $600
million.

The delegates to the third session led by Secretary of Commerce
Frederick B. Dent in September of last year took up some of the more
practical problems confronting businessmen of each country. Among
the matters discussed were long-term industrial cooperation, includ-
ing joint ventures, business facilitation, maritime issues and agricul-
tural purchases. During the meeting, Polish officials informed the
U.S. delegation that construction of the Warsaw International Trade
Center and housing complex, scheduled for completion in September
1975, had been initiated, and advised of their country's pending
publication of regulations for joint ventures and taxes. The Commis-
sion also exchanged notes providing access to U.S. ports for Polish
vessels and the U.S. delegation authorized the opening of a trade
office in San Francisco by the Polish Chamber of Foreign Trade.

During Joint Commission meetings, much of the work is accom-
plished in special working group sessions. At the last Commission
meeting, joint working groups on business facilitation, commercial
matters and agricultural commodities trade were created to take up
most of the items on the agenda. The working group approach
has proved effective in bringing together the experts in these areas
from both sides.

Special Commission working groups can also meet between plenary
sessions. For example, in March 1973, the Trade Commission's
Joint Working Group on Business Facilities met in Warsaw to dis-
cuss in detail the framework for business representation in the re-
specltive countries.

During the time the Joint Commission has existed, United States-
Polish trade has soared. U.S. exports to Poland were $73 million in
1971, increased to $114 million in 1972, and reached $350 million in
1973. Polish exports to the United States were $108 million in 1971,
$139 million in 1972, and have reached $182 million in 1973. With
these gains continuing, the goal to triple overall American-Polish
trade in 5 years, established at the second Joint Commission meeting,
will be achieved well ahead of schedule.

The Secretariat has recently published a report entitled "American-
Polish Commercial Accords 1972-73." The report is basically a
chronology of American-Polish trade relations since the formation of
the Joint Commission in June 1972. Contained in the report are texts
of the series of agreements and understanding reached at the first
three Commission meetings, together with summaries and relevant
communications between the principal represtnatives of the American
and :Polish Governments.

Joint Economic Commission With Romania

An American-Romanian Economic Commission to assist the grow-
ing Economic and commercial relationships between the two countries
was established during the visit of Romania's President Nicolae
Ceausescu to the United States in December 1973. The Joint Economic
Commission, announced in a "Joint Statement on Economic, Indus-
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trial and Technological Cooperation," will consider questions and
problems relating to the reciprocal establishment of business facilities
to promote economic cooperation, as well as any other matters arising
in the course of economic, industrial, and technological cooperation.

The Joint Economic Commission is similar in structure to the Joint
Trade Commissions with Poland and the membership of the U.S.
section of the Commission is the same. The Secretary of Commerce
heads up the U.S. side. Ion Patan, Vice President of the Council of
Ministers and the Minister of Foreign Trade, was named Chairman of
the Romanian section. The first Commission meeting took place in
Bucharest in April 1974.

Joint Chambers of Commerce

Another approach to business cooperation between the American
private sector and the East European countries is through Joint
Chambers of Commerce.

In November of last year, the U.S. Chamber of Commerce and the
Bulgarian Chamber of Commerce and Industry agreed to establish a
Bul garian-United States Economic Council to stimulate and broaden
trade and industrial cooperation between the two countries.

During President Ceaiisescu's visit to Washington in December
1972, the United States-Romanian Economic Council was formed
through an agreement by the Chamber of Commerce of the United
States and the Romanian Chamber of Commerce. The Council is con-
sidering ways to expand trade and economic cooperation between the
two countries, eliminate obstacles to the flow of trade, and facilitate
the exchange of commercial information. The Council's first joint
meeting was held in Bucharest beginning May 31.

A preliminary agreement has also been signed between the Polish
Chamber of Foreign Trade and the U.S. Chamber of Commerce to
form a United States-Polish Economic Council which will seek to
develop solutions to problems experienced by either party in doing
business with the other.

East-West Trade Policy Committee

In order to anticipate and more expeditiously deal with policy
questions as they arise, President Nixon created in the spring of 1973
an East-West Trade Policy Committee under the chairmanship of his
then principal economic advisor, George Shultz, Secretary of the Treas-
ury. The President also designated the Secretary of Commerce,
Frederick B. Dent, to serve as Vice Chairman of the Committee. Other
members of the Policy Committee include: the Secretary of State,
the Executive Director of the Council on International Economic
Policy, and the Special Representative for Trade Negotiations.

The Policy Committee has a working group chaired by the Under-
Secretary of the Treasury which meets more frequently. Representa-
tives from the member agencies participate as do other Government
agencies, such as the Departments of Defense, Agriculture and Exim-
bank, when appropriate. The working group can be assembled quickly
to reconcile any interagency differences on East-West trade matters
and to obtain a consensus on anticipated issues.

The Policy Committee Working Group has proven to be very ef-
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fective in bringing together a variety of expertise not readily available
in a single-agency effort. It has also facilitated coordination of policy
development through lines into the U.S. Government agencies furnish-
ing working group members.

IV. MAJOR NEGOTIATING ISSUES

President Nixon's visit to the U.S.S.R. and Poland in the spring
of 1972 signaled the beginning of negotiations for normal commercial
relations with most of the countries of Eastern Europe. In order for
Amefican companies to do business in this area of the world on the
same basis as their foreign competitors, the outstanding economic and
commercial issues must be resolved. Some of these unresolved issues
such as the absence of Export-Import Bank credits directly affect the
ability of U.S. companies to do business. The lack of agreement on
other issues may be considered by the country involved as evidence
of discrimination by the United States in its commercial policy. The
effect on American business is equally important. In centrally directed
economies where the price of product is not the principal factor in the
purchasing decision, the contract often goes to the firm of the country
with which the Eastern European country has a normal relationship.

The following discussion outlines the economic and commercial
issues outstanding between the United States and the Eastern Euro-
pean countries. The state of U.S. commercial relationships ranges
from the near normality of our relationships with Poland and Romania
to East Germany and Albania with which the United States has yet
to establish diplomatic relations.



TABLE 3.-STATUS OF COMMERCIAL RELATIONS WITH SOCIALIST COUNTRIES

People's
Czechoslo- East Republic

Albania Bulgaria vakia Germany Hungary Poland Romania U.S.S.R. of China Yugoslavia

Diplomatic Recognition - No - Yes - Yes- (1) - Yes - Yes - Yes - Yes- No - Yes.
MFN ------ No- No - No- No - (2)_---- Yes - (2)_-------- (a)_----- No - Yes.
Exim-bank -No- No - No - No - No - Yes - Yes - Yes- No - Yes.
OPIC -No- No -No- No -No -No -Yes- No - No -Yes.
Mairtime Agreement- No - No - No- No - No- (3) - No - Yes - No - No.
Double Taxation Treaty - No- No - No - No- No - (4) - Yes - No - No - No.
Consular Convention -No - Yes - Yes - No - Yes- Yes - Yes - Yes - No - Yes.
Civil Aviation Agreement - No - No - Yes - No- (4) Yes - Yes - Yes - No- (5).

Defaulted Bonds Outstanding -No- () - () - Yes- () (4) - (1) Yes - Yes- No.
Financial Claims Outstanding -Yes - No- (4) - Yes - No - No- No - No - Yes - No.
Johnson Act Applicability -No - No - Yes- (a)- Yes - Yes - No - Yes - Yes - No.
Fisheries Agreement -No- No - No - No - No - Yes - Yes - Yes - No - No.
Science, Technology Agreement -No - No - No - No - No - Yes - No - Yes - No - Yes.
Joint Commercial Commission -No - No - No - No - No - Yes - Yes - Yes - No - No.
Joint Trade Council (Private) -No - (7) - (4) - No - (3)- () -() - Yes - Yes- ()
Trade Agreement -No - No - No - No - No - No - No - (2)- No - No.
Long-Term Economic Cooperation Agreement -No - No - No - No - No - No - No - Yes - No - No.

I Under negotiation. 0 Unilateral permit only.
2 Co nmit.nents; congressional action required. 6 Subject to legal interpretation.
3 Dis:ussion initiated. 7 With U.S. Chamber of Commerce.
4 Prelininary agreement reached.
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Most-Favored-Nation Status

The most important outstanding issue is the U.S. denial of Most-
Favcred-Nation (MFN) tariff treatment to imports from Albania,
Bulgaria, Czechoslovakia, East Germany, Hungary, and Romania, as
well as from the U.S.S.R. MFN status was withdrawn from these
countries in the Trade Agreements Extension Act of 1951, at the
height of the cold war. Of the Eastern European countries, only
Poland, which was also subject to this restriction until 1960, is now
exempt. In December of that year, the President determined that
Poland had shown the requisite independence from the world Com-
munist movement and restored MFN to that country.

The Eastern European countries view the denial of MFN status
by the United States as discriminatory. They resent treatment as
"secrnd class trading partners" and have made it known that this
issue must be resolved before our trade can increase substantially.

The Trade Reform Act of 1973, as introduced in the House of
Representatives, provided for extension of MFN to the socialist
countries. After amendment in the House of Representatives, the
bill now authorizes the extension of MFN to any nonmarket economy
country only after the President determines that it does not deny
its citizens the right or opportunity to emigrate and imposes no more
than nominal exit taxes, fees, or similar charges. Either the House or
the Senate may vote to deny the extension of MFN by a simple
majoiity within 90 days of the President's notification to the Congress
of the extension.

Furthermore, after MFN is extended, the President must continue
to submit to Congress a determination on the emigration policies of
the countries receiving MFN every 6 months. Congress then may
withdraw the nondiscriminatory treatment within 90 days. Poland
and Yugoslavia are exempt from this provision of the legislation, since
they ieceived MFN status prior to introduction of this bill.

MFN status can be extended either by Presidential determination
(subject to congressional approval) or by commercial agreement.
Commercial agreements concluded with nonmarket economies involv-
ing the extension of MFN are limited to a 3-year duration, with a
3-year renewal period permitted if a satisfactory balance of trade
conceessions has been maintained. Agreements must contain provisions
for suspension or termination on the bases of national security, market
disruption (with corresponding import relief measures), protection of
patents, settlement of commercial disputes and consultations for
review of operation of the agreement and other aspects of bilateral
relations.2

Ask e from the symbolic importance which the Eastern European
countries place on nondiscriminatory tariff treatment, the extension
of MFN can be expected to have the economic impact of increasing
U.S. exports to these countries, as well as enlarging imports from them.
The economic impact of MFN extension on the earnings of hard
currency will vary widely by country due primarily to the kinds of
products which it is likely to export. As imports from Eastern Europe
become more competitive in the United States (as a result of lower
tariffs), additional hard currency reserves will be generated, per-
mittingf these countries to purchase additional U.S. exports.

21H.R. 10710, "Trade Reform Act of 1973," 93d Congress, Ist Session, Dec. 12, 1973, title IV, pp. 129-137.
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Although the provisions of the Trade Reform Act of 1973 restrict-
ing MFN were directed originally toward the Soviet Union, the burden
of higher tariffs has tended to fall more heavily on the Eastern Euro-
pean countries.

A 1972 Tariff Commission report I points out that of the total im-
ports from all the socialist countries, more than half continue to enter
at rates virtually the same as those applied to imports from countries
accorded MFN status.

In 1951, when MFN was withdrawn, imports from Eastern Europe
totaled $71 million. Only 43 percent of this total became subject to
substantially higher duties at the time of withdrawal. In 1966 about
70 percent of U.S. imports from these countries entered at duty-free
rates or at rates which were similar to MFN rates. In 1970, only
one-third of the total imports entered at the higher rates. However,
of the $88.3 million total imports from the socialist countries in 1966,
more than half consisted of articles from the U.S.S.R., which avoided
the higher tariff. U.S. imports from the Soviet Union have traditionally
consisted of raw materials, which enter at reduced duty rates. The
Eastern European countries, on the other hand, increasingly have
exported industrial goods to the United States, which are subject to
the full column 1 rates. This trend is due to the gradual economic
development which has led to concentration of production in a few
industries.

Thus, in the 3 years mentioned, 1951, 1966, and 1970, virtually all
imports from the U.S.S.R. escaped the higher duty rates; whereas
one-third of the total imports from the U.S.S.R. and the other Eastern
European countries were subject to higher rates.

Credits

The availability of financial credits is also of importance in the
normalization of commercial relations. Facilities of the U.S. Export-
Import Bank are extended by Presidential determination. In Novemi-
ber 1971, President Nixon determined that Eximbank facilities should
be made available to Romania. Eximbank authorized its first direct
loan to Romania amounting to $1.2 million in September 1972. The
loan was made to help finance a $3.2 million sale of U.S. equipment and
services for an offshore drilling platform. In April 1973, Eximbank
authorized a $20 million direct loan in support of a $44 million sale of
three Boeing 707 jet aircraft to Romania. More recently, a $13 million
loan was authorized for construction of a tire production facility in
Floresti, Romania. In addition, Eximbank also will provide a financial
guarantee for about $13 million if required. Total exposure to date
(mid-March 1974) in Romania amounts to $80 million.

A similar determination to extend Eximbank facilities was made by
the President with respect to Poland in November 1972. The extension
of credits to Poland was part of a reciprocal arrangement agreed upon
at the second session of the American-Polish Trade Commission. In
return, credit facilities of the Bank Handlowy W. Warszawie S.A. and
the Polish foreign trade organizations were made available to American
importers. 4

3 Anton F. Malish, Jr., United State8-East European Trade. Considerations Involved in Granting alost-
Farored-Nation Treatment to the Countries of Eastern Europe, Staff Research Studies, No. 4, U.S. Tariff
Commission, 1972, pp. 14-19.

4 " Fact Sheet on Joint American-Polish Trade Commission, Second Session, November 4-8, 1972." U.S.
Department of Commerce.
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Exposure in Poland at this time (mid-March 1974) totals $126
million. Of this amount, $41.7 million was extended for construction
of five meat processing plants (three separate loans). Other large loans
include $13.5 million for construction of an iron foundry and $24.9
million for equipment and technical assistance for brass and copper
rolling and processing.

To date, only Poland and Romania are eligible for Eximbank
credits. Other Eastern European countries may be made eligible if the
Presic.ent determines that it is in the national interest to do so, under
the Export Expansion Finance Act of 1971.

In addition to Eximbank credits, Eastern European countries have
utilized Commodity Credit Corporation credits to finance agricultural
purchases in the U.S. A moratorium was placed on new credits in
March 1973, due to the tight world commodity supply situation and
market conditions.

Another source of credit, Overseas Private Investment Corporation
(OPIC) loan guaranty and investment insurance programs, has been
made available to Romania. Extension of OPIC programs to Romania
(and Yugoslavia) was authorized in a January 1972 amendment to the
Foreign Assistance Act of 1971. President Nixon made the determina-
tion that such an extension would be in the national interest in March
1972, and an implementing procedural agreement was signed in
April 1973. OPIC programs include: Pre-investment survey cost-
sharing; war, expropriation and inconvertibility risk insurance; long-
term loan guarantees and a limited amount of small, direct loans.

The extension of credit facilities to the Eastern European countries
could be restricted by the terms of the Trade Reform Act of 1973.
The legislation, as approved by the House of Representatives in
November 1973, requires that the Eastern European countries be sub-
ject to the same restrictions concerning availability of credits as they
are concerning extension of Most-Favored-Nation tariff treatments

Business Facilitation

The day-to-day problems of transacting business in the socialist
systems of the Eastern European countries remain impediments to
normalized commercial relations in all countries, even Poland, where
the basic issues of MFN and credits have been resolved. U.S. firms
face major obstacles in dealing with the state foreign trade organiza-
tions. Consequently, the U.S. Government seeks to resolve problems
in areas of business facilitation such as establishment of offices and
access to end-users on a bilateral government-to-government basis.

A special effort is being made by the U.S. Government to assist
Ameriean firms in resolving day-to-day operating problems in the East-
ern European countries. Because American firms must negotiate with
local governments, the U.S. Government assists American firms in
establishing themselves in these markets to a greater extent than is
the ca;e in Western markets.

TRADE REPRESENTATION

U.S. firms may want to open permanent sales offices in these coun-
tries. For many firms, using the services provided through the state
representation agencies and making frequent visits are not sufficient.

A Hi.R. 10710, "Trade Reform Act of 1973."
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At the beginning of 1974, Poland and Romania were the only Eastern
European countries permitting the establishment of representational
offices by foreign firms.

Under a Romanian decree issued in 1971 permitting the establish-
ment of offices by foreign firms, five U.S. firms currently operate
offices.' Two, East Europe Import and Export, Inc., and Moody
International, operate representational offices. The offices of the other
companies (IBM, Singer Corp. and Ingersoll-Rand) are sales offices.

Costs of authorization and annual fees usually total more than
$1,000. Firms operating offices are also subject to a sliding turnover
tax. In addition, the hiring of Romanian personnel is done through the
Romanian Chamber of Commerce, and salaries and wages must be
paid in convertible currency to the Chamber, which in turn pays the
employee in Romanian currency.

Polish regulations on establishment of offices are similar to Ro-
manian rules. Again, license fees are high, and must be paid in hard
currency at the official exchange rate, which is significantly lower
than the tourist rate. The accreditation procedures can take several
months. Seven U.S. firms have accredited offices: Monsanto Corp.,
Control Data Corp., IBM, Singer Corp., Hewlett-Packard, Dow
Chemical Corp., and Pullman, Inc.

Hungary, Czechoslovakia, and Bulgaria do not permit the establish-
ment of offices by foreign firms. Such permission from these govern-
ments and improvement in procedures and facilities in all the countries
are sought by the United States.

OFFICE FACILITIES AND HOUSING

In all the Eastern European countries, office facilities and housing
are difficult to obtain. Communication needs, such as telephones
and telex, office supplies, and suitable housing for visitors are expensive
and not readily available.

ACCESS TO END-USERS

Most negotiations for business transactions are carried on between
The U.S. firm and the foreign trade organizations. It is difficult for
the foreign businessmen to deal directly with the end-users in the
appropriate ministry or industry until the most advanced stages of
negotiation, if at all. Better access to end-users is another issue being
discussed with the individual Eastern European countries.

RELAXATION OF VISA RESTRICTIONS

Both the United States and the individual Eastern European
countries are interested in obtaining less-restrictive visa policies for
their citizens. The issue is currently under negotiation with the
different countries.

These business facilitation issues will continue to be discussed in
the bilateral commissions which the United States has formed with
Poland and Romania and through direct negotiations with the other
countries.

"'Decrec on Authorization and Working Regulations of Commercial Agencies Set Upby Foreign TradingFirms and Economic Organizations in the Socialist Republic of Romania," Decree No. 15 of January 25,1971, Ofxlcial Bulletin of the Socialfet Republic of Romania, No. 10, January 27,1971.
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Industrial Cooperation and Joint Ventures

The U.S. Government encourages the establishment of cooperative
projects between U.S. firms and the industrial organizations of the
Eastern European countries. Romania and Hungary have published
implementing regulations permitting foreign equity participation of
up to 49 percent. The original law passed by the Romanian Council
of State on March 17, 1971, specified that joint ventures could be
formed in the fields of industry, agriculture, tourism, trtisport and
scientific and technological research.7 Production is to be intended
particularly for export.

Because the initial legislation was rather vague as to terms and
conditions of joint venture operations, the Romanian Government
issued two detailed implementing regulations on November 3, 1972.

The first regulation specifies procedures to be followed in the
establishment, organization, and functioning of a joint company.8

Chapter I of the regulation defines eligible participants, areas of
activity and goals, and guarantees transfer abroad in hard currency
of all profits and the participating investment quota after deduction
of taxes and other obligations. It also stipulates that the companies
must develop annual and 5-year economic and financial plans.

Chapter II outlines the constitution and organization of a joint
company. The company may be set up as either a joint stock or a
limited liability company. The contract of association and statutes
must stipulate the contracting parties, legal form, name, objective,
registered office, and duration. It must also designate the capital and
subscriptions, transfer of shares, number and value of shares, rights
and obligation of partners, and the first management bodies. The
statutes must also include provisions for the organization and opera-
tion o t the company, including general and board of directors meet-
ings, method of voting, appointment and remuneration of officials,
and accounting procedures.

The contribution of the foreign partner to the subscribed capital
may be in the form of financial capital, a share in goods, or industrial
property or other rights. In addition, the Romanian contribution may
include the equivalent value of the right of use of ground which the
Romanian state makes available to the joint company. The financial
capital will be deposited in the Romanian Bank for Foreign Trade
in the currency agreed upon.

The Romanian partner must obtain the approval of the State
Planning Committee, the Ministry of Finance, the Ministry of
Foreign Trade, the Ministry of Labor, and the Romanian Foreign
Trade Bank before entering into a joint company. The two partners
must then seek the approval of the Council of State by decree, at
the proposal of the Council of Ministers.

In chapter III, the legislation details the actual operations of joint
companies. Expenses are to be paid in the currency agreed upon in the
contract. Small expenses may be paid through a lei account with the
Romanian Foreign Trade Bank. Raw materials and supplies can be
purchased internally in the agreed upon currency or imported. Output

7" Law on Forelgn Trade and Economic and Technlco-Scientific Cooperation Activities In the Socialist
Republic DI Romania," Law No. 1, Oicial Bulletin of the Socialit Republic of Romanta, No. 33, Mar. 11, 1971.

S"Decrle on Constitution, Organization and Operation of Jolnt Companies in the Socialist Republic
of Romanla," Official Bulletin ofthe SocialIt Republic ofRomania, No. 424, Nov. 2, 1972.
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can be sold in the agreed upon. currency in the domestic market and
either directly or through foreign trade organizations in foreignmarkets. All foreign currency payments must be paid from the com-
pany's own currency or from loans.

A reserve fund must be set up with a portion of the profits. Re-maining profits after deduction of the reserve funds and legal taxes
will be distributed in proportion to the shares of capital investment,
with a portion being set aside for future development of the company.

Finally, the Joint Company mAist transfer the currency for the
salaries of its Romanian personnel to its Romanian bank. In return,
the Bank will hold the corresponding amounts of lei at the company's
disposal.

Chapter IV requires that all partners be given financial information
upon request and that one or two persons from the Ministry ofFinance belong to the body which controls the joint company's
financial and accounting activity.

The final three chapters provide the rights and obligations of
personnel, consistent with Romanian law and procedures for liti-gation and for dissolution and liquidation of the joint company.

The second decree regarding taxation of joint companies requires
that profits be taxed 30 percent annually, calculated on profit before
distribution.' The Romanian Council of Ministers may grant an
exemption for the first year of profitable operation and reduce the tax
by half for the following two calendar years. In addition, taxes onprofits which are reinvested within 5 years in the same joint company
or other joint companies with Romanian participation may be re-
duced by 20 percent.

Provisional taxes must be paid in quarterly installments based on
the profit forecast.

Finally, the decree specifies that a fee of 5,000 lei (U.S.=$900) bepaid for registration of the joint company with the Ministry of Foreign
Trade and the Ministry of Finance.

The Hungarian decree issued on October 3, 1972, details similarregulations for formation of companies with foreign equity partici-
pation, though in less detail.10 The joint company may be an un-limited partnership, share company, limited company or joint com-
pany. The foreign ownership is again limited to 49 percent, and thecontract must be approved by the Minister of Finance. As in the case
of Romania, risk funds must be established continuously until they
constitute 10 percent of the partnership funds. Profit-sharing funds
may not exceed 15 percent of the total wages paid annually by thecompany.

Annual profits after deduction of risk and profit-sharing funds, are
to be taxed 40 percent if the profits do not exceed 20 percent of the
invested capital and 60 percent if they do exceed 20 percent.

The Hungarian National Bank will transfer 50 percent of the foreign
partner's income abroad in the currency set in the contract. The foreign
partner is also entitled to certain Hungarian National Bank guaranteesor amages or obligations with stipulations. If risk funds are in-
sufficient to cover losses, or the company has outstanding debts in the
event of insolvency, the Minister of Finance will order liquidation andappoint the liquidator.

9' Decree Regarding Tax on Profts of Joint Companies in the Socialist Republic of Romania," OfficialButletin orfthe Socialist Republc ofRoamania, No. 425, November 2, 1972.10"Decree of the Minister of Finance, No. 28/1972 (X, 3) PM, about the Economic Companies with ForeignParticipation," Hungarian Gazette, No. 76, October 3, 1972.
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Poland is in the process of preparing similar legislation, but has not
yet released any information. Additional information which would
clarify and expand current regulations is desirable. To date, one equity
joint venture has been concluded between a U.S. firm, Control Data
Corp., and a socialist state organization, a Romanian industrial
cential. East Germany, Poland, Czechoslovakia, and Bulgaria, do
not have legislation permitting equity participation. Various licensing
and (coproduction operations exist in all the Eastern Europe countries.

Arbitration

The Eastern European countries historically favored arbitration of
commercial disputes in the home country. Agreements to seek third
country arbitration have been encouraged by the United States. In
an exchange of notes signed during the second session of the American-
Polish Trade Commission, the two countries encouraged that adoption
of arbitration of commercial disputes between U.S. persons and firms
and Polish foreign trade organizations be provided for in individual
contracts or separate agreements to accompany contracts."1 The
letters suggest the use of two mechanisms: the rules of arbitration of
the International Chamber of Commerce and of the Economic Com-
mission for Europe. In the case of the arbitration rules of the ECE,
the agreement should also designate an appointing authority in a
cour.try other than the United States or Poland for the appointment of
an arbitrator(s), and specify the place of arbitration in a third country
which is a party to the 1958 Convention on the Recognition and
Enforcement of Foreign Arbitral Awards.

The letters also note that the two parties involved may agree on any
other form of arbitration they mutually prefer.

A similar suggestion for arbitration under the rules of the Interna-
tional Chamber of Commerce was made in the Joint Statement on
Economic, Industrial, and Technological Cooperation issued by
President Nixon and Romanian President Nicolae Ceausescu during
the latter's visit in December 1973. Comparable arrangements are
also favored with the other Eastern European countries.

Taxation

Agreement on a text of a convention for the avoidance of double
taxation was reached with the Polish Government in November 1973,
in Washington. This agreement, which is expected to be signed early
this year, will ameliorate for U.S. businesses certain provisions of the
Polish tax laws pertaining to business profits, dividends, royalties,
interest, and construction activity.

More specifically, the treaty provides that business profits may be
tax.d only if the enterprise has a permanent establishment in that
country, and only to the amount that is attributable to the per-
manent establishment. The permanent establishment is to be treated as
a d.stinct and separate enterprise. Expenses (including executive and
general administrative expenses, regardless of where they are in-
curred) are to be allowed as deductions in determining profits.

"I "Fact Sheet on the Joint American-Polish Trade Commission Second Session, Nov. 4-8, 1972," Depart-
ment of Commerce.



553

A permanent establishment is defined as a branch, an office, a
factory, a workshop, a mine or quarry, or construction which lasts
for more than 18 months, or a person who habitually exercises an
authority to conclude contracts in the name of the enterprises, unless
activities are limited to purchase of goods for the enterprise.

The maximum taxation which a country can place on dividends
received by its residents from a company of the other country is set in
the treaty at:

(a) 5 percent of gross amount of dividend if the recipient is a company which
holds directly at least 10 percent of the outstanding shares (joint ven-
tures).

(b) 15 percent of gross dividends in all other cases.

Also, in the treaty are provisions regulating taxation of interest,
royalties, capital gains, independent and dependent personal services,
and teachers, students and trainees.

A similar income tax treaty was signed with Romania during
President Ceausescu's visit in December 1973.12 It incorporates the
same basic principles that are defined in recent U.S. tax conventions
with other European countries with respect to taxation of business
income, personal service income and income from investments. It
also includes provisions for reciprocal administrative cooperation and
nondiscriminatory tax treatment.

Under the treaty, withholding taxes on interest and cultural
royalties derived by residents of the other country are reduced to
not more than 10 percent. Interest paid to the other government or on
loans granted by or guaranteed by a government instrumentality will
be tax exempt at the source. The maximum rate on industrial royalties
is set at 15 percent.

The reciprocal withholding rate for dividends is also limited to 10
percent. Equipment rentals are subject to tax only if connected with a
permanent establishment.

Subject to Senate approval, the convention would take effect as of
January 1, 1974, for a minimum period of 5 years. It would continue
in force indefinitely subject to termination by either nation.

Similar conventions are desirable with the other Eastern European
countries, particularly as trade relations develop. (See also: Taxation
of equity joint ventures under Industrial Cooperation and Joint

Ventures.)
Financial Claims

Government-to-government and private claims resulted principally
from nationalization and seizures of assets by Eastern European
governments after World War 11. Bulgaria, Hungary, Romania and
Poland have signed claims agreements. Government-to-government
claims with Romania (and Poland) were settled in 1960. Bulgarian
government claims were settled on a lump-sum basis in 1963; private
claims are outstanding. The U.S. and Hungary settled financial
claims in an agreement signed by former Secretary of State William
Rogers and the late Deputy Premier of Hungary Peter Valyi, during
the latter's AMarch 1973 to Washington. A claims settlement with
Czechoslovakia was initialed July 5, 1974.

12 " Convention Between the Govermnent of the United States and the Government of the Socialist Re-
public of Romania with Respect to Taxes on Income," Department of Treasury News Release, December 4,
1973.

32-765-74 36
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Bonds

An issue related to claims is the settlement of outstanding dollar
bonds held by U.S. citizens. Negotiations for settlement of these
issues are conducted through a private organization, the Foreign
Bond olders Protective Council, Inc.

Poland, Romania, Bulgaria, and Hungary formally agreed to
negotiate outstanding bonds during bilateral settlement of financial
claims. To date, Poland has submitted a temporary plan which has
been accepted by the Council.

The Bondholders Council lists the following defaulted dollar bonds
of Eastern European countries: '3

Bulgaria -$6, 467, 500
Czechoslovakia -2, 734, 300
Hungary -30, 129, 100
Poland (tentative settlement reached) -41, 075, 410
Romania -15, 500, 000

According to the council, Germany is in default on approximately
$11 million worth of bonds, a portion of which came from the area now
incorporated in East Germany.

Export Controls

The Eastern European countries often view U.S. export control
restrictions administered by the Office of Export Administration of
the Department of Commerce as an impediment to improved com-
mercial relations. However, because export restrictions are determined
for national security reasons, the U.S. Government is not free to
negotiate relaxation of these restrictions with foreign governments.
The Export Administration Act of 1969, as amended in 1972, restricts
export of a small number of goods and technology to Eastern Europe.
The number of strategic export controls, although still somewhat
higher than the number of Coordinating Committee (COCOM) re-
strictions, is constantly being reduced.

Maritime Issues

The major maritime issue outstanding has been the length of the
request period for access of foreign vessels to U.S. ports. In an ex-
change of notes at the third session of the American-Polish Trade
Commission, the United States reduced the request period regarding
access of Polish vessels to U.S. ports from 14 to 4 days. The request
period was reduced to 7 days for Romanian vessels in 1972 and to
4 days in March 1974.

Formal agreements on maritime issues have not been concluded
with any Eastern European countries. The United States traditionally
has not had bilateral maritime agreements with Western European
nations. However, Poland has initiated discussion of such a bilateral
agreement.

V. OUTLOOK FOR THE FUTURE

Although the volume of trade between the United States and the
countries of Eastern Europe is still relatively small, its importance
as an element in the growing political d6tente exceeds its mere dollar

I1 Reportfor the Years 1968 through 1970, Foreign Bondholders Protective Counoil, mne
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expression. The rigid political and pyschological attitudes toward
trading with each other, which characterized the 1950's and early
1960's have eased considerably. The pace of the normalization of our
economic relations with East Europe will depend on congressional
action on MFN and progress on bilateral relations generally.

In the new improved political atmosphere, with strong incentives
on both sides operating to normalize our economic relationships,
American firms will still have to overcome the practical problems in-
volved in trade between free market and centrally planned economies.

One of the solutions to overcoming the East-West trade payments
problems of inconvertible currencies, lack of hard currency foreign
exchange, and difficulties of the socialist countries in marketing abroad
is to move beyond the level of two-way commodity trade and into
broader economic cooperation relationships. The recent transformation
in the political climate increasingly permits this more durable and
interdependent relationship.
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I. INTRODUCTION

What are the prospects for United States-East European trade,
and how might possible policy changes affect the outlook? While
we do not attempt to discuss the full complexities of these questions
in the limited space available to us, we will touch on a number of
relevant considerations in this paper. After presenting some factual
background, we examine some problems associated with forecasting
United States-East European trade. While forecasts vary, all indicate
that the United States will almost certainly have a large trade surplus
with East Europe. This leads us to consider the various options
available to East Europe to finance its prospective deficit. We also
report on a survey of the views of East European individuals and
institutions on the future of trade with the United States. East
European views and opinions on general issues are incorporated in the
text; those which pertain to individual countries, such as shopping
lists, trade prospects, and attitudes, are summarized in appendix I.

II. FACTUAL BACKGROUND

Trade Statistics

While the combined populations and GNP's of the six smaller
European members of the Council for Mutual Economic Assistance
(CEMA)-Bulgaria, Czechoslovakia, East Germany, Hungary,
Poland, and Romania-are much smaller than those of the U.S.S.R.,
they conduct much more trade with the West. We define East Europe
as comprised of the six smaller European members of CEMA. Yugo-
slavia in this study is not lumped with East Europe because its politics,
institutions, and trade patterns differ substantially from the East
European members of CEMA. Whenever possible, data for Yugoslavia
and the U.S.S.R. are shown for purposes of comparison.

In 1972 East Europe's total trade turnover (exports and imports)
was about $44 billion and its turnover with Organization for Economic
Cooperation and Development (OECD) member countries was $11.5
billion versus $29 billion and $6.4 billion, respectively, for the U.S.S.R.
(by comparison, the combined value of U.S. exports and imports in
1972 was well over $100 billion). Until the large 1972-73 grain deal
and the significant rise in U.S. machinery sales to the U.S.S.R., the
East European countries combined were also more important trading
partners of the United States than was the Soviet Union, as shown in
table 1.

Table 1 indicates (1) large discrepancies between the trade volume
reported by the United States and the "'mirror" statistics of some of
our East European trade partners (see discussion below); (2) a very
sharp break in the series on U.S.-U.S.S.R. trade in 1972 and a some-
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what less sharp but still significant break in the United States-East
Europe trade series in 1973; (3) very low levels of U.S. trade with
both the Soviet Union and East Europe., in relation to total trade
of both partners; (4) our largest East European trade partner continues
to be Poland, although the one with the fastest growth is Romania;
and (5) a continued U.S. trade surplus, which has recently risen
dramatically due to the increased availability of credits from the
United States. (Of the projected 1973 $1.4 billion U.S. trade surplus
with the U.S.S.R. and East Europe combined, roughly $1 billion is
being financed by governmental and private credits, as compared to
$138 million of credits in 1972, and only $28 million in 1971.)

Information on the current volume and commodity structure of
U.S. trade with individual East European countries is available in
considerable detail in the monthly publication of the Trade Analysis
Division, Bureau of East-West Trade, U.S. Department of Commerce,
"U.S. Trade Status With Socialist Countries."

TABLE 1.-TRADE OF UNITED STATES WITH EASTERN EUROPE AND U.S.S.R.

[in millions of current dollars]

1960-63 1964-67 1968-71 1973
average average average 1971 1972 estimated

Ex- im- Ex- Im- Ex- Im- Ex- in- En- Im- Ex- Im-
Trade partner ports ports ports ports ports ports ports ports ports ports ports ports

East Europe -122 59 144 109 109 182 221 167 271 226 600 300
U.S.S.R -32 21 73 39 110 60 161 57 547 95 1,300 200

Source: 1960-70: OECD, Statistics of Foreign Trade, series A, annual issues; 1971-73: U.S. Department of Commerce
Bureau of East-West Trade, "U.S. Trade Status With Socialist Countries" (Nov. 30, 1973).

The volume and commodity structure of individual OECD countries'
trade with individual EE countries is published by the OECD,
Statistics of Foreign Trade (series A, B and C), which appear monthly,
quarterly, and annually. Information based on our survey of East
European exports on goods EE countries might want to import
from and export to the United States is presented in appendix I.

Commercial Policy in the United States and Western Europe

U.S. commercial policy, particularly tariff, nontariff, and capital
account restrictions, played a major role in determining the level of
U.S. export and import trade with East Europe. The breaks in the
series shown in table 1 as of the last few years are intimately tied with
changes in U.S. commercial policy-those that have already taken
place or are regarded as imminent. Therefore, it is of particular interest
to highlight some of the key differences in commercial policies between
the United States and our West European competitors.

Furthermore, in our discussion of the various options available for
East Europe to assist them in reducing or financing their prospective
trade deficit with the U.S. changes in tariff policies (MFN) and
removal of credit restrictions will play a major role.
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EXPORTS TO EASTERN EUROPE

The early basis for Western controls on exports to East Europe wasthe so-called COCOM embargo introduced in 1949, containing anextensive list of items. During the second half of the 1950's WestEuropean countries gradually reduced the embargo list to cover mainlymilitary hardware and selected items of advanced technology. TheUnited States has continued to control a much wider range of coin-modities than those on the COCOM list, although extensive revisionsin 1966 and during the last few years have brought U.S. restrictionsmore closely in line with the COCOM list of controls applied by WestEuropean countries.
Another difference between West European and U.S. export controlpractice is that while the COCOM embargo applies uniformly to allEE countries, U.S. export controls differ by groups of EE countries.The U.S. Department of Commerce authorizes exports to any destina-tion either by specific "validated" licenses, which is a formal documentissued to an exporter for a specific item, or by "general" license whichis a broad authorization to permit certain exports under specifiedconditions without a specific license document. For export controlpurposes, the EE countries are divided into three categories, GroupQ (Romania), Group W (Poland), and Group Y (Albania, Bulgaria,Czechoslovakia, East Germany, Hungary, as well as the U.S.S.R. andChina). Exports to Groups Q and W countries require "validating"licenses for a smaller set of commodities than sales to the Group Ycountries. Furthermore, the probability of obtaining export licensesfor a Group Y country is thought to be less than for the other groups.The purpose of unilateral controls by the United States is "to main-tain controls at the minimum level consistent with national security,short supply, and/or foreign policy objectives." l The administrativeinconvenience of the U.S. licensing procedure and the risks and un-certainties associated with it affect adversely the willingness ofAmerican exporters to sell to East Europe and the desire of EastEurope to import from the United States. A recent econometric studydetermined that the volume of U.S. exports to East Europe and theU.S.S.R. has been adversely affected relative to our West Europeancompetitors by unilateral U.S. expor t licensing requirements. Inaddition, the share of machinery in our exports has been so smallbecause of these restrictions. Calculations coveiing the period 1961-69showed that the major hindrance to U.S. exports appears to havebeen the extent and application of "validating" license requirementsfor the Group Y countries, with the more limited licensing require-ments for the other groups having no significant effect.2

A further difference between Western Europe and the United Statesis that our policy with respect to credits tends to be more restrictive.Up to 1963, credits by West European countries were limited to termsof not more than 5 years under the rules of the Berne Union, but since
I U.S. Department of Commerce, Bureau of East-West Trade, AExport Administration Report: East-lVestTrade, Washington. Nov. 20.1973.
'J. Brada, and L. Wipf, "The Impact of L.S. Trade Controls on Exports to the Soviet Bloc," SouthernEconomnic Journal, July 1974, 41.
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then loans up to 15 years have become quite common, most often with
participation and/or guarantees by the respective West European
governments.

In early 1974, an agreement has reportedly been reached by West
European nations on the harmonization of export credit terms. With
respect to state-trading countries, they agreed, in principle, not to
extend long-term trade credits for more than 8 2years or at interest
rates below 7 percent. 3

In the United States, until quite recently, only short-term credits
were permitted, with Eximbank loans and guarantees unavailable
to East Europe. In August 1971, the Congre-s amended Eximbank's
enabling legislation, the Export-Import Bank Act of 1945, to permit
the Bank to support U.S. exports to all Communist countries if the
President determines that such support is in the U.S. national interest.
The Bank is now authorized to support U.S. exports to Romania,4 the
U.S.S.R.,' and Poland. 6But as this paper is going to press, the Bank has
suspended export credits to the Communist countries, pending clarifi-
cation of a legal issue over its lending authority, which involves
whether the President must declare each individual loan to be in the
national interest, as is maintained by the General Accounting Office,
an arm of Congress, or whether a single "national interest" finding is
sufficient, as is argued by the Administration.'

Private credits to several EE countries are affected by the Johnson
Act of 1934 which prohibits private loans to foreign governments in
default to the United States. The act is interpreted as allowing
"normal commercial credits" whose terms vary with individual

commodities, depending upon the prevailing business practice.
Still another difference between West European and U.S. export

policies relates to bilateral trade agreements. These tend to promote
exports (as well as imports) because they provide exporters with
information on commodities the EE countries wish to buy and create
for the EE importers the kind of certainty they favor in constructing
their foreign trade plans. The number of long-term bilateral trade
agreements in force during the first half of 1973 between the 7 CEMA
and 18 West European countries was 93 out of a possible total of 126.8
The United States has no trade agreement with any EE country
but it does have a recently signed one with the U.S.S.R., not yet
fully implemented because of pending legislation before the U.S.
Congress. There is an active joint United States-Polish Trade Com-
mission, established in June 1972. The setting up of such commissions
is often a precursor to negotiations leading to bilateral trade
agreements. C

We think it is important to recognize that trade agreements have
positive, as well as negative consequences. The positive aspects are
stressed by the U.N.'s Economic Commission for Europe:

Long-term bilateral trade agreements in many cases replace multilateral
trading arrangements and in many other cases reinforce their operation * * *

[They] incorporate an important body of mutually acceptable arrangements on

I TMF Survey, Mar. 18, 1974, citing Agence Economiq'e et Financierl, Paris, Mar. 2, 1974;
. Presidential determination made on Nov. 22, 1071, the firit loan extended in Anz. 1972.

* Presidential determination made on Oct. I5, 1972 the flrqt loan extended in February 1973.

.Presidential determination made on Nov. 8, 1972, the first loan extended on Feb. 1, 1973.
The New York Times, Mar. 13, 1974.

a United Nations, Economic commission for Europe, "A Review of Commercial Policy Developments

Affecting East-West Trade, 1968 to 1973," Economic Bulletin for Europe, Vol. 25.
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such essential issues * * * as MFN, quota regulations, anti-dumping procedures,
and payments. In these respects they are important to those Eastern traders who
are not yet parties to any multilateral and general trade and payments agree-
ment * * * They are also * * * possible instruments for promoting multi-
lateral solutions to unresolved problems such as the elimination of discriminatory
quantitative restrictions or the introduction of convertible currency settlements
* * * [They also] cover numerous and important new fields, such as * * * the
establishment of joint commissions and arrangements for industrial cooperation.0

However, bilateral trade agreements might have important negative
aspects, as well. A Western country might enter into bilateral trade
agreements with state-trading countries among other reasons, to
assure a "normal" volume of exports, that is, a volume that would
occur if state-trading countries had a free and competitive market
(protected only by effective, nondiscriminatory tariffs). But where
does one draw the line between merely assuring such a "normal"
volume of exports, on the one hand, and using government interven-
tion to encroach on the market shares of competitors, or limiting
imports from state-trading countries for the benefit of import com-
peting domestic industries, on the other. This possibility of using
bilateral trade agreements to increase the market share of the Western
signatory, perhaps at the expense of other countries, is illustrated by
the recommendation of the prestigious Committee for Economic,
Development (CED). Even though the United States will almost
certainly continue to have a sizable trade surplus with East Europe
without bilateral agreements, the CED recommends that:

The United States [should] propose agreements on a country-by-country basis
with the USSR, the East European countries and China * * * [offering] entrance
to our market on an MIFN basis * * * and perhaps also more generous credit
terms. In exchange, the United States could seek agreement by the communist
countries to purchase a defined and enlarged volurme of exports from the United
States * * *." 10

Trade agreements provide for a certain volume of trade, but they
do not establish equality of trading opportunity. This point is under-
lined particularly by the action of countries where market forces
would result in a large import surplus with state-trading countries.
Such a Western country might force the countries of EE and the
U.S.S.R. to buy more than they would have in the absence of a state-
trading monopoly and bilateralism. This in turn discriminates against
third countries, such as those which signed no trade agreements, and
is also inefficient for the state-trading countries. As long as 30 years
ago, Alexander Gerschenkron prophetically warned about this prob-
lem. " Evidence suggests that this is now an important practical
problem. Interviews with experts in EE, who are in a position to know
what the facts are, suggest that while surpluses accumulated by EE
countries in some OECD countries can be freely converted into hard
currency, in other OECD countries a surplus that is deemed "too
large" often leads to an informal invitation to reduce the outstanding
balance, preferably by importing more from the Western country.

' Ibid.
'° Committee for Economic Development, A New Trade Policy Toward Communist Countries, New York.

1972, p. 33 (emphasis ours.)
I' Oerschenkron predicted what is likely to happen if trade with state-trading countries is channeled

bilaterally:" If Russia exports a considerable amount of goods to England, but does not import much from
England the latter may threaten to cut off Imports from Russia unless Russia agrees to use all or most of
the sterling she receives from England for purchases there * If Russia has to increase her purchases in
England, she must decrease her purchases in another country * The worst feature of bilateralism is
its Inherent tendency to spread and to perpetuate itself" (A. Gerschenkron, Economaic Relations with the
USSR, New York, 1945, p. 31).
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IMPORTS FROM EASTERN EUROPE

Nearly all West European countries have granted most-favored-
nation treatment (MFN) to most state-trading countries, while MFN
has been denied to these countries by the United States since 1951.
Aside from Yugoslavia, which in this context is not considered a state-
trading country, the only exception is Poland, granted MFN in 1960.

In EE's links with West European countries, MFN clauses apply
either by virtue of inclusion of the clause in bilateral trade treaties or
trade agreements or by virtue of some EE countries' accession to
GATT. Czechoslovakia, Poland, Romania and Hungary, are members
of GATT and therefore receive MFN treatment. Trade agreements
are the basis of MFN treatment for Bulgaria by six West European
countries. East Germany has been granted MFN only by Finland and
Austria (as of 1973) but it is not subject to customs duties, import
turnover taxes, or quantitative restrictions in its trade with West
Germany, an important advantage for this most developed EE
country.'2

With respect to quantitative restrictions on imports, U.S. policy has
been more liberal than that of Western Europe. In controlling imports,
West European countries have placed primary emphasis on quantita-
tive restrictions, which has played a part in Western Europe being able
to maintain a liberal tariff policy toward EE. There has been a gradual
but significant liberalization by West European countries, although
important differences remain both as to the degree of liberalization
among West European nations and the treatment of individual EE
countries by some Western partners."3 The liberalization has taken
place either by unilateral decisions by the Western partner, within the
framework of bilateral trade agreements, or within the multilateral
protocols of the GATT. Commitments toward further liberalization of
quantitative restrictions have been made by West European countries,
mostly to take effect by 1975. It is important to add, however, that
quota liberalization may look more impressive on paper than it is in
reality because liberalization often takes place in nonoperant quotas
while restrictions are retained on items which constitute a large part of
EE's exports, such as textiles, clothing, footwear, and of course
agricultural raw materials and foodstuffs.

The Common Market's agricultural policy is a particularly serious
problem for EE, as is the granting of associate status with preferential
tariffs by the Common Market to a number of African and South
European countries, EE countries will be adversely affected by the
enlargement of the Common Market, particularly as it will be more
difficult to export agricultural goods to the large, and, to EE very
important, United Kingdom market.

12 Bctause of its special trade status, East German exports to West Germany are not subject to duties and
import turnover taxes. It is estimated that in 1972 these advantages to East Germany were worth about 300
million DM, or al)proximately onie-sixth of the value of its exports to West Germany. The comparable bene-
fits to East Germany i 1970 and 1964 were approximately 300 million DM and 100 million DM, respectively.
(S. Nehring and F. Weiss, "Domestic Price Distortions and Implicit International Transfers," paper pre-
sented at the American Economic Association-ASGE Meeting In December 1973).

1t For a discussion of West European import restrictions and liberalization in a comparative setting, see
United Nations, Economic Commissions for Europe, "A Review of Commercial Policy Developments
Affecting East-West Trade, 1968 to 1973," Economic Bulletin for Europe, vol. 25, pp. 17-24. For a quanti-
fication of the effect of liberalization on CEMA exports to West Germany, see T. Wolf, "The Impact of

Elimination of West German Quantitative Restrictioiss on Imports from Centrally Planned Economies,"
unpublished manuscript, March 1974.
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III. FORECASTING U.S. TRADE WITH EASTERN EUROPE

Data Problems-The Mirror Statistics Puzzle

To develop a satisfactory forecast of future trends in U.S. trade with
Eastern Europe one would need a good model and reliable data. Data
on certain key variables, such as invisibles and capital transactions,
are not available. There are also such questions as: How much of the
recent Soviet grain purchases from the United States found their
final destination in EE. During 1961-70, as much as 20 percent of total
wheat reported as imports by the U.S.S.R. from all sources was
transshipped, most of it to EE and Cuba."4 Similarly, some of EE
purchases from Western Europe are from subsidiaries of U.S. multi-
national corporations based in Western Europe.

Certainly one of the most fascinating, and perhaps also the most
important of the data problems is the "mirror" statistics puzzle."0
Official trade statistics of a given country reporting on the flow of
trade between itself and another country, often differ substantially
from the data on this flow as mirrored in the official trade statistics of
the other country. In our investigation of this problem in East-West
trade and J. M. Montias's study on the geographic orientation of
CEMA trade (see infra. pp. 662-681), We found this to be a major
problem.

In this section, we identify the approximate orders of magnitude
involved, make some tentative statements about the possible causes,
and deal with some implications in a comparative setting.

We have reconstructed the annual and the cumulative 1960 to
1972 balance of trade of individual EE countries with OECD coun-
tries, first on the basis of EE and then on the basis of Western statis-
tics. We find that the combined cumulative balance of trade for
1960-72 of the six EE countries obtained from EE statistics shows a
$5.7 billion deficit; on the basis of OECD sources, a $2.7 billion
deficit. The difference is $2.6 billion or 7 percent of cumulative 1960-72
EE exports to the OECD group. That this large difference is not just
a quirk of EE statistics is shown by an examination of U.S.S.R. and
OECD data, which are included for comparison in the tables below.
The U.S.S.R's cumulative balance of trade for 1960-72 with all OECD
countries obtained from Soviet statistics shows a $1.9 billion deficit;
on the basis of OECD sources, a $2.9 billion surplus. The difference is
$4.8 billion, or 20 percent of cumulative 1960 to 1972 Soviet exports
to the OECD group.

Most Western analysts and EE planners probably rely on EE and
Soviet data to calculate these countries' balance of trade, with a view
toward estinfating their balance of payments. However, in analyzing
the trends and geographic and commodity composition of East-West
trade flows, most Western analysts rely on the much more detailed
and comprehensive statistics of Western countries. We believe that
uncritical acceptance of either set of statistics might lead to unwar-
ranted conclusions about important issues, such as the credit-worthi-

4 V. Zabijaka "The Soviet Grain Trade 1961-70: A Decade of Change," The ACES Bulletin, spring 1974,
16. In 1972 the f.S.S..R. stopped reporting grain imports and exports. Based on Soviet sources, a forthcoming
Commerce Department publication estimated 1972 grain imports as about $900 million, grain exports as
about $360 million, a good portion of which probably comprised of transshipments from the United States

to EE. (B. L. ~ostinsky, Description and Analysis of Soviet Foreign Trade Statistics, Foreign Demogra)hic
Analysis Division, U. Department of Commerce, Foreign Economic Report No. 5, Washington 1974).

15 Mirror statistics and similar problems in trade and balance of payments in intra-Western trade were
discussed by Oskar Morgenstern in On the Accuracy of Economic Obeervaftaon, Princeton 1963.
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ness of an EE country, or the competitive position of the United States
vis-a-vis other OECD countries in E-W trade.

Differences between the two sets of balance of trade estimates can
be divided into differences between estimates of (1) EE imports and
their mirror-OECD exports-and (2) EE exports and their mirror-
OECD imports. Table 2 compares cumulative 1960-72 EE imports
with corresponding exports by the United States, OECD, and its
two major components, EEC and EFTA; table 3 EE exports with
corresponding Western imports, and table 4 the two sets of balance of
trade figures. Tables A, B, and C in appendix II correspond to tables
2, 3, and 4 in the text, but provide more detailed information on the
mirror statistics of each EE country with each OECD country. Pre-
sented elsewhere in greater detail are the results of the analysis and the
attempts to explain the differences.' At this point, only some sum-
mary results are presented and briefly discussed.

1° Paul Marer, "Foreign Trade," In C. Beck and C. Mesa-Lago (eds.), Essays on Comparative Socialist
Systems. Pittsburgh, 1974 (forthcoming).



TABLE 2.-AMOUNT AND PERCENT BY WHICH EAST EUROPEAN COUNTRIES' IMPORTS FROM OECD COUNTRIES EXCEED OECD COUNTRIES' EXPORTS TO EAST EUROPEAN COUNTRIES,
AND NUMBER OF YEARS IT DOES SO, CUMULATIVE 1960-72

[in millions of current dollars, percent, and number of years[

Imports of East Europe less exports of OECD country

OECD country Total East Europe' Bulgaria Czechoslovakia East Germany Hungary Poland Romania U.S.S.R.

United Slates------ -$11 (-1%,39) -$24 -9707 5) $14 (5%, 10) $61 (217/ 5) $83 (34%, 11) -$150 (-16%, 1) $6 (2%, 7) $54 (2%, 9)OECO total------- 3, 156 (7%, 66) 34(1100' 12) 834 (11%, 13) -77 (-7,6) 942 (16%, 12) 426(4%, 10) 726 (11%, 13) 1,838 (7%, 12)EFTA -4,042 (26%,78) 281 (27%13) 121 37%,13) 563 (22 '13) 629 (273 13) 854 (20%, 13) 502 (25%,13) 670 (8%, 12)EEC ---------- -932 (-4%,39) 44 (2%. 9) -492 (-15%, 1) -758 (-129, 2) 18 .6,12) -162 (-4%, 3) 24(6,1) 96(%1)

X Excludes U.S.S.R. Source: Indiana University, International Development Research Center, International Trade.
Information Management System (based on official East European and OECD sources).

TABLE 3.-AMOUNT AND PERCENT BY WHICH EAST EUROPEAN COUNTRIES' EXPORTS TO OECD COUNTRIES EXCEED OECD COUNTRIES' IMPORTS FROM EAST EUROPEAN COUNTRIES, ta
AND NUMBER OF YEARS IT DOES SO, CUMULATIVE 1960-72

l[n millions of current dollars, percent, and number of yearsi

Exports of East Europe less imports of OECD country
OECD country Total East Europe' Bulgaria Czechoslovakia East Germany Hungary Poland Romania U.S.S.R.

United States - -$15 (-17 49) $2 (9%, 9) $0 (0%, 6) $5 (6,10t $27 (34, 13) -$67 (-77, 2) $18 (17%, 9) -$28 (-5%, 5)DECO total ------ 525(1%, 47) 440 (17%, 12) 44 6%,13) 454 (5 2 594 (12g, 111) -764 ( 85 ) 264 (5%, 9) -2, 960 (-13%, 0)EFTA--------- 1,387 (1%, 62) 336 (427 ,13) 38(4%, 13) 182 (9%?, 11) 458 (23%, 12) -202 (55?~ 0) 216 (16%, 13) -770 (-8%, 2)EEC--------- - _637 (-3%, 39) 100 (75?~, 9) 119 (4%, 11) -628 (-11%, 1) 87 (3%, 11) -354 (-10f., 0) 39 (1%, 7) -1,213 (-14%, 0)

I Excludes U.S.S.R. Source: Indiana University, International Development Research Center, Internatonal Trade.
Information Management System (based on official East European and OECD sources).



TABLE 4.-AMOUNT AND PERCENT BY WHICH EAST EUROPEAN COUNTRIES' TRADE BALANCE WITH OECD COUNTRIES BASED ON EAST EUROPEAN SOURCES EXCEEDS TRADE BALANCE
BASED ON OECD SOURCES, AND NUMBER OF YEARS IT DOES SO, CUMULATIVE 1960-72

[in millions of current dollars, percent, and number of yearsl

Trade balance based on East European source less trade balance based on OECD source

OECD country Total East Europe I Bulgaria Czechoslovakia East Germany Hungary Poland Romania U.S.S.R. CY,

United States -- $4 (0%,46) $26 (93%,If) -$14 (-6%, 3) -$56 (-64%, 9) -$55 (-627, 7) $83 (9%, 9) $12 (11%, 8) -$81 (-15%, 1)
OECD total -- 2, 631 (-7%,15) 136 (5%, 7) -389 (-6%, 2) -377 (-5%, 4) -347 (-7%~, 4) -1,190 (-13%, 0) -462 (-9%, 2) -4,799 (-21%, 0)
EFTA - -2,--6--5-(-20%,-216)554 (7%, 7) -816 (-9,0 31(1% ) -170 (-9%, 2) -1,057 (-26%, 0) -286(-1,)-,40(-5,2
EEC -295 (1%,33) 57 (4%, 6) - 611(8%,13) 130 (2%, 8) -101 (-4%. 2) -192 (-5%, 2) -2103 (7%, 2) -1,909 (-22%. 0)

' Excludes U.S.S.R. Source: Indiana University, International Development Research Center, International Trade
Information Management System (based on official East European and OECD sources).
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When we look at the differences between EE statistics and mirror
statistics for the trade between the United States and EE, we find
that the discrepancies are relatively small for U.S. trade with the
area as a whole, but this hides the significant discrepancies in the
trade of individual countries with the United States. Since EE does
not trade as a bloc, it is the discrepancies in the trade of the United
States with individual EE countries that matter. The difference
between EE countries' data on imports from the United States and
U.S. data on exports to these countries is very significant in the
case of Bulgaria, Hungary, East Germany, and Poland, while differ-
ences between EE exports and U.S. imports are relatively large only
in the case of Hungary and Romania. Moreover, there is no con-
sistency in the differences; for some countries U.S. data show larger
imports or exports, while in other cases, the trade statistics of the
EE country show larger trade flows.

When we look at the trade balance as seen in EE data and in U.S.
data, we find that the difference is particularly important in the case
of Bulgaria, East Germany, and Hungary, although when we combine
all of EE, the positive and negative deviations exactly cancel out.

Just as the aggregation of all the EE countries reduced the differ-
ences between the two sets of statistics, the same is true when the
OECD countries are aggregated. Therefore, the data on individual
countries, presented in the appendix tables, are more useful than the
summary data. For example, the very striking differences between the
discrepancies in the case of the EEC and EFTA are explained pri-
marily by the substantial mirror problem for the trade of EE with
the United Kingdom.

What are some of the explanations for the existence of the mirror
problem? The obvious case of a possible lag between a shipment
being recorded in the export statistics of one country and the import
statistics of another is eliminated as a significant explanation by the
use of cumulative trade over a 13-year period rather than trade in a
given year. The remaining problems are: (1) valuation problems,
including conversion of statistics to a common dollar unit; (2) treat-
ment of transport and related expenses (f.o.b. vs. c.i.f.); (3) method
of showing "provenance" of imports and destination of exports;
(4) systems of recording trade, which differ chiefly in their treatment
of re-exports; and (5) coverage of merchandise trade.

The potential significance of the first four of these possible explana-
tions was examined. It was found that valuation problems, and f.o.b.
vs. c.i.f. do not appear to explain as much of the differences as do the
methods showing "provenance" and the treatment of re-exports."
However, the analysis is merely suggestive and much more detailed
work would have to be done before the "mirror problem" is fully
explained.

Ezisting Forecasts

Despite the problems bedevilling a would-be forecaster, for Govern-
ment policy and business decision it is essential to engage in the art
of forecasting. The forecast by Erast Borissoff and Stephen Sind 18and a more recent quantitative assessment in the present volume
(see infra, pp. 599-661 by Andrew Elias and Marjorie Searing) represent

I' Ibid.
to E. Borissoff and S. Sind, Projections of U.S. Exports to U.S.S.R. and Eastern Europe," Res. note 3,Analysis Division, Bureau of East-West Trade, U.S. Department of Commerce, May 1973
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carefully constructed attempts by staff of the Department of Com-
merce to provide detailed forecasts. Here we shall merely summarize
the Borissoff-Sind projections and the methodology underlying them.

Table 5 forecasts U.S. exports to individual CEMA countries. Two
forecasts are given. One under the assumption that there is no major
change in U.S. trade policy with respect to existing restrictions on
trade with CEMA; the other, that U.S. trade policy will be "normal-
ized" by the removal of discriminatory restrictions. The methodology
follows closely that of Thomas Wolf.'9

TABLE 5.-U.S. EXPORTS TO EASTERN EUROPE AND THE SOVIET UNION, ACTUAL FOR 1971-73 AND PROJECTED
FOR 1978

[In millions of current dollars]

Actual exports 1978 if 1978 if
trade is trade is

1973 'main- "normal-
Trade partner 1971 1972 (estimate) Estimate tained" I ized" 2

Bulgaria -4 3 8 High -25 85
Mid --------- 21 71
Low--------- 21 70

Czechoslovakia -38 49 80 High -58 276
Mid --------- 55 262
Low -19 93

East Germany -25 15 28 High -73 159
Mid --------- 62 135
Low -50 107

Hungary -28 23 34 High -75 242
Mid --------- 74 239
Low -48 155

Poland -73 112 355 High -159 340
Mid -133 285
Low -119 254

Romania -52 70 115 High -218 448
Mid --------- 120 246
Low -101 208

East Europe -220 272 620 High -607 1,5590
Mid --------- 465 1,239
Low ------- _ 356 888

U.S.S.R.
3- 162 547 1,25 High - 357 1,051

Mid --- ------------------------------------
Low -232 684

' Assumes that the commodity composition would remain the same as in 1970 and that the U.S. percentage share of
15 industrialized countries' exports to individual EE countries remains fixed.

2 Assumes elimination of discriminatory export and credit controls; that forSITC categories 0-4 and 0-9, exports would
be the same as if trade is "maintained"; and that for SITC categories 5 to 8, exports would be determined as outlined
below.

3 "Actual" includes grain.

Source: Actual, as cited for table 1; 1978: Borissoff and Sind, op. cit.

Note: The procedure underlying the forecasts is (1) to exclude the abnormal 1972-73 grain deal, which explains why
the forecasts seem low in comparison to actual 1972-73 U.S. exports to the U.S.S.R.; (2) to present 2 principal vanatsa:
with and without relaxation of discriminatory controls, and, within each variant, high, middle, and low estimates, repre-
senting the fitting of different curves to different time periods; and (3) to make the assumption that the "normalized"
U.S. share in manufactured goods imports by EE and the Soviet Union would be the same as the U.S. share in imports
of these goods by advanced Western countries, thus assuming the United States will have the same competitive position
in EE markets as in Western markets. "Normalization" includes abolition of all U.S. export controls that are more severe
than those of principal competitors and of the limitations on Export-import Bank credit guarantees.

The projections were made in early 1973, before some of the spec-
tacular recent trade developments; they also exclude extraordinary
grain purchases by the U.S.S.R. and EE.

15 T. Wolf, "The, Quantitative Tmpact of Liberalization of United States Unilateral Restrictions on Trade
with the Socialist Countries of Eastern Europe," prepared for the U.S. Department of State, XR/RECS-3
Feb. 16,1972. Wolf analyzed the effect on U.S. exports of removal of unilateral export controls and of pro-
hibition on Export-import Barok (Eximbank) support and showed that tin 1968 the former would have
added $342 million to the actual level of $217 million of U.S. exports to CEMA, the latter would have added
$48 million; but the two jointly would have an important interaction term, therefore, adding $589 million.
Export controls are primarily on high technology items and those are generally only purchased on credit,
this explaining why elimination of restrictions on both exports anid credits to financo them iincreases exports
more than the sum of the two actions in isolation. Wolf also estimated that U.S. imports from EE in 1968
would have gone up from $220 million to $418 million if all EE countries were granted MFN.
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Table 5 indicates that: (1) if trade is normalized, United States
export to EE by 1978 would be two to three times greater than if
U.S. trade policy remains restrictive; (2) U.S. exports to EE in 1978
can be expected to be well above the $1 billion mark (over $1.2 billion
according to the midlevel forecast); (3) exports to EE are projected
to be larger by almost 50 percent than exports to the U.S.S.R., ex-
cluding extraordinary grain deals; (4) Poland is expected to remain
our most important trade partner within EE, although, according to
the high estimate, exports to Romania would surpass those to Poland
by a substantial margin.

When compared to the general statements about trade prospects
provided by our EE respondents (see appendix I), we find that the
forecasts in table 5 under the normalization assumptions are in the
same ball park as their estimates for Poland and Romania and are
comparable to the low estimates in table 5 for Hungary. No quantita-
tive estimates were provided by East Europeans for the other
countries.

As forecasts of U.S.-EE trade become more comprehensive, they
will have to incorporate additional assumptions about trends in total
EE imports, and in the share of these imports purchased from the
West. This is because of the fact that the present method is based on
the assumption of a normalized constant U.S. share in total EE im-
ports from the West. Moreover, as price changes are becoming more
important than they were during the 1960's, attention will have to be
paid to differentes between the value and the real volume of trade.

Even if all the data were available, the mirror puzzle solved, and the
assumptions reasonable about the variables mentioned above, it would
still be difficult to determine, for forecasting purposes, the proper
specification of the trend line (see note to table 5) because there are
sharp breaks in the U.S.-EE trade series, as shown in table 1. Because
the relationship underlying past trends may itself be changing, it
would be dangerous to extrapolate the earlier relationship, foolhardy
to assume a continuation of the most recent one, and worse yet to fit
a single regression to the whole series and to ignore the discontinuity.
The problem is further complicated by the existence of fluctuations
in East-West trade. A preliminary econometric study determined that
during 1955-69 OECD exports to CEMA and OECD nonagricultural
imports from CEMA fluctuated more than total OECD exports and
imports due to both demand and supply conditions, and that the fluc-
tuations tended to have some cyclical elements."o

Equally important with forecasting the level of trade between the
United States and EE is projecting the probable commodity composi-
tion. It is quite clear that a movement toward normalization of U.S.
commercial relations with these countries will substantially alter the
structure of our exports, in favor of a larger share for machinery and
equipment. J. M. Montias estimated in his 1970 congressional testi-
mony that if the United States could sell the same fraction of its
machinery and equipment exports to CEMA (including U.S.S.R.) as
in 1928 (the last year in which the pattern of exchanges was hampered
solely by tariff barriers), then in 1970 these exports would have risen
about tenfold, to over $600 million.2 ' Some of the specific items on the

ID J. Stankovsky, Bestfmmungsgrfinde im Handel Zwischen 0st ,nd West, Vienna 1972.
21 Statement of John M. Montias in A Foreign Economic Policy for the i970's Hearings before the Subcom-

mittee on Foreign Economic Policy of the Joint Economic Committee, Part 6-East-West Economic Rela-
tions, December 7, 8, and 0, I970, p. 123S.

32-765-74 3i7
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shopping list of EE countries, as well as their offering list for exports
are shown in appendix I.

To conclude, United States as well as EE forecasts agree that the
United States will have a relatively large prospective trade surplus
with EE countries. This basic conclusion would certainly not be
altered by making the forecasts more comprehensive. Therefore, the
key factor influencing the level of U.S. trade with EE will be the
ability of EE to earn the necessary foreign exchange to cover this
projected deficit. To the various options open to EE to accomplish
this task we now turn.

IV. OPTIONS To FINANCE IMPORTs FROM THE UNITED STATES

Expanding Commodity Elrports

MFN OR NOT?

Granting MFN and removal of some nontariff barriers (NTB's)
may have substantial impacts on the ability of EE to provide the type
and quantity of exports salable in the United States. A study by a staff
member of the U.S. Tariff Commission concluded that lack of MFN
has hurt EE much more than the U.S.S.R. and the industrial countries
of EE much more than the less-advanced countries.2 2 Thus, the dy-
namic effects of lack of MFN is that, as countries industrialize, they
suffer more from this type of discrimination. Another study con-
cluded that the rise in Polish exports was not systematically related
to the theoretical gain in price competitiveness caused by reduction
of the duties of MFN levels in 1960, when Poland became the first
CEMA country to receive MFN. This overall negative conclusion is
modified by Wolf's finding that there was a positive relationship
between lower duties after MFN and increased Polish exports of
finished products. This finding is important because finished manu-
factures is the commodity category in which import demand in the
United States tends to grow most rapidly.2 3

We surveyed leading Polish economists on their views on MFN,
asking them to comment on the studies cited above. The respondents
agreed with the findings or the Malish study but stressed that its
conclusions should not be accepted as the basis for evaluating the
future prospects of trade with the United States. With respect
to the Wolf study, they emphasized that the supply response to
MFN cannot be divorced from the general climate of economic
relations between the two countries, which became rather cloudy
right after MFN was granted. For example, Congressional action
threatened continued MFN, there was an organized boycott of
Polish goods; in 1973 there was a restriction and in 1966 a complete
ban on Polish import of U.S. agricultural surpluses; and in 1968 a
ban on Eximbank credits and guarantees. Another respondent cited
a Polish study which showed that in spite of the poor climate, MFN
did help Polish exports to the United States: "Out of $55 million of
increased exports to the United States between 1963 and 1967,
about 59 percent was earned in goods which mostly gained from the

22 A. Malish, Jr., "An Analysis of Tariff Discrimination on Soviet and East European Trade," the ACES
Bulletin, Spring 1973,15. 43-56.

?3 T. Wolf, "Effects of U.S. Granting of Most Favored Nation Treatment to Imports from Eastern Europe:
The Polish Experience," The ACES Bulletin, Spring 1973, 15, 23-42.
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reduction of duties. Of 46 items with greatest reduction of dutty,
26 represented industrial goods (sections 5-8 of SITC). Consequentlv,
the share of those goods in Polish exports to the U.S. increased from
23.2 percent in 1963 to 46.1 percent in 1972." 24

With respect to EE countries individually and as a group the most
recent and comprehensive U.S. assessment of the effect of gianting
MFN on EE's exports to the United States can be found in the
contribution that follows our study in the Compendium. But it is
important to stress that there are alternative estimates, as wvell as
views, on this issue.

Westerm experts tend to doubt that the granting of MFN would
have a significant impact on the ability of EE countries to increase
their sales of manufactured goods to the United States. On the other
hand, all of our EE respondents placed great emphasis on MFN,
arguing that, in addition to the benefit of lower tariffs on those goods
where demand and supply elasticities are high, there would also be
very important political and psychological benefits. According to
them, the U.S. market is very large, sophisticated and segmented;
penetrating it will require a heavy investment in market reseai ch,
advertising, and other selling costs, as well as the allocation of a
large portion of output. The absence of an acceptable political frame-
work, symbolized by lack of MFN, reduces greatly the willingness
of planners to bear the high costs of entering the U.S. market with a
wide range of manufactured products. Thus, they stress the im-
portance of the dynamic effects of goodwill created by the granting
of MFN, which they see as a precondition to changes in existing
trade patterns.

Thus, one of the crucial, as yet unresolved issues is the prospective
supply response of EE countries to the liberalization of tariff and
quantitative restrictions by Western countries. A pioneering em-
pirical study of the actual supply response of EE countries to the
massive liberalization of West German quantitative restrictions on
imports from CEMA after 1966 has just been completed.25 Although
this study deals with the supply response in the nonagricultural sector
to the removal of quantitative restrictions, rather than the granting
of MFN, the results are relevant because in both cases the issue at
stake is the validity of the EE claim that they could increase their
exports of manufactured goods substantially were it not for dis-
criminatory Western import restrictions, tariff and nontariff.

In May 1966 de facto liberalization was accorded by West Germany
to Bulgaria, Hungary, Poland, and Romania, and a year later to
Czechoslovakia, involving in each case an identical list of approxi-
mately 3,600 products out of 7,000 industrial goods West Germany
imported from CEMA countries. During the course of 1967-69, an
additional thousand, in April 1970, an additional 1,200 products were
de facto liberalized (East Germany long has had a special preferential
trade relationship with West Germany; see footnote 12).

Wolf compared percentage changes in each CEMA country's share
of the West German import market by product or product group,
with the level of disaggregation corresponding as closely as possible
to the level at which actual liberalization decisions were made. He

24 Surveys of EE views had been conducted on the agreement that no direct attribution will be made.
25 T. Wolf "The Impact of Elimination of West German Quantitative Restrictions on Imisports fromCentrally Pianned Economies," unpublished manuscript, March 1974.
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found that the increase in market share for those products on which
barriers were removed was 1.5 times as great as products still subject
to quotas. Over the 1966-72 period, Poland, Hungary, and Czecho-
slovakia, in that order, performed relatively better than Bulgaria or
Romania, although there are some qualifications to these findings
which we do not wish to detail for the purpose of this study. Relatively
strong evidence was found that CEMA countries were best able to
take advantage of liberalization for chemicals and chemical products.
Of particular interest, too, was the ability of the EE countries to
increase their market share in machinery, a category which conven-
tional wisdom tends to brush aside as a viable export product of
EE.

Clearly, much more empirical work needs to be done before the final
verdict is in on the issue of the supply elasticity of EE exports.
EE themselves are aware that the granting of MFN is not a panacea.
A Romanian expert places the MFN issue in the following perspective:

We in Romania are quite aware that MFN is not the only condition required
for the expansion of Romanian-American economic cooperation. We know very
well that our ability to increase our U.S. market share, the placing of the economic
relations between our two countries on a stable and lasting basis, requires on our
part better market research, improved promotional activity, product specializa-
tion, and higher capacity to adjust to the rapid shifts of the American market.
Since most of these efforts would necessitate special programs for the U.S. market
(which in many ways is different from other Western markets), it is unlikely that
Romanian industry would engage itself in such programs while prospects are
very much in doubt.

Maybe in the perspective of history, MFN treatment is not the main condition
for the expansion of trade between Romania and the United States, but at any
rate, it is the first.26

DO ECONOMIC REFORMS MAKE A DIFFERENCE?

EE experts readily. agree that their, countries' ability to increase
rapidly exports of manufactures to the West are hindered by the of t-
cited problems of quality, modernity, reliability, servicing, packaging,
and marketing. Western economists trace the origin of these problems
to the inflexibilities of strict central planning. During the last decade
there has been much discussion of economic reforms in EE and some
reform measures have been implemented in every country. Do these
reforms make a difference in EE's ability to increase manufactures
exports? What are the future prospects for reforms?

Discussions about reforms in EE invariably stress prevailing in-
efficiencies of foreign trade and the necessity of allowing greater
market orientation and decentralized decisionmaking. Nonetheless,
political considerations and fear of external instability are important
reasons why only partial reforms have been implemented so far, with
the exception of Hungary, which introduced a comprehensive reform
in 196S. Yugoslavia is somewhat of a special case in EE: its trade
is concentrated with Western partners; it is not a regular member
of CEMA, and thus is not bound by CEMA's institutional rules;
it alone permits substantial international mobility of both capital
and labor; and it is in a somewhat stronger position than CEMA
members to tolerate either inflation or unemployment which might
accompany comprehensive reforms. While partial reform measures

25 C. Bogdan, "U.S.-Romanian Trade Relations," The ACES Bulletin, summer-fall 1973, p. 15.
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(reducing the number of plan targets, gradually linking foreign and
domestic markets by meaningful exchange rates, and granting direct
trading rights to enterprises) do bring distinct improvement in some
areas, they do not change the essential features of the traditional
centrally planned economy (CPE) and thus cannot be counted upon to
make a significant dent in the quality and related problems which
inhibit EE's manufactures exports to Western markets.2"

Has Hungary been able to do "better" because of its comprehensive
reform? Before the reform, foreign trade enterprises (FTE's) traded
according to plan directives and for their own account which was
almost always "balanced" by automatic subsidies and taxes. FTE's
were by and large independent from producing enterprises, which was
cumbersome and bureaucratic and effectively isolated domestic
producing units from foreign suppliers and buyers. A principal ob-
jective of the 1968 reform was to use foreign trade as an instrument
for improving the production and consumption efficiency of industrial
and trading enterprises. To this end, the wall separating domestic
from foreign markets was dismantled with some backstops to be sure,
by (1) letting profits be a principal guide to export and import de-
cisions, after introducing price, exchange rate, and tax reforms; (2)
increasing the number of producing enterprises with direct foreign
trading rights (more than 100 had such rights in 1973 versus about 40
before 1968); and (3) transforming FTE's to become agents or partners
of producing enterprises.

While not solving all the problems (for example, the investment
cycle with many adverse effects has not been moderated, investment
decisions are often still independent of market considerations, the
relationship between profits and efficiency is often tenuous, foreign
trade subsidies are increasing although reduction was planned), these
reforms have made it possible for Western firms to have more direct
contact, and market considerations to have a more direct influence on
the actions of Hungarian enterprises. This is good for efficiency and
helps to reduce the bureaucratic difficulties Western firms often
complain about.

Recently an interesting new organizational experiment has been
reported: the setting up of a joint stock foreign trade firm, fully owned
by the five leading Hungarian producers of telecommunications
equipment. It reportedly has new flexibilities and decisionmaking
powers, such as the right to act in behalf of the industrial enterprises
and the Ministry in joint ventures negotiations.28

To the extent that flexibility is a key requirement for successfully
entering and continually adapting to the requirements of the U.S.
market for manufactures, Hungarian firms should have an edge over
their East European counterparts. But whether the reform has made a
considerable difference in alleviating some of the well-known quality
and marketing problems of firms in traditional centrally planned
economies, we are not able to say with confidence. It would be in-
formative to collect and evaluate the judgments of Hungarian and
Western business practitioners on this issue.

"7 A. Brown and P. Marer, "Foreign Trade in the East European Reforms," in M. Bornstein (ed.), Planand Market, New Haven, 1973.
23 Magyar Hiriap, 23 November 1973.
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Expanding Exports of Invisibles

LABOR MIGRATION TO THE WEST

After the possibility of increasing earnings from exports of com-

modities, the next obvious possibility is to increase earnings from

invisibles. For some countries, such as Yugoslavia, two major sources

arc emigrants' remittances and tourism.
There are about I million Yugoslavs working in the West, four-

fifths in Western Europe, the rest overseas, who are sending home $1

billion a year, thereby making a major contribution to Yugoslavia's

balance of payments. There is nothing like this in the other countries

of EE; with the exception of Polish and Romanian construction

crews working in West Europe, primarily in West Germany, no

movement of labor is allowed by CEMA countries.2 9 What are the

chances that some other EE countries might begin to follow the

Yugoslav example during the rest of this decade?
The concept of a labor shortage or surplus is partly a demographic

anti partly a systemic issue.
With respect to demography, according to a study of past and future

employment trends in CEMA, there will be a considerable shortage

of labor during the remainder of the 1970's and the shortage will

intensify during the 1980's." The labor situation is even tighter if

the Soviet Union is excluded. During 1950-70, labor force grew in

the six smaller CEMA countries by about 5 million in each decade;

during the 1970's the absolute increase will be about the same, but

tihe projection is that during the 1980's the increase will be only 1.6

to 1.7 million, with the labor situation expected to be particularly

tight in Czechoslovakia, Hungary, and Bulgaria. Thus, with the

possible exception of Poland, demographic trends do not indicate

pressure in CEMA to allow labor migration to the West. Polish

dcneographic trends provide the most favorable manpower base in

EE. If agricultural efficiency can be improved substantially, releasing

labor, this might give rise to unemployment in which case one option

for the Poles would be to emulate the Yugoslavs by providing tem-

porary workers to labor-short countries such as East or West

Germany.3 '
With respect to economic system, one major reason why Yugoslav

citizens work in the West is unemployment at home. Since the 1965

reforms introduced a visible-hand market economy, full employment

has not been assured by the state. In spite of the large labor emigration,

currently there are still more than 300,000 unemployed (9 percent).3 2

29 Within CEMA, a small movement of guest workers between countries has begun, fully controlled of

Cou' se by the authorities. East Germany and Czechoslovakia now import Polish construction crews (up to

20,000 in East Germany and up to about half that number in Czechoslovakia); Poles in the ODR-Polish

border zone work in GD R factories, crossing over in the morning and returning in the evening, with similar

arrangements on a smaller scale at the Polish-Czechoslovak and Czechoslovak-Hungarian borders. There

are several thousand young Hungarian workers acquiring skills in East Germany, and the U.S.S.R. has

about 12,000 Bulgarian construction and forestry workers employed in 23 establishments.
30.f. Tinuir, "A foglalkoztatottsig alakulisa a KOST-orszAgokban 1950-tol 1090-ig" [Development of

Employment is the CEMA countries from 1i50 to 1990], Kdzgazolasdgi Szemle (Budepest), March 1973, A2,

pi1). 285-310.
3; Hubert H. Humphrey and Henry Bellrnon, Observations on Soviet and Polish Agriculture: A Trip

Report, U.S. Congress, Committee on Agriculture and Forestry, U.S. Government Printing Office, 1973,

.18.
32 A Yugoslav study finds that there is no correlation between a region's level of development and the pro-

portion of emigrant workers it sends abroad; the proportion of emigrant workers from the more developed

northern tier is larger than from the less developed south. According to a sample survey, the basic reason for

taking jobs in the West is the approximately 2.t times larger real wage that can be obtained, although about

two-fifths of the sample gave as the primary reason the inadequate housing situation at home. M. Nicolic,

"Certain Characteristics of Yugoslavia's Forelgn Migration," as reviewed in Kozgazolasdgi Szemle, Novem-

ber, 1972, 21, p. 1378.
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If the Yugoslavs had continued the Soviet-type system, almost cer-
tainly they would be employing practically all their workers at homc.
They, like the other EE countries, would be facing the issue of
underemployment in the industrial sector. As long as a CPE follows
a policy of overfull employment, taut planning, and disregard of
profits, workers feel that they have a right not only to work but also
to their present job, skill classification and geographic location. Thus
whatever the demographic trends, the argument of labor-shortage
ultimately depends on the assumption that there will be no compre-
hensive reforms in EE. Since the likelihood of such reforms during
the next few years does not appear to be great at this time, and ex-
ternal migration is likely to be discouraged for political reasons, our
projection is that exporting labor to the West on a substantial scale
is not an option outside of Yugoslavia, although some movement of
labor on a relatively small scale, particularly from Poland, is possible.

An alternative to external migration would be internal migration. If
there were an internal restructuring of the economy, that is, some labor
sent back to agriculture in the light of previous misallocation of re-
sources and new developments in world trade, this would make it
possible to increase agricultural-food exports to the West substantially.

TOURISM

'While the export of temporary labor is not a promising source of
foreign exchange to pay for excess imports on the commodity account,
earnings from foreign tourists is such a source. Though all our EE
respondents, save the Yugoslavs, dismissed the former option as
unrealistic, experts of most EE countries agreed that the latter is
important.

Several less developed European countries, such as YugoslaN ia,
Greece, Portugal, and Spain, earn hard currency (HC) 33 through
tourism to finance commodity imports.

83 Convertible currencies which can be used freely for purchases in any country are called here hard
currencies.



TABLE 6.-TOTAL AND HARD-CURRENCY (HC) TOURIST REVENUES (GROSS AND NET) OF EAST EUROPEAN COUNTRIES AND RELATION TO EXPORTS AND TRADE DEFICITS, 1971

[Dollar amounts in millions of current dollars]

HC net revenues Net HC earnings
Net HC earnings as percent of

Net of direct Net earnings as percent of average 1969-71
Total tourist As percent of Total HC As percent of expenditure less induced average 1969-71 imports from

Country revenue total exports tourist revenue H C exports (net earnings) imports trade deficit United States

(1) (2) (3) (4) (5) (6) (7) (8)

Bulgaria - $113 5.2 $46 15.3 $45 $41 $115 $1,154
Czechoslovakia - 61 1.5 31 3.7 23 22 24 92
Hungary -100 4.0 45 7.1 32 28 33 104
Poland - ----------- 36 .9 16 1.4 12 11 (2) 19
Romania -.... 86 4.1 57 7.8 50 45 28 1,351
Yugoslavia- 359 19.8 349 36.9 164 133 18 109
U.S.S.R ----------------- (') (3) 96 3.5 75 72 45 60

' Imports from United States as reported by East Europe, which may differ from U.S. reported Source: Paul Marer and John W. Tilley, "The Tourism Industry in the Soviet Union and Eastern
exports to East Europe. Europe: Travel Flows, Earnings, and Prospects." Bloomington, Indiana University, International

' Trade surplus. Development Research Center, forthcoming.
a Not available.
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Table 6 summarizes the results from Paul Marer and John Tilley's
study of tourism in EE and indicates the situation as of 1971, the
latest date for which complete data are available. Several findings
are worthy of note: (1) only in Yugoslavia were total tourist revenues
large relative to total exports; (2) when, however, we concentrate
on HC tourist revenues, which is a much more important category
for our purposes, these revenues become important also in Bulgaria,
Hungary, and Romania, accounting for 7 percent or more of exports
to hard currency areas; (3) when we compare net HC earnings from
tourism (total HC earnings minus expenditures of the EE country's
tourists in HC areas and the HC import content of services provided
to HC tourists) to the average HC trade deficits, we find that net
HC tourist earnings covered a large proportion of this deficit in all
countries, except in Czechoslovakia; (4) if we made the admittedly
extreme assumption that all of the net HC earnings would be used to
finance imports from the United States, then it is clear that a large
expansion of these imports would be feasible beyond the relatively
low 1971 levels. The assumption is less unreasonable in the case of
tourism than it would be for commodity exports, since commodity
trade between EE and WE is frequently tied under formal or informal
bilateral agreements, while this is not true for tourism.

Tourist revenues of each of the EE countries, except Czechoslovakia,
grew more rapidly than their exports during the 1960's. Equally
impressive is the comparison between the ratios of tourist revenues
and revenues from commodity exports in EE and WE. This ratio is
higher in most WE countries than in EE and is extremely high in the
smaller and/or less-developed countries, like Spain, Greece, Austria,
and Portugal (with ratios ranging from 20 percent for Portugal to 70
percent for Spain). Setting aside the political constraints on the
expansion of EE tourism, it would appear that if WE provides any
indicator of the potential for the tourist industry, there is considerable
room for further expansion of EE earnings from tourism.

In view of the past dynamics of EE tourism, the comparative
statistics of EE and WE tourism, and the ambitious plans to encour-
age Western tourism in all EE countries except Czechoslovakia, 34

it is possible to argue that the tourist industry is one of the more
important potential earners of foreign exchange to pay for potential
increased EE imports from the United States, and that its importance
relative to commodity exports to HC areas is likely to rise in the
future.

Multilateral Exchange

A potential source of foreign exchange to finance the prospective
EE deficit with the United States is the use of HC earned by export-
ing to other countries. This requires the existence of multilateral trad-
ing and clearing patterns. Little systematic work has been done so
far on the question of how multilateral is East-West trade, and experts
disagree. Franklyn Holzman maintains that East-West trade is largely
multilateral, while Samuel Pisar concludes that bilateralism is a perma-
nent feature of East-West trade.35

The basic problem in settling this question is that multilateralism
requires a priori agreement to allow multilateral clearing, while sta-

34 See contribution by Marer and Tilley in this Compendium.
3l F. Holzman, "East-West Trade and Investment Policy Issues: Past and Future," in Joint Economic

Committee, U.S. Congress, Soviet Economic Prospects for the Seventies, Washington 1973, 684, and S. Pisar,
Coexistence and Commerce, New York, 1970, p. 169.
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tistical analysis can only deal with an ex post evaluation of actual
trade patterns.

To shed some empirical light on the viability of the option for EE
to finance prospective import surpluses with the United States with
HC trade surpluses earned elsewhere, we have investigated the actual
degree of multilateralism in E-W trade, calculated the past pattern of
EE's trade surpluses in HC countries, and obtained the views of EE
experts. Some of the forces and pressures for, as well as against, multi-
lateral trading and clearing, as well as some of the methodological
problems involved in attempts to measure M are discussed elsewhere.3 6

Here we summarize the results.

MEASURING MULTILATERALIS'M

Multilateralism (M) is a concept which refers to the freedom of a
country to finance import surpluses with one set of trading partners
with export surpluses with any other set. This requires convertibility
of trade and other balances that result from transactions between
countries.3" Published trade statistics cannot measure M. They can
measure only the degree of trade reciprocity, with perfectly reciprocal
trade (j's exports to country s equal j's imports from country s) being
consistent with M or B. Thus, one has to use statistical measures of
trade reciprocity because one cannot measure M directly. In the long
run, continued irreciprocity usually implies M, unless there are offset-
ting service or credit transactions. In the absence of comprehensive
balance of payments data for EE, we must rely on trade data only.

The most frequently used index of irreciprocity (Tj) is that of
Michaely; other, similar measures have been employed by the League
of Nations, (LN) and Pryor.3 8 Each measure ranges from zero, indicat-
ing perfect reciprocity, to 100, defined as perfect irreciprocity (that
is, multilateral balancing).

riThe description of these three indexes, the numerical results, as well
as the problems connected with the use of annual data, the appro-
priate weights to attach, the problem of dealing with "switch" arrange-
ments, and the question of what is relatively multilateral or relatively
bilateral are discussed elsewhere. 3" In order to deal with some of the
weaknesses of the existing indices, we have developed our own index,
which (1) uses data for 4-year periods to avoid the problem of an im-
balance in 1 year being offset by the opposite imbalance in the next,
and (2) gives all partner countries equal weight to avoid one large
country from dominating the index.

Our index is

L 2 XSi_ 1 )
T,=100 N Mn'

where
Tj=degree of irreciprocity in a given year;

Xsj, Mj=country j's exports to or imports from country s;
X.>, M.j =country j's total exports or total imports.

N=number of countries.
55 Paul Marer, "Foreign Trade,' op. cit.
" Bilateralism, (B) on the other hand, may refer to a variety of arrangements, from explicit barter deals to

trade agreements which seek to foster mutual trade. But bilateralism in the present context is interpreted
as the opposite of M, that is, the inconvertibility of balances.

55 M. Michaely, "Multilateral Balancing in International Trade," American Econonde Review, Septem-
ber 1962, 62, 685-702; League of Nations, Review of World Trade, Geneva, 1i33; F. Pryor, The Communist
Foreign Trade System, Cambridge, Mass, 1963, p. 190.

'5 Paul Marer, "Foreign Trade," op. cit.
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What follows is a preliminary attempt to shed some light on the
degree of M in E-W trade, attempting to deal with some of the
measurement problems, while disregarding others. Two sets of Tj
indices were calculated, one according to the LN formula, the other
on the basis of our formula, for trade among (1) eight Eastern coun-
tries (comprised of the seven CEMA countries plus Yugoslavia);
(2) eight West European countries (EE's principal trade partners in
West Europe) and (3) between the eight Eastern and all OECD
countries, except Iceland, Ireland, Turkey and Portugal.40 For each
group of countries and each type of T1 index, calculations were made
for cumulative four-year subperiods: 1960-63 (subperiod A), 1964-67
(subperiod B), 1968-71 (subperiod C). The East-West indices were
computed both according to OECD and according to EE sources.
Because of differences in the Tj formulas, the absolute values of T,'s
are not directly comparable. But the broad interrelationship of E-E,
E-W and W-W indices, averaged for each group of countries, is
shown in table 7 below. The unweighted average of E-E indices in
each subperiod is taken as the base. Also included in the tabulation
are the results obtained by Wilczynski. 4 '

TABLE 7.-INDEXES OF TRADE IRRECIPROCITY (Ti) IN EAST-EAST, EAST-WEST, AND WEST-WEST, TRADE, 1960-
71 BY SUBPERIODS

[East-East= 1.0

East-East, East-West, West-West,
Tj measure 1960-63 1960-63 1960 63

LN:
OECD-based- 1. 0 2. 9 3. 4
EE-based- 1. 0 .

Our:
OECD-based- 1. 0 2. 3 2. 4
EE-based- 1. 0 2. 1

Wilczynski- 1.0 2. 7 2.1

East-East, East-West, West-West,
1964-67 1964-67 1964 67

LN:
OECD-based- 1.0 5. 2 4. 2
EE-based -1.0 .

Our:
OECD-based- 1. 0 3.7 2. 7
EE-based -1 0 2. 8

Wilczynski -1.0 4.2 2.7

East-East, East-West, West-West,
1968-71 1968-71 1968 71

IN:
OECD-based- 1 0 4. 7 4. 1
EE-based- 1. 0.

Our:
OECD-based- 1.0 3. 7 2. 4
EE-based- 1. 0 3. 0.

Wilezynski ---- (-----------------------------) ()

I Not available.

Source: P. Marer, "Foreign Trade," op. cit. and J. Wilczynski, "The Economics and Politics of East-West Trade," New
York 1969, p. 209.

The tabulation shows that E-E trade, as expected, is the most
reciprocal, and we can safely conclude, the most bilateral. We also
find that during the 1964-67 and 1968-71 periods W-W trade is

'a Trade with omitted OECD countries has been very small or highly Imbalanced duo to the miniscule
volume either of Imports or exports.

It Wilezynski used a weighted average of country Indices, and a formula practically the same as Pryor's,
which he applied to annual data. ils country coverage is greater than ours: the East Is comprised of C EMA
plus Albania and the five Asian CPEs; the West, the 25 developed countries of West Europe, North America,
Japan, South Africa and Oceania.
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measured to be more reciprocal than E-W trade; during 1960-63
there appears no significant difference between W-W and E-W.
Without bringing additional evidence to bear on these findings, the
results would seem to substantiate Holzman's assertion that E-W
trade is largely multilateral rather than Pisar's that it is relatively
bilateral.

We have established that E-W trade appears to be as, if not more
"multilateral" than W-W trade, regardless of the formula used
whether annual or cumulative data are employed, how many countries
are included in the respective country groups, weighted or unweighted
averages of country indices are considered, and whether Western or
Eastern trade data are used for the calculations.4 2

How about Western credits? To ascertain whether the observed
relatively large trade irreciprocity in E-W trade might be due to
persistent EE import surpluses being financed by Western Credits,
the T; indices have been partitioned into positive and negative com-
ponents. Their ratios, averaged for the three groups of countries and
the subperiods, are shown in the tabulation below:

TABLE 8.-RATIOS OF POSITIVE TO NEGATIVE COMPONENTS OF Ti's

East-West

East Europe
Period East-East OECD source source West-West

1960-63 - 1. 0:0. 7 1. 0:1. 1 1. 0:2. 4 1. 0:0. 6
1964-67 -I. 0:0.8 1.0:1. 0 1. 0:2.1 1. 0:0. 7
i968-71 - 1.0:0. 7 1. 0:0. 8 1. 0:1. 4 1. 0:0. 8

We find that the positive and negative components are in relatively
close balance in E-E and W-W trade, but for E-W trade the results
depend upon which set of statistics is used. (This highlights the im-
portance of the mirror statistics problem discussed earlier.) Based on
OECD sources, the number of positive and negative deviations are
closely matched; based on EE sources, import surpluses occur any-
where from 40 to 140 percent more often than export surpluses, de-
pending upon the subperiod. Since in our previous analysis of mirror
statistics we tentatively concluded that the use of EE sources is
preferable, these results suggest that increasing indebtedness of EE
countries has played a significant role in yielding Tj's which correspond
more closely to those calculated for W-W than for E-E trade. Thus,
if we base our conclusions on EE statistics and assume that the extent
to which negative imbalances exceed the positive ones reflects a flow
of long-term credits, and adjust the Tj's accordingly, the following
results are obtained:

TABLE 9.-ADJUSTED RATIOS OF POSITIVE TO NEGATIVE COMPONENTS OF Tj's

Year East-East East-West West-West

196D063 -------------- 1.0 1.2 2. 4
1964-67 -1.0 1. 8 2.7
1968-71 - 1.0 2. 5 2. 4

V * To be sure, we find that the degree of irreciprocity based on EE data sources is consistently and notably
lower than that obtained on the basis of OECD data sources.
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We find that during 1960-63 and 1964-67, E-W trade was not as
"bilateral" as EE and not as "multilateral" as W-W trade. During
1968-71, however, E-W trade appears to be about as "multilateral"
as W-W trade.

We have not been able to resolve conclusively the original question:
how multilateral is E-W trade? As Peter Wiles pointed out, the extent
of bilateral balancing is a question of government policy or central
banking arrangement, so the only way to find out for sure is to ask the
central banks.43 But this is an issue on which central bankers are not
particularly communicative.

PATTERNS OF HARD CURRENCY SURPLUSES

Perhaps the simplest and most direct approach to shed light on the
question: can EE finance some, of its prospective deficit with the
United States bv the use of HC earned by exporting to other countries?
is to look at the sources and amounts of JIC it has been able to gener-
ate through exports up to now. Tables D and E in appendix I]- show
individual EE countries' cumulative 1960-72 surplus with individual
OECD countries, table D based on OECD, table E on EE sources.
The U.S.S.R. is included in the last column of each table for compari-
son, but is not included in the EE total. Also shown is the percent of
the trade surplus relative to the volume of EE exports to (OECD im-
ports from) the respective trade partner, which serves as the basis
for ranking the OECD countries.

Appendix table D, first row, first column, shows that the combined
exports of the six EE countries during 1960-72 to Ireland exceed
EE's imports from Ireland by $173 million, an amount which repre-
sents 81 percent of Ireland's cumulative imports from EE. The
second number in the parentheses shows the number of country-
years in which a trade balance in favor of EE occurred. We find that
in trade with Ireland, EE's exports exceed Irish exports in each
EE country (also the U.S.S.R.) for mnost years, and on the average
by amounts which range from a low of 26 percent of exports for Hun-
gary to a high of about 90 percent of exports for East Germany,
Romania and the U.S.S.R. That these results are not a quirk of
Ireland's statistics is confirmed by EE sources (table E), according
to which Ireland also ranks as the country with which EE accumulates
the largest surplus relative to the volume of EE exports to that
country.

Other OECD countries where EE regularly earns substantial trade
surpluses include Italy ($1.1 billion according to Italian and about
half that amount according to EE sources) and Norway ($175 or
$127 million, depending upon sources). In trade with Ireland, Italy
and Norway practically all EE countries regularly cumulate trade
surpluses according to both sets of trade statistics.

There are other OECD countries which appear to be important HC
sources for individual CEMA countries, although the two sets of
statistics often lead to opposite conclusions. For example, the United
Kingdom shows that EE has had a cumulative 1960-72 surplus of $622
million; in contrast, no EE country shows the United Kingdom as a
country with which they had earned a trade surplus.44

i3 P. Wiles, Communist International Economics, London, 1068, p. 255.
44 The discrepancy between United Kingdom and Polish statistics is particularly intriguIng. No suchdiscrepancy exdsts, however, in U.K.-U.S.S.R. comparison-both sides show that the U.S. .R. had a

surplus approaching $2 billion during 1960-72.
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'rhe last row of appendix tables D and E shows the combined
cumulative trade surpluses of EE with all OECD countries, total
and annual average. If the past is a prologue, then we do not find
evidence that the volume of trade surplus EE has been able to generate
would indicate a strong possibility that this could be an important
source of revenue to finance imports from the United States. Based
on EE statistics, EE's average annual HO trade surplus with OECD
Countries, where surpluses were apparently earned regularly during
1960-72, was only $125 million ($263 million based on OECD
sources). Even if we make the admittedly extreme assumption that
all this could be transferred to the United States, this amount would
not enable EE to increase its purchases from the United States sub-
stantially-since that amount represents only one-fifth of EE's
relatively small 1973 imports of $600 million from this country.

We have tried to ascertain the views of EE experts on the pros-
pects of EE using 1C earned elsewhere to finance enlarged purchases
from the United States. The typical reply we received was:

It seems rather doubtful to rely on the possibility of paying for imports from
the United States with export surpluses to third countries, although such possi-
bilitv cannot be absolutely excluded. But for the time being, [our country] has
a trade deficit u ith Western Europe, wvhich is our main source of earning convert-
il)lc currency. The surpluses in trade with this area * * * will be used in the first
instance to repay the l)orrowings from this area * * *. There are also no prospects
for switching to free currency in trade with other CEMA countries before 1980.

Consequently, the only real possibility to speed up our imports from the States,
above the limits set by the level of our exports, are credits.

To be sure, one should take into account that EE views are cautiously
expressed. Since EE is faced with a continuous shortage of HC and is
therefore pushing exports to all HC markets, it would not be politic
to stress that U.S. exports to EE could expand without a corre-
sponding expansion of U.S. imlports. Furthermore, to the extent that
EE can earn TIC in certain OECD markets, this is probably not a
fact thev wish to advertise, if for no other reason, to avoid rousing
bilateralist tendencies which are always dormant. But a careful assess-
ment of empirical evidence gives no reason to doubt the EE statement.

CREDITS

When we moved from the discussion of invisibles to the possibility
of using HC earned in multilateral exchange, we had shifted from the
current account of the balance of payments to the capital account.
The most important capital account item is credits.

A prime catalyst for increasing significantly the trade between the
United States and EE is the availability of credits from the United
States on terms competitive with those provided by other OECD
countries. Sales of machinery and equipment generally require credits
terms of 3-5 years, and sales of heavy capital equipment and complete
plants financing of up to 15 years. If credit is made available, then a
large increase in U.S. exports of machinery and equipment is virtually
certain as shown by the recent increase in U.S. exports to the U.S.S.R.
and some EE countries, particularly Poland. This is confirmed by
the statements of our EE respondents who indicated strong interest
in EE in U.S. technology. It is also in line with historical precedents;
the present share of U.S. machinery imports by EE is much below
its historical pattern, a point made forcefully by J. M. Montias. 4 5

46 J. M. Montias, op. cit., pp. 662-681.
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The increasing importance of credit terms is also suggested by
policy developments in EE. Some countries which have not made
extensive use of Western credits during the 1960's are now looking
to imports of capital equipment. They regard these as a prime stim-
ulus to maintain or accelerate their rate of growth while restructuring
their economy with the help of these imports to improve efficiency
and to be in a position to repay credits with increased exports. Our
largest EE partner, Poland, is in this category (under Gomulka
Poland utilized primarily short- and medium-loans). At the second
session of the joint Polish-American Trade Commission in 1972, the
Poles announced they intended to increase purchases of U.S. indus-
trial goods from $2-$3 million to $150 million annually, provided
credit on competitive terms is available. Poland also proposed in
writing that it would like to import substantial quantities of grain
and other agricultural products if adequate governmental credit
facilities were made available.46

Other EE countries, namely Romania, Bulgaria, as well as Yugo-
slavia, have large JIC indebtedness. The more indebtedness a country
has and the more capital hungry a country is-as EE countries all
are-the more its import decisions will be influenced by the availability
and terms of credit-considerations which may often override price
and technical issues.

To date, West European and Japanese banks have been more ag-
gressive in granting medium-term and long-term credit than were
U.S. banks. Many Western countries, where exports are sought not
only to finance imports but also as a means of reducing unemployment
and increasing business profits and tax revenues, have engaged in
competition to grant or guarantee credit. Desire to promote exports,
in some cases political considerations, has led to competition in pro-
viding government credits and credit guarantees.4"

A potentially important role in financing U.S. exports to EE is
played by the Eximbank. The Bank was established in 1934 to finance
expected trade between the United States and the U.S.S.R., but due
to the failure of the two Governments to reach agreement on settling
certain prerevolutionary debts, no credits to the U.S.S.R. were
extended by the Bank. Before 1971 the Bank concentrated on other
areas of the world and extended credits and guarantees only to Yugo-
slavia and Poland. In 1968 Congress enacted legislation prohibiting
the Bank from making loans to any country assisting North Vietnam.
All CEMA as well as other CPE's except Yugoslavia were included in
this category, with no discretion vested in the President to waive this
absolute prohibition. In 1971 Congress repealed this prohibition; since
then the Tank has been free to act after a Presidential determination
that Bank support of financing exports to Communist countries is in
the national interest, which has been made with regard to Romania,
the U.S.S.R., and Poland.4 8

Eximbank authority and resources are used for assuming political
risks that cannot appropriately be taken by the exporter or private

46 H. Humphrey and H. Bellmon, Observations on Soviet and Polish Agriculture: A Trip Report. U.S.
Congress, Committee on Agriculture and Forestry, U.S. Government Printing Office, i973.

45 It is interesting to note that while West Germany wants to increase credits to EE for political reasons
(Ostipolitik) but is constrained by economic considerations (large export surplus and inflation, so it does not

ieed to stimulate exports artificially), the United States wants to provide credit largely for economic reasons
(to push exports, to improve the balance of payments, to compete with other exporters) but is constrained by
political considerations.

48 W. C. Sauer, 'Eximbank Credits Back East-West Trade," The Columbia Journal of World Business,
Winter 1973. Cf. footnote 7 for a March i974 apparently temporary suspension of Eximbank credit authority
to all Communuist countries.
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banks, for lowering the cost of financing, either to meet foreign
competition or to provide an incentive for the buyer to purchase from
a U.S. supplier, and for assuring exporters and potential exporters that
financing will be available. The three basic activities through which
the Eximbank offers assistance are loans, guarantees, and insurance.

The total exposure of the Bank to EE and the U.S.S.R. as of De-
cember 31, 1973 was (in millions): 49

Yugoslavia -$411. 1
U.S.S.R -197.8
Poland ---------------------- 74 3
Romania ------------------------ 62. 9

Many economists, Congressmen and the general public believe that
Eximbank credits to EE involve U.S. Government subsidies. This
appears not to be true. In essence, this is because (a) Eximbank
interest rates to all borrowers are the same; (b) the Bank borrows the
money it relends on the open capital and money markets; (c) over any
reasonable period, for example at the end of each year, it makes a
profit (it does not allow its lending rate to fluctuate with the money
market rate in the short run), part of which it turns over to the
Treasury. Thus, the only sense in which Eximbank lending to EE in-
volves a domestic cost is that it adds to the overall demand for funds
and thus raises the rate of interest. But present volume of lending is
so small that the effect of interest rates is probablv infinitesimal, and
this cost should be weighed against economic benefits derived from
exports.

Eximbank can borrow at a lower rate than any private institution,
so it does lower the credit costs to EE because it reduces the risk.

A significant recent development is the move by the two CEMA
banks and also by an individual EE country to tap new, multilateral
sources of financing imports from the West. Last year the two CEMA
banks borrowed $200 million in the West European money markets.A0

To the extent the EE countries obtain a share C these loans, they
benefit from having the credit of the U.S.S.R. behind them, which
probably makes the terms somewhat more favorable and the credits
easier to obtain.

An important new development is Romania's recent membership
in the IMF and the World Bank. Romania's IMF quota has been
set at the equivalent of SDR 190 million, its subscription to the
capital of IBRD at 1,621 shares, with a total value of $162.1 million.
With membership, Romania will receive the facilities of SDR's and
the possibilities of long-term credit. Now that some of the technical
hurdles of a CEMA country joining IMF has been cleared, the
possibility of other EE countries becoming members is enhanced.

One important aspect of these new developments is that they
represent new mechanisms for increasing the scope for multilateral
exchange, and thereby provide a possibility of increased imports
from the United States being financed by borrowings in other countries
and from international institutions.

it Compiled from Eximbank press releases.
l0 $140 million by the CEMA Bank and $60 million by the CEMA Investment Bank.
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Industrial Cooperation Agreements (ICA) and Joint-Ownership Ventures
(JOV) St

These new and rapidly expanding forms of E-W commercial rela-
tions can serve as an important vehicle for EE not only to import
modern technology but also to produce and export high-quality
products to Western markets. Although the number of agreements
between EE and Western firms probably approaches the 1,000 mark,
so far these have not significantly stimulated Eastern exports. This is
because so far the contracts tended to be small and served mainly as
new modes of importing technology.52 But what makes ICA's, and
particularly JOV's, potentially significant options as a source of HC
for EE is that these relatively new components of East-West com-
mercial relations are the most dynamic ones, that our survey reveals
that EE countries are very interested in promoting them, and that
they might provide a unique vehicle to break through the present
constraints-economic, organizational, and political-on East-West
trade expansion. And what makes this option of particular interest
to the United States is that we might have a long-run comparative
advantage in this form of East-West economic cooperation, because
we have the technology, the management, and the capital being
sought by EE. Many U.S. businessmen have not yet seriously con-
sidered entering into such arrangements because of unfamiliarity
with the possibilities and potentials of this maiket and uncertainty
as to how to deal with problems that might arise.

From the point of view of the Western partner, ICA's and JOV's
offer potential advantages which include: a vehicle to enter the large
EE market, an instrument of mutual benefit when trade is not a sig-
nificant alternative, and dependable access to raw materials and in-
expensive skilled labor. To the EE partner, these arrangements may
be partial substitutes for conventional foreign trade as well as for
direct capital transfers in countries whose currencies are inconvertible
and where existing production patterns constrain the volume of goods
which can be produced for export. And, as Entile Benoit pointed out,
they would have the advantage of benefitting from the implicit
calculations by the Western partner as to what is worth producing
and can be exported for HC. 3

The term "industrial cooperation agreements" covers a wide range
of alternative forms, such as wage-processing, technical assistance,
licensing, management contracts, and turnkey plants. ICA's are
distinguished from JOV's by the type of financing involved. JOV's are
financed by the investment of risk capital by both host country and
Western partner, with payment principally in the form of a share in
the earnings and possibly long-term capital gains. A company created
through JOV's is owned and operated by a private Western firm and a

'I For some interesting and up to date comparative discussions of ICA's and JOV's, see J. Holt, "Joint
Ventures In Yugoslavia: West German and American Experience MSU Business Topics, Spring 1973 and
S. Holt, "New Roles for Multinationals in Eastern Europe and Yugoslavia," Columbia Journal of World
Business, fall 1973.

6
2 Only about X2 percent of Poland's and about 2 percent of Hungary's total exports to the industrial West

are comprised of commodities produced under cooperative agreements (Figyell, Nov. 21, 1973).
'3 R. W. Campbell and P. Marer (eds.), East-West Trade and Technology Transfer: An Agenda of Needed

Research. Bloomington, 1974.

32-765-74-38
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state enterprise of the East-christened "transideological corpora-
tion" by Pisar. ICA's on the other hand are generally financed through
loans and credits.

There are important and fascinating differences among EE countries
with respect to their attitude, practice, and legislation toward alterna-
tive forms of ICA's and JOV's, although one of the most important
features of these agreements is their continually evolving nature.
Perhaps the single most important prospective "technology" that is
being transferred within EE today is the transfer of the experience of
one EE country to others about different kinds of cooperation agree-
ments and the advantages and disadvantages of each type.

At the present time only Yugoslavia and Romania have been ex-
perimenting with full-fledged JOV's. Romania alone so far allows the
establishment of separate, joint production enterprises on its soil.
Yugoslavia has had the longest experience and largest number of con-
tracts concluded-since 1967 rmore than 80-but many have been
quite small, with the total volume of foreign investment not much in
excess of $100 million-less than the capital flow associated with a
single major joint venture in the West.4

Of particular interest both to EE and to the United States is the
recent Romanian experience; to EE because it may demonstrate that
JOV's are compatible with central planning of the traditional kind,
and to the United States because one of the first to take advantage of
the new opportunity was the U.S. based Control Data Corp."

Hungary has experimented successfully with all kinds of industrial
cooperation but so far has not allowed equity participation, except in
trade and services, allegedly because it believes that Western tech-
nology can be obtained less expensively through ICA's. But aspects of
the Hungarian joint venture law are even more liberal than the
Yugoslav code, for example, with respect to government guarantees of
the repatriation of profits and indemnity to Western companies for
unforeseen future actions by the Hungarian Government.56

Poland is contemplating the pros and cons of JOV's and is studying
carefully the experience of other EE countries. Poland appears to opt
for pragmatic experimentation with alternative forms, and has not
so far codified the do's and don'ts of its options. It is reportedly willing
to entertain any proposal from Western firms.

Bulgaria, Czechoslovakia, and East Germany are participating in
ICA's (licensing, turnkey, and other economic cooperation agreements)
but-apparently influenced by the present Soviet posture, are not yet
discussing the possibility of JOV's. We know that Hungary, Poland,
Romania, and Yugoslavia are studying carefully each other's agree-
ments. Does the Soviet Union also? 57

'4 C. 11. McMillan, D. P. St. Charles, Joint East-West Ventures in Production and Marketing: A Three

country Comparison. Ottawa Institute of Soviet and East European Studies, Carleton University, Working

Paper No. 1, August 1973.w
26 Control Data Corporation formed with its Romanian counterpart, ROM Control Data SRL, a com-

pany 45 percent owned by CDC and 55 percent by a state enterprise of the Government of Romania, to
manufacture card readers, card punchers and a line printer in Romania (for interesting background and

details by a CDC executive, see H. P. Donaghue, "Control Data's Joint Venture in Romania," Columbia
Journal of World Business, winter 1973.

I5 J. Holt, "New Roles for Multinationals in Eastern Europe and Yugoslavia," Columbia Journal of World
Business, fall 1073.

'7 On May 21, 1973, Brezhnev publicly stated in West Germany that mixed companies or JOV's would
not be permitted in the U.S.S.R. (Holt, op. cit., p. 136). More recently, however, it is reportedly considering
forms of cooperation not hitherto permitted, such as paying royalties to prospective American investors
for building new hotels (The New York Times Feb. 6, 1974). There is precedent for JOV's in the Soviet
Union, which were permitted in the 1920's (the concessions"). Should the Soviet Union make such a move
once again, Bulgaria, Czechoslovakia, and East Germany would be expected to follow suit (McMillan and
St. Charles, op. cit., p. 3).
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V. SUMMARY AND CONCLUSIONS

The prospect, in general, is for substantially increased trade be-
tween the United States and EE, but also for a deficit in the trade
account of the EE countries. In this connection, it is important to
note that, despite the usual stress on Soviet-U.S. trade, until the
massive Soviet grain purchases in 1972-73, it was the trade between
the United States and the six European members of CEMA which has
been quantitatively the more significant and is projected to become
again, according to one forecast we cite.

We have indicated that considerable methodological and measure-
ment problems exist in attempting to forecast the volume of U.S.
trade with EE. One of the least known and understood aspects of the
measurement problem is the problem of the divergences in the "mirror
statistics". This represents not merely a question about the inter-
pretation of the past, but is also important for future-oriented policy
recommendations and business decisions. One of the key variables
determining the future level of U.S.-EE trade is the availability of
credit, and the evaluation of credit worthiness is one important input
into the decision on credit extension. The fact that the measured
trade balance of a given country (which in the absence of data on
balance of payments becomes the key indicator) depends on which
set of statistics is used is a problem which influences, to some extent,
the future level of trade.

Given the expectation that both the United States and the EE
countries will wish to increase the flow of goods from the United
States to EE, what are the options for financing this flow?

The most obvious option to consider is a potential increase in EE
exports to the United States. In this connection, we examine the
impact of the prospective granting of MFN by the United States to
the EE countries that do not now receive this treatment. We find
that East Europeans place great stress on this issue as a precondition
for engaging in the massive costs of entering the U.S. market. Another
factor that might bring about an increase in the level of EE exports
is economic reforms in EE. However, there is insufficient evidence, at
this point, to forecast the potential impact of such reforms on the
level of EE exports to the United States.

The second option is the increase in EE exports of invisibles. There
appears to be small likelihood of EE countries following in the foot-
steps of Yugoslavia where the remittances of Yugoslav workers
abroad play a major role in financing Yugoslav imports. On the other
hand, increased earnings of hard currencies from Western tourists
represent a large potential source of financing commodity imports
from the West.

A third option for financing imports from the United States is to
utilize foreign exchange earned from potential export surpluses of
commodities or invisibles to third countries. Although there exists
no fully satisfactory method for measuring the extent of ex ante
inultilateralism, we have examined various ex post measures and
(devised one that meets some of the objections. Our calculations
suggest that during 1960-63 and 1964-67 East-West trade was not as
"bilateral" as East-East trade or as "multilateral" as West-West
trade. During 1968-71, however, the degree of multilateralism in
East-West trade increased considerably, making it comparable to
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that in West-West trade. This suggests that there already appears
to be a sufficient degree of multilateralism so that EE countries could
finance purchases from the United States by surpluses with other
OECD countries. However, our analysis of EE trade with individual
OECD countries indicates that even if payments are multilateral,
EE would not have surpluses large enough to provide an important
means for financing expanding imports from the United States,
particularly since some of these surpluses would be needed to repay
past credits. This conclusion is seconded by the assessments provided
by our East European respondents.

The fourth, and perhaps most significant, option is to be found in
the capital account. The nature of U.S. exports, with capital equip-
ment accounting for a large proportion of present and future exports
to EE, requires that the U.S. grant credit facilities. It is customary
in international trade to sell capital equipment on credit and our
competitors have used credit terms as an effective competitive weapon.
As indicated in the study, a primary factor behind the increase in
recent U.S. exports to CEMA has been the change in U.S. Govern-
ment policy on credits. All of our EE respondents have stressed the
importance of U.S. Government action in removing restrictions on
credits, as well as tariff and nontariff barriers. The forecasts of future
levels of U.S. trade with EE have also shown that a major expansion
is tied to the simultaneous removal of export controls on high tech-
nology items and the granting of credit facilities to finance their
export.

Some economists, particularly Gregory Grossman, have pointed
out the danger to the United States of providing massive credits to
the Soviet Union; a large debtor would be in a position to use its
debtor status to influence the creditor's economic policies and political
options."8 However, the EE countries are much too small and too
weak economically and politically to pose any such danger.

As economists, we would naturally ask the question of the costs to
the United States of providing credit by the Eximbank to finance
U.S. exports to EE. As indicated in this study, there does not appear
to exist any subsidy by U.S. taxpayers, so that this apparent cost
does not have to be balanced against the economic and political
benefits of expanded U.S.-EE trade.

The fifth option, closely connected with credits, is the provision to
EE of Western capital, technology, organizational know-how, as well
as marketing facilities, by means of industrial cooperation agreements
and joint ownership ventures. While this has not been a major source
of financing the import of U.S. goods, the long-term significance of
this approach should not be underrated.

U.S. firms are continually searching for new, relatively undeveloped
markets. Despite the rise in U.S. sales to EE during recent years, this
region still represents one of the untapped market areas of the world.
While the domestic markets of individual EE countries are small by
West European standards, this is counterbalanced to some extent by
two considerations. First, as one advantage of dealing with state
organizations, a Western firm has a good opportunity to capture a
large share of the total imports of an EE country. More importantly,
marketing in a single EE country can often be the entering wedge into

is R. W. Campbell and P. Marer (eds.), op. cit.
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the other EE market, and perhaps more importantly, also to the muchlarger Soviet market. Among the potential benefits to U.S. firms aregains of expertise and marketing economies of scale in dealing withstate-trading countries, enhanced by the "demonstration effect" onother CEMA countries of a Western partner being successful in EE.
The primary purpose of this study is to provide a framework within

which to analyze the problems and prospects of U.S. trade with EEand to examine, quantifying where possible, the longrun options of
these countries to finance increased purchases from the United States.

APPENDIXES

I. SURVEY OF EAST EUROPEAN VIEWS AND ATTITUDES ON COMMERCIAL
RELATIONS WITH T11E UNITED STATES S

We received no replies. Bulgaria
Czechoslovakia

Shopping List.-U.S. engineering goods and equipment embodying advancedtechnology, including machinery whose export has hitherto been prohibited or
permitted only under special circumstances.Possible Sales in the United States.-See appendix table I-A.Credits.-A serious obstacle to increasing U.S. exports. In some cases U.S. com-mercial banks have found ways to finance exports to Czechoslovakia even with-out Eximbank support, but owing to the "political risk" involved they charge ahigher interest rate than the Eximbank. Eximbank requirement that detailedbalance-of-payment statistics be disclosed is unacceptable to Czechoslovakia.Industrial Cooperation and Joint Ventures.-With some other western trade part-ners, traditional exchange of goods is being increasingly supplemented andstimulated by technological cooperation and coproduction agreements. We arenot interested in and do not permit investment of foreign capital in Czechoslo-vakia but are prepared to consider cooperative ventures and joint ventures in
third markets.

Special Problems.-The absence of MFN is particularly painful in the case ofmanufactured products. The ad valorem equivalent of duties collected onimports from Czechoslovakia is estimated to be, on the average, 3-4 times higherthan that collected on U.S. imports from other sources (see app. table I-A).For these and other reasons, the restoration of MFN is indispensable for any
significant expansion of trade.

During a September-October 1972 visit to the United States by a tradedelegation it was found that U.S. industry representatives had very limitedknowledge of the Czechoslovak market and were afraid that there would beinsufficient protection of the industrial rights ceded to Czechoslovak enterprises.In fact, however, Czechoslovakia scrupulously adheres to the Paris Convention
on the protection of industrial property.

Trade prospects.-If the existing tariff discrimination is removed, and subject toother market conditions being favorable in the United States, it would be fairto expect a sustained, dynamic growth, so that trade could easily double or treblewithin the span of several years. By way of comparison, the present value ofAustrian exports to the United States, which are not discriminated against,
is approximately five times higher than that of Czechoslovakia.Attitudes.-Czechoslovak enterprises lack intimate knowledge of the U.S. market(with the exception of a few traditional lines), and are unwilling to invest largesums in research into the U.S. market and in advertising as long as there is apolitical risk which could make such investments unprofitable. That the U.S.Government had demonstrated its serious desire to expand trade relations withthe Soviet Union raises the hope that Czechoslovak-U.S. trade-political relationswill soon come up for discussion. This depends primarily upon a favorablesettlement of U.S.-U.S.S.R. relations (statement made in November 1972).The long-term prospects toward improved economic and trade relations appear
to be irreversible (statement made in March 1974).

5' The information is based on replies to questionnaires sent by the authors of leading foreign trade special-ists and officials of EE countries, supplemented by articles and speeches by these specialists. The opinionsexpressed are those of the individual respondents.
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East Germany
We received no replies. Gergany

Hungary

Shopping List.-It is probable that we will import considerable quantities of pro-
tein fodder and concentrates, agricultural machinery, agro-technical chemicals,
pedigree stock, electronic equipment, computers, instruments and complete
factory installations. The present structure of Hungary's imports does not reflect
the high level of U.S. technology. The improvement in Hungarian-American
relations should change this.

Possible Sales in United States.-It is important to concentrate on a few promising
fields, such as products of the food industry (canned meat, beverages), pharma-
ceuticals, products of vacuum-tube technology, textiles, tools, books, bicycles,
and other mass-produced items. If MFN is granted, our exports of textile fabrics,
clothing, footwear, steel products, leather coats, camping equipment, light bulbs,
and some machinery should increase.

Industrial Cooperation and Joint Ventures.-Already concluded agreements in-
clude: closed-system corn production, Intercontinental and Hilton Hotels,
Coke, and Pepsi contracts, cooperation in the production of plastic contact
lenses. Would like to develop further production and marketing cooperation
with U.S. firms. There are possibilities in the manufacture of agricultural ma-
chinery, the aluminum industry, automobiles, chemical fertilizer production,
and the chemical industry. Our primary interest is acquiring technological
knowledge and opening up marketing opportunities, in some cases through joint
exports to third countries. During the last few years Hungary has entered into
about 240 cooperation agreements with western firms (primarily in engineering,
the chemical and food industries, and agriculture). The overwhelming majority
of these are very satisfactory to both sides.

Special Problems.-Hungary has an operational tariff system. Because of mutual
tariff discrimination, this impedes the entry of Hungarian goods to the United
States and the entry of American goods to the Hungarian market. Duty on
U.S. goods is on the average 15 percent higher than that on goods from countries
that grant us MFN (which means, in practice, all our other trade partners).

Trade Prospects.-If Hungary is granted MFN, trade volume could triple or
quadruple in about 4 years, with imports from United States remaining higher
than our exports.

Attitudes.-After congressional authorization of MFN, a trade agreement should
be negotiated, dealing with mutual reduction of customs duties, the elimination
of other discrimination, economic arbitration procedures, trade, and business
representation, et cetera. The foundation for the development of trade can be
considered to have been laid only if these preconditions have been fulfilled.

Respondents in general in favor of normalization of relations and are op-
timistic about prospects, but some also point out that in Hungary, too, there are
those who argue that it would not be advisable to undertake new risks and
investments to enter the U.S. market because Hungary could sell the same
goods in its closer, more traditional markets.

Poland

Shopping List.-Machincry and equipment for priority sectors, including ma-
chinery for nonferrous ore mines; engineering industry; rolling mills; construc-
tion; chemical and petrochemical processes (plastics, synthetic fibers), food
processing and packaging, automotive services, data processing equipment,
electronics and advanced industrial instrumentation. Another important
category consists of grain and feedstuffs.

Possible Sales in United States (see also under "Special Advantages").-Engi-
neering products such as building machinery (excavators, leveling machines),
mining machinery (particularly for collieries), electric tools, universal machine
tools for metalworking, lighting fixtures and fittings, assemblies and parts of
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various kinds of engineering products (see "Joint Ventures"). In other branches
most promising seem to be such products as sporting and tourist articles,
gliders, yachts, bicycles, musical instruments, toys, cosmetics, some pharmna-
ceutics, and semi-finished products for pharmaceutical industry, leather manu-
factures, some types of clothing, furniture and other wood manufactures and
even some agricultural products (e.g. race and sporting horses). This list
should be treated as a very provisional one.

With regard to sales of invisibles, the employment in the United States of
Polish specialists (through the intermediary of the "Polservice" enterprise)
and constructive crews (in cooperation with American enterprises) might become
an eventuality. Such business opportunities have proved to be successful
recently in West Germany.

Industrial Cooperation and Joint Ventures.-Large-scale exports to United States
of engineering products and parts will be possible only within the framework of
industrial cooperation, which we would like to see further developed.

Special Advantages.-An important and positive element of the U.S. market for
Polish exports is a large group of Americans of Polish origin (5.4 million according
to 1971 census), who tend to buy Polish products to preserve ties with the "old
country." This should also help increase tourism, although we would like to
attract other U.S. population groups as well.

With respect to processed agricultural products, the use of natural fodder
and the low degree of environmental pollution result in a unique quality of
many of our food products. We expect to maintain or even increase the im-
portance of these products (especially canned ham) in exports to the United
States.

Credits.-Considered very important for facilitating imports from United States.
Poland wants to buy on credit when there is a real possibility of repaying it by
increased exports of goods (particularly industrial) or services.

Special Problems.-There are $41 million worth of Polish bearer bonds outstanding,
dating from the 1920's, many held by Americans of Polish descent, on which
settlement negotiations are pending. Poland is affected by the Johnson Debt
Default Act of 1934 which prohibits private loans, other than normal commercial
credits, to foreign governments in payment default. Bill is pending in U.S.
Congress to repeal financing restrictions under the Johnson Act.

U.S. pollution, sanitary, safety, and other standards are more rigid than in
other countries; many of which, we feel, represent discriminatory nontariff
barriers.

Trade Prospects.-At the second session of the joint Polish-American Trade
Commission in 1972, it was forecast that trade should triple in the next 5 years
to $600 million, with annual Polish purchases of U.S. industrial goods at least
$150 million. Sizable U.S. surplus, financed in part by credits, is expected.

Attitudes.-Very businesslike, strong support for trade expansion and joint
ventures.

Romania

Shopping List.-Romania wants to import industrial equipment and technological
know-how.

Possible Sales in United States.-Sce appendix table I-B.
Joint Ventures.-Has signed several agreements with U.S. firms, including with

Control Data Corp. [see text], providing for part ownership for the U.S. corpora-
tion. Romania is interested in further developing this form of cooperation, in-
cluding cooperation to supply third countries.

Trade Prospects.-If Romania received MFN treatment, trade turnover could
reach in the next 3-4 years a half billion dollars. This would represent about
6-7 percent of Romania's total foreign trade, as compared with the 2 percent
U.S. share today.

Attitudes.-Considers very important receiving MFN and tariff status as a de-
veloping country.
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II. APPENDIX TABLEs

TABLE I-A.-TYPICAL PRODUCTS EXPORTED BY CZECHOSLOVAKIA WHICH FACE FORMIDABLE TARIFF BARRIERS
IN THE UNITED STATES

U.S. rate of duty
(percent ad valorem unless

specified)

Most
favored

Commodity Full nation

Gear cutting machine tools - .------------------------------------------------ 40.0 10.0
Boring and drilling metalworking machine tools-30.0 7.5
Metalworking machine tools, not boring or drilling-35.0 7.0
Parts of metalworking machine tools ------- 2- 35.0 7.0
Printing presses -------------------------------------------------------- 40 6 0
Spinning machines-40 0--------------------------------
Weaning machines- 40.0 7.0
Circular knitting machines, not hosiery ----------------- 40.0 6. 0
Motorcycles-5.0 6. 0
Motorcycle parts except engines ------------------------- 25.5 64.
Glider aircraft-30 )--------------------------------------------------------- 27 4
Bicycles-70.0 17
Air rifles and parts ------------------------------ 70.0 17.5
Air pistols and parts-10.0 4.0
Tires for motor vehicles -30.0------------------------------------------ 10.0 4. 5
Ice hockey equipment, except skates- - ------ 5
Toys and parts --------------------- 70. 17.5
Photographic enlargers-20 75-------------------------------------- 22 5
Bentwood furniture and parts -- -----------------------. 5
Wooden chairs- 40.0 8. 5
Men's leather welt footwear, specified value -- 20.0 5. 0

Do - --------------------------------------------------- - 20.0 8.
Men's leather footwear, unspecified ------------------------- 35 .0 8.5
Leather handbags ---------------------. 0 10.0
Brasswind instruments - ---------------------------------------------------- 40.0 10- °
Woven fabrics, not cotton, specified weight ------ 5------- 40 50.0
Woven towels, not cotton, specified thread counts ------------------------ 55.0 50. 0
Damask tablecloths and napkins, not cotton ---- .- . 5
Tablecloths, unspecified, not cotton ------------------------- 40.0 6. 5
Other articles of vegetable fiber, not cotton -- 40.0 6. 5
Unspecified cyclic organic compounds ----------------------- (2) 5(.)
Unspecified antibiotics - ----------------------------------------- 20.0 4. 0
Ceramic statues by professional sculptors -- - ------------ 60.0 20. 0
Inexpensive glass Christmas ornaments …60.0 2.5
Other glass Christmas ornaments ------------ 60.0 12.5
Leaded glassware, specified value ----- ---------------- 60.0 10.5

Do-- 60.0 50.0
Glassware, unspecified, inexpensive --- ------------------------- 60.0 30.0
Glassware, unspecified, specified value -- 60.0 15.0
Glassware, unspecified, cut or engraved ---- . .
Beads, bugles, and spangles ----------------------------- 40.0 7. 0
Imitation gemstones ----------------------------------------- 20.0 3.5
Articles of beads, etc ------------------------------------------------- 60.0 12.5
Glass buttons ------------------------------------------------------- 45.0 12.5
Jewelry and parts, except watchbands - -- ---------------------------- 110.0 27.5
Sausage casings ------------------------------- 40.0 6.0
Bryndza cheese -------------------------------------------------------- 35.0 . 5
Chocolate, sweetened ----------------- 40.0 5. 0
Confectionery, without chocolate -------------------------------------- 40.0 7.(0
Beer ----------------------------------------------------- -- (a) (r)
Fermented beverages, unspecified -- ----------------- --------------- () (1)

Brandy……(-) - - -------------------------------------------------- - {c) ()
Cordials, liqueurs -(-)-------------------- -- ----------------------------------- (5)
Wood moldings, etc., decorating - ---------- ---------------- 40.0 8. 5
Light fixtures, except brass ------------------------------ 45.0 19.0
Enameled cookingware -------------- -()

211 percent, or $1.50 each.
217 percent per pair.
340 percent, or 7 cents per pound.
412.5 percent, or 1.7 cents per pound.
'50 cents per gallon.

6 cents per gallon.
7$1.25 per gallon.
*25 cents per gallon.
a s5 per gallon.
to 62 cents per gallon.

30 percent, or 5 cents per pound.
22.5 percent, or 1 cent per pound.

Source: Reply to authors' questionnaire by a foreign trade official of Czechoslovakia.
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TABLE I-B.-TYPICAL PRODUCTS EXPORTED BY ROMANIA WHICH FACE FORMIDABLE TARIFF BARRIERS IN THE
UNITED STATES

U.S. rate of duty (percent ad valorem unless specified)

Commodity Full MFN

Metalworking machine tools -30 - -6.
Electric engines -32 -- 5.
Ball bearings and parts --------- 35 - -6.
Radio receivers ------------ 35--------------------------- 11.
Lightings, fixtures -35 - -8.5.
Electronic components -35 to 60 - -6 to 15.
Steel products -20 to 45 -- 6 to 11.
Steel tubes -- 20 to 45 percent plus 0.2 to 1.75 7.5 to 13 percent plus 0.1 to 0.8

cents per pound. cents per pound.
Caustic soda solide -$11 per ton -2.6 per ton.
Vinyl-acetate monomer -30 percent plus 6 cents per pound 3 percent plus 3 cents par pound.
Synthetic resins:

Polyethylene -$140 per ton $45 per ton.
Polyvinylchloride -$210 per ton - $21 per ton.

Plastic (polyethylene bags) -45 - -11.
Dioctylphthalate -$150 per ton - $63 per ton.
Synthetic fibers -25 to 50 -10 percent or I cent per pound.
Furniture, wooden -40 to 42 - - Oto 12.
Plywood 40--------------------------- 10.
Hardboard -- -------- .-- 30--------------------------- 7.5
Canned vegetables -35 - -17.5.
Canned fruits ------------------ 35 --------------------------- 7.5.
Tomato paste -50 -- 13.6.
Wines -$1.25 per gallon - - 35 cents per gallon.
Cheese - 35 -- 9 to 15.
Beef, canned -20-- 5 to 10.
Wool fabrics -75-------------------------- 35.
Linen fabrics ---------------------- 40--------------------------- 5.
Knitwear:

Cotton --...--...----.......----- 45 - -25.
Synthetic- 45 to 65 cents per pound -- 25 to 35 cents per pound.

Cotton, synthetic fabrics:
Cotton --- 20 -- 10.
Synthetic --- 47 -- 20.

Clothing garments -37 to 75 - -17 to 35.
Gloves (dress) -35--------------------------- 7.
Glassware -60 -- 30.
Carpets- 45 -- 11.
Handicraft (textile) --- -------------------- 90--------------------------- 35.

Source: Corneliu Bogdan (Ambassador of Romania to the United States), "U.S.-Romanian Trade Relations," The ACES
BulletinSummer-Fall 1973, 15, pp. 16-17.



TABLE Il-A.-AMOUNT AND PERCENT BY WHICH EAST EUROPEAN COUNTRIES' IMPORTS FROM DECO COUNTRIES EXCEED OECD COUNTRIES' EXPORTS TO EAST EUROPEAN COUNTRIES,
AND NUMBER OF YEARS IT DOES SO, CUMULATIVE 1960-72

[in millions of current dollars, percent, and number of years]

Imports of East Europe less exports of OECD country

OECD country Total East Europe I Bulgaria Czechoslovakia East Germany Hungary Poland Romania U.S.S.R.

Switzerland------$1, 268 (49%, 76) $84 (44%, 11) $415 (56%, 13) $324 (64%, 13) $162 (43%, 13) $164 (39%, 13) $118 (34%, 13) $149 (31%, 10)
United Kingdom 2,148 (39%, 78) III (39%, 13) 533 (51%, 13) 327 (47%, 13) 316 (45%, 1) 558 (29%7,,13) 383 (34%, 13) 109 (5%, 9)
Netherlands ------ 557 (28%, 72) 0 (0%, 9) 186 (38%, 13) 114 (23%, 13) 52 (18%, 11) 125 (31%, 13) 80 (34%, 13) 265 (36%, 13)
Austria -704 (20%,75) 87 (24%,13) 230 (280%, 13) 53 (13%, 12) 117 (15%, 12) 135 (22%, 13) 81 (17%, 12) 227 (22%,12)
Belgium-259 (18%, 53) 16 (16%, 8) -3 (-1%,d7) 114 (35%, 12) 52 (24%. 11) 6 (2%, 6) 73 (28%, 9) 160 (24%, 12)
Italya-319 (8%,62) 40 (8%,10) 6) (25%,13) 84 (11%, 12) -4 (a1%, 9) 1e 132 (6%,10)
Japan --------- 59 (6%, 51) 8 (5%, 10) 21 (18%, 11) 37 (25%, 12) 21 (25%,1t2) -23 ( 13%, 0) -5 (-2%, 6) 47 (2%, 11)
France--------- 150 (4%, 52) 9 (2%, 8) -25 (-5%, 8) -5 (-1%, 7) 71 (13%, 12) 6 (1%, 8) 95 (11%, 9) 466 (17%, 13)
Canada------- 31 (4%, 37) 4 (8%, 5,) 73 (30%/, 13) 25 (30%, 11) 12 (20%, 6) -69 (-24%, 1) -15 (-69% 1) 382 (9,12)
United States------ -11 (-I%, 39) -2 -97%, 5) 14 (5%, 10) 61 (1%, 5) 83 (34%, 11) -150 (-16%, 1) 6 (2%, 7) 54 (2%, 9)
Greece--------- -9 (-1%, 33) 6 (6%, 8) 2 (1%, 7) -3 (-3%, 4) 4 (3%, 8) -9 (-7%, 3) ---9 (-14%, 3) -2 (0% 7)
Finland -------- -9 (-1%, 38) -3 (-12%, 2) 3 (2%, 10) -15 (-9%, 2) 11 (11%, 12) -3 (-1%, 6) -2 (-3%, 6) 43 (1% 9)
Sweden -------- -20 (1%, 33) 5 (6%, 7) 12 (4%, 7) -55 (-12%, 1) 7 (4%, 7) 3 (1%, 4) 9 (5%, 7) 105 (10% 12)
Norway -------- -13 (-3%, 30) 0 (-1%, 0) 15 (13%, 13) -21 (-29%, 1) 6 (11%, 12) -4 (-3%, 3) -2 (-15%,o 1) 34 (14% 11)
Spain --------- -21 (-5%, 23) -15 (-31%, 2) 0 (0% 4) ----- - 6 (8%, 9) -10 (-7%, 4) -3 (-3%, 4) -12 (-13%, 7)
Denmark ------- -54 (-6%, 28) -3 (-13%, 3) 2 (1%,~o 7) -44 (-1 I,-) 10 (11%, 10) -14 (--4%, 5) -5 (-11%, 2) 3 (1%, 7)
West Germany ------ 2,218 (-20%, 18) -21 (-3%, 6) -648 (-43%, 0) -1 062 (-24%, 0) -72 (--6%, 5) -294 (-19%, 0) -121 (-7%, 7) -326 (-10%, 3)

DECO total 2 -- 3,156 (7%, 66) 304 (11%, 12) 834 (11%, 13) -77 (-I%, 6) 942 (16%, 12) 426 (4%, 10) 726 (11%, 13) 1, 838 (7%, 12)
EFTA --------- 4,042 (26%, 78) 281 (27%, 13) 1,214 (37%, 13) 563 (22%, 13) 629 (2%, 13) 854 (20%, 13) 502 (25%, 13) 670 (8%, 12)
EEC -------- -932 (--4%, 39) 44 (2%, 9) -492 (-15%, 1) -75(--812%, 2) 187 (67%, 12) -16/ (-4%, 3) 249 (6%, 12) 696 (7%, 12)

1 Excludes U.S.S.R. Source: Indiana University, International Development Research Center, International Trade
ISum of countries listed differs slightly from DECO total because the latter also includes Iceland, I nformati on Management System (based on official East European and DECO sources).

Ireland, and Portugal, not listed in tbis table, and because of rounding.



TABLE II-B.-AMOUNT AND PERCENT BY WHICH EAST EUROPEAN COUNTRIES' EXPORTS TO OECD COUNTRIES EXCEED OECD COUNTRIES' IMPORTS FROM EAST EUROPEAN COUNTRIES, AND
NUMBER OF YEARS IT DOES SO, CUMULATIVE 1960-72

[In millions of current dollars, percent, and number of years]

Exports of East Europe less imports of OECD country

OECD country Total East Europe' Bulgaria Czechoslovakia East Germany Hungary Poland Romania U.S.S.R.

Switzerland - $1, 217 (557 78) $214 (85%,13) $227 (41%,13) $191 (62%,13) $262 (51%, 13) $158 (48%, 13) $165 62%, 13) $31 (14%, 9)
Netherlands,-,:239 (14 68) 38 (43%,13 36 (9%, 11) 51 (10%, 10) 31 (12%,11 34 (12%,11) 49 %12) 550 (45%, 12)
Austria - 349 (13 59) 75 (35%, 13 96 4%, 13) 0 (0%, 5 83 (13%,13 -20 (-4%, 2) 114 (30%13) -40 -(5%, 4)
Greece ---- ---- 100 (1207,44) 9 ( 6%, 7) -14 (-9%, 0) 21 (20%, 12) 10 (9%, 8) 30 (20%, 8) 45 (27%, 9) -18 (-5%, 5)
United Kingdom- 368 (9qk', 53) 57 (23 0,19) 188 (21%, 13) 21 (5%, 7) 142 (350, 11) -26 (-%, 6) -7 (-1%, 6) -39 -0IO/, 2)
France - 116d(5~,48) 46 (220 7 ( 11P 3 (1%, 7 59 (11%, 2) 62 (11n, 9) 548 (o33%, 0)
Belgium -------- 53 (5%,43 16 (25%, 9) 4 (2%,~ 8) -7 (-2%, 4) 14 (11, -19-~9%, 2) 45 (320~,1) 8 1% 8
Canada--------- 12 ~2,45) 0 (3%, 3) 2 1%, 10) 1 (309) 7 (1107~, 12) 7 (5%, 10) -4 (-13,1) 24 (170,11)
United States------ -15 (-17499) 2 (9%,9 0 (07,6) 5 (6%1 27 (34%, 13) -7 -7,2 18 (%,9 -2 (-%,5
Italy,,--------- 206 (-4.,2) 2 4,7 -23 (-4f~' 3) 0 (% 8) 18 (2%, 9) -141 (-14%. 0) -83 (-8%, 2) -493(-1,0

West Germany - -838 -8f :,34) -22 (-% ) 4 3f5 1 1 -675 (- I,1 8 (% 0 16 -1,0 3 -% 6) -10(-4% 0)SWeen---------140 (-10%, 6) -7 (-29%, 0) -36 (-14%, 0) -14 -4,3) -9 (5,2 691 (13,0 -14 (17%, 1) -6 -5,0

Norway -------- -60 (-107/,12) 2 (7%, 3) -20 (-147/, 1) 6 (4%, 3) -9 (-16%, 4) 35 (-19%/, 0) -4 (-7%, 1) -63 (-21%, 0)
Spain-------- -55 II11~, 19) -2 (-30%, 6) -11 (159~ 0) 2 (5%, 1) 4 (7%, 9 -37 (24%,: 1 ) -12 (-13%, 2) -9 (-6%, 4)
Denmark ------- -155 (-17%, 7) -4 (287, B -31 (-17%,. 0) 0 (0%, 4) -5 (6%, 3) -110 (-31%, 0) -6 (287 -80 (24%, 0)Finland - ~~~~-156 (-19%, 8) -3 (:129?, 3 -16 (-12%, 1) -22 (-11%, 1) -7 (-8%7,3) -90 (-26%, 0) -17 (3%0 -318 (-1I 0/,3)
Japan ---------- 193 (-31 %,20) -5 (-6%, 3) -39 (-43%, 0) -31 (-23%, 7) 1 (3%, 7) -83 (-55%, 0) -36 (- 30%/, 3) -921 (-28%, 0)

DECO total'---- 525 (1%, 47) 440 (17%, 12) 445 (6%, 13) -454 (-5%0, 2) 594 (12%, 11) -764 (-8%, 0) 264 (5%/, 9) -2,960 (-13%, 0)EFTA --------- 1 387 (11%, 62) 336 (427/,13) 398 (14%, 13) 182 (97 11) 458 (237 12~ -202 (-5%, 0) 216 (16%, 13) -770 (-8%, 2)
EEC --------- - 637 (-3%, 39) 180 (7fo, 9) 119 (4%, 11) -628 (-119o; 1) 87 (3%,II) -354 (- 10%, 0) 39 (1%, 7) -1, 213 (-14%, 0)

I'Excludes U.S.S.R. Source: Indiana University, International Development Research Center, International Trade
'Sum of countries listed differs slightly from DECO total because the total includes Iceland, Ireland, Information Management System (based on official East European and DECO sources).

and Portugal, not listed in this table, and because of rounding.



TABLE II-C.-AMOUNT AND PERCENT BY WHICH EAST EUROPEAN COUNTRIES' TRADE BALANCE WITH OECD COUNTRIES BASED ON EAST EUROPEAN SOURCES EXCEEDS TRADE BALANCE BASED
ON OECD SOURCES, AND NUMBER OF YEARS IT DOES SO, CUMULATIVE 1960-72

[In millions of current dollars, percent. and number of years]

Trade balance based on East Earopean source less trade balance based on OECD source

OECD country Total East Europe'I Bulgaria Czechoslovakia East Germany Hungary Poland Romania U.S.S.R.

West Germany ----- $1, 380 ( 13%, 53) -$2 (0%, 6) $693 (42%, 13) $387 (9%,I10 $90 (8%, 10) 5125 (8%, 9 $87 (7%, 5) -$484 (-20%, 1)
Greece-------107 O13 49) 2 (1%, 7) -16 (- 10%, 4) 24 (23~ 12 5 (4%, 7) 39 (289 10 54 (32%, 9) -17 (-40%,I1
United States------ -4 (0-7~ 46) 26 (93%, 19) -14 (-6%, 3) -56 (-64%,9 -55 (-62%, 7) 83 (99' 9) 12 (11% 8) -81 (-15%, 1)
France ------- : -35 (-1%3) 37 (189', 8) 8 (19%, 13) 8 (2 -)65 (-23%, 3) -64 ( 12?9' 4) -32 (5% 6) -1,014 (-60%,0
Switzerland----- - 50 (-2%0, 47 130 (51g9: 13) -188 (-34%, 7) -133 (-43W 2) 100 (19%, 10) -6 (-2?GW 6) 47 (18% 9)-1 (52%3
Canada--------- -19 (-4%,374) -3 (-30% 1) -7 -29% 0) -25 (8191, 2) 6 ( 109', 8) 76 (54%, 12) 10 (31% 11) -358 (-245 0,2
Spain --------- -34 (-7%, 21) 13 (28%, 7) -7121 (-14%,0 2) 2 (4 07' 1) :2 (-3?~ 7) -27 (-17%,9 ) 9%, 3) 3 (2%,4) cin
Norway -------- -46 (-80, 16) 2 F 0/' 4) -35 (-25%, 1) 33 2009,, 6) -15 (-28%, 0) -30 (16%,: 1) -2 (-13%, 4) -97 (-32%,0) co
Sweden---------120 (-9%,~18) -12 (- 0%,: 2) -48 (-19%, 1) 41 (11%, 9) -15 (-8%, 2) -64 (-13%0, 1) -22 (-27% 3) -366 (-36%, 0) C

Denmark --101 -11%, 24) 0 (0%, 5) ~~~~~~-33 (-18%, 0) 45 (18%, 11) -16 (-17%, 0) -96 (-27%, 1) -1 (5% 07) -83 (-24%, 0
Italy--5------- 26 -12%, 13) -18 (-3%, 5) -21 ~(-3%, 4) -80 (-24%, 1) -66 (-7%, 3) -136 (14%, 0) -205 (-219 0) 625 (-26%, 0)
Austria- ------ 355 139', 18) -12 ( 69', 6) -134 (-20% 1 -5 (-17%, 2)) -3 (-6%, 2) -155 ( 289'0 33 (99 -)267 (35%,0)
Finland ------ 141 :18F~ 11) -0 (Ofo' 3) -20 (-14%, 2) -7 (-4%, 5) -18 (- 21%/, 1) -88 (:26t 00) -15 (-7 -0 361 (-12%, 0)
Belgieum ------- 206 -18%, 32) 0 (0?9: 6) _ 7 _(3%, 10) -121 (-36%, 1) -38 (-30%, 2) -26 (-12%, 4) -28 (209', 9) 72 (-8%, 1)

Neherl~and - 318 -18%, 19) 38 (439', 11) -50 (36%, 0) -64 (- 13%, 1) -22 (-9%, 4) -90 (-30%, 0) -31 (18F9 3 286 (23%, 7)
Japan - ~~~~~~-254 -41%, 14) -3( 9 3) -60 (-67%, 0) -68 (-52%/, 6) -20 (61%, 2) -60 (-39% 0 -3 (-269 3) 968 (-29%, 0)

United Kingdom------1,781 -42%, 3) -54 (-22%, 3) -353 (-42%, 0) -308 (-69%, 0) -173 (-43,0 -584 (-34%, 0) -310 (-599~: 0) 148 (-4%, 2)

OECD total 2..- - -2,631 (-7%, 15) 136 (5%, 7) -389 (-6%, 2) -377 (-5%, 4) -347 (-7%/, 0) -1190 (-13%, 0) -462 (-9%, 2)-4, 799 (-21%, 0)
EFTA ---------- 2, 655 (-20%, 11) 54 (7%, 7) -816 (-29%, 0) -381 (-19%,1 -170 ( 2 -15(-26%0, 0) -286 (219', 1) -1 440 (15%, 2)

EEC - 295 (1%, 33) 57 (4%, 6) 611 (18%, 13) 130 (2%, 8) -101 (:45~~~~~~~~, 2) -192 (575%, 2)6 -210(18%,1) 1301:2909 (-221 (-4)

I Excludes U.S.S.R. Source: Indiana University, International Development Research Center, International Trade Infer-
3 Sum of countries listed differs slightly from OECD total because the total also includes Iceland, motion Management System (based on official East European and OECD sources).

Ireland, and Portugal. not listed in this table, and because of rounding.



TABLE II-D.-AMOUNT AND PERCENT OF EAST EUROPEAN COUNTRIES' TRADE SURPLUS WITH OECD COUNTRIES, AND NUMBER OF SURPLUS YEARS, CUMULATIVE 1960-72, BASED ON OECD SOURCES

fin millions of dollars, percent, and number of yearsi

OECD country Total I Bulgaria Czechoslovakia East Germany Hungary Poland Romania U.S.S.R.

I reland .
Portugal .
Iceland .
Norway .
Italy .
Denmark -.--
Finland .
Canada .
United Kingdom
Japan .
Greece ----.---.-----
Spain
Belgium
Netherlands .
Sweden
Switzerland .
Austria -- ------
West Germany.
United States.
France -

Total I
Annual average.

$173 (89, 64) $1 (50%, 6) $24 (75/, 12) $29 (89%, 13) $2 (26%, 10) $109 (84%, 13) $9 (890/,10 $54 (91 %1369 (33f, 35~ 0 (5%, 3) 2 (6f., 9) - 2 ~ . .. . 52 (75%, 12) 15 (41q9k 9 8 (73% 9
27 (28%, 41 1 ~ ~12 (37%,13) -9 42%, 10 -- (-- 4) 6 (17%, 9) 1 (12%, 4 21 (14%,19

175 (27 , 56) (~. 3) 7(35 % , 3) 37(2 % , 10) 12 (20% , 10) 63 (29% , 9 ) 5 (27% , l 1 ) 157 1 ,131, 081(23%,,63) 36 (7% , 9) 42 (60/6,1 ) 83 (25%, 11) 305 (31% , 10) 34 ( 9 , 2) 92 27 ,1) 22 25/ 1195 (18 %,37) 32545~ , 2 -(~ ~ 1 12 1 9 0 (23% ,12) 292 (27% , ) 172 285 :11174 (17%, 54~ 8) 5161009' 122 12920194%8 3 ,1 17 20t:I
/ r ~~~~ 6 10 ,9- 4% 1 2 (207o 6~ 114 26%,l 11)71 -9 381 11%, 10685 31) 6 77 ~~~~31%, 8 - 51 7~ (137, 7 - 23%, (;.:622 4) 15 (8%, 8) 146 ~22"' 13 (012%, 7 42 11 - 18104 1) - - ) 7 3 ~ '4 2-- (- 5 1,985 348 144 21 )~ ~~~ 35 (21k 3-- . 7) -- . 2) 48 (39%,12 70 17,13

68 (12%35) ( 3) 1 3) ..7(3 3) 47(23%, 9) 22 1% 10 59(36,0, 10
126 (I2% 22) I -- - 126 3 % 12)2 - (. 3) -4 29237 1
1 1317 (7%, 8) -- ( ) 3 l 75 1l7% , 1 725 ( % 691 32 o,1153 (10% ,2 44 -: 66 22167 % 6( '1250 (5 %,24) -- (.~~ .~ ) 93 34% , 7 : (.52 4 ( 3% , 10( 1-7% , 11) (. - 352 2 70,11

::~~~:: ' ~~6 1% , -- 5)82 5 , 1i 2)
26, 4~~~~~~ 91 4)8 9 7% 2 ) 7 ) -- - 2 -. - 2

2) .. ( . 1 1) 2)

3,424
263

73
6

627
48

487
37

386
30

1, 447
111

405
31

5,918
455

I Excludes U.S.S.R.
a Small discrepancies due to rounding.

Source: OECD, "Statistics of Foreign Trade" Annual.

-



TABLE Il-E.-AMOUNT AND PERCENT OF EAST EUROPEAN COUNTRIES' TRADE SURPLUS WITH OECD COUNTRIES, AND NUMBER OF SURPLUS YEARS, CUMULATIVE 1960- 72, BASED ON EAST
EUROPEAN SOURCES

[In millions of dollars, percent, and number of years]

OECD country Total I Bulgaria Czechoslovakia East Germany Hungary Poland Romania U.S.S.R.

Ireland -$116 (77%,63) $1 (50%, 6 $20 (710,11) $23 (90%,13) $2 (26%,10) $61 (79% 13) $9 (89%,10) $51 (90%,|13
Norway-127 (22%, 46) 0 (0%, 4) 21 (15 11) 70 (43%, 9) --- i--- 6) 33 (18%, ) 3 (18%, 8) 60 (20%, 2)
Greece-177 (21%, 56) 23 (17%,10) 19 (12%, 9) ---- --- 9) 6 (5%, 8 27 (18%, 7 102 (60%,13) 53 (14%, 10)
Iceland -15 (17%, 29) ---- ( -- 1 4 (16%, 8) 10 (48%, 10) ---- ( 2--- 4 0 (0%, 5) --- (--- 1) ---- --( - 2)
Portugal -18 (16%, 24) 0 (3%, 3) 0 (0%, 4) -- --( -- 3) ( (-- - 18 (35%, ( 6) 8 (73%, 9)
Italy - - 556 (12%,51) 18 (3%, 7) 21 (3%, 8) 3 (1%, 6) (24%, 0 187 (19%, 10) (9 1) 98 (4%, 9)
Switzerland- - 200 (9%, 40) 59 (23%,12 0 (0%, 8)1) 141 (27%,313 --- 2) -- 4) -2)
Denmar e- 74 (8%,137) ---- ---- --- 4(31)06) 1 (%, 8)
Spain -30--(-%-33)--- ---4 -- 5 -- ----(3) -.5) 18 (11%, 8) 13- ( 3-%-, 8 62 (40%, 7)
Finland-48------ (6%,37) (7) -- --- 7 --- ---- 7) 21 (11%, 11) ---- 2) 27 (8%, 7) 3) 20 (1%, 5)
Canada--------- 18 (3%,31) ---- 6) 6 (2%, 8) --- (-- - (--- -- . 4) 1(3%6) ---
Sweden ------- - 29 (2%,22) ----- ( ) ( -4) ---- 7) 29 (6%,10) --- (--- -- 5)-
West Germany ----- 193 (2%,41) ---- 3) 14 (% 11) --- - 7) - -( 4) 49 (3%, 11) ---- ( 3) (-- 3)
Netherlands ------ 11 (1%,23) --- -- 3) -- -( - 5) 11 (2%, 8) -- (-3) -- 1-- - 3) 50 41%, 11)
Belgium -------- 5 (0%, 21) ----(-- 1) --- (-- 6) 5 (1%, 6) 5 I1,1 ----(-- 5) --- - ( -- 2) 219 (25%, 10)
United Slates of

America ------- 4_(0%,31) 4_(13%, 9) --- ( 8) --- 4 --- ( 2) ----- 8 .---(---)- -(----

France -------- -- 9) ---- 1) - -- -- 3) --- 2 --- --( -) --- ..- 1.. 2) --- (--2 )
Austria - - --- 14) ---- (. 1) …-- --- 2 -- 1) -- 5 ---- 4 - ( 2)
United tiwigdom --- ---- 12) -- - ( -- 4) --- ---- 1) ---- --- 1) - -) - --- --- 5) (. ) 1,83 (4 13))

Totals2. . - 1,621 105 276 163 393 461 225 2,943
Annual average----- 125 8 21 13 30 35 17 226

I Excludes U.S.S.R.
2 Small discrepancies due to rounding.

Source: International Development Research Center, Indiana University, "International Trade
Information Management System" (based on official East European sources).
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I. INTRODUCTION

A. Scope

An important feature of d6tente with the Soviet Union and other

socialist countries has been the opening of new commercial contacts

and a rapid expansion in volume of United States-East European and

U.S.-U.S.S.R. trade. In fact, however, the new trade relationships
have been dominated by U.S. shipments to the socialist countries,

dwarfing their exports to the United States. During the 1972-73

period, U.S. imports from the U.S.S.R., the socialist countries of

Eastern Europe and the Peoples' Republic of China were only 27.8

percent of the $3.4 billion of U.S. exports to these same countries,

yielding the United States a surplus of over $2.4 billion on this portion
of its trade.

The large U.S. surplus in this trade reflects the urgent current

needs of the socialist countries, and it is likely that continuation of

d6tente and further expansion of these new trading relationships will

find the United States a net exporter for many years to come. How-

ever, over the longer term, the ability of the socialist countries to buy

U.S. goods, and perhaps to some extent the maintenance of detente

itself, both rest in part on our ability to absorb some imports from the

socialist countries.
Existing U.S. laws and regulations discriminate against imports

from most of the socialist countries, making it difficult in some in-

stances and impossible in others, for them to compete against other

nations for sales in the United States. This discrimination is evidenced

in two general forms. Probably best known is the U.S. failure to

extend most-favored-nation (MFN) tariff treatment to certain social-

ist countries, thereby giving a competitive edge to those nations

which do enjoy MFN treatment in U.S. markets. Less known per-

haps, are a variety of other actions such as embargoes against socialist

country goods or the failure to grant them import quotas on those

items where we use quotas to control the volume of U.S. imports.
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From the viewpoint of the socialist countries, existing U.S. dis-
criminations against their goods are important for two reasons, one
of which imposes a real cost on them, while the other imposes a psy-
chological burden. In real terms, U.S. restrictions hamper and limit
their ability to sell to us and hence, given the shortage of hard cur-
rency they face, limit their ability to buy from us the goods they need.
Second, U.S. discrimination against their goods gives them cause to
question the sincerity with which we approach both the expansion of
trade, in the sense of a two-way flow of goods, and d6tente itself.

This paper focuses on the examination of various U.S. barriers
to imports from Bulgaria, Czechoslovakia, the German Democratic
Republic, Hungary, Romania, and the Soviet Union. It describes
the origin and background of these restrictions, attempts to quan-
tify their effect in terms of dollar values of exports to the United
States lost to the countries concerned, estimates the division of the
lost exports between "MNF" and other U.S. restrictions, and pro-
jects the 1976 and 1980 volume of U.S. imports from the countries
concerned under an assumption of "normalized" trading relationships,
wherein U.S. discriminatory laws, regulations, and actions have been
removed.

For the purposes of this paper, lack of extension of MFN treatment
to the socialist countries is termed a "tariff barrier," while all other
discriminatory barriers to U.S. imports from the socialist countries
are considered to be "non-tariff barriers."

B. Summary and Conclusion

The results of this study indicate that the constraints that existed
on East-West trade during the 1966-71 period caused a substantial
reduction from the level of "normalized" trade.

The total dollar value loss of socialist countries' exports to the
United States due to U.S. trade restrictions on imports discussed in
this study was estimated to have been $321 million in 1966 and $524
million in 1971, with more than one-half of the 1966 total loss and
about one-third of the 1971 loss borne by the U.S.S.R. Of the above
totals, it is estimated that $124 million in 1966 and $292 million in
1971 were caused by the tariff differential-lack of MFN-and the
remainder by other factors such as quotas or embargoes. Compared
with our actual imports from the socialist countries, the estimates
indicate that "normalized" U.S. imports from Eastern Europe and
the U.S.S.R. would have been in excess of four times larger in 1966
and nearly six times larger in 1971 than they actually were. With
respect to individual countries on a percentage basis, the 1971 in-
crease would have been largest for Bulgaria, 1,100 percent; Hungary,
1,000 percent; and Romania, 700 percent. In dollar figures, however,
the increase would have been largest for the Soviet Union, $174 mil-
lion; Czechoslovakia, $111 million; Romania, $90 million; and Hun-
gary, $74 million. Large as these estimated increases appear, when
compared to U.S. imports from the traditional trading partners, they
are still relatively small. For instance, our actual imports from Bel-
gium-Luxembourg in 1971 were about 25 percent larger than the
estimates of our "normalized" imports from the total of all six socialist
countries for that year.

The commodity group that would have ranked first from Eastern
Europe and the U.S.S.TR. was iron and steel. It is estimated that,

32-765-74 89
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under "normalized" conditions, in 1971 we would have imported about
$92 million of this commodity from all six countries. This would have
represented slightly less than 3.4 percent of our actual iron and steel
imports in 1971.

The second ranked group of our "normalized" imports from the
socialist countries, in terms of value, would have been petroleum and
petroleum products, primarily-88 percent-from the Soviet Union,
followed by clothing, meat and meat preparations, nonferrous metals,
and miscellaneous manufactured articles-see table 1.

TABLE 1.-NORMALIZED IMPORTS FROM THE SOCIALIST COUNTRIES: MAJOR COMMODITIES, 1971

[in millions of dollarsl

Rank and commodity group Estimated value

1 Iron and steel - 92
2 Petroleum and products -87
3 Clothing ------------------------------------------------------------- 47
4 Meat and meat preparations ------------------------------------- '''-'-'- 38
5 Nonferrous metals -3--- --- 2------ ---- 32
6 Miscellaneous manufactures -29

Source: Table 7.

These figures seem to indicate that, even under "normalized"
trading conditions, U.S. imports from traditional suppliers would not
have been substantially displaced by goods of Soviet or East European
origin. Moreover, a number of commodities which we could have
imported from that area are becoming items of short supply in the
United States.

The dollar value of export losses stemming from MFN denial to the
U.S.S.R. and Eastern Europe for the six largest commodity groups is
shown in table 2. Similar data for losses attributed to nontariff restric-
tions are presented in table 3.

TABLE 2.-VALUE DIFFERENTIAL BETWEEN NORMALIZED AND ACTUAL IMPORTS DUE TO MFN DENIAL TO THE
SOCIALIST COUNTRIES: MAJOR COMMODITIES, 1971

[In millions of dollarsl

Rank and commodity group Differential

1 Iron and steel -61
2 Clothing -31
3 Transport equipment ------------ 19
4 Electrical machinery, apparatus -1
5 Miscellaneous manufactures…16
6 Footwear -15

Source: Table 10.

TABLE 3.-VALUE DIFFERENTIAL BETWEEN NORMALIZED AND ACTUAL IMPORTS DUE TO NONTARIFF RESTRIC-
TIONS AGAINST SOCIALIST COUNTRIES: MAJOR COMMODITIES, 1971

[in millions of dollarsl

Rank and commodity group Differential

1 Petroleum and products -27--------- ------- '''-''----''-'-'---2837
2 Iron and steel - ,,, 24
3 Meat and meat preparations…21
4 Nonferrous metals -,
4 Fish and fish preparations ---------- -------- 16
6 Nonmetallic manufactures … 14

Source: Table 10.
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Assuming that the trade relations between the United States annl
the six Socialist countries will be normalized in the near future, our
imports from this area may reach $946 million in 1976, and $1,183
million in 1980. These projected volumes are probably conservative in
view of the increase in the formation of joint ventures and the ex-
pansion of production for the U.S. market that are expected to occur
in Eastern Europe and the U.S.S.R. with the normalization of our
trading relationships.

The fastest growth in exports to the United States between 1973t
and 1976 is expected to be achieved by Bulgaria, closely followed by
the German Democratic Republic, and Hungary. During the 1976-80
period, Romanian exports to the United States are expected to grow
most rapidly-30 percent-followed by the increase in shipments,
from Hungary and Czechoslovakia, around 27 percent each; U.S.S.R.,
23 percent; German Democratic Republic, 22 percent; and Bulgaria,
17 percent. In terms of the dollar increase of U.S. imports from the
Socialist countries under "normalized" conditions, the Soviet Union
ranks first and Bulgaria last during both the 1973-76 and 1973-80
periods. (See table 4.)

The commodity groups projected as potentially the largest U.S.
imports from the Socialist countries in 1976 and 1980 are shown in
table 5.

TABLE 4.-PROJECTED INCREASE IN U.S. IMPORTS FROM THE SOCIALIST COUNTRIES: 1973-76 AND 1973-80

[in millions of dollarsl

Values

Country 1973-76 1973-80

U.S.S.R -176 267
Czechoslovakia ---------------------------------------------- 145 194
Hungary-101 133
Romania -88 130German Democratic Republic -69 86
Bulgaria - 31 37

Source: Table 14.

TABLE 5.-PROJECTED U.S. IMPORTS FROM THE SOCIALIST COUNTRIES UNDER NORMALIZED CONDITIONS:
MAJOR COMMODITIES, 1976 AND 1980

[in millions of dollarsn

Commodity group 1976 1980 Leading country(ies)

Petroleum and products thereof -152 194 U.S.S.R.
Iron and steel 102 128 Czechoslovakia.
Clothing-------------------------4 102 Romania, Hungary.
Nonferrous metals -65 76 U.S.S.R.
Meat and preparations thereof -45 53 Hungary.
Nonelectric machinery -42 56 Czechoslovakia.
Miscellaneous manufactured products -40 49 German Democratic Republic.

Source: Table 16.

Given the assumptions on which this study is based and allowing
for the shortcomings necessarily inherent in the methodology, the
findings suggest several conclusions regarding U.S. restrictions on
East-West trade. First of all, U.S. imports from the U.S.S.R. and the
five socialist countries of Eastern Europe under normalized conditions
would still remain relatively small and, with existing or additional
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precautions-possible escape clause or market disruption safeguards-
would probably not cause any serious market dislocation in this
country. Second, the structure of our potential imports from these
socialist countries indicates that they could export to us considerable
quantities of those commodities which are or may be in short supply
here. This is particularly true of our potential imports from the Soviet
Union which may to some extent be understated in this paper, as
explained elsewhere in the text. Major commodities on the Soviet
supply list, as derived in this study, include petroleum and petroleum
products, nonferrous metals, nonmetallic mineral manufactures, fish
and fish preparations, metalliferrous ores, and wood and lumber.
Third, the lack of MFN status appears to be relatively more significant
to the five Eastern European countries than to the U.S.S.R., although
the gap seems to be getting smaller, due to the apparent gradual
structural change in Soviet exports from predominantly raw materials
and semimanufactures to finished products. In contrast to our imports
from the U.S.S.R., U.S. shipments from Eastern Europe would be
expected to include mostly iron and steel, clothing, meat and meat
preparations, footwear, and miscellaneous manufactured articles.

C. Data Sources and Limitations

The entire study relied, almost exclusively, on the annual publica-
tion of the OECD, Trade by Commodities-Imports, for the years
1966 through 1971. The selection of this source was necessitated by the
comprehensiveness of its statistics and by the need to maintain con-
sistency of the scope of the data in deriving the estimates for the past
and the projections for the future.

The OECD publications, which served as a basic source for the
two-digit commodity composition of imports in East-West trade,
were supplemented by volume 1 of the 1970 Supplement to the World
Trade Annual, prepared by the Statistical Office of the United
Nations and published by Walker and Company in New York, and
by Tariff Schedules of the United 'tates Annotated (1972). Statistical
yearbooks for the U.S.S.R. and Eastern European countries were also
examined, especially with respect to the total production and trade
volumes. In addition, a number of books, journals, laws, and regula-
tions relating to the topic discussed were surveyed and utilized either
for background information or for direct citation.

Use of the OECD data themselves introduces the possibility of
several forms of bias. Perhaps most important, in determining the
volume of U.S. imports that would result from removal of U.S.
discrimination against socialist exports to the U.S., and in deriving
the projections of normalized import volumes for 1976 and 1980, the
actual 1966-71 Western European and Canadian market penetrations
achieved by the socialist countries serve as the basis for all calcula-
tions. Implicit in this use is the assumption that the 1966-71 Western
European, Canadian and OECD import volumes from the socialist
countries occurred in a completely "normalized" environment, free of
Western European, Canadian and OECD discrimination against
socialist imports. While the imports of other OECD countries from
the socialist countries during the data period were significantly larger
than U.S. trade, it is probably incorrect to assume that there was no
discrimination by them against socialist country imports. To the
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extent that there was, in fact, discrimination against socialist countries
by the data base countries, U.S. "normalized" imports calculated for
1966-71 and projected for 1976-80 are biased downward.

It should also be noted that the estimates of U.S. imports from the
German Democratic Republic based on Western European market
shares are understated, perhaps considerably, because of the exclusion
of inter-German trade data from the Western European trade sta-
tistics. In addition, for the purpose of this paper, the analysis and the
tables exclude special transactions not classified according to kind
and those commodity groups for which the high estimates-or actual
imports, if higher-amounted to less than $100,000. Finally, most of
the import data used relate to declared c.i.f. transactions, with the
exception of the United States and Canada, which refer to f.o.b.
values.

II. CONCEPTS AND METHODOLOGY

A. Most-Favored-Nation Principle

The most-favored-nation clause has been, in one form or another,
a permanent feature of international commercial and navigational
treaties for at least three centuries. Its scope varied according to the
policies pursued or maintained by different states at different times.
It may be defined as "A provision, generally inserted in a commercial
agreement between two states, which obligates the contracting parties
to extend all concessions or favors made by each in the past, or which
might be made in the future, to the articles, agents, or instruments
of commerce of any other state in such a way that their mutual trade
will never be on a less favorable basis than is enjoyed by that state
whose commercial relations with each is on the most favorable basis.'
Thus, the granting of most-favored-nation treatment does not offer
the grantee-if this term is correctly used here, since the grants are
usually mutual or reciprocal-more advantages, but rather, not less
advantages than those which are presently, or may in the future, be
accorded by the grantor to its other trading partners. Put more
simply, the most-favored-nation principle in international com-
mercial agreements represents a proviso against discrimination and
favoritism in foreign trading. 2

The most-favored-nation clause can have a number of forms depend-
ing on four basic characteristics and their combinations: positive or
negative; reciprocal or unilateral; limited or unlimited; and conditional
or unconditional.3 The two more important forms of the most-favored-
nation clause are:

(1) Limited, in which case only certain concessions are granted or
the clause can cover only specific states; or unlimited, in which case
all the favors and privileges granted to any nation are extended in
their entirety to all other nations; and

(2) Conditional, where granting of the MFN status by one State
to another is made contingent on receiving reciprocal favors in return;

I Richard Carlton Snyder, The Most-Favored-Natiosn Claoue, New York, King's Crown Press, 1948, p. 10.
X For an excellent discussion of the MFN status, especially the recent Congressional debate on extending

such status to the Soviet Union, see Theodore C. Sorensen, "Most-Favored-Nation and Less Favorite
Nations," Foreign Affairs, January 1974, pp. 273-280.

8 Snyder, op. cit., p. 19.
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,or unconditional, where extension of the MFN treatment by one nation
to another does not specifically require any favors or privileges in
return.4

In general, the United States has followed, since the 1920's, an
unlimited and unconditional most-favored-nation policy toward its
trading partners. A major exception to this rule has been our with-
drawal of the most-favored-nation treatment from all European
Socialist countries, save Yugoslavia, in 1951. In that year the Trade
Agreement Extension Act of 1951 (Public Law 82-50) directed the
President to withdraw the most-favored-nation status from all coun-
tries "under the control of international communism." By that
definition, Yugoslavia, and, since 1960, Poland were determined to be
eligible to retain the MFN status. The denial of trade concessions to
the Socialist countries was later extended in the Trade Expansion Act
of 1962 to cover "all Communist countries", not just those controlled
bv international communism. 1However, to date Poland and Yugo-
slavia have been allowed to retain their MFN status.

In recent years, several unsuccessful attempts have been made to ex-
tend MFN treatment to the U.S.S.R. and other Socialist countries of
Eastern Europe. Because of the differing economic systems of the
U.S. and the Socialist countries, evaluations of the losses and benefits
to the parties concerned in a granting of MFN status are more complex
than they would be if the countries involved had the same kinds of
economic systems. Since imports of the Socialist countries are planned
by government agencies and implemented by State-owned foreign
trade companies, tariff reductions on imports from the United States
by the Socialist countries would not necessarily result in increased
imports of American goods. Consequently, unless a specific provision
is included in the agreement with respect to its reciprocity, the MFN
status may have a one-sided rather than mutual benefit.6

On the other hand, the Soviet Union, as well as other Socialist
countries lacking the MFN status, feel that they are entitled to the
treatment accorded to other U.S. trade partners. Whether for eco-
nomnic, psychological, political, or other reasons, they believe that
they are being discriminated against.7 For these reasons, the growth
of their commercial relationships with the United States may slow
down and, eventually, reverse itself, if they are not granted MFN
treatment.

B. NAontariff Barriers to U.S. Imports From the Socialist Countries

In addition to the impact of the "tariff barrier" that results from
the lack of MFN treatment, socialist country exports to the United
States face a variety of other constraints. These encompass quantita-
tive restrictions imposed by the U.S. Government including em-

4 Ibid., pp. 20-21: and Vladimir N. Pregeli. Mlost-Favored-Nation Principle: Definirion, Brief History, and
Use by the United Slates, Congressional Research Service, Library of Congress, Washington, D.C., p. 2.
' John P. Ilardt and George D. Holliday. U.S.-Soviet Commnlercial Relations: The Interplay of Economics,

Technology Transfer and Diplomnacy. Conmmittee on Foreign Affairs, U.S. House of Representatives, Wash-
ington, D.C., U.S. Government Printing Offico, 1973, p. 52.

6 Ibid., pp. 52-53. See also Gunnar Adler-Karlsson, 1' Problems of East-West Trade-A General Survey,"
Economics of Planning, No. 2, 1967, pp. 149-151.

7 See, for example, the interview with U.S.S.R. Deputy Miusister of Foreign Trade A. N. Manzhulo by
\' Drannikov, "The Call of the Times," Gudok (Whistle) November 22,1973, p. 3; and longer discussions on
trfirf and non-tariff discrimination by Janos Nyerges, ">igniflcance of GAAT Membership," Kfnlgazdasag

(Foreign Economy). No. 11, November 1973, pp. 805-812; and Jerzy Juszkiewicez, "The Influence of Trade
Discrimination on the East-West Economic Relations," Gospodarka Planowa (Planned Economy), No. 8,
August 1972, pp. 4i0-474.
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bargoes, voluntary agreements to restrict imports, and the discrimina-
tory application of quotas and tariff-rate quotas, as well as barriers
to entry into the U.S. market such as public hostility toward Com-
munist-made products, prevalent especially during the cold war
years, the possible lack of U.S. demand for certain major commodity
exports from Eastern Europe and/or the U.S.S.R., the use of shadow
pricing by socialist countries to compete in price in our domestic
market and its relation to the problem of dumping charges, quality
and technical standards, the FDA certification requirements on
certain food products, and the lack of knowledge in Eastern Europe
and the U.S.S.R. of the U.S. market.

With the beginning of the cold war years, the U.S. Governmemt
instituted several quantitative restrictions on imports from the
Socialist world. An embargo was imposed on the importation of seven
types of furskins from the U.S.S.R. and the People's Republic ofChina at the time of the withdrawal of MFN status from the Com-munist countries in the Trade Agreements Extension Act of 1951.
The foreign assets control regulations of 1950, forbidding U.S. trade
with the Socialist countries of the Far East, also embargoed "Chinese-
type" goods sold by the U.S.S.R. Moreover, the United States stopped
buying Soviet crabmeat because it was considered to be produced
by forced labor. This embargo was rescinded in 1961. Restrictive
discriminatory legislature was also instituted during the postwar
years by our State and local jurisdictions against the sale of Com-
munist-made products. In addition, since 1935, embargoes, general
quotas, and tariff-rate quotas have been imposed by the U.S. on theimports of certain commodities from any country, with shares of thequotas generally allotted to a country according to the distribution
of U.S. imports of that commodity by country of origin during some
base period, or on a first-come-first-served basis. In several cases the
allocations discriminated against products from the Socialist countries.
Other international agreements have been negotiated which havealso established quotas on certain commodities. Products from
Socialist countries not a party to the agreements suffered discrimina-
tion in the quota allocations. The quantitative restrictions in existenceduring the years 1966 through 1971, which had or could have affectedSocialist countries, are summarized in the discussion which follows.

In 1966-71, embargoes existed on the import of mink, fox, muskrat,
marten, weasel, ermine, and kolinsky furskins from the U.S.S.R. andthe People's Republic of China, on certain imports from Rhodesia,and on the imports from any country of products containing 45percent or more butterfat, feathers and skin of certain birds, certaineggs of wild birds, pepper shells, impure tea, and white phosphorousmatches. Only the embargo on articles containing 45 percent or morebutterfat was imposed for economic reasons. In the same period, quotasexisted on four categories of agricultural products under section 22 ofthe Agricultural Adjustment Act of 1935, as amended. According toits provisions, the President may regulate on the basis of an investi-gation and report by the U.S. tariff Commission the importation ofagricultural commodities whenever he finds that such importationtends to materially interfere with any domestic production control,price support, or other agricultural commodity program.8 During the

S 121h Annual Report of the President of the United Stotes on the Trade Agreements Program for 1967, 90thCong., 2d sess., nouse Document No. 394, Washington, D.C., 1968, p. 47.



608

period 1966 through 1971, the United States maintained import
restrictions on wheat and milled wheat products, cotton of specified
staple lengths, cotton waste and picker lap, peanuts, and certain
manufactured dairy products. The quotas covering dairy products
were extended to several additional commodities in this category
during the 6-year period.,

The Sugar Act of 1948 provided the quotas in effect throughout the
period 1966-71, serving as the primary method for controlling imports
of sugar. All sugar for the U.S. market has been limited by absolute
quotas which are allocated to specified foreign and domestic supplying
areas in accordance with formulas set forth in the act. During each,
yejtr, unfilled area quotas are reallocated also in accordance with legis-
lative provisions, keeping import quotas completely filled.9 Since mid-
1966, the quotas were extended to imports of mixtures of sugar, flour
and/or butterfat containing more than 25 percent sugar.

The mandatory oil import program, in effect from 1959 through
1973, regulated imports of crude oil, unfinished oils, and finished
products using officially fixed quotas. The program was originally
instituted under the national security provision of the Trade Expan-
sion Act, which authorizes the President to adjust imports if he re-
ceives a report from the Director of the Office of Emergency Planning,
following an investigation, that imports of the products involved are
threatening to impair the national security."0 Oil imports were regu-
lated using licenses issued by the Department of the Interior with -lo
cations of the quotas given to individual companies on the basis of the
amount of domestic crude processed the previous year. Many changes
in the original controls were made during the years the program was in
effect, increasing the volume of imports permitted both absolutely and
relatively, to keep up with changes in U.S. supply and demand for
crude petroleum and petroleum products. The whole program was
terminated in 1973, because the United States required more oil than
it was producing or could import at that time. In place of the program,
a license fee system was instituted.

The Meat Import Act of 1964, effective January 1, 1965, requires
the President to impose quotas on fresh, chilled or frozen beef, veal,
mutton, and goat's meat if the Secretary of Agriculture estimates that
meat imports for the year will total 110 percent of the annually ad-
justed base quota stipulated in the act. The President may suspend or
increase the quotas if he determines that such action is required by
overriding economic or national security interests or in order to in-
sure adequate supplies at reasonable prices." In the fall of 1968, the
United States negotiated agreements with the major supplying coun-
tries to limit their meat exports to the United States to specified
amounts, effectively keeping our total imports at a level below the
quota trigger point. The need for quotas was thus avoided through
mid-1970, when the President first imposed, but later suspended them
in the national economic interest permitting imports to rise above the
restraint program limits. In 1971 imports of meat subject to quotas

' See U.S. Tariff Commission. QuantSatice Import Restrictions of the Unsied States, TC Publication 243,
Washington, D.C., April 1'68, pp. 42-46.

10 For a complete review of the oil import program see U.S. Tariff Commission. World Oil Developments
and U.S. Oil Import Policies, TC Publication 632, Washington, D C) October 1973.

It The 15th Annual Report on the Trade Agreensents Program, fiscia gear 1970, 02d Cong., 1st sess., House
Document No. 92-178, Washington, D.C., 1971, p. 12.
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were once more set at a revised level, but the President deemed it
necessary to suspend them for economic reasons. In 1972 and 1973 the
quotas and import restraints were again suspended to supplement
domestic meat supplies.

For all of the quotas described above, which were in effect during
most if not all of the estimation period, 1966-71, the allocations of the
shares would have had to be adjusted to eliminate discrimination
against the Socialist countries, if trade relations with these countries
had been "normalized" to the degree assumed in this study. The
discriminatory nature of the several international agreements, covering
the exchange of certain commodities, which were in effect during the
6 years, would also have had to have been removed. These agreements
include the long-term arrangement regarding international trade in
cotton textiles, negotiated in 1962 by the GATT Cotton Textile
Committee. It was suggested by the United States as a means of
insuring a more orderly development of trade in cotton textiles than
had occurred in the 1950's when the United States, as one of the few
open markets, bore the brunt of sharply rising exports from new
suppliers.' The agreement allowed for growing access to world
markets for cotton textiles from exporting countries, while providing
for avoidance of disruption of established markets in importing
countries. The principal means for regulating imports of cotton
textiles into the United States under the arrangement has been
bilateral agreements. At the close of 1971, the United States had 28
bilateral cotton textile agreements to control our cotton imports,
including one with Romania negotiated in that year. If normalized
conditions had prevailed in our trading relations with the Socialist
countries during the estimation period, nondiscriminatory bilateral
agreements probably would have existed with all the Socialist countries
that would have exported cotton textiles to the United States.

From 1969 on, the leading integrated steel producers of Japan and
the first six member countries of the European Economic Community
have decided to voluntarily restrict their exports of steel mill products
to the United States because of their concern about the possibility of
legislated import quotas. Had trade conditions been normalized with
the Socialist countries at that time, they might have felt compelled
to participate in this voluntary agreement for the same reason.

Most tariff-rate quotas in effect during the estimation period were
the result of concessions granted by the United States in trade agree-
ments. Since they do not specifically discriminate against the Socialist
countries, they are not covered by this study. Tariff-rate quotas
employed for the purpose of restricting aggregate imports of certain
articles have resulted from both escape-clause actions and legislation.
Those existing in 1966 through 1971 were generally administered on
a first-come-first-served basis and were therefore not discriminatory.' 3

I2 14th Annual Report of the President of the United States on the Trade Agreements Program-1969, 91st
Cong., 2d sess., House Document No. 91-133, Washington, D.C., 1970, p. 31.

I There Is also the International Cofee Agreement effective as Of December 1953, which does not concern
the Socalit countries since thoy are not exporters of coffee. It is designed to stablice the price of coffee at
a level equitable to producers and reasonablI to consumers and to achieve long-term equilibrium of roduc-
tion and consumpton through an export quota system administered by the Internatonal Coffee Council.
The signatory countries accounted for about 97 perent of world exports and 92 percent of world imports of
coffee In 1961 the base year of the agreement. See 1.8. Tarif Commission Quantiative Import Restrictfon8,
op.cit. p. 62.
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C. Methodology oJ the Study

I. PREVIOUS RESEARCH

Several previous studies have examined the probable impact on
U.S. imports of granting MFN status and eliminating other barriers
to trade with one or more of the Socialist countries. Some investigated
the composition of exports to the industrial West from the Socialist
countries and indicated potential general areas for expansion of U.S.
imports on the basis of the structure of our imports from both the
West and the Socialist countries, without attempting to quantify the
volumes involved.' 4 Others looked into the impact of the 1960 restora-
tion of MFN status to Poland on the volume of our imports from that
country as a possible indication of the potential impact of establishing
normalized conditions with the other Socialist countries. Little
discernible effect of MFN status on Polish exports to the United
States has been observed, however, suggesting that the removal of
MFN tariff barriers alone may not be sufficient to appreciably alter
the patterns of our trade with the rest of the Socialist countries. On
the other hand, the recent improvement in the political climate for
East-West trade, the expressed interest on the part of the Socialist
countries for increased trade with the United States, and the ac-
companying removal of other trade barriers, puts the restoration of
MFN treatment to the Socialist countries at this time in a different
atmosphere than it was when granted to Poland.

In those studies which have attempted to quantify the impact on
our imports of normalizing trade relations with the Socialist countries,
several different methodologies have been used. A review of these
studies and the research for this paper makes it evident that there is
no perfect methodology and perhaps none which is clearly "best" for
this type of undertaking.

The granting of MFN status represents a reduction in the tariff on
many products from the Socialist countries which, in turn, should
lead to increased sales of those products in the importing country.
These increased sales are derived primarily from two effects: (1) The
substitution of products from the Socialist countries for those produced
by our import competing industries, and (2) the substitution of
products from the Socialist countries for those previously purchased
from other foreign countries which were already receiving MIFN
treatment. Research that attempts to quantify the effects of granting
MFN aims to capture both effects. One method that has been tried
for estimating these effects separately uses previously estimated price
elasticities of U.S. import demand and the MFN and non-M\IFN
tariff rates in deriving the substitution of imports for U.S. produced
goods, while the share of exports from the Socialist countries in OECD
imports, excluding the United States, is used to determine the sub-
stitution of imports from Socialist countries for those of other nations.' 5

While having the advantage of estimating both effects, this technique
has several shortcomings, one of them being that the estimates of the
former effect as derived do not include the expected increase in the

14 See for example Anton F. Malish, Jr United States East European Trade, Staff Research Studies No.
4, U.S. Tariff Commission, Washington, b.c., 1972.

1" See Dr. Thomas A. Wolf, The Quantitative Impact of Liberalization of United States Unilateral Restrictions
on Trade woith the Socialist Countries ol Eastern Europe, external research study, XR/RECS-3, U.S. Depart-
ment of State, Washington, D.C., Feb. 16, 1972.
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volume of U.S. import3 of those commodities for which the non-MFN
rate has been prohibitive.

In most studies surveyed, however, the methodologies utilized have
avoided the distinction between the substitution of Soviet and East
European commodities for those we produce domestically and those
we import from the non-Socialist world. Instead, the simpler concept
of a potential share of the U.S. import market that would be supplied
by the socialist countries has been employed. That is, it has been
generally assumed that under "normalized" conditions the share of
U.S. imports supplied by each of the Socialist countries would equal
some share attained by that country in a comparable market, however
defined; for example, the share of the EEC import market, the share
of the Canadian import market, or the share attained in the U.S.
market prior to the withdrawal of MFN treatment. Previous analyses
were generally confined to deriving the impact of "normalized"
conditions on the total volume of U.S. imports and, in some cases,
the imports of a few major commodities, omitting a detailed treatment
of changes in the commodity composition of trade. This study utilizes
the "Socialist share in a comparable market" methodology, with
certain Western European nations and Canada serving as the "com-
parable markets."

Of the studies reviewed, only three had methodologies which pro-
duced quantitative results. Of those, two provided estimates of only
the total trade values. The third provided a two-digit commodity
breakdown, but it used estimated average ad valorem equivalents of
U.S. rates of duty based exclusively on the composition of total U.S.
imports in each commodity group. In an attempt to improve over-all
accuracy and obtain added details, the rates of duty used for this
paper were based on the five-digit structure of West European-and
to a small extent U.S.-imports from the Socialist countries.

2. METHODOLOGY

This paper attempts to (1) define in terms of dollars of lost Socialist
country exports to the United States, the cost to them of U.S. barriers
to their exports; (2) to allocate these costs between MFN and other-
non-MFN-causal factors; and (3) to project 1976 and 1980 U.S.
imports from the Socialist countries under the assumption of "normal-
ization" of trade relationships; that is, removal of the barriers, both
MFN and other that result in discriminatory treatment of imports
from the Socialist countries.

a. Method of estimating 1966-71 loss of Socialist exports to the United
States caused by U.S. discriminatory trade barriers

The technique used in estimating the imppact of MFN denial and
other nontariff barriers on Socialist country exports to the United
States during the period 1966-71 essentially involves at comparison
of the Socialist countries' market penetration in the United States
with their market penetration in other economies which:

(1) Resemble the United States as closely as possible;
(2) Did grant MFN status to the Socialist countries; and
(3) Did not raise against the Socialist countries nontariff

barriers similar to those of the United States.
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Two sets of estimates were made for each Socialist country, each
year, and each commodity group. They attempt to provide higher
and lower estimates of Socialist country exports to the United States
under "normalized" conditions of trade.

The countries selected for use in the derivation of the higher
estimates were the Western Europe (WE) 1966 members of the Euro-
pean Economic Community (EEC) plus the United Kingdom. Canada
was used in establishing the lower estimates. The reasoning behind
these selections is provided later. However, in notation, for each
individual year, 1966 through 1971, the higher estimate derivation
is as follows:

H sscs[(M. ))tXM5-Msc

Where

(Mus. )j=Higher estimate of U.S. imports of commodity i
H from each socialist country under "normalized"

trade conditions.

(M.., .. ),=West European imports of commodity i from each
Socialist country.

(M1e),=Total West European imports of commodity i.

[M.,-(M.,, A)]f=Total U.S. imports of commodity i less U.S. imports
of commodity i from Canada.

The reader will note from the above that, essentially, the technique
is to calculate for each socialist country, commodity, and year, the
market share of socialist country exports in Western European imports
in the form of a ratio and to multiply that ratio times total U.S.
imports, less the portion of imports coming from Canada.

Removal of imports originating in Canada from the U.S. total was
deemed necessary based on the reasoning that the socialist countries
would have difficulty in displacing U.S. imports from Canada for a
a variety of reasons, including Canada-United States proximity and
resulting transportation cost savings, long-established trading re-
lationships and the fact that U.S.-owned Canadian subsidiaries are
probably responsible for many of the U.S. imports from Canada.

For some commodities, especially those which both the Soviet
Union and Canada export in large quantities,"6 or which are in "short
supply," the resulting higher estimates may be too low."7

To derive the lower set of estimates for each year 1966-71, the com-
modity share of each socialist country in Canadian imports was
computed and then applied to total U.S. imports of those commodities:

(Ms. _e 5 )=[((MjMc) .0xv(M 1
L

Where

(MU.., a) s=Lower estimate of U.S. imports of commodity i from each
L Socialist country under "normalized" trade conditions.

Be These commodities include wood and lumber, petroleum and petroleum products, fish and fish prepara-
tions, metalliferrous ores, and nonferrous metals, some of which have become short supply commodities in
the United States.

17 In cases in which the actual U.S. Imports from the Socialist countries were larger than applications of
the methodology indicated, the actual import figures were used.
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(M,/c,,)t =Canadian imports of commodity i from each Socialist
country.

(X)i =Total Canadian imports of commodity i.
(M. 8)f =Total U.S. imports of commodity i.

Using the Canadian imports as a base for establishing the lower
estimates seems to have merit in that Canada and the United States
are roughly equidistant from the six Socialist countries, and thus pose
similar transportation costs and problems. Further, Soviet and East
European products have to compete with U.S. products in Canadian
markets as they must in U.S. markets. Thus, to the extent that they
are competitive in Canadian markets, it seems reasonable to assume
that they will be similarly competitive in a U.S. market with "norm-
alized" trading conditions.

The two sets of estimates thus derived were reviewed and where
necessary, adjusted to reflect a commonsense appraisal of economic
realities. For example, the Western European demand for imports of
East European fruit, vegetables, and live animals is relatively high,
while socialist opportunities for exports of those commodities to the
United States are relatively negligible and quite small in the case of
Canada, a major limiting factor here being the distance and the nature
of the cargo. The same is true to some degree of such other commodity
groups as sugar and sugar preparations, natural and manufactured
gas, not to mention electric energy. In such cases the commodity
groups were either adjusted according to the Canadian shares, the
actual import values were used, or the commodity group was ex-
cluded from the estimate of U.S. imports from the socialist coumtries.

On the other hand, the import shares of the socialist countries in
Canadian imports of certain commodities appeared to be much too
high to be realistically applied to total U.S. imports. In such cases,
the WE trade penetration factors were used in the calculation of both
sets of estimates.

Actual U.S. imports of each commodity group from each socialist
country were subtracted from both the upper and lower estimates of
"normalized" trade condition imports in order to provide estimates
of the socialist country exports to the United States lost by rea-
son of discriminatory U.S. tariff and nontariff barriers.

b. Allocation of Socialist export losses between "MFN" and "other"
causal factors

The export loss stemming from denial of MFN treatment was
isolated from the loss due to nontariff barriers by determining the
portion of imports in each commodity group which suffered significant
tariff discrimination (more than 5 percent difference ad valorem
between the MFN and non-MFN rate)." These portions were then
multiplied by the estimates of the total costs of all barriers to U.S.

as The 5 percent dividing line was derived from sec. 202 of the Trade Expansion Act of 1962, as amended,
cited in Malish, op. cit., p. 14.
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imports from the Socialist countries to obtain dollar estimates of the
Socialist country export losses stemming from U.S. MFN denial.19

The residual loss for each commodity group, after deduction of the
"MFN loss", was assumed to represent the impact of the nontariff
trade barriers. Use of this technique obviously attributes all of the
estimated cost of U.S. trade barriers to the MFN factor in those comn-
modities that have differentials of more than 5 percent between the
MFN rate and the non-MFN rate, even though very strong nontariff
barriers might exist on these same commodities. Conversely, the tech-
nique attributes no tariff impact to those commodities with differ-
entials of less than 5 percent between the MFN and the non-MFN
lates.

Alternative methods of estimating the relative effects of MFN and
non-MFN restrictions were investigated, including the reverse proce-
dure of calculating non-MFN costs first and leaving MFN costs as the
residual. However, these appeared to be less promising than the tech-
nique used, with all its limitations. The opportunities for bias in the
results obtained are evident, and the method utilized can be seen as
only a means of providing a rough estimate of the relative effects of the
two kinds of barriers.

c. Projections of U.S. imports in 1976 and 1980 under "normalized"
trading conditions

The projections of U.S. imports from the socialist countries in the
study were obtained by the following procedure:

(1) 1976 and 1980 socialist exports to the OECD countries
were projected by extending a "least squares" linear regression fit
through actual OECD import data for the years 1966 through
1971. Projections were made on a commodity by commodity
basis at the two-dizit level.

(2) The U.S. shares of total OECD imports of each commodity
from each socialist country that would have resulted from
"normalized" trading conditions in each of the years during
the period 1966-71 were calculated, averaged, and multiplied
times the projected 1976 and 1980 OECD imports from the
socialist countries.

In notation:
The linear regression is of the form:

[(M. oecd. .),] =a+bt

'9 The derivation of tariff rates is based mostly on the four- or five-digit SITC commodity groupings and,
therefore, involves varying degrees of value judgments, since the U.S. rates of duty are based on the seven-
digit commodity listings. These judgments were further extended to the two-digit SITC aggregations, as
presented in this paper, in order to reduce the number of commodity groups to a manageable size. For ex-
ample, based on the five-digit commodity breakdown, the 1970 West European imports from the U.S.S.R.
showed that, if aggregated to the two-digit level, none of the inetalliferous ores (SITO 28), four-fifths of the
chemical elements and compounds (#50), and all of the transport equipment (#73) would have had a signifi-
cant tariff differential. These ratios may have been different on imports from other Socialist countries. In
addition, due to the limitations of time, the U.S. tariff rates were derived for the 1970 imports only, and then
applied to the U.S. imports fromn the Socialist countries for the other 5 years, under the implied asslmp)-
tion that the commodity structure of U.S. imports duringg the whole 6-year period remained unchanged
within each two-digit group.
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Where (M.,,d. ), =OECD country imports of commodity i; a
and b are derived coefficients; and t are the years 1966 through 1971.
Both higher and lower projections for 1976 and 1980 are derived by:

r1971 [A , 86)fH orLl

[(iVI~5u~j= ~ (M.1oed, *G~i~f I (AMoec, 80

or or or
L 1980p 1980p

Where
[(Mu, ,)IJ=Projected higher or lower U.S. imports of commodity

H 1976p i from the Socialist country in 1976 or 1980; under
or or normalized trade conditions

A L 1980p
(1Ua 8 s8C)rorL=Higher or lower estimates of U.S. imports of com-

modity i from the Socialist country, based on nor-
malized conditions.

(MoCed. .c),=Actual OECD imports of commodity i from the
Socialist country; and

(alloed, ) 1976,=Projected OECD imports of commodity i from the
or Socialist country in 1976 or 1980

1980p

The methodology utilized is necessarily simplistic and subject to
several criticisms. For example, it fails to take account of many po-
litical and economic factors which may have an impact on our future
imports from the Eastern European countries and the U.S.S.R. since
it is based on the assumption that growth of exports of the commod-
ities involved will follow the 1966-71 trend in the trade with OECD
countries.

If d6tente with the United States and Western Europe and the
trend toward normalizing trade conditions continue, however, the
growth rates of exports from the socialist countries to the OECD area
are expected to rise, at least during the period of adjustment to new
higher levels of trade, as Eastern Europe and the U.S.S.R. seek to
earn hard currency to finance their increased imports, and as the out-
put from joint venture projects and other forms of East-West eco-
nomic cooperation is exported to western markets. Possible adjust-
ments in production for export to the OECD area may also occur as a
result of changes in the orientation of the economic plans in Eastern
Europe and/or the U.S.S.R. either for domestic purposes, for inte-
gration within COMECON, or to meet new market demands emerging
in the West with the onset of commodities in short supply.20

The methodology for projections is also open to criticism because it
uses exports to the OECD area for only 6 years (1966-71) to derive a

2E It should be noted that progress in integration foreseen by the members of COMECON is not expected
to cause any dlflculties in the expansipn of trade with the West. According to an eminent Polish economist,
implementation of a program for intensification of economic integraion of the COMECON countries may
even intrOdUce some additional inlcentives for a further expansion of trade between East and West. See
Zbigniewv Kamecki, 'Economic Integration of the COME C ON Countries and Possibilities of Expanding
'Irade Between East and West" Sprawy Mfedzzrnrardewe (International ffairs), September 1973.
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regression line which is extended through 1980. Extrapolation on the
basis of so few years has its shortcomings but the use of relatively
recent data was considered more valid than older data that would
probably provide a less accurate reflection of lessening of cold war
tensions and hence a less valid basis for future projections.

The data on total imports to Western Europe, Canada, the United
States, and the OECD area and imports from each of the socialist
countries included in this study, used in deriving the estimates for
1966 and 1971 and the projections for 1976 and 1980, were all in cur-
rent prices. As a result, the rate of inflation inherent in the statistics
used for 1966 through 1971 is also present in the projections derived.
To the extent that the actual rate of inflation that occurs between
1972 and 1980 is greater or lesser than that reached during the 6
preceding years, the projections will be biased downward or upward.

III. ESTIMATES OF "NORMALIZED" U.S. IMPORTS FROM THE SOCIALIST

COUNTRIES: 1966 AND 1971

A. Total Imports Under "Normalized" Conditions

Our actual imports from the six socialist countries under review in
1966 amounted to only slightly more than one-third of 1 percent of
our total imports. By 1971, in spite of the increase in our imports from
most of these countries-Bulgaria and Czechoslovakia being the
two exceptions-their overall share in our rapidly growing imports
dropped to one-fourth of 1 percent. In contrast, the proportions of
Great Britain's imports from these countries in 1971 amounted to
2 percent, that of France 2.26 percent, and that of Japan 2.78 percent,
representing a combined value of over $1.5 billion. When compared
with the $115 million of our imports, and bearing in mind that the
size of the U.S. population in 1971 roughly approached the combined
size of the population of Great Britain, France, and Japan, it becomes
clear that our trade with Eastern Europe and the U.S.S.R. was very
much under what may be called a normal or expected level. This was
caused by various factors, most of which are discussed in this chapter.

The two sets of estimates of what U.S. imports from Eastern Europe
and the U.S.S.R. would have been under "normalized" conditions,
shown in table 6, are based on Western European and Canadian import
shares, respectively, as explained in the methodology portion of this
paper. The results are the higher and lower estimates of our imports
from each socialist country in 1966 and 1971, had our conditions for
trading with these countries been the same as those that existed
between them and Western Europe and Canada.

The discussion of our "normalized" 1966-71 imports in this chapter
will be focused on the higher estimates since they seem to be much more
realistic than those based on the Canadian import shares.2 ' Further,
these higher estimates will generally be more interesting for policy-
making purposes since they represent, from the viewpoint of the
socialist countries, the larger sum of their losses, while from the stand-
point of U.S. manufacturers, they also represent the more pessi-
mistic view of what they might fear would be a flood of socialist
goods released by the granting of MFN.

21 The Canadian demand for East European and Soviet goods appears to be erratic and In many-if not

most-cases the low estimates of particular commodities are equal to our actual imports. However, in a few
instances, the figures based on the Canadian import shares were judged to be mote reasonable than those
derived from the Western European import shares and were used for both the high and low estimates.
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FIGURE 1.
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As indicated in table 6 and figure 1, had our trade relations been
normalized; our imports from Eastern Europe and the Soviet Union
have been calculated to have been about 4.3 times larger in 1966 and
about 5.6 times larger in 1971 than they actually were. However, at a
total of $636.9 million of 1971 imports, the normalized volume would
still have been relatively small indeed. And, when compared with the
volume of transactions with our traditional trading partners, the high
estimates of our imports from the socialist countries look surprisingly
small. For instance, the estimates of our imports from all six countries
in 1971 amount to only about 75 percent of our actual imports from
Belgium-Luxembourg, and our 1971 imports from Switzerland were
larger than the combined estimates for the German Democratic
Republic, Hungary, Romania, and the Soviet Union.2 2

TABLE 6.-ESTIMATES OF U.S. IMPORTS FROM THE SOCIALIST COUNTRIES UNDER NORMALIZED CONDITIONS,
BY COUNTRY: 1966 AND 1971

1n thousands of dollars]

Estimated U.S.

Estimated U.S. Percent of total percent of actual
Percent imports U.S. imports 2 O.E.C.D. imports a

Actual of total
U.S. U.S. High Low High Low High Low

imports I imports 2 estimate estimate estimate estimate estimate estimate

1966:
Bulgaria - 2, 518 0.02 19, 515 3,754 0.13 0.02 9.97 1. 92
Czechoslovakia - 27, 315 .12 65, 867 44, 322 .29 .19 14.26 9.60
German Democratic Re-

public -8,071 .04 38, 008 10, 954 .17 .05 13.47 3. 88
Hungary -3,548 .02 40, 370 14, 677 .19 .07 12.32 4.48
Romania -4, 766 .02 39, 364 6, 862 .19 .03 11.77 2.05
U.S.S.R -49, 325 .26 213, 879 63, 508 1.11 .33 12.28 3.65

1971:
Bulgaria -2, 489 .01 29, 314 5,929 .12 .01 11.86 2.40
Czechoslovakia - 23, 208 .06 134,169 89, 295 .32 .22 16.41 10.92
German Democratic Re-

public -9, 888 .03 57, 778 15, 159 .15 .04 13.72 3.60
Hungary--------- 7,673 .02 81, 609 37, 003 .21 .09 14.23 6.45
Romania -13, 665 .03 103,668 43, 434 .25 .11 16.67 6.98
U.S.S.R -56, 210 .14 230,343 83,113 .57 .21 8.11 2.93

' Excludes special transactions not classified according to kind and certain other commodities of which the estimates o
actual imports were under $100,000.

a Based on a sum of U.S. imports of those commodities for which the high estimates in a particular year and country
amounted to at least $180,000, or for which the high estimates in any year during the 1966-71 period reached $1,000,000.

a Based on a sum of O.E.C.D. imports of the commodities as defined in footnote 1.

Source: Tables Al-AG.

In general, the estimates of overall U.S. imports from Eastern
Europe and the Soviet Union appear to be reasonable when compared
to actual OECD imports from the same six countries. The highest
estimate of our imports in terms of the OECD imports in 1966 was
registered for Czechoslovakia and in 1971 for Romania. In the first
case, Czechoslovak exports to the OECD countries were about seven
times larger than our estimated imports would have been, while in
the second case the Romanian shipments were six times larger than

22 This may suggest that the application of West European import shares to the U.S. imports, reduced by
the shipments from Canada, may In some cases underestimate our potential Imports from the socialist
countries. This may be particularly true with respect to those commodities of which both they and Canada
are large exporters. One of the most obvious of such commodities Is wood which we import almost exclu-
sively (93 percent in 1971) from Canada. Under normalized conditions, the Soviet Union may very well
become a complementary or alternative supplier of wood and lumber.
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our estimates. It seems, therefore, that a partial redirection of the
Soviet and East European exports prior to their developing expanded
production, if it were necessary, would not have caused any major
disruption to the OECD market.

B. Commodity Structure Under "Normalized" Conditions

The commodity group highest on the potential import lists of the
United States from most of the socialist countries, in 1971, was iron
and steel (cf., tables A1-A6.) The total amount of the estimates for
all six countries of slightly over $92 million would have represented
less than 3.4 percent of our actual 1971 iron and steel imports (see
table 7). Based on the examination of production and total export
statistics, it appears that none of the socialist countries would have
experienced insoluble difficulties in meeting its share of estimated
deliveries. Transportation costs would probably not have been higher
than those of our other distant iron and steel suppliers, such as Japan,
South Africa, or Poland.

TABLE 7.-ESTIMATES OF U.S. IMPORTS FROM THE SOCIALIST COUNTRIES UNDER NORMALIZED CONDITIONS
BY MAJOR COMMODITY GROUP: 1966 AND 1971

[in thousands of dollarsl

Actual Estimated U.S. Percent of total U.S. imports
U.S. imports

imparta
Total from Estimated

SITC U.S. Socialist High Low
No. Commodity group imports countries estimate estimate Actual High Low

1966

67 Iron and steel -1, 304, 955 12, 028 33, 461 18, 046 0.92 2.56 1. 38
33 Petroleum and petroleum

products - 2, 127, 136 392 61, 717 392 .02 2.90 .02
84 Clothing -607, 570 304 8, 330 7, 865 .05 1.37 1.29
CI Meat and meat preparations --- 599, 513 1 293 20, 910 1 406 .22 3.49 .23
68 Nonferrous metals -1,551, 721 20,133 51, 347 20, 155 1. 30 3.31 1.30
89 Miscellaneous manufactured

articles- 905, 710 3.850 15, 536 6, 240 .43 1.72 .69
85 Footwear -189,906 4,211 6,482 4,367 2.22 3.41 2.30
66 Nonmetallic mineral manu-

facturing - 716, 649 9,597 27, 299 15,162 1.34 3.81 2.12
71 Machinery other than electric. 1,677, 143 10, 173 15, 067 10,476 .61 .90 .62
73 Transport equipment - 2,134,611 1,703 7,597 1,703 .08 .36 .08
03 Fish and fish preparations 552, 936 644 12, 520 644 .12 2.26 .12
72 Electrical machinery, appara- /

tus and appliances --------- 1,015, 886 212 4, 704 251 .02 .46 .02

1971

67 Iron and steel -2, 725, 402 4,087 92,076 35, 237 .15 3.38 1. 29
33 Petroleum and petroleum

product -3, 323, 321 4, 393 86, 910 4, 393 .13 2.62 .13
84 Clothing - 1,521,123 2,091 46, 884 43, 427 .14 3.08 2.85
01 Meat and meat preparatians.. 1, 050 363 5 175 38,308 5,175 .49 3.65 .49
68 Nonferrous metals ---------- 1, 552, 716 22, 762 31, 964 22. 762 1.47 2.06 1.47
89 Miscellaneous manufactured

articles -1, 968,884 5, 751 29, 017 9,116 .29 1.47 .46
85 Footwear -758, 095 6,181 24, 552 17,152 .82 3.24 2. 26
66 Nonmetallic mineral manu-

facturing … 1, 010, 444 18, 478 23, 410 25,861 1. 83 2.32 2. 56
71 Machinery other than electric 3, 411, 260 7, 840 22, 473 10, 940 .23 .66 .32
73 Transport equipment - 7, 935, 979 2, 719 21, 989 2,759 .03 .28 .03
03 Fish and fish preparations 879, 154 111 20, 856 145 .01 2.37 .02
72 Electrical machinery, appara-

tus and appliances - 2,556,548 1,109 19,010 2,911 .04 .74 .11

Source: Tables Al-A6.
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The second commodity, in terms of value, that the United States
could have imported from the socialist countries is petroleum and
petroleum products. The 1971 estimate of our "normalized" petroleum
imports from this area was almost $87 million of which $76.3 million,
or about 88 percent, would have come from the Soviet Union and
most of the rest (9.8 percent) from Romania. However, the estimates
of our imports of petroleum, like the estimates of our imports of wood
and lumber, fish and fish preparations, metalliferous ores, nonferrous
metals, or of any other commodity of which Canada is our large
supplier, may be considerably understated, as mentioned in chapter
II. As in the case of wood, the understatement of the volume of
petroleum that would have been shipped affects almost exclusively
the estimates of our imports from the U.S.S.R.

A distant third on our potential shopping list from Eastern Europe
and the U.S.S.R. is clothing. The 1971 estimate is close to $47 million,
with Hungary, Romania (each supplying about $16 million worth),
and Czechoslovakia ($12 million) being the primary exporters.
The "normalized" total of clothing imports from these three countries
would add up to less than 3 percent of our actual imports of clothing
in 1971.

The next three commodities in rank order of U.S. imports under
"normalized" conditions are meat and meat preparations ($38 million),
nonferrous metals ($32 million), and miscellaneous manufactured
articles ($29 million). All five East European countries are already
exporters of meat, primarily pork, products to the United States, but
their shipments could have been substantially increased. Ham from
Czechoslovakia, like that from Poland, is of excellent quality and
Hungarian dry salami, like Sibiu salami from Romania, are world
famous delicacies. Most of the estimates of our imports of nonferrous
metals consist of our actual imports from the U.S.S.R. (over $22
million), supplemented by the estimates coming primarily from
Romania ($3.3 million) and Bulgaria ($2.7 million). U.S. imports
in 1971 of miscellaneous manufactured products from all six countries
amounted to $5.8 million. This value could have been raised con-
siderably, especially by increasing our imports from the German
Democratic Republic (to $9.5 million), Czechoslovakia (to $8.2
million), and Hungary (to $5 million).

To sum up, the estimates of our imports from the six socialist
countries covered in this paper show that, even under "normalized"
trading conditions, our current import suppliers would not have been
substantially displaced by goods of Soviet or East European origin.
Of the 12 commodity groups shown in table 7, the four largest would
have accounted for between 3 and 4 percent of our total imports, while
the shares of the next four categories in U.S. imports would have been
only between 2 and 3 percent, and three of the remaining four amount-
ed to less than 1 percent.
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C. Estimated Effect of U.S. Trade Restrictions

1. TOTAL EFFECT

For the purpose of this paper, the effect of trade restrictions to the
socialist countries is defined in terms of the value of their unrealized
shipments to the United States, and derived as the difference between
our estimates of the "normalized" and actual imports from each of the
six countries in 1966 and 1971. However, it should be pointed out that
the effect or loss due to the lack of normal trading relations between
the two areas has not been entirely borne by just one of the two poten-
tial trading partners. On the one hand, U.S. exports have suffered be-
cause of retaliatory (high) tariff rates and practices against our prod-
ucts imposed by the socialist countries 23 and by their restricted possi-
bilities to earn more dollars in order to buy more from us. Instead,
they have either reduced their overall purchases or purchased more
from our competitors, except in special or emergency cases, where we
may have been the only available supplier. On the other hand, the
socialist countries may have withheld from us, as a retaliation for our
restrictions, some commodities which may be in short supply on the
U.S. market, such as certain raw materials and various metais, which
they readily could sell to other buyers and thus may have forced us to
pay more elsewhere.

The total effect of U.S. trade restrictions to the six socialist countries
discussed in this report was estimated to have been $321 million losses
of exports to the United States in 1966 and $524 million in 1971 (see
table 8). More than one-half of the 1966 loss and about one-third of
the 1971 loss was borne by the Soviet Union (table 12). Compared
with actual shipments from each country to the United States in 1971,
the highest relative loss was incurred by Bulgaria (92 percent of esti-
mated imports) and Hungary (91 percent), followed by Romania (87
percent), the German Democratic Republic (83 percent), Czecho-
slovakia (83 percent), and the U.S.S.R. (76 percent). It seems to
follow that under the restrictions existing in 1971, Soviet products
found a larger market in the United States than the products offered
for export by the other five countries. In 1966, the products from
Czechoslovakia were proportionately most successful on our market.
This may have been due to particular demands, increased marketing
efforts, or a combination of these and other factors bearing on the
composition of our imports in those years.

3 since the Hungarian tariff schedules differentiate tariff rates by three columns, with
column II being applicable to imports from the countries having the MFN agreement with
Hungary, while column I contains preferential rates of duty (none is listed in the sched-
ules), the MFN status may make Importation of certain products from Western countries
still difficult, even though it may be harmful to the Hungarian economy. See Jozsef Kovacs,
"One Obstacle to the Production System," Figgelb (Observer), Nov. 21, 1973, p. 13.
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TABLE 8.-ESTIMATED COST OF U.S. TRADE RESTRICTIONS TOSOCIALIST COUNTRIES, BY COUNTRY: 1966AND 1971

lin thousands of dollarsl

Cost of MFN denial and of non-MFN factors

Total MFN Non-MFN cost

High Low High Low High Low
Country estimate estimate estimate estimate estimate estimate

1966:
Bolgaria------------- 16,997 1, 236 12, 745 808 4, 252 428
Czechoslovakia -38, 552 17, 007 26, 750 12, 467 11, 802 4, 540
German Democratic Republic 29, 937 2, 883 22, 659 2,763 7,278 120
Hungary -, 36, 822 11, 129 19, 414 7, 222 17, 408 3, 907
Romania -, 34, 620 2, 096 13, 291 930 21, 329 1,166
U.S.S. -164, 554 14,183 29, 622 4, 604 134, 932 9, 579

Total -321, 482 48, 534 124, 481 28, 794 197, 001 19,740

1971:
Bulgaria------------- 26, 825 63, 440 20, 111 2, 668 6, 714 772
Czechoslovakia -110, 961 6, 087 79, 210 46, 531 31, 751 19, 556
German Democratic Republic 47, 900 5, 271 38, 653 3, 762 9, 247 1, 509
Hungary-73, 946 29, 330 42, 401 18, 971 31 545 10, 359
Romania------------- 90, 003 29, 769 64, 409 25, 372 25, 594 4, 397
U.S.S.R -174, 133 26, 903 47, 573 21, 806 126, 560 5,097

Total -523,768 160,800 292,357 119,110 231,411 41,690

Source: Tables Cl-C6.

The commodity group affected most by the U.S. restrictions on
imports from the socialist countries was iron and steel. The effect
of our restrictions on iron and steel from those countries in 1971 was
estimated at $88 million. It was closely followed by the effect of re-
strictions on our imports of petroleum, $82.5 million. Clothing was the
distant third commodity group in terms of the effects of our import
restrictions, $44.8 million (see table 9).

TABLE 9.-Total Effects of Import Restrictions on, Mtajor Comnmodity Groups: 1971

[In nililions of dollars]
Unrealized

Commodity group imports

Iron and steel - 88. 0
Petroleum and petroleum products -82. -5,
Clothing -44. S
Meat and oneat preparations- 33. 1
Miscellaneous manufactures- 2:. 3
Fish and fish preparations -20. 7
Transport equipment 19. 3
Footwear -18. 4
Electrical machinery and apparatus -17. 9

Source: Table 10.

2. THE MFN COST TO THE SOCIALIST COUNTRIES

As shown in tables C1-C6, and as summarized in table 1]2, the largest
portion of the differential between potential and actual imports was
caused by our denial of most-favored-nation treatment. Only in the
case of the U.S.S.R. was the fraction of the differential due to the
nontariff factors larger in both 1966 and 1971 and in the case of
Romania in 1]966. Moreover, the vahle of the trade not realized due to
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MFN vis-a-vis the nontariff factors between 1966 and 1971 rose con-
siderably for five of the socialist countries, Bulgaria being the only ex-
ception. An especially dramatic increase in the proportions of lost
potential exports due to the lack of MFN, from 39 to 72 percent, was
registered for Romania, perhaps indicating a fundamental restruc-
turing of Romanian exports to Western Europe during the 5-year
period. This restructuring appeared to lead Romania toward com-
modities for which the U.S. tariff rate differential is significant. The
second largest increase due to MFN denial, from 18 to 27 percent, was
shown by the estimates derived for the U.S.S.R. If this trend of
U.S.S.R. exports moving toward commodities on which the MFN
tariff advantage is significant continues, the providing or withholding
of MFN treatment to the Soviet Union may determine whether
trade between the two countries will grow, stagnate, or decline. The
relative size of the value of unrealized exports due to MFN denial for
the other five socialist countries also points to the issue of MFN status
as potentially crucial with respect to the future expansion of our
trading relationships with these nations.

TABLE 10.-ESTIMATED COST OF U.S TRADE RESTRICTIONS TO SOCIALIST COUNTRIES, BY SELECTED COMMODITY
GROUP: 1966 AND 1971

In thousands of dollarsl

Cost of MNF denial
and of non-MFN Cost of non-MFN

factors Cost of MFN denial factors

High Low High Low High Low
SITC esti- esti- esti- esti- esti- esti-

No. Commodity group mate mate mate mate mate mste

1966
Total -321, 482 48, 534 124, 481 28, 794 197, 001 19, 740

67 Iron and steel -21, 433 6,018 13, 996 4,014 7,437 2,004
33 Petroleum and petroleum products - 61, 325 0 0 0 61, 325 0
84 Clothing -7, 990 7, 525 5, 035 4, 239 2, 995 3, 286
01 Meat and meat preparations -19, 617 113 4,916 23 14, 701 90
68 Nonferrous metals -31, 216 24 10, 418 12 20, 798 12
89 Miscellaneous manufactured articles, n.e.o --- 11, 091 1, 795 7, 350 1, 052 3, 741 743
85 Footwear -2,271 156 1,599 ill 672 45
66 Nonmetallic mineral manufactures, nes.--- 17, 702 5, 565 3, 514 5, 560 14, 188 5
71 Machinery other than electric- 4, 894 303 4, 186 273 706 30
73 Transport equipment- 5, 894 0 5, 894 0 0 0
03 Fish and fish preparations -11,876 0 2, 867 0 9,009 0
72 Electrical machinery, apparatus and appli-

ances- 4,492 39 4, 492 39 0 0
Other -121,681 26,996 60,214 13,717 61,467 13,525

1971
Total - 523,768 160,800 229,357 119,110 131,411 41,090

67 Iron and steel -87, 989 31,150 61, 294 20, 661 26, 695 10, 489
33 Petroleum and petroleum products - 82, 517 0 0 0 82, 517 0
84 Clothing -44,793 41,336 31,116 28,534 13, 677 12,802
01 Meat and meal preparations -33, 133 0 9,263 0 23, 870 0
68 Nonferrous metals - 9,202 0 6,353 0 2,849 0
89 Miscellaneous manufactured aritcles, nuens-. 23, 266 3,365 15, 552 1,807 7,714 1,558
85 Footwear -, 18, 371 10, 971 15, 303 9, 009 3,068 1,962
66 Nonmetallic mineral manufactures, ne s.---- 4,932 7,383 4,932 7,383 0 0
71 Machinery other than electric - 14, 633 3,100 11,223 2,502 3,410 598
73 Transport equipment- 19, 270 40 19, 270 40 0 0
03 Fish and fish preparations -2, 745 34 4, 917 8 15, 828 26
72 Electrical machinery, apparatus, and appli-

ances -17,901 1,802 17,901 1,802 0 0
Other -147, 016 61, 619 95, 233 47, 364 51, 783 14, 255

Source: Tables C1-C6.
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The total value of unrealized exports due to MFN denial to the
U.S.S.R. and the five Eastern European countries for 1966 was
estimated at $124 million. In the subsequent 5 years these effects
more than doubled, reaching $292 million in 1971 (table 10). The
single commodity group most affected by the lack of MFN status in
1966 and 1971 was iron and steel. Table 11 shows the losses incurred
by each of the countries.

TABLE 11.-Estimated losses due to MFN denial on iron and steel, by country:
1971

[In millions of dollars]
Unrealfzed

Country ezpoTts
Czechoslovakia -- 20. 6
Romania _------ 16.0
U.S.S.R _---- 9. 4
Bulgaria --- 7. 2
Hungary _---- 7. 2
G.D.R _-------------1.0

Total------------------------------------------------------ 61.4
Source: Tables Cl-C6.

The second commodity most affected by the U.S. withdrawal of
MFN treatment from the socialist countries was clothing, for which
the 1971 estimated cost was $31.1 million. Although our imports of
clothing from Czechoslovakia and Hungary would have probably
been higher than those estimated for Romania, the lack of MFN
treatment was, in this case, more costly to Romania ($14.9 million, or
47.9 percent of the total) than to any other East European country.
This was caused by the differences in particular proportions of clothing
items estimated to have been shipped to the U.S. by the five countries;
the U.S.S.R. was found not to have been among the potential im-
portant exporters of clothing. Romanian exports, as well as much
smaller estimated exports from the German Democratic Republic and
Bulgaria, would have consisted mostly of outerwear, underwear, and
clothing accessories on which the tariff rate differentials are significant,
while a large portion of our estimated imports from Czechoslovakia
and Hungary would have contained those textile manufactures on
which the tariff differentials were either small or none.

The next commodity ranked according to the differential between
potential and actual imports caused by the absence of an MFN
agreement with Eastern Europe and the U.S.S.R. was transport
equipment. The value in 1971 was estimated at $19.3 million, in
which Czechoslovakia had 35.2 percent (mostly passenger motor
vehicles, lorries, trucks, motorcycles and bicycles), the German
Democratic Republic 34.7 percent (roughly the same items as those
shown for Czechoslovakia), the U.S.S.R. 18.1 percent (mostly ships
and boats, aircraft, and passenger motor vehicles), and Romania
about 12.0 percent (mostly ships and boats).
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Other commodity groups high on our potential import list and also
bearing a substantial reduction due to MFN denial included electrical
machinery, apparatus, and appliances (estimated cost $17.9 million
in 1971), miscellaneous manufactured articles ($15.6 million in 1971),
and footwear ($15.3 million). In the first of the three commodity
groups, Hungary (electric lamps, bulbs, transistors, switchgear,
telecommunications equipment), would have had the largest share of
exports (27.4 percent); followed by the German Democratic Republic
(electric power machinery, insulated wire, cable, switchgear), and
Czechoslovakia (electric power machinery, telecommunications equip-
ment, transistors).

The export loss of miscellaneous manufactured articles was borne
primarily by the German Democratic Republic (46.8 percent, mostly
musical instruments, sporting goods, and toys), and Czechoslovakia
(24.4 percent, mostly musical instruments, toys, sporting goods and
printed matter). The loss of unrealized exports of footwear due to the
lack of the MFN status was estimated to have been costliest to
Romania ($7.0 million, or 45.8 percent of total cost).

Of the remaining commodity groups shown in table 10, the most
important, in terms of the estimated MFN loss, were nonelectric
machinery ($11.2 million in 1971), meat and meat preparations ($9.3
million), and nonferrous metals ($6.4 million). Czechoslovakia and
the Soviet Union were most discriminated against with respect to
nonelectric machinery, bearing 35.7 and 33.0 percent, respectively, of
the total loss. The Czechoslovak shipments would probably have
consisted mostly of textile machinery, machine and powered tools,
office machines, heating and cooling equipment, and pumps and centri-
fuges. The estimated shipments from the Soviet Union would have
included machine tools, nonroad tractors, mechanical handling equip-
ment, and nonair piston engines. The MFN loss of meat and meat
preparations was sh ared essentially by Bulgaria ($3.2 million, or 34.4
percent), Hungary (26.9 percent), Romania (20.4 percent), and
Czechoslovakia (16.1 percent). Although our actual imports of non-
ferrous metals from the U.S.S.R. in 1971 were larger than the combined
estimates for all five Eastern European countries, the MFN loss was
shared exclusively by the East European states, especially Romania
(40.6 percent of the total) and Bulgaria (28.1 percent). This was
caused, aside from the definition of the MFN effect in this paper, by
the differences in the composition of nonferrous metals that were or
would have been imported from each of the six countries. The Soviet
shipments consisted mostly of platinum group metals, which are duty-
free, and nickel, on which the rate of duty differential is non-significant.
On the other hand, the estimated shipments from Romania, Bulgaria,
and other East European countries would have included considerable
quantities of aluminum alloys, refined copper, zinc alloys, and silver
for which the difference between the full and MFN tariff rates is
significant.



TABLE 12.-PERCENT DISTRIBUTION OF THE COST OF U.S. TRADE RESTRICTIONS TO THE SOCIALIST COUNTRIES: 1966 AND 1971

[Figures are estimated

Total Bulgaria Czechoslovakia G.D.R. Hungary Romania U.S.S.R.

High Low High Low High Low High Low High Low High Low High Low

1966 1
Total cost - - 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

MFN cost -38.72 59.33 74.98 65.37 - 69.39 73.31 75.69 95.84 52.72 64.89 38.39 44.37 18.00 32. 46
Non-MFN cost - 61.28 40.67 25.02 34.63 30.61 26.69 24.31 4.16 47.28 35.11 61.61 55.63 82.00 67.54

19711
Total cost - ------------------- 100. 00 100. 00 100.00 100. 00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100. 00 100.00 100.00

MFN cost -55.82 74.07 74.97 77.56 71.39 70.41 80.70 71.37 57.34 64.68 71.56 85.23 27.32 81.05
Non-MFN cost -44.18 25.93 25.03 22.44 28.61 29. 59 19.30 28.63 42.66 35. 32 28.44 14.77 72.68 18.95

1966 3
Total cost - -- - O. 00 100.00 5.29 2.55 11.99 35.04 9.31 5.94 11.45 22.93 10.77 4.32 51.19 29.22 (7)

MFN cost -100. 00 100. 00 10. 24 2. 81 21. 49 43. 30 18.20 9. 59 15. 59 25. 08 10.68 3. 23 23.80 15.99 t\D
Non-MFN cost -100. 00 100. 00 2.16 2.17 5.99 23. 00 3.69 .61 8. 84 19. 79 10. 83 5.91 68.49 48. 52

1971 2
Total cost - - 100.00 100.00 5.12 2.14 21.18 41.10 9.15 3.28 14.12 18.24 17.18 18.51 33.25 16.73

MFN cost -100.00 100.00 6.88 2.24 27.10 39.06 13.22 3.16 14.50 15.93 22.03 21.30 16.27 18. 31
Non-MFN cost -100.00 100.00 2.90 1.85 13.72 46.91 4.00 3.62 13.63 24.85 11.06 10.55 54.69 12.22

1966 3
Total cost - -77. 09 33. 69 87. 10 32.92 58. 53 38. 37 78. 76 26. 32 91. 21 75. 83 87. 95 30. 55 76. 94 22. 33

MFN cost- 29.85 19.99 65. 31 21. 52 40.61 28.13 59.62 25.22 48.09 49. 21 33.76 13.75 13.85 7. 25
Non-MFN cost -47.24 13.70 21.79 11.40 17.92 10.24 19.14 1.10 43.12 26.62 54.19 17.00 63.09 15. 08

1971 3
Total cost - - 82.25 58.70 91. 51 58.02 82. 70 74.01 82.90 34.77 90.61 79. 26 86. 82 68.54 75.60 32. 37

MFN cost -45.90 43. 48 68. 61 44. 50 59. 04 52.11 66.90 24. 82 51.96 51. 27 62.13 58.42 20. 65 26. 24
Non-MFN cost -36.34 15.22 22.90 13.52 23.66 21.90 16.00 9.95 38.65 27.99 24.69 10.12 54.95 6.13

X Country by kind of cost. 3 Cost as a proportion of estimated U.S. imports from each country.
2 Cost by country.

Source: Based on tables Al-A6 and CI-C6.
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3. NONTARIFF BARRIER EFFECTS ON THE SOCIALIST COUNTRIES

As mentioned in section 2, the export losses due to nontariff barriers
to trade with the United States were greater for the U.S.S.R. than the
cost of our denial of the MFN treatment in both 1966 and 1971. The
same was true for Romania in 1966. For the other countries, although
the denial of the MFN status was more significant, nontariff barriers
still had a considerable impact on their exports. The nontariff barriers
effect in 1966 ranged from 24 percent of the total export loss due to
U.S. restrictions to trade with the German Democratic Republic to
82 percent of the total for the U.S.S.R. By 1971, the range was from
19 percent for the German Democratic Republic to 73 percent for the
U.S.S.R., reflecting the increasing importance of the MFN status in
our trade with the Socialist countries (see fig. 2). While the effects
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FIGURE 2.

Cost of U.S. Trade Restrictions to the
U.S.S.R. and Eastern Europe by
Country: 1971

(In Percent) TOTAL COST

NON-MFN COST

SOURCE: Table 12
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of the non-MFN factors declined in importance over the estimating
period relative to the MFN effects for all countries except Bulgaria,
the losses increased significantly in absolute terms for all countries
with the exception of the U.S.S.R. According to the estimates (see
table 8) the effects of our non-MFN barriers to trade with Czecho-
slovakia increased by far the most, rising 23 times during the years
1966 through 1971. The non-MFN effects for Hungary rose 81 per-
cent during the same 6 years, those for Bulgaria grew 58 percent,
those for the German Democratic Republic and Romania increased
more than 20 percent, while the cost to the U.S.S.R. of the non-MFN
factors declined 6 percent. As a result, the total value lost due to our
nontariff barriers to trade with the Socialist countries rose by 17 per-
cent during the estimating period, from $197 million to over $231
million.

The single commodity group by far the most affected by the exist-
ence of our nontariff barriers in 1966 and 1971 was petroleum and
petroleum products (table 13). Since the MFN tariff differential for
this commodity group is insignificant, all of the import losses due to
U.S. restrictions are considered non-MFN effects. These effects, at-
tributable in part to U.S. quotas on petroleum imports and their
allocation, are estimated at $61 million in 1966 and $83 million in
1971. The Soviet Union, being by far the largest shipper of petroleum
and petroleum products among the Socialist countries bore 79 percent
of the 1966 reduction and 92 percent of the 1971 reduction, with
Romania absorbing almost all of the remainder.

TABLE 13.-ESTIMATED COST OF THE NON-MFN FACTORS TO SOCIALIST COUNTRIES (SELECTED COMMODITY
GROUP): 1966 AND 1971

[ln thousands of dollarsi

Cost of non-MFN factors Percent of total costs

SITC High Low High Low
No. Commodity group estimate estimate estimate estimate

1966

33 Petroleum and petroleum products -61, 325 0 100.0 100.0
68 Nonferrous metals 20, 798 12 66.6 50.0
01 Meat and meat preparations 14,701 90 74.9 79.6
66 Nonmetallic mineral manufactures, not elsewhere

specified -14,188 5 80.1 .1
24 Wood, lumber and cork - 11,418 0 100. 0 100.0
03 Fish and fish preparations -9, 009 0 75.9 100.0
26 Textile fibres not manufactured, and waste 8,110 8,110 90.0 90.0
67 Iron and steel 7, 437 2, 004 34.7 33.3
27 Crude fertilizers and crude minerals, not elsewhere

specified - 6,773 87 100.0 100.0
21 Hides, skins and furskins, undressed -5,310 0 100.0 100.0

1971

33 Petroleum and petroleum products -82, 517 0 100.0 100.0
01 Meat and meat preparations -23,870 0 72.0 100.0
67 Iron and steel 26,695 10,489 30.3 33.7
03 Fish and fish preparations -15, 828 26 76.3 76. 5
24 Wood, lumber and cork 8, 640 0 100.0 100.0
84 Clothing -13,677 12,802 30. 5 31.0
89 Miscellaneous manufactured articles, not elsewhere

specified -7,714 1, 558 33.2 46.3
42 Fixed vegetable oils and fats … 6,614 76 50.0 50. 0
27 Crude fertilizers and crude minerals, not elsewhere

specified -6,163 0 100.0 100.0
65 Textile Yarn, fabrics, made-up articles, etc -4, 739 6, 309 30.6 34.1

Source: Tables Cl-CQ.
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Second on the list of commodities most affected by the non-MFN
factors in our trade with Eastern Europe and the U.S.S.R. in 1966
was nonferrous metals. Over 79 percent of the effects were borne by
the Soviet Union. The $21 million reduction in 1966 represented 67
percent of the total reduction of U.S. trade restrictions on our imports
of nonferrous metals from this area. In 1971, when our actual imports
of non-ferrous metals from the U.S.S.R. were larger than the volume
estimated using West European or Canadian shares, the losses due to
the non-MFN trade restrictions on our imports of nonferrous metals
from the 6 countries were much lower than for any of the 10 com-
modities listed in table 13.

The losses due to the non-MFN barriers on our imports of meat and
meat preparations from the Socialist countries, arising in part from in-
spection requirements of the FDA and from the quota on fresh, frozen
and chilled meat, were $15 million in 1966 and $24 million in 1971,
placing this commodity group third on the list in both years. These
amounts represented over 70 percent of the total due to our restric-
tions on meat and meat preparations imports from Eastern Europe
and the Soviet Union.

The fourth commodity on the list for which the 1966 non-MFN ef-
fects were the largest is nonmetallic mineral manufactures, supplied
exclusively by the Soviet Union. The $14 million differential which
occurred in 1966, and which represented all of the total loss caused by
U.S. restrictions on this commodity group since the tariff differential
was insignificant, dropped to zero in 1971. In that year, actual U.S.
imports from the U.S.S.R. were greater than the estimates derived
using West European or Canadian shares.

Iron and steel, eighth on the list of the 1966 non-MFN losses,
moved up to second in 1971 with the losses reaching almost $27 mil-
lion, or over 30 percent of the total of U.S. restrictions on iron and
steel imports. Although this commodity group is supplied by all of the
Socialist countries, the Soviet Union bore 51 percent of the 1966 and
23 percent of the 1971 export losses. Czechoslovakia, on the other
hand, bore 27 percent of the export losses incurred in 1966, but 39
percent of those registered for 1971.

Our nontariff barriers on fish and fish preparations cost the Socialist
countries $9 million in 1966 and $16 million in 1971, moving this
commodity from sixth to fourth on the list of commodities most af-
fected by non-MFN factors. Almost all of the losses due to our bar,
riers on this commodity group were borne by the U.S.S.R. In 1966,
the Soviet Union accounted for 95 percent of the total non-MFN
costs, and 93 percent in 1971, with the remainder incurred by Hun-
gary. Over three-fourths of the losses of all the restrictions on our im-
ports of fish and fish preparations from this area were due to non-MFN
factors.

The impact on other commodities in 1966 and 1971 can be seen in
table 13, figure 3, and appendix tables C1-C6. They are wood, lumber,
and cork, borne largely by the Soviet Union with a smaller amount by
Romania; textile fibers, not manufactured and waste; clothing; miscel-
laneous manufactured articles; crude fertilizers and crude minerals;
fixed vegetables, oils and fats; undressed hides, skins, and furskins;
and textile yarn, fabrics, and made-up articles.
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FIGURE 3.

Cost of U.S. Trade Restrictions to the
U.S.S.R. and Eastern Europe by
Commodity Group: 1971

(In Percent) TOTAL COST

MFN COST

Other
58.22%

NON-MFN COST

Misc. Manuf.-
Articles

SOURCE: Table 10

-Misc. Manuf.
Articles



632

IV. PROJECTIONS OF U.S. IMPORTS FROM THE SOCIALIST COUNTRIES:
1976 AND 1980

The effect on the future volume of our imports of establishing
"normalized" conditions with the socialist countries of Eastern Europe
and the U.S.S.R. can be divided into three stages. Initially, in the
short run when their supplies are reasonably fixed, the granting of
MFN treatment and the removal of our other discriminatory trade
barriers would probably result in a small increase in exports to the
United States from these countries, supplied from a redirection of
their current exports or from a possible surplus. In the medium run
when some increases in supplies can be accomplished through changes
in Eastern European and Soviet production plans, and as these coun-
tries become more familiar with marketing in the United States,
imports should rise more rapidly. Finally, in the long run, after all
of the output changes and marketing channels have been established,
the volume of our imports from the socialist countries will reach new
higher levels due to the achievement of the full effects of "normaliza-
tion", and the growth of our imports from the socialist countries
should continue at some relatively slower rate of increase.

For the projections presented in this study, it is assumed that by
1976, this long-term adjustment process will have been completed. It
is very doubtful that this could actually be accomplished in 2 years
even if MFN is granted at an early date and other "normalization"
steps proceed rapidly. Consequently, the 1976 projections are probably
biased upward. The figures for 1980, however, should not suffer very
much from this shortcoming.

A. Total Imports

Two sets of projections of U.S. imports from Eastern Europe and
the U.S.S.R. have been derived under the assumption that "normal-
ized" conditions will be established with the socialist countries in the
near future. As explained in the methodology section, these estimates
are based on (1) the average annual share of total shipments to the
OECD area from the socialist countries in 1966 through 1971 that
would have gone to the United States under "normalized" conditions,
and (2) projected exports from the socialist countries to the OECD
area. The projections provide upper and lower estimates of our im-
ports from each socialist country in 1976 and 1980, assuming U.S.
trading relationships with these countries are fully adjusted to "nor-
malized" conditions by 1976. Following the procedure adopted in
chapter III, the discussion of our projected imports will focus on the
high estimates.

According to the projections shown in table 14, and figure 4, if our
trade relations are "normalized," imports from the five countries of
Eastern Europe and the U.S.S.R. will equal $946 million in 1976, 2.8
times the level of actual U.S. imports from these countries in 1973.
By 1980 the figure should grow another 25 percent, reaching $1,183
million. Percentagewise, Bulgaria, followed closely by the German
Democratic Republic and Hungary show the largest 1976 projected
increases from actual 1973 levels. In absolute terms, however, U.S.
imports from the U.S.S.R. are projected to achieve the largest rise
between 1973 and 1976, if normalized conditions are soon established.
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FIGURE 4.

Projections of U.S. Imports from the
U.S.S.R. and Eastern Europe by Country:
1976 and 1980

(In Percent)

1 9 7 6

Total = $946 mil.

D.
8.41%

Czechoslovakia Hungary
Bulgaria 19.09% - ~ .

1 980
Total = $1,183 mil.

Bulgaria

SOURCE: Table 14
32-765-74 1
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TABLE 14.-PROJECTIONS OF U.S IMPORTS FROM THE SOCIALIST COUNTRIES UNDER NORMALIZED CONDITIONS,
BY COUNTRY: 1976 AND 1980

[in thousands of dollars]

Projected U S. imports as a
Projected U.S. imparts I percent of OECD imports2

Projected Actual U.S.
High Low OECD High Low imports in

Country estimate estimate imports estimate estimate 1973

1976:
Bulgaria ---- ------ 35, 443 11, 620 286, 872 12.35 4. 05 4, 500

Czechoslovakia -180, 535 126, 178 1,160, 024 15.56 10.88 35, 200

German Democratic Republic - 79, 560 24, 721 579, 917 13.72 4.26 10, 500

Hungary -116, 995 52, 286 839, 571 13.94 6.23 16, 400

Romania -143, 204 60, 590 875 369 16. 36 6.92 55, 700

U.S.S.R -389, 835 124, 348 3, 948 822 9.87 3. 15 213, 700

Total ------ 336, 00

1980:
Bulgaria -41, 403 14, 880 327, 430 12.64 4.54-
Czechoslovakia -228, 949 161, 401 1, 451, 399 15.78 11. 12
German Democratic Republic 96, 720 22, 593 696, 933 13.88 3.24

Hungary -149, 224 67, 579 1, 056, 679 14. 12 6.40

Romania -185, 740 80, 211 1, 077, 348 17.24 7.45
U.S.S.R -480, 728 151, 145 4, 866, 790 9.88 3.11

I Figures are projections of the sums of U.S. imports of those commodities for which the high estimates for a country

in each year in the period 1966-71 amounted to at least $100,000, or for which the high estimates reached $1,000,000 in any

one year in the period.
2 figures are projections of the sums of OECD imports of the commodities defined in footnote 1.

Source: Tables O1-B6.

From 1976 to 1980, after the effects of normalization have stabi-
lized, Our imports from Romania are expected to grow most rapidly,
increasing almost 30 percent in 4 e\ars. The percentage increase in
exports to the United States from Hungary will be second, followed
by those from Czechoslovakia, U.S.S.R., German Democratic Republic,
anld Bulgaria. The U.S. share of projected total exports from each of
these countries to the OECD area, will range from 9 percent from
the U.S.S.R. to 16-17 percent of OECD imports from Romania.
These shares are in marked contrast to those the United States
actually attained in 1966 and 1971, which ranged from as little as I

percent of OECD imports from Hungary in both 1966 and 1971 to
highs of 6 percent and 3 percent of the exports shipped to the OECD
area frons Czechoslovakia in 1966 and 1971. These comparisons
indicate that establishing normalized trading relationships with the
Socialist countries will, in the absence of any major unforeseen changes
in the trends of their exports to the OECD area, make the U.S. market
a relatively significant outlet for products fromn the Socialist world.
This, in turn, will make it easier for those countries to finance the
huge increases in their purchases of U.S. products envisioned by
American businessmen. At the same time, however, the relative
impact on U.S. markets given their large size, should not be unsettling,
in the aggregate.



635

Annual rates of growth of U.S. imports fromi' the Socialist countries
from their estimated ''normalized'' levels in 1971 to their projecte(d
"normalize(l" levels in 1980 can be seen in table 15. Exports freon the
U.S.S.R. arl expected to increase most rapidly, followed by the
increases frn 111ungar ty, RoIania, Czechoslovakia, thle German
Democratic Republic, and Bulgaria: 21

TABXlE 15.-Projected annual rates of growth of U.S. imports fromn the Socialist
countries under normalized conditions, 1971-80 1

[In percent per year]
Total -7. 1

Bulgaria…- 3 9
Czechoslovakia -6. 1
German Denmocratic Republic -5. 9
I Itingary 6. 9)
Romania -6. 7
U.S.S. R -& 5

X These years represent high estimates for 1971.
Source: Tables Al-A6, and BI-B13.

B. Coininodity Strucbtre

The commodity structure of projected U.S. imports from Eastern
Europe and the U.S.S.R. appears to be similar to thatt indicated by
the estimates of U.S. imports that would have occurred in 1966
and 1971 under '"nomalized'' con(ditions. Assuming no political factor,
limit the supplies that would be forthcoming from tile Socialist
countries, the commodity group highest on the list of projected exports
to the United States is petrolellm t and petroleum prodilcts-see table
16. The total volume of petroleum imports from these countries in
1976 is projected to be $151 million, an(l $194 million by 1980, repre-
senting 11 percent of total exports of this commodlity group from East-
ern Europe and the U.S.S.R. to the OECD area.25 According to the
projection, the major supplier of our oil imports among the Socialist
countries would be the U.S.S.R., which is expected to ship 92 percent
of the 1976 total and 94 percent of the 1980 total. The energy crisis and
the unknown consequences of the policies of the Middle Eastern oil
prodltcing nations on the exports of oil from Eastern Europe and the
Soviet Union make, however, any projections of our imports from
them highly conjectural.

24 For a comparison of these ,ates with those for total planned exports of each Socialist country during
1971-75, see "COMECON Countries' Goal for 1971/75: Achieving More Ra pid Insprovemeltt of Living
Standards Without Constraining (rowth,'" fllochenberirct (Weekly Report), No. 1 Jan. 4 1973, p. U.

25 As explained in chapter 11 regarding inflation, if the huge recent increases in prices of petroleum and
petroleum products not accounted for itl these projections contittue at presentor even higher levels, the value
of our projected oil imports will be biased downward.
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TABLE 16.-PROJECTIONS OF U.S. IMPORTS FROM THE SOCIALIST COUNTRIES UNDER NORMALIZED CONDITIONS,
BY MAJOR COMMODITY GROUP: 1976 AND 1980

fin thousands of dollarsi

Projected U.S. imports as
a percent of OECD

Projected U.S. imports I' Prjeted imports

SITC High Low OECD High Low
No. Commodity group estimate estimate Imports estimate estimate

1976

33 Petroleum and petroleum products .
67 Iron and steel-
84 Clothing-
68 Nonferrous metals.
01 Meat and meat preparations
71 Machinery other than electric .
89 Miscellaneous manufactured articles, not

elsewhere specified.
66 Nonmetallic mineral manufactures, not else-

where specified.
28 Metalliferrous ores and metal scrap .
73 Transport equipment-
72 Electrical machinery, apparatus, and

appliances.
51 Chemical elements and compounds .
85 Footwear ---------------
65 Textile yarn, fabrics, made-up articles, etc -
03 Fish and fish preparations .

1980

33 Petroleum and petroleum products .
67 Iron and steel-
84 Clothing-
68 Nonferrous metals.
71 Machinery other than electric .
01 Meat and meat preparations-
89 Miscellaneous manufactured articles, not

eslewhere specified.
66 Nonmetallic mineral manufactures, not

elsewhere specified.
28 Metalliferrous ores and metal scrap .
73 Transport equipment-
72 Electrical machinery, appartus and

appliances.
51 Chemical elements and compounds
85 Footwear-
65 Textile yarn, fabrics, made-up articles, etc.
42 Fixed vegetable oils and fats .

151, 560 4, 926 1, 345, 345 11.27 0.37
101,611 50,057 519,450 19.56 9.64
74,239 71, 355 258 892 28.68 27.56
65,065 34 919 473, 177 13.75 7.38
45, 306 5, 480 193, 282 23.44 2.84
42, 464 15, 014 398 854 10.65 3.76
39, 588 14, 494 115, 960 34.14 12.50

36, 318 42, 991 118, 108 30.75 36.40

32, 124 20, 783 267, 715 12.00 7.76
29,809 3,510 181,196 16.45 1.94
28, 590 3, 369 149, 426 19. 13 2.25

27, 835 5,291 242, 327 11.49 2.18
26, 133 18, 593 53. 539 48.81 34.73
23 853 28,613 171,115 13.94 16.72
21,629 957 44,957 48.11 2.13

194, 205 5,600 1,722,753 11.27 0.33
128,011 65,189 643,402 19.90 10.13
102, 199 98, 543 356, 292 28.68 27.66
76,349 41,534 557, 973 13.68 7.44
55,575 19,492 523, 562 10.61 3.72
53,136 6,720 227,292 23.38 2.96
49, 071 17,874 143,384 34.22 12.47

44, 792 52, 720 141, 040 31.76 37.38

41,108 26,622 342, 503 12.00 7.78
38, 657 4,407 237, 736 16.26 1.85
38, 121 4, 435 198,534 19.20 2.23

35, 451 6,741 309, 139 11.47 2.18
33,306 23,588 64,759 49.37 34.97
30, 563 37, 144 217 759 14.04 17.06
26, 487 10 112 148 918 17.79 6.79

i Figures include projections of exports of the commodity from those socialist countries for which the high estimates
reached $1,000,000 in any year in the period 1966-71.

Source: Table BO-B6.

Second in volume among the commodity groups expected to be ex-
ported to the United States from the Socialist countries in 1976 and
1980 will be iron and steel, provided no trade barriers are established
arising from market disruption complaints. Our imports of iron and
steel from Eastern Europe and the U.S.S.R. are projected to reach
$102 million in 1976 and $128 million by 1980, equaling almost 20
percent of total projected Socialist country exports of iron and steel
to the OECD area. All of the countries will be supplying large quanti-
ties of this commodity group, with 45 percent coming from Czecho-
slovakia in 1976 and 47 percent in 1980.,

Clothing will be the third largest commodity group which we are
expected to import from the Socialist countries in both 1976 and 1980.
Our imports axe projected to reach $74 million and $102 million in the
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2 years, respectively, comprising over 28 percent of total exports of
clothing from these countries to the OECD area. With the exception
of the U.S.S.R., all of the countries will be supplying significant
amounts of this commodity group.

Soviet and East European exports of nonferrous metals are pro-
jected to be fourth on the list of our imports from these countries,
reaching $65 million in 1976, and $76 million by 1980, or 14 percent of
total OECD area imports of this commodity group from the six
countries. Almost three-fourths of the metals we import from these
countries in this commodity group will be supplied by the Soviet
Union, although some shipments will be coming from all of the Socialist
countries.

The conimodity group fifth on the list of our projected 1976 im-
ports, meat and meat preparations, is expected to drop back to sixth
by 1980, being surpassed by our projected imports of nonelectric
machinery. It is expected that meat and meat preparations will be
exported to the United States from all five Eastern European countries,
provided that they meet the inspection requirements of the U.S. Food
and Drug Administration. Our total imports of meat and meat prep-
arations from these countries are projected to reach $45 million in
1976 and $53 million by 1980. Almost half of the commodities in this
category are expected to be supplied by Hungary. Our imports of
meat and meat preparations are expected to comprise 23 percent of all
exports in this commodity group to the OECD area from the five East
European countries. 26

The exports of nonelectric machinery are expected to grow rapidly
during the projection period, moving the category from sixth to fifth
place on our list of projected imports from the socialist countries
between 1976 and 1980. U.S. imports of this commodity group from
Eastern Europe and the U.S.S.R. are projected to equal $42 million
in 1]976 and $56 million in 1980. Excluding Bulgaria, all of the countries
will be shipping substantial quantities of the commodities in this
category to the United States, with by far the largest volume coming
from Czechoslovakia. In 1976 that country is expected to provide
43 percent of the total, and 42 percent in 1980.

Import volumes of other commodities which are estimated to be
shipped to the United States in substantial amounts during the
projection period can be seen in table 16 and appendix tables B1-B6.
Miscellaneous manufactured articles are expected to be seventh, with
the largest quantities coming from the German Democratic Republic.
Nonmetallic mineral manufactures will probably be eighth, with most
of the shipments to come from the U.S.S.R. Other commodities to be
imported in substantial amounts include metalliferrous ores and metal
scrap; transport equipment; electrical machinery, apparatus and
appliances; chemical elements and compounds; footwear; textile
yarns; fish and fish preparations; and fixed vegetable oils and fats.

26 Although some countries, e.g., Bulgaria, are planning to curtail theirfuture food industry exports to theWest, it appears that the cutback will not affcct meat and meat preparations. See Stefan Balkanski, "ExportTrends by Some Branches of the Food Industry," Khranitelna promVshlenest (Food Industry), No. 6,1973, pp. 9-11.



APPENDIX TABLES

TABLE A-i-UNITED STATES IMPORTS FROM BULGARIA: 1966 AND 1971

[Dollar amounts in thousands]

Actual Actual Estimated United States
United Percent of Percent of total OECD I imports as a percent of

Total States total Estimated United States United States imports actual OECD imports
United imports United imports from Bulgaria imports from from Bulgaria
States from States Bulgaria

Commodity group SITC No. imports Bulgaria imports High Low High LOw High Low

1966
Total 2 --- - - - - - - - - - - - - - - - - - - - --- $15, 494, 368 $2, 518 0. 02 $19, 515 $3, 754 0.13 0.02 $195, 690 9.97 1. 92

Iron and steel ----
Meat and meat preparation -- -
Nonferrous metals ----
Electrical machinery, apparatus, and appliances
Tobacco and tobacco manufacturing - -----
Fruits and vegetables --.
Chemical elements and compounds --- --
Clothing -- -------------------- ----------

67 1,304,955
1 599, 513

68 1,551,721
72 1,015,886
12 144, 178
5 538,624

51 474, 971
84 607, 570

0 -706
0 -2,361
0 -4,981
0 264
0 - 4,278

94 .02 592
1 (i) 219
2 (4) 304

0 .05
0 .39
0 .32

20 .03
0 2.97

592 .11
9 .05

304 .05

-- -- - -(9

.05(1

16,091 4.39 .
14, 597 16. 17
22, 542 22. 10
1,466 18.01 1.36

22,552 18.97
26, 310 2. 25 2.5
2,560 8.55 .35
2,063 14.74 14.74

CM
CO
Gc



Fixed vegetable oils and fats ------------- 42 128, 209 0------- 359 0 .28 ------ 1, 422 25. 25.------Oil seeds, oit oats, sad oil kernels- -22 53, 218 33 06 611 33 1. 15 .06 12, 078 5.06 .27Ssgar, sugar preparatisons, sod hsney---------- 6 559, 034 94 .02 94 94 .02 .02 511 18. 40 18. 40Other 3 .. 8, 516, 489 2, 294 .03 4, 746 2, 702 06 .03 73, 498 6. 46 3.68
1971

Total 2 ., 24, 420, 746 2, 489 .01 29, 314 5, 929 .12 .01 247, 183 11.86 2.40
Iron and stel ------------------andsteel- --- 67 2, 725, 402 0- 8,991 0 3 . 77 5 2 .Meat and mat preparation ------- 1, 050, 363 190 02 4, 971 13 47 --- 02 20, 471 24. 35 - 93

Nonflerrousmetabeols -------------24 190w 0 47 ° 062 208 14 S. 24. 35 9 19°33°5

NSnferrss mretals-ionsand =68 1, 552, 716 0 -2,667 0 . ------------ 17, 515 15. 23Electrical machinery, apparatas, and appliances ---- 72 2, 556, 548 0-------- 1, 582 12 .06 (') 5, 314 29. 77 .23Tobacco sand tobacco manafacturing---------- 12 108, 242 0- ----- 1, 333 11 1. 23 .O 14, 257 9. 35 .08Froits andvegetable--- ---------- 5 746, 687 113 .2 971 971 .13 .13 39, 280 2. 47 2. 47Chemical elements and compoands ------- t--- 5 826, 437 573 .07 922 573 .11 .07 8, 304 11. 10 6. 90Clothing ---------------------- 84 1, 521, 123 0- ------- 819 819 .05 .0 2,16 406.6Fixed vegetable oils and fats-~~~ ~~42 151, 704 0------- 682 152 .45 0. 10 4, 309 15. 83 3. 53Oil seeds, oil nuts, and oil kernels----------- 22 48, 374 0- ------- 237 0 .490-------- 8, 755 2. 71 -------Sa gar Isuagr preparations, and haney ---- _----- 6 842, 900 0------- 0 0- - -1,860 -Other-- 12, 290, 250 1,613 01 6,139 3, 201 05 .03 84, 014 7. 31 3.81

IThe Organization for Economic Cooperation and Development (OECD) inclades the fallowing 3Representothedilfereace between tbetotaland thesamnof thelistedcommodities.countries: Austria, Belgium-Luxembourg, Canada, Denmark, Finland, France, Germany, Iceland, Represents toss than 0.005 percent.
Italy, Japan, Netherlands, Norway, Portugal, Sweden, Switzerland, United Kingdom, and United Soarce BasedonOECD, Commodityrade:Iports, anuar Decembe 96 assimStates. Sore0ae nOCCmoiyTae prs aur-eebr16,psin n ED2 Includes all commodity grasps for which the high estimates or actual imports, it higher, amounted Trade by Commodities-MarketSummaries: Imports, vol. 1,January-December 1971, passim.to atleast$100,OO0in the yearlisted. c



TABLE A-2.-UNITED STATES IMPORTS FROM CZECHOSLOVAKIA: 1966 AND 1971

[Dollar amounts in thousands]

Actual
United Estimated United Actual Estimated United
States States imports from Percent of total U.S. OECD States imports an a
mports Czechoslovakia imports imports percent of DECD imports
Imfrom Percent of from tram Czechoslovakia

Total U.S. Czechoslo- total U.S. High Low High Low Czechoslo-
Commodity group SITC No. imports vakia imports vakia High Low

1966
Total-$ ---- 522,913,257 $27, 315 0.12 $65,867 $44,322 0.29 0.19 $461,820 14.26 9.60

Iron and steel-------------------- 67 1, 304,955 2, 222 .17 9,240 8, 240 .63 .63 41, 189 20. 01 20.01
Clothing ---------------------- 84 607, 570 248 .04 2,396 2, 396 .39 .39 9, 564 25. 21 25.21
Machinery other than electric --- 71 1 677, 143 8,924 .53 8,924 8,924 .53 .53 48, 560 18.3 6 18.3
Transport equipment ---------------- 73 2,134, 611 1, 456 .07 4, 549 1, 456 .21 .07 21, 563 21. 10 6.715
Footwear- -- 85 189, 906 3,474 1.83 3,474 3,474 1.83 1. 83 13, 852 25.08 25.08
Miscellaneous manufactured articles, n.e.s -89 905, 710 1,709 .19 5,865 2,989 .65 .33 18, 867 31.09 15.84
Textile yarn, fabrics, made-up articles. etc - - 65 988, 539 418 .05 3,107 3,107 .34 34 22,911 13. 56 13. 56
Nonmetallic mineral manufactures, n.e.s-------- 66 716, 649 4,001 .56 5, 497 6, 235 .76 .87 29, 895 18. 39 20.86
Meat and meat preparations-1 599, 513 1, 217 .20 2, 202 1, 217 .37 .20 10696 20. 59 11.38
Electrical machinery, apparatus and appliances ----- 72 1, 015, 886 23 (I) 704 23 .07 (1) 5, 241 13.43 .44
Chemical elements and compounds ---------- 51 474, 971 287 .06 2, 442 287 .51 .06 16,177 15.10 1.77
Wood and cork manufactures, excluding furniture ----- 63 307, 980 86 .03 2,190 86 .71 .03 4, 767 45.94 1.60
Manufactures of metals, n.e.s -69 410, 617 367 .09 567 575 .14 .14 4,784 11.8 5 12.02
Travel goods, handbags and similar articles -83 56, 243 51 .09 660 1, 271 1.1 7 2.26 1,652 39.95 76.94
Nonferrous metals------------------ 68 1, 551, 721 0--- ----- 2, 014 16 .13 (I) 8, 378 24.04 .19
Beverages --------------------- 11 479, 545 76 .02 628 192 .13 .04 1,597 39.32 12.02
Crude fertilizers and crude minerals, n.e.s -27 282, 925 0 - -1, 649 0 .58 - -9,585 17.20
Metalliferrous ores and metal scrap -- -------- 28 1, 019, 812 0---- -9--- 77 0 :. 10 ----- - 6, 645 14.70 .------
Wood, lumber and cork -24 437,972 0 - - 1,404 0 .32-- 41 815 3. 37
Scientific and control instruments, photographic goods,

clucks----------------------------------------- 86 4036111 66 .02 631 66 .16 .02 3,042 20.74 2.17
Coffee, tea, cocoa, spices and manufactures thereof --- 7 1, 344,506 83 .01 669 483 .05 .03 931 71.86 43.29



Furniture-------------------------------- 82 80,763 394 .49 641 751 .79 .93 5,327 12.03 14.10Petroleum and petroleum products----------- 33 2,127, 136 18 () 540 18 .03 () 13, 801 3.91 .13Sanitary,plumbing,heatingandlightingfixlures 81 39,086 825 2.11 825 825 2.11 2 5, 720 14.142 14.42
-her -3,277, 353 1. 370 .04 5, 072 1, 771 .15 .05 115, 321 4. 40 1. 54

1971
Total -41, 377, 891 23, 208 .06 134,169 89, 295 .32 .22 817, 815 16. 41 10.92

Iron and steel-------------------- 67 2,725, 402 4,068 . 15 34, 964 34, 964 1. 28 1.28 126, 964 27.54 27. 54Clothing ---------------------- 84 1, 521, 123 394 .03 12,069 10,318 .79 .68 33, 646 35,87 30.67Machinery otherthan electric-71 3,411,260 3,632 .11 9,630 3,632 .28 .11 94,924 10.14 3.83Transport equipment------ ------ 73 7,935,979 2,596 .03 9, 430 2, 596 .12 .03 32, 355 29.15 8.02Footwear ~ ~ -------------- 85 758, 095 3,984 .53 9,179 9,179 1.21 1.21 19,769 46.43 46.43Miscwellaneousmanufactured articles, n.e.s - 89 1,968,884 1,229 .06 8,222 3,938 .42 .20 25.9211 32.61 15.62
Textileyarn,fabrics made -oparticles, etc - 65 1,392,019 487 .03 6,930 6, 930 .50 .50 46, 791 14.81 14.81Nonmetallic mineral manufactures, n.e.s -------- 66 1,010,444 2,881 .29 6,211 6,669 .61 .66 37,419 16.60 17.82Meat and meat preparatinons------------- 1 1,050,363 1,314 .13 5849 1,314 .56 .13 23, 161 25.25 5.67Electrica ma hinery, apparatus, and appliances 72 2,556,548 46 (t) 3,842 767 .15 .03 16, 104 23.86 4.76Chemical emlemcento and compoun do---------- 51 826, 437 0- -3,----- 752 661 .45 .08 28, 822 13.02 2.29
Wood and cork manufactures excluding furniture 63 496, 339 125 .03 2,449 447 .49 .09 5,855 41.83 7.63Manufactures of metals, n~e.s------------- 69 836, 822 396 .05 2447 1,004 .29 . 12 12, 811 19.10 7.84
Travel goods, handbags, and similar articles -8-- 83 119, 411 39 .03 2,029 1,613 1.70 1 .35 3,588 56.55 44.96Nonferrous metals ---------- ------- 68 1, 552, 716 156 .01 1,807 156 .12 .01 12, 919 13.99 1. 21Beverages --------------------- 11 767, 254 125 .02 1, 508 614 .20 .08 3, 180 47.42 19. 31Crued fertilizers and crade minerals, n.e.s ------- 27 276, 467 24 .01 1, 458 442 .53 .16 14, 266 10. 22 3. 10Metalliferrous ores and metal scrap -28 1,043,637 0- 1,372 0 .13 -8,105 16.93Wood, lumber, and cork --------------- 24 779,687 0------- 1,134 0 .15-49,590-2.29 -Scientific and control instruments, photographic goods,

clocks ---------------------- 86 697,369 47 .01 1,127 223 .16 .03 5,667 19.89 3.94Coffee, tea, cocoa, spices, and manufactures thereof - 7 1,616, 519 65 () 1, 21 647 .07 .03 58 70.9 4.95Furniture-~~~ ~~~~~~~ ~ ~~~82 261,020 477 .18 1,111 1,122 .43 .43 1,5 10 11iand petroleum products- --------- 33 3,323,321 0----753 0 .022 32-1- 3.23-Sanitary, plumbing, heating and lighting fixtures 81 58,1t97 370 -- 452- 278 .7 .6- 5,-720 7.93 6.61Other ----------------------------- 3,549, 678 753 .02 5,323 1,681 .15 .05 17 5,993 3.02 .96

1 Represents less than 0.005 percent Source: Based on OECD, Commondity Trade: Imports January-December 1966, passim and OECD,
Note: Sea footnotes to table A-I. "Trade by Commodities-Market Summaries: Imports," vol. I, January-December 1971, passim.,



TABLE A-3.-UNITED STATES IMPORTS FROM THE GERMAN DEMOCRATIC REPUBLIC: 1966 AND 1971

[Dollar amounts in thousands]

Actual U.S. ~~~~~~~~~~~~~~~~Actual
Actual U.S. OECD Estimated U.S. imports as

imports Estimated U.S. imports imports a percent of actual OECD w

from from German Democratic Percent of total U.S. from imports from German
German Percent of Republic imports German Democratic Republic

SITC Total U.S. Democratic total U.S. Democratic -
Commodity group No. imports Republic imports High Low High Low Republic High Low

1966
Total $21,740,311 $8, 071 0.04 $38, 008 $10,954 0.17 0.05 $282,072 13.47 3.88

Miscellaneous manufactured articles, n.e.- 89 905, 710 300 .03 5J164 815 57 .09 17, 601 29, 34 4.63
Transport equipment ----------------- 73 2,134,611 231 .01 2, 007 231 .09 .01 12, 285 16. 34 1.988
Electrical machinery, apparatus and appliances ----- 72 1,015, 886 186 .02 1,937 186 .19 .02 12, 372 15.66 1. 50
Machinery other than electric -and - - 71 1, 677, 143 1, 230 .07 3, 314 1, 230 .20 .07 29, 993 11.05 4. 10
Iron and steel.----------- ---------- 67 1, 304, 955 3, 245 .25 3, 296 3, 245 .25 .25 18, 147 18. 16 17. 88
Chemical elements and compounds ----------------- 51 474, 971 120 .03 1,932 120 41 .03 20, 555 9.40 .58
Scientific and control instruments, photographic goods,

clocks.. ---------------------- 86 403, 111 410 -10 1, 894 484 .47 .12 10, 826 17. 49 4. 47
Travel goods, handbags and similar articles 83 56, 243 1 725 45 31. .0 177 40.5 2.54
Footwear --------------- - -- 85 189, 906 0 0318 38 .17 .02 871 36. 51 4. 36
Moat and meat preparations-------------- 1 559, 513 69 .01 2,477 69 .44 .01 11, 400 21. 73 .61
Textile yarn, fabrics, made-up articles, etc 65 908, 539 4 (i) 1 ,332 91 .15 .01 11, 373 11.71 .80
Nonmetallic mineral manufactures, n.e.s -66 716, 649 464 .06 2,018 2, 437 .28 .34 12,°601 16.01 19. 34
Clothing ---------------------- 84 607, 570 2 (I) 1,078 122 .18 .02 4, 824 22. 35 2.63
Furniture - , 82 80, 763 1 (1) 389 7 .48 .01 2, 602 14.95 .27
Crude rubber, including synthetic and reclaimed ---- 23 207, 328 0 0 531 0 .26 0 2, 224 23. 88 0
Nonferrous metals 68 1, 551, 721 42 (i) 2, 226 42 .14 (I) 9 187 24.23 .46
Manufactures of metal, n.e.s - -69 410, 617 21 .01 567 25 .14 .01 4,126 13.74 .61
Fertilizers, manufactured- 56 130, 768 0 .0 1,130 0 .86 0 17, 155 6. 59 0



Petroleum and petroleum products -33 2, 127, 136 372 .02 720 372 .03 .02 6, 226 11. 56 5. 97Hides, skins, and fur skins, undressed -21 214, 642 883 .41 883 883 41 .41 1, 808 48.84 48. 84Fixed vegetable oils and fats 42 128, 209 0 0 128 0 13 0 680 18. 82 0Other -- 5, 934, 320 490 .01 3, 942 512 .07 .01 73, 441 5. 37 .70
1971

Total -39, 208, 685 9, 888 .03 57, 778 15, 159 .15 .04 420, 986 13. 72 3. 60
Miscellaneous manufactured articles, n.e.s - - 89 1, 968, 884 481 .02 9, 530 591 .48 .03 29, 115 32. 73 2. 03Transport equipment- - ----------- 73 7,935,979 17 (I) 6, 680 17 03 (I 35, 051 19. 06 .05Electrcal machinery, apparas and appliances - 72 2, 556,548 962 .04 5,198 1, 790 20 .0 29, 358 17. 71 6. 10
Machinery other than electric -71 3,411, 260 3,907 .11 5,044 3,907 .15 .11 54,493 9.26 7.17Iron and steel. 67 2,725,402 19 (') 3,996 273 .15 .01 15,990 24.99 1.71Chemical elements and compounds. . 51 826, 437 803 .10 2, 831 803 .34 .10 30, 415 9. 31 2. 64Scientific and control instruments, photographic goods,

clocks 86 697, 369 1, 425 .20 2, 717 1, 554 .39 .22 17, 806 15. 26 8. 73rravel goods, handbags and similar articles 83 119, 411 0 0 2, 252 128 1. 89 .11 4, 547 49, 53 2. 82Footwear . - 85 758,095 0 0 2, 239 0 .30 0 2, 664 84.05 0Meat and meat preparations --- -- 3--9 01 1,050,363 57 .01 2,047 57 .19 .01 8,903 22.99 .64Testile yarn, fabrics, made-up articles, etc ------ 65 1,392,019 40 (I) 2,038 139 . 15 .01 16, 725 12.19 .83Nonmetallic mineral manufactures, n.e.s - 66 1,010, 444 772 .08 1, 947 2,728 .19 .27 16,080 12.11 16.97Clothing -84 1, 521,123 1 (1) 1, 766 60 .12 (') 7, 237 24.40 .83Furniture 82 261, 020 23 .01 1,261 23 .48 .01 12, 095 10.43 .19Crude rubber, including synthetic and reclaimed 23 275, 439 0 0 1,043 0 .38 0 3,989 26.15 0Nonferrous metals -68 1,552,716 9 (X) 860 9 .06 (Xl 5,527 15. 56 .16Manufactures of metal, n.e.s -69 836, 822 21 (') 992 396 .12 .05 6, 728 14.74 5.89Fertilizers, manufactured -56 205,326 0 0 823 0 .40 0 23,055 3.57 08Petroleum and petroleum products 33 3,323,321 798 .02 798 798 .02 .02 8,821 8. 13 8.13 CADHides, skins and fur skins, undressed -21 105,368 167 .16 167 1,444 .16 1. 37 1,344 12.43 107.44Fixed vegetable oils and fats -42 151, 704 0 0 30 0 .02 0 497 6.09 0Other 6, 523, 635 386 .01 3, 529 442 .05 .01 89, 546 3.94 .49

X Represents less than 0.005 percent. Source: Based on OECD, Commodity Trade: Imports, January-December 1966, passim, and DECD.
Note: See footnotes to table A-1. Trade by Commodities-Market Summaries Imports, vol. 1, January-December 1971, passim.



TABLE A-4.-UNITED STATES IMPORTS FROM HUNGARY: 1966 AND 1971

[Dollar amounts in thousands]

cri
Actual Estimated United States P
United Actual imports as a percent P
States Percent Estimated United States Percent of total DECO of actual DECO

Total imports of total imports from Hungary United States imports imports imports from Hungary
SITC U.S. from U.S. from

Commodity group No. imports Hungary imports High Low High Low Hungary High Low

1966
Total-$ -- $20,989,336 $3,548 0.02 $40,370 $14,677 0.19 0.07 $327,722 12.32 4.48

Clothing -84 607, 570 35 () 3,833 4,496 .63 .74 13,096 29.26 34.33
Meat and meat preparations ------------- 1 599, 513 7 Q 9, 467 120 1. 58 .02 47, 071 20. 11 .25
Iron and steel-------------------- 67 1,304,955 0 0 3,884 0 .30 0 22,567 17.21 0
Miscellanenous mansfactured articles, s.e.s ------- 89 905, 710 1,114 .12 2,714 1, 709 .30 .19 8,664 31.33 19.73
Electricol machinery, apparatus and appliances ----- 72 1, 015,886 1 () 1,232 20 .12 (1) 7,618 16.17 .26
Footwear-------------------------- - 85 189, 906 1 {a 1,588 114 .84 .06 3,426 46.35 3.33
Textile yarn, fabrics, made-up articles, etc. 65 8 908, 539 221 .02 2,042 2,544 .22 .28 15, 610 13.08 16.30
Coffee, tea, cocoa, spices, and manufactures thereofa- 7 1,344,506 120 .01 2,088 1,344 .15 .10 3,163 63.48 42.49
Manufactures of metal, n.e.s ------------- 69 410, 617 17 (') 496 82 .12 .02 3,185 15.51 2.57
Metalliferroas ores, and metal scrap---------- 28 1,019,812 0 0 1,527 0 .15 0 5,718 26.71 0
Crude animal and vegetable materials, n.e.s 29 180, 723 147 .08 1,209 236 .67 .13 6,489 18.63 3.64
Beverages --------------------- 11 479, 545 190 .04 060 1,247 .20 .26 2,617 35.86 46.58
Machinery other than electric------------- 71 1,677,143 4 () 800 4 .05 (1) 5,552 14.41 .07
Chemical elements and compounds 71 474, 971 17 (' 401 47 .08 .01 7,646 5.24 .61
Nonferrous metals- - compod68 1,551 721 2 (X) 1,060 8 .07 (1) 7 241 14.64 .11
Nonmetallic mineral manufactures, n.e.s ----- - 66 716 649 232 .03 696 1,577 .10 .22 3,567 19.51 44.21



Fish and fish preparations -03 552, 936 0 0 407 0 .07 0 671 60.66 0Petroleum and petroleum products ---------- 33 2,127, 136 0 0 900 0 .04 0 994 90Other-4.921, 498 1,120 .02 5,146 1,129 .10 .02 153, 797 3.35 .73
1971

Total -39, 545, 486 7, 673 .02 81, 609 37, 003 .21 .09 573, 561 14.23 6. 45
Clothig -84 1, 521, 123 453 .03 16,134 16,134 1.06 1.06 49, 378 32.67 32.67Meatandmeatpreparations I 1,050,363 3,327 .32 15, 888 3,327 1.51 .32 69,032 23.02 4.82Iron and steel -67 2, 725, 402 0 0 10, 739 0 .39 0 46, 840 22.93 0Miscellaneous manufactured articles, s.o.s - 89 1 968, 884 1,043 .05 5, 045 1, 575 .26 08 14,122 35. 72 11. 15Electrical machinery, apparatus and appliances 72 2 556, 548 27 (1) 4,972 256 .19 01 20, 711 24. 01 1. 24Footwear -- 85 758, 095 16 3,134 1,166 .41 .15 4,287 73.10 27.20Textile yarn, fabrics,!made-up articles, etc ------- 65 1,392,019 270 .2 2,853 1,810 .20 . 13 22, 848 12.49 7.92Coffee, tea, cocoa, spices, and manufactures thereof... 7 1, 616, 519 22 (') 2,242 1,293 .14 .08 4,199 53.39 30.79Manufactures of metal, n.e.s -69 836,822 5 (1) 1,852 84 22 .01 10,518 17.61 .80Metalliferrous ores and metal scrap -28 1,043,637 0 0 1,790 0 .17 0 10,983 16.30 0Crude animal and vegetable materials, n.e.s 29 204,622 96 .05 1, 777 471 .87 .23 13,193 13.47 3.57Beverages -11 767,254 259 .03 1, 688 3,913 .22 .51 5,227 32.29 74.86Machineryother than electric -71 3,411,260 58 (i) 1,605 58 .05 (1) 14,335 11.20 .40Chemical elements and compounds -51 826, 437 354 .04 1,317 354 .16 .04 23, 804 5.53 1.49Nonferrous metals 68 1,552,716 0 0 1,118 0 .07 O 13,495 8.28 0Nonmetallic mineral manufactures, n.e.s- 66 1,010,444 685 .07 1,112 2,324 .11 .23 6, 522 17.05 35.63Fish and fish preparations -3 879,154 0 0 1,077 0 .12 0 1,568 68.69 0Petroleum and petroleum products -33 3 323,321 0 0 502 0 .02 0 7,247 6.93 0Other -- 12100,866 1,058 .01 6,774 4,238 .06 .04 235,252 2.88 1.80 c

'Represents less than 0.005 percent. Source: Based on OECD, "Commodity Trade: Imports', January-December 1966, passim, and OECD,Nate: See footnotes ts table A-i. "Trade by Commodities-Market Summaries: Imports," vol. I. January-December 1971, passim.



TABLE A-5.-U.S. IMPORTS FROM ROMANIA: 1966 AND 1971

[Dollar amounts in thousands]

Estimated U.S. Cal
imports us a 4

Actual Estimated U.S. Actual percent of actual 0:>
U.S. Percent imports from Percent of total OECD OECD imports

Total imports of total Romania U.S. imports imports from Romania

SITC U.S. from U.S. -from ~
Commodity group No. imports Romania imports High Low High Low Romania High Low

1966
Total-$ 1966 $20, 461, 668 $4, 766 0.02 $39, 364 $6, 862 0.19 0.03 $334, 486 11.77 2.05

Iron and steel -67 1,304,955 956 .07 2,119 956 .16 .07 8,993 23.56 10.63

Clothing ---------------------- 84 607, 570 17 (I) 719 547 .12 .09 2,342 30.70 23.36

Footwear --------------------- 85 189, 906 736 .39 1,102 741 .58 .39 2,920 37.74 25.38

Moot and meat preparations ------------- 1 599, 513 0 0 4,403 0 .73 0 21,028 20.94 0
Petroleum and petroleum products -- 33 2,127,136 0 0 10, 98 0 .52 0 65,187 16.70 0

Fixed vegetable oils and fats -42 128, 203 0 0 1,256 0 .9 0 6, 893 18 22 0

Wood and cork manufactures, excluding furniture ---- 63 307, 980 31 .01 2,167 31 .70 .01 4,057 44.62 .64
Miscellaneous manufactured articles, n.e.s-0- - 89 905,710 295 .03 788 295 .09 .03 2,019 39.03 14.61

Nonferrous metals-60 articles, 68 1,551,721 0 0 4,558 0 .29 0 20, 301 22.45 0

Furniture-0 metal 82 80, 763 392 .49 392 392 .49 .49 2, 602 15.07 15.07

Textile yarn, fabrics, made-up articles, etc 65 908, 539 144 .02 444 144 .05 .02 2,576 17.24 5.59

Chemical elements and compounds 51 474, 971 517 .11 1,823 517 .38 .11 10,436 17.47 4.95
Transport equipment -73 2,134,611 0 0 0 0 0 0 0 0 0

Machinery other than electric -71 1,677,143 14 (I 2 343 14 02 ) 2,6 11.84 40

Wood, lumber, and cork -24 437, 972 0 0 2,319 0 53 0 70,920 3.027 0

Manufactures of metal, n.e.s -69 410,617 0 0 0 0 0 0 73 0 0



Electrical machinery, apparatus, and appliances 72 1, 015, 886 1 (') 88 1 .01 (') 461 19. 09 .22Nonmetallic mineral manufactures, n.e.s -r-eclaime --- 66 716, 649 417 .06 417 430 .06 .06 5,928 7.03 7. 25Crude rubber, including synthetic and reclaimed ---- 23 207, 328 0 0 76 0 .04 0, 528 14. 39 0Other - --------------------------------- 4,674,489 1,246 .03 5,362 2,794 .11 .06 102, 918 5. 21 2.71
1971

Total - , 41, 134, 317 13, 665 .03 103, 668 43, 434 25 .11 621, 996 16.67
Iron and steel-------------------- 67 2,725,402 0 0 17, 732 0 6. 51 0 45, 014 39. 39 0
Clothingw--e---------------------------------------r84 1,521,123 1 243 :08 16 096 16, 096 1:06 1-06 47, 646 33. 78 33. 78Meat and meat preparations ------------- 1 1,050,363 287 .3 9,553 287 .91 .03 33, 375 28.63 .86Petroleum and petrcleum products- 33 3,323,321 2,943 .09 8,529 2,943 .26 .09 72,284 11.80 4.07Fixed vegetable oils and fats ------------- 42 151, 704 0 0 3, 832 0 2. 53 0 30, 823 12. 43 0Wood and cork manufactures, excluding furniture 63 496,339 229 05 3,655 397 .74 .08 8,640 42.30 4.59Miscellaneous manufactured articles, n.e.s -89 1,968,884 142 .01 3,364 156 .17 .01 6,444 52.20 2.42Nonferrous metals -68 1, 552, 716 354 ° .02 3,269 354 .21 .02 25, 187 12.98 1. 41Furniture -------------- ------- 82 261, 020 1,274 .49 3,034 2,480 1. 16 .95 23, 249 13.05 10.67Textile yarn, fabrics, made-up articles, etc . 65 1,392,019 618 .04 2,853 4 733 .20 .34 14,957 19.07 31.64Chemical elements and compounds ---------- 51 826, 437 1,047 .13 2,831 1,047 .34 .13 18,964 14.93 5.52Transport equipment- 73 7,935,979 106 2,358 106 .03 (4 7,639 19.41 .87Machinery other than e-lectric------------- 71 3,411,260 397 .1 2,064 3,070 .06 .09 17, 666 11.68 17.38Wood, cork, unit lumber -------------- 24 779, 687 0 0 1,829 0 .23 0 77, 922 2.35 0Manufactures of metal, n.e.n-69 836, 822 10 () 1,323 84 .16 .01 5 876 22. 52 1.43Electrical machinery, apparatus, and appliances ---- 72 2, 556, 548 0 0 1, 277 12 .05 (i) 4, 233 30. 17 .28Nonmetallic mineral manufactures, n.e.s -66 1,010,444 1,265 .13 1,265 1,265 .13 .13 5,308 23.83 23.83Crude rubber, including synthetic and reclaimed 23 275, 439 0 0 1,237 0 .45 0 4,563 27.11 0Other -- 8,300,715 1,769 .02 7,567 3,597 .09 .04 159, 257 4.75 2.26

Represents less than 0.005 percent. Source: Based on OECD, "Commodity Trade: Imports," January-December 1966, passim, and OECD, _f
Note: See footnotes to table A-I. "Trade by Commodities-Market Summaries: Imports," vol. 1, January-December 1971, passim.



TABLE A-6.-U.S. IMPORTS FROM U.S.S.R.: 1966 AND 1971

[Dollar amounts in thousands]

Actual Estimated United States
United Actual imports as a percent of
States Percent Estimated United States Percent of total U.S. OECD OECD imports from

imports of total imports from U.S.S.R. imports imports U.S.S.R.
Total U S from U.S. tram

Commodity group SITC No. imports U.S.S.R. imports High Low High Low U.S.S.R. High Low

Total ------- 1966 = -$19, 332,644 $49,325 0.26 $213,879 $63,508 1.11 0.33 $1,741, 378 12.28 3.65
00

Petroleum and petroleum productso---------- 33 2,1t27, 136 2 (') 48, 569 2 2.28 (1) 343, 232 14.15 C')
Nonferrous metals- - product 68 1, 551, 721 20, 0893 129 36, 508 20,089 2.35 1.29 199, 825 18. 27 10.05
Fish and fish preparations -- ----------- 3 552, 936 644 .12 12, 113 644 2.19 .12 27, 355 44. 28 2.35
Iron and steel-------------------- 67 1,304,955 5, 605 .43 15,216 5,605 1. 17 .43 108, 138 14.07 5. t8
Nonmetallic mineral manufactures, n.e.s -66 716, 649 4,483 .63 18,67 1 9,483 2.61 .63 55,952 33.37 8.01
Metalliferrous ores and metal scrap -28 1,019, 812 7,062 .69 12,337 7,062 1.21 .69 78,000 15.82 9.05
Wood and cork manufactures excluding furniture 63 307,980 9 (') 8,937 1,469 2.90 .48 17,996 49.66 8.16
Fixed vegetable oils and fats -42 128, 209 3 1 5,445 3 4.25 (1) 30,292 17.98 .01
Crude fertilizers and crude minerals, n.e.s -27 282, 925 20 .01 6,793 107 2.40 .04 47, 036 14.44 .23
Wood, lumber and cork---------------- 24 437, 972 0 0 7, 695 0 1.7,6 0 319, 343 2.41 0
Hides, skins and fur skios, undressed- 21 214, 642 6,315 2.94 11,625 6 315 5.42 2.94 57, 325 20.28 11.02
Chemical elements and compounds ---------- 51 474, 971 1,239 .26 2,892 1,239 .61 .26 20, 724 13.95 5.98
Machinery other than electric -71 1,677,143 1 (1) 1,686 304 .10 .02 17,681 9.54 1.72
Transport equipment - 73 2,134,611 16 ) 1,041 16 .05 (1) 13,671 7.61 .12
Textile fibres, not manufactured and waste -26 436, 297 1, 518 . 10,529 10, 529 2.41 2.41 92, 274 11.41 11. 41
Misceltaneous manufactured articles, n.e.s - 89 905, 710 432 .05 1,005 432 .11 .05 2,963 33.92 14. 58
Fruits and vegetables -0 5 538, 624 72 .01 3, 468 72 .64 .01 21, 515 16.12 .33
Textile yarn, fabrics, made-up articles, etc -65 908, 539 9 (') 1,410 2,261 .16 .25 6,590 21.40 34.31
Electrical machinery, apparatus and appliances . 72 1,015,886 1 (') 479 1 .05 (1) 2,780 17.23 .04
Scientific-control instruments, photographic goods, 50 01 1, 242 .28 .06 4,925 23.31 4.91

clocks ---------------------- 86 403,111 50 .1 1148 22 .8.6 495 2.149
Beverages- - ------------ 11 479, 545 33 .01 297 310 .06 .06 859 34.58 36.09
Coffee, tea, cocoa, spices and manufactures thereof.--- 07 1,344, 506 11 (') 44 24 Ci) Cl) 135 32.59 17.78
Leather, leather manufactures, n.e.s., and dressed fur

skins -61 102,969 21 .02 1,077 609 1.05 .59 7,121 15.12 8.55



Crude animal and vegetable materials, n.e.s 29 180,723 1,487 .82 1,487 1,487 .82 .82 4,253 34.96 34.96Feed-stuff for animals, excluding unmilled cereals 8 85,072 6 .01 696 6 .82 .01 25, 975 2.68 .02Other -- 1,337,467 197 .01 2,711 197 .20 .01 235, 418 1.15 .08
co 1971

Total -- 40,108,549 56,210 .14 230,343 83,113 .57 .21 2,840,966 8.11 2.93-a
Petroleum and petroleum products -33 3,323,321 652 .02 76 328 652 2.30 .02 844,050 9. 04 08
Nonferrous metals -68 1,552,716 22, 243 1.43 22, 243 22, 243 1.43 1.43 250,993 8. 86 8.86Fish and fish preparations -3 879,154 111 .01 19, 779 145 2.25 .02 35, 670 55.45 .41I ron and steel -67 2,725,402 0 0 15, 654 0 .57 0 94, 251 16.61 0Nonmetallic mineral manufactures, n.e.s - -66 1, 010, 444 12, 875 1. 27 12,875 12, 875 1.27 1.27 26, 813 48.02 48.02Metalliferrous ores and metal scrap - -28 1,043, 637 12,439 1. 19 12, 826 12, 439 1.23 1. 19 153, 342 8.36 8.11Wood and cork manufactures excluding furniture 63 496, 339 277 .06 9, 233 2,955 1.86 60 20, 627 44.76 14.33Fixed vegetable oils and fats -42 151, 704 1 (l) 8, 685 1 5. 72 () 55, 347 15. 69 0Crude fertilizers and crude minerals, n.e.s -27 276, 467 22 .01 6,185 22 2.24 .01 82,041 7.54 .03Wood, lumber and cork -- 24 779, 687 0 0 5, 677 0 .73 0 461, 171 1. 23 0Hides, skins and fur skins, undressed - 21 105, 368 2, 731 2. 59 5, 060 2, 731 4.80 2.59 46, 876 10. 79 5. 83Chemical elements and compounds -51 826, 437 813 .10 4, 279 13, 455 .52 1.63 44,945 9.52 29. 94Machinery other than electric -71 3, 411, 260 46 (') 4,130 273 .12 .01 74, 713 5. 53 .37Transport equipment ---- 73 7,935, 979 0 0 3, 521 40 .04 (i 48,737 7. 22 .08Textile fibres, not manufactured and waste -26 158, 400 25 .02 2,887 139 1.82 .09 90, 083 3. 20 .15Miscellaneous manufactured articles, n.e.s -89 1,968,884 2,856 .15 2,856 2,856 .15 .15 9,449 30.23 30.23Fruts and vegetables 5 746 687 1 (I) 2 503 85 .34 .01 16,462 15. 20 .52
Textile yarn, fabrics, made-up articles, etc -65 1, 392 019 110 .01 2 359 6, 435 .17 .46 17, 443 13. 52 36. 89Electrical machinery apparatus and appliances 72 2,556, 548 74 (') 2,139 74 .08 () 11, 122 19.23 .67 O5Scientific-control instruments, photographic goods,

clocks -86 697, 369 139 .02 2, 008 1, 444 .29 .21 10, 034 20.01 14. 39 C)Beverages -11 767,254 152 .02 1 916 1,406 .25 .18 3,959 48.40 35 51Coffee, tea, cocoa, spices and manufactures thereof.... 7 1,616, 519 0 0 1,367 40 .08 (i) 1,800 75.94 2.22Leather, leather manufactures n.e.s. and dressed fur
skins 61 114, 564 146 .13 972 146 .85 .13 7,372 13.19 1. 98Crude animal and vegetable materials sen - - 29 204 622 171 .08 433 171 .21 .08 8,385 5.16 2.04Feed-stuff for animals excluding unmilled cereals 8 78, 779 0 0 17 0 .02 0 3,651 .47 0Other -- 5,288,989 326 .01 4,411 2,486 .08 .05 421,630 1.05 .59

I Represents less than 0.005. Source: Based on OECD, "Commodity Trade: Imports," January-December 1966, passim, and OECD,
Note. See footnotes to table A-i. "Trade by Commodities-Market Summaries: Imports," vol. 1, January-December 1971, passim.



TABLE B-1.-PROJECTED U.S. IMPORTS FROM BULGARIA: 1976 AND 1980

[Dollar amounts in thousands]

1976 1980

Projected Estimated U.S. imports as a Projected
Projected U.S. imports from OECD percent of projected OECD Projected U.S. imports from OECD

Bulgaria imports imports from Bulgaria' Bulgaria imports
from -- - -from

Commodity group SITC No. High Low Bulgaria High Low High Low Bulgaria

Total -- $35,443 $11,620 $286,872

Ion and steel - - -67 4, 956
Meat and meat preparations -- - -01 5, 762
Nonferrous metals --- 68 3, 553
Electrical machinery, apparatus and appliances 72 2, 308
Tobacco and tobacco manufactures 12 956
Fruit and vegetables 05 1, 361
Chemical elements and compounds ---- 51 1, 730
Clothing ---- 84 6, 639
Fixed vegetable oils and fats -- 42 1, 589
Oil seeds, oil nuts and oil kernels ---- 22 458
Other ----- 6,131

' The same rates were applied to the 1980 OECD projections.

12. 35 4.05 $41,403 $14,880 $327, 430

0 24,515 20.22 - 5,873 0 29 047
232 24,898 23.14 .93 6 851 275 29 608 3

42 18, 440 19.27 .23 3,394 41 17 612
47 9,484 24.34 .50 3,118 64 12 812
6 6,202 15.41 .10 43 0 278

1,361 51 556 2.64 2.64 1,626 1, 626 61,608
272 15, 258 11.34 1.78 2,332 366 20, 562

6,639 38, 333 17.32 17.32 9,330 9, 330 53, 869
131 7,231 21.97 1.81 2,044 168 9,299
15 9, 104 5.03 .16 314 10 6,248

3,217 81,851 7.49 3.93 6, 478 3, 399 86, 487

Source: Based on OECD, "Trade by Commodities: Imports." Annual volumes for 1966-71 were
used. See text.

_ _



TABLE B-2.-PROJECTED U.S. IMPORTS FROM CZECHOSLOVAKIA: 1976 AND 1980

[Dollar amounts in thousands

19761

Estimated U.S. imports as a 1980
percent of projected

Projected U.S. imports Projected OECD imports from Projected U.S. imports Projected
from Czechoslovakia OECD Czechoslovakia I from Czechoslovakia OECD

SITC imports from imports from
Commodity group No. High Low Czechoslovakia High Low High Low Czechoslovakia

Total$ -180, 535 $126, 178 $1, 160, 024

Iron and steel -67
Clothing 84
Machinery other than electric -------------------- 71
Transport equipment : .-- 73
Footwear 85
Miscellaneous manufactured articles, not elsewhere specified -89
Textile yarn, fabrics, made-up articles, etc. 65
Nonmetallic mineral manufactures, not elsewhere specified 66
Meat and meat preparations .----------------
Electrical machinery, apparatus and appliances 72
Chemical elements and compounds ---- 51
Wood and cork manufactures excluding furniture 63
Manufactures of metal, not elsewhere specified 69
Travel goods, handbags and similar articles 83
Nonferrous metals ---- .-------------------- 68
Beverages -------------------------- 11
Crude fertilizers and crude minerals, not elsewhere specified 27
Metalliferrous ores and metal scrap 28
Wood, lumber and cork . 24
Scientific and control instruments, photography goods, clocks -86
Coffee, tea, cocoa, spices and manufactures thereof 07
Furniture ------------------------- 82
Petroleum and petroleum products 33
Sanitary, plumbing, heating and lighting fixtures -81
Other.

15.56 10.88 $228,949 $161,401 $1,451,399

45, 556 45, 556 211, 300 21.56 21.56 60,954 60,954 282, 716
15, 520 15,063 52, 503 29.56 28.69 20,914 20, 298 70, 751
18, 212 7,743 144,199 12.63 5.37 23, 301 9,907 184,491
10, 304 2,927 44, 550 23.13 6.57 12, 783 3,631 55,266
8,664 8 664. 25, 077 34.55 34.55 10,374 10,374 30,025
9 978 5,892 30, 264 32.97 19.47 11,609 6,856 35,212 O
8,653 8,653 65,204 13.27 13.27 11,042 11 042 83, 208 Ci'
7,981 10,489 43,851 18.20 23.92 9,098 11,958 49, 991
7,785 3,000 33, 299 23.38 9.01 9,725 3,748 41, 595
4, 992 1, 217 26,986 18.50 4. 51 6,649 1, 621 35, 942
5, 971 580 43, 971 13.58 1.32 7, 545 733 55, 559
2, 890 290 6, 754 42.79 4.29 3, 207 321 7, 494
4 413 2, 580 20, 708 21. 31 12. 46 5 824 3, 405 27, 328
2 568 3, 727 4, 953 51. 85 75. 25 3, 258 4,729 6, 285
3, 357 80 18,690 17.96 0.43 4,094 98 22, 794
2, 093 1, Z40 4, 578 45.72 27. 09 2,653 1,571 5, 802
2, 915 175 21, 029 13. 86 .83 3, 584 215 25, 861
1, 775 17 12, 126 14.64 .14 2, 149 21 14,678
1,628 0 58,977 2.76 . . 1,852 0 67,093
1' 459 301 7, 370 19.80 4.08 1, 812 375 9, 158
1 175 845 1 775 66.20 47. 61 1, 410 1, 014 2, 131
1t522 1,998 13,400 11.36 14.91 1,893 2,485 16,668
1,042 9 29,700 3.51 .03 1,232 11 35, 100

837 824 5, 884 14.23 14.00 864 851 6,079
9,245 4,308 232, 876 3.97 1.85 11, 123 5, 183 280, 172

Source: Based on OECD, "Trade by Commodities: Imports." Annual volumes for 1966-71 were
used. See text.

I The same rates were applied to the 1980 OECD projections.



TABLE B-3.-PROJECTED U.S. IMPORTS FROM THE GERMAN DEMOCRATIC REPUBLIC: 1976 AND 1980

[Dollar amounts in thousands!

1976
1980

Estimated U.S. imports as a
Projected percent of projected OECD Projected

Projected U.S. imports from OECD imports imports from German Dem- Projected U.S. imports from OECD imports
German Democratic Republic from German ocratic Republic I German Democratic Republic from German

SITC Democratic Democratic
Commodity group No. High Low Republic High Low High Low Republic

Total --- ------------------------------------------------- $79, 560 $24, 721 $579, 917 13. 72 4. 26 $96, 720 $22, 593 $696, 933

Miscellaneous manufactured articles, not elsewhere specified -89 12, 981 1,477 40,239 32.26 3.67 16,106 1.832 49, 927
Transport equipment -73 7,436 . 194 40, 434 18. 39 .48 9,413 246 51, 186
Electrical machinery, apparatus, and appliances -72 7,002 1,860 47, 831 14.64 3.89 9,120 2, 423 62, 295
Machinery other than electric -71 8,184 3,673 82, 914 9.87 4.43 10, 427 4,680 105, 646
Iron and steel -67 4,470 1,582 37,128 12.04 4.26 5,014 1,774 41,644 CZ
Chemical elements and compounds -51 4, 049 674 43, 773 9.25 1.54 4, 847 807 52, 405 tb3
Scientific and control instruments photographic goods, clocks 86 3, 948 1,902 23, 713 16.65 8.02 4, 818 2, 321 28, 937
Travel goods, handbags, and similar articles -83 3, 241 173 6, 702 48. 36 2. 58 4, 264 228 8, 818
Footwear -85 2,348 457 3,792 61. 91 12.06 3,143 612 5,076
Meat and meat preparations -01 1,749 26 6,762 25.87 .38 1,291 19 4,990
Textile yarn, fabrics, made-up articles, etc -65 2,351 215 20,497 11.47 1.05 2,791 255 24,333
Nonmetallic mineral manufactures, not elsewhere specified -66 2 714 4,383 18,586 14.60 23.58 3,092 4,994 21,178
Clothing -84 2, 220 120 9, 932 22.35 1. 21 2, 682 145 12, 000
Furniture -8-- --------------------------------- 82 2,602 50 19,818 13.13 0.25 3,583 68 27,286
Crude rubber, including synthetic and reclaimed -23 1,452 0 5,578 26.03 0 1,796 0 6,898
Nonferrous metals -68 1,552 25 8,425 18.42 .30 1,433 23 7,777
Manufactures of metal, not elsewhere specified -69 2,024 180 9,946 20.35 1. 81 2,534 225 12, 450
Fertilizers manufactured- 56 1,337 0 26, 171 5. 11 0 1, 552 0 30,367
Petroleum and petroleum products -33 1,300 695 14, 132 9.20 4.92 1,444 772 15,700
Hides, skins, and fur skins, undressed -21 322 534 1,205 26.72 44.32 262 435 981
Fixed vegetable oils and fats -42 1,016 0 5, 818 17.46 0 1,161 0 6 650
Other -- 5,262 650 106, 521 4.94 .61 5,947 734 120 389

Source: Based on OECD, "Trade by Commodities: Imports." Annual .lumes for 1966-71 were
used. See text.

I The same rates were applied to the 1980 OECD projections.



TABLE B4.-PROJECTED U.S. IMPORTS FROM HUNGARY: 1976 AND 1980

[Dollar amounts in thousands]

1976
1980

Estimated U.S. imports as a
Projected U.S. imports from percent of projected OECD Projected U.S. imports from

Hungary Projected imports from HungaryI Hungary Projected
SITC OECD imports OECD imports

Commodity group No. High Low from Hungary High Low High Low from Hungary

Total -$116,995 $52,286 $839,571 13.94 6.23 $149,224 $67,579 $1,056,679

Clothing- 84 24, 443 25, 096 77, 844 31.40 32.24 33,178 34,066 105,664Meat and meat preparations - --- 01------------ 01 19, 721 2,156 87, 299 22.59 2.47 23, 829 2,605 105, 483Iron and steel -67 12,688 8 83,422 15.21 .01 16,695 11 109,762 0)Miscellaneous manufactured articles, not elsewhere specified -89 6,773 2,350 19,341 35.02 12.15 8,276 2,871 23,633 C.nElectrical machinery, apparatus and appliances -72 6, 851 153 33, 305 20.57 .46 9, 061 203 44, 049 CDFootwear -85 3, 479 1,109 5, 306 65.56 20.90 4,040 1,288 6,162Textile yarn, fabrics, made-up articles, etc- - . 65 3,665 3, 598 30,775 11.91 11.69 4,374 4,293 36,723Coffee, tea, cocoa, spices and manufactures thereof-07 2,903 2, 136 5,074 57. 21 42.10 3. 239 2,384 5,662Manufactures of metal, not elsewhere specified----------- 69 3,331 338 16, 738 19.90 2.02 4, 507 458 22,650
Metalliferrous ores and metal scrap -28 4, 356 0 22, 259 19.57 0 5,663 0 28, 939Crude animal and vegetable materials, not elsewhere specified 29 3, 203 633 18, 906 16.94 3.35 4,082 807 24, 094Beverages ---------------- 11 3,072 5, 213 7, 974 38.52 65.38 3,961 6,722 10, 282Machinery other than electric ----- 71 2, 787 366 23,319 11.95 1.57 3, 728 490 31,195Chemical elements and compounds -51 2,644 348 37,831 6.99 .92 3, 559 468 50,915Nonferrous metals - 68 3,337 82 23 383 14.27 .35 4,300 105 30,135Nonmetallic mineral manufactures, not elsewhere specified -66 1, 742 4, 316 9 321 18.69 46.31 2. 192 56432 11, 729Fish and fish preparations -------------- 03 1, 216 79 1, 910 63.69 4.13 1, 573 102 2, 470Petroleum and petroleum products ---- 33 577 0 9,457 6.10 0 461 0 7 565
Other -10,207 4,305 326,107 3.13 1.32 12, 506 5,274 399, 567

'The same rates were applied to the 1980 OECD projections. Source: Based on OECD "Trade by Commodities: Imports." Annual volumes for 1966-71 were
used. See texL



TABLE B-5.-PROJECTED U.S. IMPORTS FROM ROMANIA: 1976 AND 1980

[Dollar amounts in thousands]

1976 1980

Estimated U.S. imports as a
Projected U.S. imports from percent of projected OECD Projected U.S. imports from

Romania Projected imports from Romania' Romania Projected
SITC OECD imports OECD imports

Commodity group No. High Low from Romania High Low High Low from Romania

Total --- --- - $143, 204 $60, 590 $875, 369 16.36 6.92 $185, 740 $80, 211 $1, 077, 348

Iran and steel ------------------------- 67 21, 225 153 85, 171 24. 92 .18 29,155 211 116, 995
Clothing ------------------------------------------------ 84 25, 417 24, 437 80, 280 31. 66 30. 44 36, 095 34, 704 114, 008
Footwear 85 11,642 8, 363 19, 364 60.12 43.19 15, 749 11,314 26, 196
Meat and meat preparations ---------------------------------- 901 10, 289 66 41, 024 25. 08 .16 11, 440 73 45s 616
Petroleum and petroleum products ----------. -- 33 8, 726 2,705 63, 650 13. 71 4.25 8,831 2,737 64 410
Fised segetable oils and fats c s42 391 5, 987 49, 358 17.00 12. 13 11, 323 8,079 66,606
Wood and cork manufactures excluding furniture ---- - - 63 5,435 234 12, 599 43.14 1.86 6, 709 289 15, 551
Miscellaneous manufactured articles, not elsewhere specified 89 5,036 964 10, 244 49.16 9.41 6, 719 1,286 13, 668
Nonferrous metals ----------------------- 68 5, 916 74 30, 814 19. 20 .24 6,797 85 35, 402
Furniture. ---- --------------------------- 82 6,927 5, 366 47, 742 14. 51 11. 24 7,354 5,697 50, 685
Textile yarn, fahrics, made-up articles, etc 655 4425 5.522 26, 109 16.95 21. 15 6,127 7,646 36, 149
Chemical elements and compounds ---------------- 51 4,652 918 28, 436 16. 36 3.23 5, 913 1, 167 36, 144
Transport equipment----------------------- 73 2,198 32 20, 278 10. 84 .16 3, 043 45 28, 070
Machinery other than electric-------------------- 71 3, 664 1, 078 30, 712 11. 93 3. 51 5,066 1, 491 42, 468
Wend, lumher and cork --------------------- 24 2,228 0 80, 732 2.76 0 2, 415 0 87, 496
Manufactures of metal, nout elsewhere specified ----------- 69 1, t29 70 10, 414 23. 19 .67 3, 459 100 14, 918
Electrical machinery, apparatus and appliances.---------- 72 2,793 14 9, 654 28. 93 .14 3, 890 19 13, 446
Nonmetallic mineral manufactures, not elsewhere specified. 66 731 653 4,090 17.87 15.97 697 623 3,902
Crude rubber, including synthetic and reclaimed -- 23 2, 226 0 8,639 25.77 0 3,9026 0 1 ,743
Other ------------------------------------------------ . Soue 10,B154 3, 954 216, 059 4.C70 1.i83 11,932 4,A645 253, 875

' The same rates were applied to thu 1980 OECD projections. Source: Based on OECD, "Trade bly Commodities: Imports." Annual volumes for 1966-71 were
used. See teat.



TABLE B-6.-PROJECTED U.S. IMPORTS FROM U.S.S.R.: 1976 AND 1980

[Dollar amounts in thousands]

1976 1980

Estimated U.S. imports as a
Projected U.S. imports from Projected percent of projected OECD Projected U.S. imports from

U.S.S.R. OECD imports from U.S.S.R. I U.S.S.R. ProjectedSITC imports OECO importsCommodity group No. High Low from U.S.S.R. High Low High Low from U.S.S.R.

Total $------------------------------------------ $389, 835 $124, 348 $3, 948, 822 9.87 3.15 $480, 728 $151, 145 $4, 866, 790
Petroleum and petroleum products-33 139, 915 1,517 1,228,406 11.39 .12 182, 237 2,0E0 1,599,978Nonferrous metals------------------------ 68 47, 350 34, 616 373, 425 12.68 9.27 56, 331 41, 182 444, 253Fish and fish preparations -------------------- 03 20, 413 878 43, 047 47.42 2.04 23, 605 1,015 49, 779Iron and steel-------------------------- 67 12, 716 2,758 77, 914 16.32 3.54 10.320 2,239 63, 238Nonmetallic mineral manufactures, not elsewhere specified -66 23,3150 23, 150 42, 260 54.78 54.78 29, 713 29,713 54, 240 9Metalliferrous ores and metal scrap -628 25,993 20, 766 233, 330 11.14 8.90 33, 296 26,601 298, 886 AnWood and cork manufactures ecluding furniture - 63 12,671 3,715 24, 913 50.86 14.91 13,930 4,084 27, 389 0jnFixed negetable oils and fats ------------------- 42 10, 154 1, 583 56, 351 18.02 2.81 11,959 1,865 66, 363Crude fertilizers and crude minerals, not elsewhere specified----- 27 13, 548 83 118, 217 11.46 .07 16, 689 102 145, 625Wood, lumber and cork -24 10,943 0 639, 919 1.71- -13, 084 0 765,131Hides, skins and fur skins, undressed --------------- 21 5,546 3,417 36, 582 15.16 9.34 4,617 2, 845 30. 458Chemical elements and compounds -51 8,789 2,499 73, 058 12.03 3.42 11,255 3,200 93, 554Machinery other than electric -71 9,617 2,154 117, 710 8.17 1.83 13, 053 2,924 159, 762Transport equipment - ------------------- 73 9,871 357 75, 934 13.00 . 47 13,0418 485 103, 214Textile fibres, not manufactured and waste - 26 3,633 3 178 60,658 599 5. 24 2,464 2, 155 41, 134Miscellaneous manufactured articles, not elsewhere specified 89 4,820 3 811 15, 872 30.37 24. 01 6,361 5,029 20,944Fruit and negetables --------------- ------- 05 2,412 48 14,692 16.42 .33 2,336 47 14, 224Tlestil y~ar, fabrics, made-up articles, etc------------- 65 4,759 10,625 28, 530 16.68 37.24 6,229 13, 908 37, 346Electrical machinery, apparatus and appliances -72 4, 644 78 22.166 20,95 .35 6, 283 155 29, 990Scientific and control instruments photography goods, clocks 86 2,799 1,199 12,324 22.71 9.73 3,344 1,433 14, 724Meat and meat preparations -11 2,719 3,112 6,559 41.46 47.44 3,688 4,220 8,895Coffee, tea, cocoa, spices, and manufactures thereof -07 2,053 250 3,299 62.24 7.57 2,780 338 4,467Leather, leather manufactures, not elsewhere specified and dressedfar skins --------------------------- 61 1, 294 267 8, 480 15. 26 3. 15 1, 355 280 8, 880Crude animal and vegetable materials, nut elsewhere specified- 29 1, 984 1, 856 11, 744 16. 89 15,80 2,451 2,293 14, 512Feed-stuff for animals excluding unmilled cereals-08 0 0 0 - - -0 0 0Other----------------------------------- 8, 042 2, 431 623, 432 1. 29 -39 9,930 3, 002 769, 804

Source Seased on OECD "Trade by Commodities: Imports." Annual volumes for 196st71 wereI The same rates were applied to the 1980 OECD projections.
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TABLE C-1.-ESTI MATED IMPACT OF MFN AND NON -MFN FACTORS ON UNITED STATES IMPORTS FROM BULGARIA:
1966 AND 1971

[In thousands of dollarsj

Cost2 of MFN
denial and of non- Cost of MFN Cost of non-MFN

MFN factors denial factors
SITC

Commodity group I No. High Low High Low High Low

1966
Total 3-------------------------------- 16, 997 1, 236 12, 745 808 4, 252 428

Iron and steel - ,, --------------- 67 706 0 565 0 141 0
Meat and meat preparations o-- 1 2, 361 0 1, 574 0 787 0
Nonferrous metals -68 4, 981 0 3, 322 0 1, 659 0
Electrical machinery, apparatus and appliances.-- 72 264 20 264 20 0 0
Tobacco and tobacco manufactures -12 4, 278 0 4, 278 0 0 0
Fruit and vegetables - 5 498 498 166 166 332 332
Chemical elements and compounds -51 218 8 196 7 22 1
Clothing - --------- ---- 84 302 302 302 302 0 0
Fixed vegetable oils and fats -42 359 0 180 0 179 0
Oil seeds, oil nuts, and oil kernels -22 578 0 0 0 578 0
Other --- -- 2,452 408 1,898 313 554 95

1971
Total 3 67 26, 825 3,440 20,111 2, 668 6,714 772

Iron and steel -,, 67 8, 991 0 7,193 0 1,798 0
Meat and meat preparations -, 1 4,781 0 3,187 0 1,594 0
Nonferrous metals -68 2,667 0 1, 778 0 889 0
Electrical machinery, apparatus and appliances.--- 72 1, 582 12 1, 582 12 0 0
Tobacco and tobacco manufactures -12 1, 333 11 1, 333 11 0 0
Fruit and vegetables -5 858 858 286 286 572 572
Chemical elements and compounds -51 349 0 314 0 35 0
Clothing -84 819 819 819 819 0 0
Fixed vegetable oils and fats -42 682 152 341 76 341 76
Oil seeds, oil nuts, and oil kernels -22 237 0 0 0 237 0
Other - -4, 526 1, 588 3,278 1, 464 1, 248 124

' Only those commodity groups are listed for which the high estimates-or actual imports, if higher-amounted to
$1,000,008 or more in at least 1 year of the 1966-71 period. It excludes special transactions not classified according to
kind and certain commodities which by nature would not be esported to the United States in large quantities, or those
on which U.S. restrictions are assumed not to be negotiable, as discussed in the text.

2 Derived as the difference between the estimated and actual imports.
o Includes all commodity groups for which the high estimates-or actual imports, if higher-amounted to at least

$100,000 in the year listed.
4 Represents the difference between the total and the sum of the listed commodities.
Source: Based on table A-i and U.S. Tariff Commission, "Tariff Schedules of the United States Annotated" (1972)

passim.
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TABLE C-2.-ESTIMATED IMPACT OF MFN AND NON-MFN FACTORS ON UNITED STATES IMPORTS FROM
CZECHOSLOVAKIA: 1966 AND 1971

ln thousands of dollarsi

Costa of MFN
denial and of non- Cost of MFN Cost of non-MFN

MFN factors denial factors
SITC

Commodity group ' No. High Low High Low High Low

1966
Total I----------------------------- 38, 552 17, 007 26, 750 12, 467 11,802 4, 540

Iron and steel -67 6,018 6,018 4,014 4,014 2,004 2,004
Clothing -84 2,112 2,112 1,056 1,056 1,056 1,056
Machinery other than electric -71 0 0 0 0 0 0
Transport equipment -73 3,093 0 3,093 0 0 0
Footwear - 85 0 0 0 0 0 0
Miscellaneous manufactured articles, n.e.s -89 4,156 1,280 2,078 640 2,078 640
Textile yarn, fabrics, made-up articles, etc . 65 2,689 2,689 2,017 2,017 672 672
Nonmetallic mineral manufactures, n.e.s 66 1,496 2,234 1,496 2,234 0 0
Meat and meat preparations 1 985 0 328 0 657 0
Electrical machinery, apparatus, and appliances --- 72 681 0 681 0 0 0
Chemical elements and compounds - 51 2,155 0 2,155 0 0 0
Wood and cork manufactures, excluding furniture.. 63 2,104 0 2,104 0 0 0
Manufactures of metals, n.e.s -69 200 208 200 208 0 0
Travel goods, handbags, and similar articles 83 609 1,220 609 1,220 0 0
Nonferrous metals -68 2,014 16 1,007 8 1,007 8
Beverages -11 552 116 552 116 0 0
Crude fertilizers and crude minerals, n.e.s -27 1,649 0 1,649 0 0 0
Metalliferrous ores and metal scrap - 28 997 0 977 0 0 0
Wood, lumber, and cork 24 1,404 0 0 0 1,404 0
Scientific and control instruments, photography

goods, clocks -86 565 0 565 0 0 0
Coufee, tea, cocoa, spices, manufactures thereofu--- 7 586 320 293 160 293 160
Furniture -82 247 357 247 357 0 0
Petroleum and petroleum products -33 522 0 0 0 522 0
Sanitary, plumbing, heating, and lighting fixtures 81 0 0 0 0 0 0
Other - - 3,738 437 1,629 437 2,109 0

1971
Total 3- ,110, 961 66, 087 79, 210 46, 531 31, 751 19, 556

Iron and steel -67 30, 896 30, 896 20, 597 20, 597 10,299 10,299
Clothing -84 11,675 9,924 5,838 4,962 5,837 4,962
Machinery other than electric -71 5,998 0 3,999 0 1,999 0
Transport equipment -73 6,834 0 6,834 0 0 0
Footwear -85 5,195 5,195 4,156 4,156 1,039 1,039
Miscellaneous manufactured articles, n.e.s -89 6,993 2,709 3,497 1,355 3,496 1,354
Textile yarn, fabrics, made-up articles, etc -65 6,443 6,443 4,832 4,832 1, 611 1,611
Nonmetallic mineral manufactures, n.e.s -66 3,330 3,788 3,330 3,788 0 0
Meat and meat preparations -1 4,535 0 1,512 0 3,023 0
Electrical machinery, apparatus,andappliances.- 72 3,796 721 3,796 721 0 0
Chemical elements and compounds -51 3,752 661 3,752 661 0 0
Wood and cork manufactures, excluding furniture 63 2 324 322 2,324 322 0 0
Manufactures of metals, n.e.s -69 2,051 608 2,051 608 0 0
Travel goods, handbags, and similar articles 83 1, 990 1,574 1,990 1,574 0 0
Nonferrous metals -68 1 651 0 826 0 825 0
Beverages -11 1,383 489 1,383 489 0 0
Crude fertilizers and crude minerals, n.e.s -27 1,434 418 1,434 418 0 0
Metalliferrous ores and metal scrap -28 1,372 0 1,372 0 0 0
Wood, lumber, and cork- 24 1,134 0 0 0 1,134 0
Scientific and control instruments, photography

goods, clocks -86 1,080 176 1,080 176 0 0
Coffee, tea, cocoa, spices, manufactures thereof- 7 1,056 582 528 291 528 291
Furniture -82 634 645 634 645 0 0
Petroleum and petroleum products -33 753 0 0 0 753 0
Sanitary, plumbing, heating, and lilhting fixtures- 81 82 8 82 8 0 0Other - -4,570 928 3, 363 928 1, 207 0

I Only those commodity groups are listed for which the high estimates-or actual imports, if higher-amounted to
$1,000, 00 or more in at least 1 year of the 1966-71 period. It excludes special transactions not classified according to kind
and certain commodities which by nature would not be exported to the United States in large quantities, or those on which
U.S. restrictions are assumed not to be negotiable, as discussed in the text.

2 Derived as the difference between the estimated and actual imports.
' Includes all commodity groups for which the high estimates-or actual imports, If higher-amounted to at least

$100,000 in the year listed.
4 Represents the difference between the total and the sum of the listed commodities.
Source: Based on table A-2 and U.S. Tariff Commission, "Tariff Schedules of the United States Annotated' (1972),

passim.
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TABLE C-3.-ESTIMATED IMPACT OF MFN AND NON-MFN FACTORS ON UNITED STATES IMPORTS FROM THE
GERMAN DEMOCRATIC REPUBLIC: 1966 AND 1971

[In thousands of dollars]

Cost' of MFN
denial and of non- Cost of MFN Cost of non-MFN

MFN factors denial factors
SITC

Commodity group ' No. High Low High Low High Low

1966
Total 3_-------------------------------- 29, 937 2, 883 22, 659 2, 763 7, 278 120

Miscellaneous manufactured articles, n.e.s- 89 4, 864 515 3, 891 412 973 103
Transport equipment -73 1, 776 0 1, 776 0 0 0
Electrical machinery, apparatus, and appliances.--- 72 1,751 0 1, 751 0 0 0
Machinery other than electric -71 2,084 0 1, 876 0 208 0
Iron and steel ------------------ 67 51 0 13 0 38 0
Chemical elements and compounds -51 1, 812 0 1, 631 0 181
Scientific and control instruments, photography

goods, clocks 86 1, 484 74 1, 484 74 0 0
Travel goods, handbags, and similar articles - 83 724 44 724 44 0 0
Footwear -85 318 38 318 38 0 0
Meat and meat preparations 1 2,408 0 241 0 2,167 0
Textile yarn, fabrics, made-ua articles, etc 65 1,328 87 1,062 70 266 17
Nonmetallic mineral manufactures, n.e.s 66 1,554 1,973 1,554 1,973 0 0
Clothing - 84 1, 076 120 1, 076 120 0 0
Furniture - 82 388 6 388 6 0 0
Crude rubber, including synthetic and reclaimed 23 531 0 531 0 0 0
Nonferrous metals -68 2,184 0 1, 457 0 727 0
Manufactures of metal, n.e.s -69 546 4 546 4 0 0
Fertilizers, manufactured -56 1,130 0 0 0 1, 130 0
Petroleum and petroleum products -33 348 0 0 0 348 0
Hides, skins, and fur skins, undressed -21 0 0 0 0 0 0
Fixed vegetable oils and fats -42 128 0 64 0 64 0
Other 4 - 3, 452 22 2,276 22 1,176 0

1871
Total 3- ---------------------------------------- _ 47, 900 5,271 38, 653 3,762 9, 247 1, 509

Miscellaneous manufactured articles, n.e.s 89 9,049 110 7,239 88 1,810 22
Transport equipment 73 6, 663 0 6, 663 0 0 0
Electrical machinery, apparatus, and appliances.-. 72 4,236 828 4,236 828 0 0
Machinery other than electric -71 1, 137 0 1, 023 0 114 0
Iron and steel -67 3,977 254 994 64 2, 983 190
Chemical elements and compounds -51 2,028 0 1, 825 0 203 0
Scientific and control instruments, photography,

goods, clocks -86 1, 292 129 1, 292 129 0 0
Travel goods, handbags, and similar articles 83 2, 252 128 2,252 128 0 0
Footwear -85 2, 239 0 2, 239 0 0 0
Meat and meat preparations -1 1,990 0 199 0 1,791 0
Textile yarn, fabrics, made-up articles, etc - 65 1,998 99 1, 598 79 400 20
Nonmetallic mineral manufactures, n.e.s -66 1,175 1,956 1,175 1,956 0 0
Clothing -84 1,765 59 1,765 59 0 0
Furniture. - -------------------------- 82 1, 238 0 1,238 0 0 0
Crude rubber, including synthetic and reclaimed 23 1,043 0 1,043 0 0 0
Nonferrous metals ------ 68 851 0 567 0 284 0
Manufactures of metal, n.e.s --- 69 971 375 971 375 0 0
Fertilizers, manufactured ---- 56 823 0 0 0 823 .0
Petroleum and petroleum products -33 0 0 0 0 0 0
Hides, skins, and fur skins, undressed - - 21 0 1, 277 0 0 0 1, 277
Fixed vegetable oils and fats -42 30 0 15 0 15 0
Other 4 - - 3,143 56 2, 319 56 824 0

' Only those commodity groups are listed for which the high estimates-or actual imports, if higher-amounted to $1,000,-
000 or more in at least 1 year of the 1966-71 period. It excludes special transactions not classified according to kind and
certain commodities which by nature would not be exported to the United States in large quantities, or those on which U.S.
restrictions are assumed not to be negotiable, as discussed in the text.

I Derived as the difference between the estimated and actual imports.
31 ncludes all commodity groups for which the high estimates-or actual imports, if higher-amounted to at least $100,000

in the year listed.
4 Represents the difference between the total and the sum of the listed commodities.

Source: Based on table A-3 and U.S. Tariff Commission, "Tariff Schedules of the United States Annotated" (1972),
passim.
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TABLE C-4.-ESTIMATED IMPACT OF MFN AND NON-MFN FACTORS ON UN I TED STATES IMPORTS FROM HUNGARY:
1966 AND 1971

[in thousands of dollars]

Cost ' of M FN
denial and of non- Cost of MFN Cost of non-MFN

MFN factors denial factors
SITC

Commodity group ' No. High Low High Low High Low

1966
Total s---- -- --- -- 36, 822 11, 129 19, 414 7, 222 17, 408 3, 907

Clothing ---------- ,----84 3, 798 4, 461 1, 899 2, 231 1, 899 2, 230
Meat and meat preparations - - 1 9, 460 113 1, 892 23 7, 568 90
Iron and steel - -7 3, 884 0 2, 591 0 1, 293 0
Miscellaneous manufactured articles, n.e.s - 89 1, 005 0 670 0 335 0
Electrical machinery, apparatus, and appliances.-. 72 1,231 19 1,231 19 0 0
Footwear - -85 1,587 113 952 68 635 45
Textile yarn, fabrics, made-up articles, etc - - 65 1,821 2,323 1,215 1,549 606 774
Coffee, tea, cocoa, spices, manufactures thereof- 7 1,888 1,224 944 612 944 612
Manufactures of metal n.e.s - -69 479 65 479 65 0 0Metalliferrous ores and metal scrap - - 28 1,527 0 1,527 0 0 0
Crude animal and vegetable materials, n.e.s 29 1,062 89 0 0 1,062 89
Beverages - - 11 770 1,057 770 1,057 0 0Machinery other than electric - -71 796 0 531 0 265 0
Chemical elements and compounds - - 51 384 30 384 30 0 0
Nonferrous metals - -68 1, 060 8 530 4 530 4
Nonmetallic mineral manufactures, n.e.s - - 66 464 1,345 464 1,345 0 0
Fish and fish preparation -3 407 0 0 0 407 0
Petroleum and petroleum products - - 33 900 0 0 0 900 0
Other ' - - - 4,299 282 3,335 219 964 63

1971
Total 3-----------------------------------------_ 73, 946 29, 330 42, 401 18, 971 31, 545 10, 359

Clothing ------- - 84 15, 681 15, 681 7,841 7, 841 7, 840 7, 840
Meat and meat preparations -1 12, 561 0 2,512 0 10, 049 0
Iron and steel - 67 10, 739 0 7,159 0 3,580 0
Miscellaneous manufactured articles, n.e.s - 89 4,002 532 2,668 355 1,334 177
Electrical machinery, apparatus, and appliances... 72 4,945 229 4,945 229 0 0
Footwear -85 3,118 1,150 1,871 690 1,247 460
Textile yarn, fabrics, made-up articles, etc 65 2,583 1,540 1,722 1,027 861 513
Coffee, tea, cocoa, spices, manufactures thereof 7 2,220 1, 271 1,110 636 1,110 635
Manufactures of metal, n.e.s -69 1,847 79 1,847 79 0 0
Metalliferrous ores and metal scrap -28 1,790 0 1,790 0 0 0
Crude animal and vegetable materials, n.e.s 29 1,681 375 0 0 1,681 375
Beverages -11 1,429 3,654 1,429 3,654 0 0
Machinery other than electric -71 1,547 1,031 0 516 0Chemical elements and compounds -51 963 963 0 0 0
Nonferrous metals - 68 1,118 0 559 0 559 0
Nonmetallic mineral manufactures, n.e.s 66 427 1,639 427 1,639 0 0
Fish and fish preparations -3 1,077 0 0 0 1,077 0
Petroleum and petroleum products 33 502 0 0 0 502 0Other' - 5,716 3,180 4,527 2,821 1,189 359

' Only those commodity groups are listed for which the high estimates-or actual imports, if higher-amounted to
$1,000,000 or more in at least I year of the 1966-71 period. It excludes special transactions not classified according to
kind and certain commodities which by nature would not be exported to the United States in large quantities, or those on
which U.S. restrictions are assumed not to be negotiable, as discussed in the text.

o Derived as the difference between the estimated and actual imports.
3 Includes all commodity groups for which the high estimates-or actual imports, if higher-amounted to at least $100,000

in the year listed.
4 Represents the difference between the total and the sum of the listed commodities.
Source: Based on table A-4 and U.S. Tariff Commission, "Tariff Schedules of the United States Annotated (1972),

passim.
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TABLE C-5.-ESTIMATED I MPACT OF MFN AND NON-MFN FACTORS ON UNITED STATES IMPORTS FROM ROMANIA:
1966 AND 1971

[Inthousandsof dollars]

Cost 2 of M FN
denial and of non- Cost of MFN Cost of non-MFN

MFN factors denial factors
SITC

Commodity group I No. High Low High Low High Low

1966
Total 3- 34, 620 2,096 13, 291 930 21, 329 1,166

Iron and steel - 67 1,163 0 1, 047 0 116 0
Clothing - 84 702 530 702 530 0 0
Footwea r -85 366 5 329 5 37 0
Meat and meat preparations -1 4,403 0 881 0 3, 522 0
Petroleum and petroleum products -- 33 10,988 0 0 0 10,988 0
Fixed vegetable oils and fats -42 1,256 0 628 0 628 0
Woodandcork manufactures, excludingfurniture.- 63 2,136 0 2,136 0 0 0
Miscellaneous manufactured articles, n.e.s -89 493 0 329 0 164 0
Nonferrous metals ---- 68 4, 558 0 4,102 0 456 0
Furniture -82 0 0 0 0 0 0
Textileyarn, fabrics, made-up articles, etc -65 300 0 150 0 150 0
Chemical elements and compounds -51 1,306 0 871 0 435 0
Transport equipment -73 0 0 0 0 0 0
Machinery other than electric -71 329 0 263 0 66 0
Wood, lumber, and cork -24 2, 319 0 0 0 2, 319 0
Manufactures of metal, ne.s -69 0 0 0 0 0 0
Electrical machinery, apparatus, and appliances.. 72 87 0 87 0 0 0
Nonmetallic mineral manufactures, ne.s -66 0 13 0 8 0 5
Crude rubber, including synthetic and reclaimed.. 23 76 0 76 0 0 0
Other4 - -4,138 1, 548 1,690 387 2,448 1,161

1971
Total 3_-------------------- 90, 003 29, 769 64,409 25, 372 25, 594 4, 397

Iron and steel - ---- ----- 67 17, 732 0 15, 959 0 1, 773 0
Clothing -84 14, 853 14,853 14, 853 14, 853 0 0
Footwear -85 7, 819 4,626 7, 037 4,163 782 463
Meat and meat preparations 1 9,266 0 1,853 0 7,413 0
Petroleum and petroleum products- 33 5,586 0 0 0 5,586 0
Fixed vegetable oils and fats 42 3, 832 0 1, 916 0 1,916 0
Wood and cork manufactures, excluding furniture. 63 3,426 168 3,426 168 0 0
Miscellaneous manufactured articles, n.e.s - 89 3,222 14 2,148 9 1,074 5
Nonferrous metals -68 2, 915 0 2,623 0 292 0
Furniture ----------------- 82 1,760 1,206 1,760 1,206 0 0
Textile yarn, fabrics, made-up articles, etc- 65 2, 235 4,115 1,118 2,058 1,117 2,057
Chemical elements and compounds -51 1,784 0 1 189 0 595 0
Transport equipment ---------- 73 2, 252 0 2,252 0 0 0
Machinery other than electric -71 1,867 2,873 1,494 2,298 373 575
Wood, lumber and cork -24 1, 829 0 0 0 1,829 0
Manufactures of metal, n.e.s -69 1313 74 1,182 67 131 7
Electrical machinery, apparatus, and appliances --- 72 1,277 12 1,277 12 0 0
Nonmetallic mineral manufactures, ne.s … 66 0 0 0 0 0 0
Crude rubber, including synthetic and reclaimed-- 23 1,237 0 1,237 0 0 0
Other4 - -5,798 1,828 3,085 538 2,713 1,290

1 Only those commodity groups are listed for which the high estimates-or actual imports, if higher-amounted to
$1,000,000 or more in at least I year of the 1966-71 period. It excludes opecial transactions not classified according to kind
and certain commodities which by nature would not be exported to the United States in large quantities, or those on which
U.S. restrictions are assumed not to be negotiable, as discussed in the text.

a Derived as the difference between the estimated and actual imports
3 Includes all commodity groups for which the high estimates-or actual imports, if higher-amounted to at least $100,000

in the year listed.
i Represents the difference between the total and the sum of the listed commodities.
Source: Based on table A-5 and U.S. Tariff Commission, "Tariff Schedules of the United States Annotated" (1972),

passim.
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TABLE C-6.-ESTIMATED I MPACT OF MFN AND NON-MFN FACTORS ON U.S. IMPORTS FROM THE U.S.S.R.: 1966
AND 1971

[In thousands of dollarsi

Cost Iof MFN
denial and of non- Cost of MFN Cost of non-MFN

MFN factors denial factors
SITC

Commodity group s No. High Low High Low High Low
esti- esti- esti- esti- esti- esti-
mate mate mate mate mate mate

1966
Total s- 164, 554 14,183 29, 622 4,604 134, 932 9, 579

Petroleum and petroleum products - - 33 48,567 0 0 0 48, 567 0
Nonferrous metals - -68 16, 419 0 0 0 16, 419 0
Fish and fish preparations - -03 11,469 0 2,867 0 8,602 0
Iron and steel - -67 9, 611 0 5, 766 0 3, 845 0
Nonmetallic mineral manufactures, n.e.s - - 66 14,188 0 0 0 14,188 0
Metallilerous ores and metal scrap - - 28 5, 275 0 0 0 5, 275 0
Wood and cork manufactures excluding furniture-. 63 8,928 1,460 8,928 1, 460 0 0
Fixed vegetable oils and fats - -42 5,442 0 2, 721 0 2, 721 0
Crude fertilizers and crude minerals, nees ..- -. .27 6, 773 87 0 0 6, 773 87
Wood, lumber, and cork - -24 7,695 0 0 0 7,695 0
Hides, skins, and fur skins, undressed - - 21 5, 310 0 0 0 5, 310 0
Chemical elements and compounds - - 51 1, 653 0 1,322 0 331 0
Machinery other than electric - -71 1, 685 303 1,516 273 169 30
Transport equipment - -73 1,025 0 1,025 0 0 0
Textile fibers, not manufactured, and waste . 26 9,011 9,011 901 901 8,110 8,110
Miscellaneous manufactured articles, n.e.s - - 89 573 0 382 0 191 0
Fruit and vegetables -- - 05 3, 396 0 679 0 2,717 0
Textile yarn, fabrics, made-up articles, etc - - 65 1,401 2,252 934 1, 501 467 751
Electrical machinery, apparatus and appliances --- 72 478 0 478 0 0 0
Scientific and control instruments, photography

goods, clocks - -86 1, 098 192 1,098 192 0 0
Beverages -- - 11 264 277 264 277 0
Coffee, tea, cocoa, spices, and manufactures

thereof - -07 33 13 0 0 33 13
Leather, leather manufactures, n.e.s. and dressed

fur skins - -61 1,056 588 0 0 1,056 588
Crude animal and vegetable materials nseos 29 0 0 0 0 0 0
Feed-stuff for animals excluding unmilled cereals. 08 690 0 138 0 552 0
Other' - - -2,514 0 603 0 1,911 0

1971
Total 3-

174,133 26,903 47,573 21,806 126,560 5,097

Petroleum and petroleum products -33 75, 676 0 0 0 75, 676 0
Nonferrous metals -68 0 0 0 0 0 0
Fish and fish preparations -03 19, 668 34 4,917 8 14, 751 26
Iron and steel -67 15,654 0 9,392 0 6,262 0
Nonmetallic mineral manufactures, n.e.s - 66 0 0 0 0 0 0
Metalliferrous ores and metal scrap -28 387 0 0 0 387 0
Woodandcorkmanufacturesexcludingfurniture- - 63 8,956 2,678 8,956 2,678 0 0
Fixed vegetable oils and fats -42 8,684 0 4,342 0 4,342 0
Crude fertilizers and crude minerals, nees -27 6,163 0 0 0 6, 163 0
Wood, lumber, and cork -24 5,677 0 0 0 5,677 0
Hides, skins, and fur skins, undressed -21 2,329 0 0 0 2, 329 0
Chemical elements and compounds - 51 3,466 12,642 2,773 10,114 693 2,528
Machinery other than electric -71 4,084 227 3, 676 204 408 23
Transport equipment -73 3,521 40 3,521 40 0 0
Textile fibers, not manufactured, and waste 26 2,862 114 286 11 2,576 103
Miscellaneous manufactured articles, n.e.s -89 0 0 0 0 0 0
Fruit and vegetables -05 2,502 84 500 17 2,002 67
Textile yarn, fabrics, made-up articles, etc -65 2,249 6,325 1,499 4,217 750 2,108
Electrical machinery, apparatus, and appliances,. 72 2,065 0 2,065 0 0 0
Scientific and control instruments, photographic

goods, clocks -. 86 1, 869 1, 305 1, 869 1, 305 0 0
Beverages -11 1, 764 1,254 1,764 1, 254 0 0
Coffee, tea, cocoa, spices, and manufactures

thereof -07 1,367 40 0 0 1,367 40
Leather, leather manufactures, n.e.s., and dressed

fur skins . 61 826 0 0 0 826 0
Crude animial anrd vegetable materials, no.s 29 262 0 0 0 262 0
Feed-stuff for animals excluding unmilled cereals 08 17 0 3 0 14 0
Other' 4,085 2,160 2,010 1,958 2,075 202

I Only those commodity groups are listed for which the high estimates-or actual imports, if higher-amounted to
51,000,000 or more in at feast I year of the 1966-71 period. It excludes special transactions not classified according to

kind and certain commodities which by nature would not be exported to the United States in large quantities, or those
on which U.S. restrictions are assumed not to be negotiable, as discussed in the texL

Derived as the direrence between tne estimated and acsual imports.
Includes all commodity groups for which the high estimates-or actual imports, if higher-amounted to at least $100,000

In the year listed.
4 Represents the difference between the total and the sum of the listed commodities.
Source: Based on table A-6 and U.S. Tariff Commission, "Tariff Schedules of the United States Annotated" (1972),

passim.
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This paper deals with fairly narrow but important empirical issues
in the commodity trade of the members of the Council for Mutual
Economic Assistance (CMEA).' It focuses on the division of CMEA
members' imports and exports by broad commodity groups and on the
shares of CMEA and of the rest of the world in exchange,; within each
of these groups. With the aid of statistical analysis, we attempt to
isolate the chief factors influencing the respective shares of Comecon
and of the West in the imports of machinery and of other manufac-
tured goods by each CMEA member. On the basis of the structural
characteristics of the direction. of trade by commodity groups in the
mid-1960's, we conclude by speculating on the long-run effects on
East-West trade of continued industrialization in Eastern Europe and
of the upsurge in Soviet-American exchanges.

I. SOVIET TRADE STATISTICS

The trade data regularly published by CMEA members by and
large do not show how imports and exports in each commodity group
are divided according to countries of origin or destination. Even in
the case of the Soviet Union, which publishes quite detailed statistics
of foreign trade, it is not possible to reconstruct this division with any
accuracy, in view of substantial gaps in the breakdown of trade with
each partner in the published statistics. Considerable progress has
been made in the analysis of these gaps and, more generally, in the

'I am grateful to Dr. Yozef van Brabant who contributed his useful advice and kindly made available
to sesomeofhisunpublished dataoi the direction of CMEA trade by commodity groupsand to Ml. Mark
Alleis for locating recently published Romanian and Bulgaiian data that were riot available to me.

I The members of CMEA are Bulgaria, Czechoslovakia, the Gelmans Democratic Republic, Ilungary,
Mongolia, Polatsd, Romania and the U.S.S.R. Insofar as possible, in all the data in this paper referring to
CMEA trade prior to 1962, the trade of Albania which was still a member is included, but that of Mongolia,
which joined the Council in 1962, is not. From 1962 on, data for Albania ale excluded, data for Mongolia
included. On some exceptions to this gesseral rule, see the notes and sources to tables 4 and Al.

(662)



663

understanding of Soviet trade statistics in Paul Marer's book, "Soviet
and East European Foreign Trade, 1946-1959," and, still more re-
cently, in a paper written by B. Kostinsky for the U.S. Department of
Commerce which will be published later this year.2 Both Marer and
Kostinsky have concluded that the major portion of the gaps consisted
in "commercially traded strategic items" (Marer, p. 367). Since the
U.S.S.R.'s partners in CMEA, as will presently be shown, do not
include Soviet strategic exports in their import statistics in the same
group or groups where these items were concealed in Soviet trade
statistics, the unraveling of this problem is critical to a cross-country
comparison of the relative importance of intra- and extra-Comecon
trade in each group. Hitherto unpublished data discovered in a Soviet
source generally confirm the earlier analyses of Marer and Kostinsky
but also make it possible to narrow further the margin of uncertainty
pertaining to the nature of the commodities omitted from the official
Soviet foreign-trade annuals.'

Table 1 below presents the reconstructed breakdown by commodity
groups of the U.S.S.R.'s trade with CMEA partners based primarily
on this Soviet source. The gaps shown represent the difference between
estimated total trade with CMEA in each group and the sum of the
values of the items specified in Soviet foreign-trade annuals in trade
with individual CMEA partners.

The gaps in groups I, III, and V are small and are presumed to fall
within the margin of error of the independent calculations. Gaps in
groups V and VI are presumed to reflect relatively minor omissions
in coverage.4 The import gap in group II (CTN 2) is large (nearly
one-third of imports in this group in 1967). A plausible hypothesis for
this gap is that it consists mainly or exclusively of imports of uranium
ores from Eastern Europe.A

The largest gaps are to be found in group VII, which is essentially
a residual category. It contains building materials (CTN group 4),
trade in which is small and almost completely itemized in the Soviet
foreign-trade annuals (see Marer, p. 367), possibly group 6, which is
negligible in the years 1964 to 1967, and unspecified items not entered
in the published CTN nomenclature. The gaps in both imports and
exports appear to consist almost entirely of such items. A plausible
hypothesis is that this residual category represents arms and other
manufactured military goods.

2 Barry L. Kostinsky. "Description and Analysis of Soviet Foreign Trade Stalistics," Foreig Demo-
graphic Analysis Division, Bureau of Economic Analysis, Social and Economic Statistics Adntinlstratiot,
U.S. Department of Commerce. February 1974 (draft).

3 The original Soviet data are presented in tables Al and A2 of appendix A.
4 Romania, for instance. exported large quantities of meat to the U.S.S.R. in the mnid-1960's, which

were not itemized in Soviet statistics.
6 Accordine to Kostinsky's study (Department of Commerce) Czechoslovak exports of uranium ores

to the Soviet Union in 1967 were about 63 million rubles or $70 miillion (pp. 169-170).
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TABLE 1.-SOVIET TRADE WITH CMEA MEMBERS: BREAKDOWN BY COMMODITY GROUPS

[In millions of U.S. dollars]

Exports I mports

Reconstructed Sum of Reconstructed Sum of
from given specified from given specified
breakdown items Gap breakdown items Gap

I. Industrial machinery and
equipment (CTN group 1):

1960 .
1964 .-- - - - - - - -
1965
1967

I1. Fuels, mineral raw materials,
metals (CTN group 2):

1960
1964
1965
1967 .

Ill. Chemicals, fertilizers, and
rubber (CTN group 3):

1960 .
1964 .
1965
1967

IV. Raw materials of vegetable
and animal origin (other
than food) (CTN group 5):

1960
1964
1965 - - - - - - - - -
1967 .

V. Foodstuffs and raw materials
for foodstuffs (CTN groups
7-8):

1 60 .-- - - - - - - -
1964
1965
1967

VI. Industrial consumer goods
(other than foodstuffs),
(CTN group 9):

1960
1964 - - - - - - - - -
1965
1967 - - - - - - - - -

VII. Building materials construc-
tion parts, and unspeci-
fied (CTN groups 4 and
residual):

1960 .-- - - - - - - -
1964
1965 - - - - - - - - -
1967----------

Total Soviet trade with CMEA
1960 .
1964 .-- - - - - - - -
1965 .
1967 ..

440
, 850

842
1, 207

1, 219
1, 996
2,012
2,048

106
(I)

164
193

399
504
538
549

533
373
398
559

112
112
112
136

309
(I)

613
533

3,118
4, 638
4,679
5, 225

415 25 1, 184 1, 209 -25
851 -1 2,025 2,025 .
845 -3 2 114 2,117 -3

1,203 4 2 187 2,186 1

1 225 -6 584 451 33
1 981 15 662 499 163
1,975 37 701 569 182
2, 037 11 629 438 191

104 2
152 (')
159
184 9

405
503
533
542

-6

5
7

506 27
356 17
382 16
533 26

76
104
101
129

37
8
11
7

96
(')

166
191

130
169
152
170

226
352
450
485

513
889
895

1, 253

91 5
176 (i
166
179 12

104
164
146
161

26

6
9

189 37
320 32
409 41
461 24

512 1
870 19
884 11

1,204 49

6 303 87 18 69
12 (1) (I) 23
17 596 256 22 A)
30 503 242 . 29 213

2, 736 382 2,819 2, 575 244
3,959 679 4, 508 4,077 431
4 012 667 4,735 4,258 477
4, 658 567 5,155 4, 658 497

I Not available.
2 CTN group 6, live animals, may also be contained In this residual group, but trade in this category was negligible

except in 1960 when enports to CMEA amounted to $2,000,000 (including Albania). This latter sum was added to the total
of specified items for 1969.

Notes and sources: CTN groups are the 1-digit categories in the CMEA nomenclature. The reconstructed breakdown of
trade bv commodity groups is based on the data for 1964 in table Al and on the percentages for 1960, 1965, and 1967 in
table A of the appendix. These percentages were applied to total Soviet evnorts and imports from CMEA computed from
Marer (pp. 87, 111) and, for Albania in 1960 and Mongolia thereafter, on "vnesh. Tore. 195943, 1965, and 1967." (Total
Soviet exports to CMEA members-were $3,118,000 in 1960, $4,638,000 in 1964 Itable All, $4,679,000 in 1965, and $5,225,-
000 in 1967. Total imports from CMEA members were $2,819,000 in 1960, $4,508,000 in 1964 (table Al), $4,735,000 in
1965, and $5,155,000 in 1967.) The sums of items specified in the foreign-trade annuals in exchanges with individuals
countries are taken from Marer (pp. 87, 111) for trade with European members of CMEA other than Albania and are
summed from disaggregated data in "Vnesh. Torg. 1959-63" for Albania and from "Vnesh. Torg. 1965" and 1967 for
Mongolia in 1964, 1965, and 1967.

It is noteworthy that the gaps in group VII on the side of Soviet
imports come quite close, for all the years covered in table 1, to the
unspecified residuals in total Soviet imports computed by Marer (e.g.
$213 million in 1967 compared to Marer's residual for the year of $222
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million).' On the export side, on the other hand, the gaps come to only
50 to 60 percent of Marer's computed residuals ($503 million in 1967
as against Marer's $1,091 million). This is consistent with the hypothe-
sis that both the gaps and the residual represent trade in arms. Since
the Soviet Union probably imports no arms from outside CMEA but
sells large amounts to less developed countries outside the bloc, one
would expect the CMEA gap to be appreciably smaller than the world
residual.

Where do East European importers of Soviet arms conceal these
imports in their foreign-trade statistics? One way may be to omit
these imports altogether from published trade statistics. The German
Democratic Republic's imports from the Soviet Union fell short of
Stviet exports to the GDR by $94 million in 1960, $174 million in 1964,
and $158 million in 1965. These discrepancies are reasonably close to
the estimates of the GDR's arms imports from the Soviet Union and
Eastern Europe prepared by the U.S. Arms Control and Disarmament
Agency ($113 million in 1961, $155 million in 1964, and $148 million in
1965). The trade gap, however, virtually closed in 1967, which may
indicate that the GDR alined its statistical reporting in this respect
with the rest of CMEA in that year. In the case of Bulgaria and Ro-
mania, table 2 below suggests that arms imports and exports are in-
cluded in the machinery and equipment group. The excess of Bulgarian
imports of machinery and equipment in 1966 ($24 million) is somewhat
larger than the U.S.A.C.D.A.'s estimate of Bulgaria's arms imports in
that year ($17 million), as is the excess for Romania ($80 million in the
table against $69 million estimated by the U.S.A.C.D.A.).8

TABLE 2.-DISCREPANCIES IN MIRROR TRADE BY COMMODITY GROUPS FOR BULGARIA (1966) AND ROMANIA (1967)
[In millions of U.S. dollars]

CTN broad divisions

Unspeci-
I II III IV fled Total

Soviet exports to Bulgaria (1966) -320 321 11 18 28 697Bulgarian imports from the U.S.S.R. (1966) -344 332 12 18 - - 707
Excess of Bulgarian imports -24 11 1-. -28 10Soviet imports from Bulgaria (1966) -191 87 228 144 5 65
Bulgarian exports to the U.S.S.R. (1966) -199 90 232 143 . 66
Excess of Bulgarian exports -8 3 4 -1 -5 10
Soviet exports to Romania (1965) - 80 241 2 11 69 403
Romanian imports from the U.S.S.R. (1965) - 158 214 2 33 - - 406
Excess of Romanian imports -78 -27z -- - 22 -69 3
Soviet imports from Romania (1965) -81 205 52 88 15 441
Romanian exports to the U.S.S.R. (1965) -80 171 60 128 - - 438
Excess of Romanian exports- -1 34 8 40 -15 -3

Note: CTN broad divisions are defined as follows: Division I, machinery and equipment; division II, fuels, mineral raw
materials, and metals; division III foodstuffs and raw material for foodotufls; division IV, industrial consumer goods
(other than food). Slight discrepancies in the totals are due to rounding errors.

Source: The commodity breakdowns of Soviet exports to and imports from Bulgaria and Romania are calculated from
"Vnesh. Torg. 1965, Vnesh. Torg. 1967," and "Vnesh. Torg. 1918-66.' The Bulgarian statistics are reconstructed
from a percentage of Bulgarian trade with the U.S.S.R. in "Popisakoy," p. 95. The Romanian data are from "Romanian
Press Survey No. 961, 1973, p. 10.

e Marer, p. 368.
7 Cited in Kostinsky, U.S. Department of Commerce, p. 100.
' As cited in Kostisky, U.S. Department of Commerce, p. 100. The estimates in this source are given inrubles. They have been translated Into U.S. dollars at the oflictal exchange rate. In 1972, the discrepancy

b etw een Sovtet exports to Romania and Romantan exports from the U.S.S. R. in themachinery and eruip-
mentgroup tncreased to $11O.4milion, or 2.5 timesas much as the U.S.A.C.D.A. estimate of total Romnanis
isports of arma in 1971 (Vuesh. Torg. 1072 and Romanian Press Survey No. 061 1973, p. 10) The Agency's
estimates appear to be seriously understated for recent years (see Kostinsky kj.S. Department of Com-
merce, p. S1). It may be noted In passing that a new gap has opened up in CYN Broad Dlivision II on the
Soviet Import side. Instead of an excess of Soviet imports in this category over Romanian exports, as shown
In cable 3, there was an excess of Romassiass exports over Soviet imports of $60.4 million.

32-705-74- 43
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There is no obvious explanation for the large discrepancies between
Soviet imports and Romanian exports in CTN broad divisions II and
IV, which appear partly to offset each other. It may be that the
Romanian statistics treat as finished consumer goods some items that
are considered raw materials or semifabricates bv the Soviets. That
other members of CMEA besides Bulgaria and Romania include
Soviet arms imports in the CTN machinery and equipment group
emerges from a comparison of total imports by all CMEA members
with total exports from CMEA members in this category. These two
totals should of course be equal if all members of CMEA classified
their trade in machinery, equipment, and arms in precisely the same
way. The excess of total CMEA imports over total CMEA expodts
in the machinery and equipment category, however, is estimated at
approximately $156 million in 1960, $188 million in 1964, $168 minlion
in 1965, and $311 million in 1967.9 The large increase from 1965 to
1967, which appears out of line with the decline in the gap attributed
to Soviet arms exports-$503 million in 1967 as against $596 million
in 1965-may be due to the German Democratic Republic's inclusion
of Soviet arms imports in its statistics starting in 1967. It may be
inferred from the fact that the difference in the totals is appreciably
smaller for all 4 years than the gaps in group VII of table 1 that some
CMEA members conceal their imports of Soviet arms in other CTN
categories. 'For example, according to Kostinsky-U.S. Departinent
of Commerce, pages 168-169-Czechloslovakia combined arms im-
ports from the Soviet Union with ores and metals imports in 1967.

In order to compute the division between CMEA and non-CMEA
Soviet trade by commodity groups, the following assumptions have
been made in accord with the above hypotheses on exports and
imports of military goods. (1) Total Soviet exports to and imports
from the entire world have been broken down into the seven groups
of table 1 on the assumption that the overall residuals computed by
Marer could be assigned entirely to trade in arms. (2) It is assumed
that the breakdown of CMEA trade reconstructed from Zhukov and
O'lsevich in table 1 is complete for all seven groups. (3) An eighth
group presumed to consist of exports and imports of arms has been
constructed from the gaps in group VII and Marer's overall residual.
The results are shown in table 3.

I ltra-CEMIA imports and exports of machinery and equipment by the U.S.S.R., Bulgaria, Czeehoslo-
vakia, German Democratic Repul-lic, Hungary, and Poland are computed from appendix tables Al and
A2. Romania's trade in machinery and equipment with CMEA in 1960, 1964, and 1965 is from Montias
(1967). For 1967, the corresponding data are conmputed front Chami er of Cotnimerce of the Socialist Republic
of Romania, 1969, pp. 142-143, on the essumption that the ratio of imrorts from and exports to CMEA bore
the same relation to imports from and exports to all Socialist countries as In 1965. It was assumed that 95
percent of Mongolia's imports of machinery and equipment came fron the U.S.S.R. in 114 years. Albania's
Imports from those CMEA members which included Albania in their export totals to CMEA were very
roughly estimated at $33 ittillion in 1969 and $15 million in 1964, 1965, and 1967. Thus, total exports of ma-
chinery and equipment by CMEA members to CMEA rartners (in millions of U.S. dollars) came to 2.493
in 1960, 4,358in 1964, 4,653 in 1965, and 5,409 in 1967. Total imports in this category by CMEA members from
CAF It partners (also in millions of U.S. dollars) came to 2,649 in 1960, 4,546 in 1K64, 4,821 in 1965, and 5,720
in 1967.
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TABLE 3.-SOVIET TRADE WITH CMEA AND NON.CMEA PARTNERS BY COMMODITY GROUPS (1960, 1965, AND
1967)

[in millions of U.S. dollarsi

1960

Non-
CTN group CMEA CMEA

1965

Non-
World CMEA CMEA World

1967

Non-
CMEA CMEA Wirld

Exports (to
partners in):

I- 440 701 1, 141 842 792 1, 635 1, 206 830 2, 037
2 1, 219 850 2, 069 2, 012 1, 225 3, 237 2, 048 1, 417 3, 4653-106 89 195 164 130 294 193 193 386
4- 6 11 17 17 24 41 30 18 485- 399 391 790 538 582 1, 120 549 687 1, 236
6 to 8- 533 196 729 398 289 687 559 580 1, 139
9- 112 49 161 112 84 196 136 115 251
Special group

(arms) -- 3C3 159 462 596 369 965 503 589 1,091

Total 3,118 2,446 5,564 4,679 3,496 8,175 5,225 4,427 9,652

Imports (from
partners in):

I------------ 1,181 493 1,677 2,114 577 2,691 2,187 733 2,920
2- 58; 609 1, 193 701 306 1,007 629 319 948
3- 96 242 338 166 334 500 191 330 5214- 18 27 45 22 26 48 29 31 605- 130 523 653 152 654 806 170 675 8456 to 8- 226 455 681 450 1, 178 1,6i8 485 864 1,3499- 513 455 968 895 249 1,144 1,253 420 1,673
Special group

(arms) --- 69 4 73 234 - - 234 213 9 222
Total - 2,819 2,809 5,628 4,735 3,323 8, C58 5,155 3,382 8,537

Note.-CTN groups are doeined in the stub of table 1. Expcrts to and imports from CMEA partners are from table 1.Trade with the world is calculated from Majer, pp. 24, 34, 368. Small discrepancies between the sum of components and
totals are due to rounding errors.

Soviet trade in manufactures (other than foodstuffs) may be esti-
mated by summing CTN Groups 1 (machinery and equipment), 3
(chemicals), 4 (building materials), and 9 (industrial consumer goods),
and adding the special group presumably consisting of arms or other
manufactured military goods.t With the world as a whole in 1967,
the Soviet Union had a deficit of $1,583 million in manufactured goods,
which was the resultant of a heavy deficit with CMEA, equal to
$1,805 million, and a moderate surplus with the rest of the world equal
to $222 million. This surplus was presumably earned chiefly by selling
manufactured goods and arms to developing countries and to noll-
CMEA socialist countries (most of which were also underdeveloped).
(If the special group is excluded from this reckoning, the surplus in
trade in manufactures with the rest of the world turns into a deficit of
$357 million.) In this same year, CMEA partners accounted for 54
percent of Soviet exports and 72 percent of imports in the manii-
factured groups (including arms). In raw materials and foodstuffs

s0 This definition of manufactures differs from that used In appendix B wherein estimated metals exportshave been added to the groups cited above.
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(all other groups but those assigned to manufactures), the Soviet Union
in 1967 had a surplus with both CMEA and non-CMEA partners
($1,875 and $823 million, respectively). It was of course possible for
the Soviet Union to run surpluses both in manufactures and raw ma-
terials with the "rest of the world" as a consequence of large credits to
developing and "other socialist" countries, which are reflected in an
overall surplus of about $1.2 billion with these two areas. Finally it
may be noted that Comecon partners absorbed 54 percent of Soviet
exports but supplied only 41 percent of Soviet imports of raw materials
and foodstuffs according to these calculations.

II. THE COMMODITY COMPOSITION OF INTRA-CMEA TRADE

The commodity structure of the trade of the Soviet Union and of its
East European allies is summarized in the percentages in table 4 below.
Two percentages are shown under each commodity group heading.
The first, marked S, expresses the share of the group in the trade of a
-given country with the entire world. (Except for rounding errors, the
sum of these percentages across the table should add up to 100.) The
second, marked C, is an estimate of the shares of intra-CMEA trade as
a percentage of trade with the entire world in this group.



TABLE 4.-PERCENTAGE BREAKDOWN OF TOmAL EXPOR;i AND IMPORTS BY CTN COMMODITY GROUP (S) AND SHARE OF CMEA IN TRADE WITHIN EACH GROUP (C) (1967)

CTN group

1 2 3 4 5 6to8 9
S C S C S C S C S C S C S C

Exports:
U.S.S.R -32.7 54.6 35.9 57.5 4.0 50.0 0.9 62.5 12.8 44.4 11.8 49.1 2.6 54.2Bulgaria ------------------------------ 25.5 92.2 7.2 42.1 2.7 56.1 1.1 83.3 11.5 68.5 37.2 66.7 14.8 85.2Czehosovaia ------------------ 48.6 77.2 17.9 62.4 4. 3 66.2 1.7 55.6 4. 7 24.0 34.5 21.8 18.4 60.9German Democratic Republic- 49.3 81.8 1 26.9 1 60.2 C') C') (5) (4) (7) (1) 4.3 6. 7 19. 5 66.6Hungary2 ............... 32.7 86.6 14. 5 59.4 3.5 59. 4 .9 70.3 5.1 28. 8 22.1 50.0 21. 3 66.5Poland -36.1 81.2 23.7 60.2 3.9 39.6 1.0 31.4 4.4 15.1 15.5 16.6 15.4 70.2I Romania ----------------------------- 19.0 74.8 20.5 '63.5 6.0 452.7 2.7 485.5 12.9 444.1 27.9 430.9 11.1 486.6Imports:
U.S.S.R 46.6 76.4 12.2 66.4 3.7 36.7 .5 48.3 3.3 20.1 9; 4 36.0 24.3 74.9 0jBulgaria -49.0 80.3 24.1 76.8 7.9 48.2 .8 75.6 8.7 46.0 5.0 33.3 4.6 72.0 0O3Czechoslovakia ----------------------- 30.6 77.8 25.6 81. 3 8.0 45.9 1.1 80.8 12. 8 35.0 16.4 64.21 5. 5 66. 1 rGerman Democratic Republic'------ 15. 0 80.9 44.2 7. 1.3 006 () () () () 2. 42 30 7.Hulngar----------------- 28.1 80.0 27.5 76.1 10. 0 45.4 1. 1 63.2 18. 4 41.2 9.6 32. 7 5. 3 68.4PRoland -37.0 75.2 25.2 71.4 8.1 38.8 .7 43.5 12.5 31. 8 10.9 47.0 5.6 77.8--------- 48.8 39.9 24.9 '70.2 6.5 2433.9 1.3 0468.2 8. 9 '425.4 2.8 0461.9 6.9 457.4

X Groups 2 to 5 have been combined and are shown under group 2. been the practice in that earlier year. For Romania, imports and exports of machinery are calculated21965. from percentages in "Polens Gegenwart," No. 8, 1969, p. 33. as cited in van Brabant's unpublished'Groups 3 to 5 have been combined and are shown under group 3. notes; exports to socialist countries in all bat the machinery group and imports from socialist countriesGTrade with CMEA and Other socialist couantrie including Yugoslavia. of raw materials and metals and of manufactured consumer goods were estimated from percentages
given in "Romania socialista si cooperarea internationala," pp. 209-211. Imports of chemicals,Notes: CTN groups are defined in the notes to table 1. For the Soviet Union, the percentage break- construction materials, and animal and vegetable raw materials from socialist countries in 1965 were

do ns ofe x orts and eqimp ontso ehare comp ut fr o dty w it h th e statistics of other CM EA c emb ine ds) t estimated bysubtractingfrom totalim portsin ea h olthesegroupsi mportsfrom "deve loped cap italistmachine ry a nd equipmentre the penh centcompara y wterived from Marert ppi 45-50o o 4-59C m m e rs nations ' and from developing countries, the first based on an exhaustive percentage breakdown inFor he emanin contrestheperentgesarederied romMarr, p. 5-5, 5-59 Th ohre "Romania socialista si cooperarea internationala" (p. 243) and the second on "Rumanian Economic
percntags intabe A2in te apendx, wichwere applied to total exports to and imports rn rewsid une17al..Iprs ffudtfsfo ocaitcutisi 16 eedrvdaCMEA members, where the membership of the organization was defined to include Albania for es aBulgaria, Czechoslovakia, Hungary, and Poland, as the totals in table Al for 1964 suggest may have
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The data in table 4 show that the percentage of total exports con-
sisting of machinery and equipment tends generally to increase with
the level of development achieved by a CMEA member, as does the
share of industrial consumer goods." The U.S.S.R. and Hungary were
somewhat exceptional in that the proportion of consumer goods in
total exports was relatively smaller than expected in the former and
larger in the latter. The share of CMEA partners in total exports and
imports of both machinery and consumer goods tended to be very
high, although in the case of the share of CMEA in Soviet exports
and in Romamian imports, these shares were distinctly smaller than
for the other countries listed. (Romania was exceptional in that it
bought appreciably less than half its machinery imports and only 57
percent of its imports of consumer goods from socialist countries in
1967.)

The groups showing the smallest share of intra-CMEA trade were
CTN 5 (nonfood raw materials of agricultural origin) and CTN 6-8
(raw and processed foodstuffs). The CMEA members listed in the
table bought two-thirds or more of their imports of raw materials
and metals from the bloc but on the average sold only a little more
than half of exports in this group to the bloc (Bulgaria only 42 percent).

These percentages for 1967 are now somewhat out of date, but a
similar table if it could be drawn up for the early 1970's would probably
not exhibit any dramatic change. The data in table 5 indicate, for
instance, that all CMEA members remained extremely dependent on
the CMEA market as an outlet for their machinery and equipment.
On the import side, for which we have precise data only for 1969, it
would appear that the CMEA shares also remained very high. The
CMEA share of Romanian imports increased significantly in recent
years, from a low point of 40 percent in 1957 to 52 percent in 1969
and a tentatively estimated 57 percent in 1970.

TABLE 5.-SHARES OF CMEA IN EXPORTS AND IMPORTS OF MACHINERY AND EQUIPMENT BY INDIVIDUAL CMEA
MEMBERS

[Total exports or imports of machinery and equipment=1001

1967 1969 1971

X M X M X M

U.S.S.R.' -59.3 75.0 55. 3 69.2 58.7 (2)
Bulgaria -92.2 80.3 88.0 87.6 91. 4 (2)
Czechoslovakia -77.2 77.8 74.6 72.7 3 78.2 3 72. 5
Germany Democratic Republic 81.9 80. 9 80.7 80. 2 81.2 (?)

Hungary - -- 88.1 76. 1 4 91. 2 85. 13 83. 3 ()

Poland -8-------------- 1. 2 75. 2 78. 9 73. 1 78. 2 (2)
Romania -70. 0 39. 9 65.6 51. 8 66. 2 (?)

I Machinery and equipment only, exclusive of arms.
Not available.

3 1972.
4 The calculated share was 86.7 percent on basis of the statistics published in the "U.N. Bulletin of Statistics on World

Trade in Engineering Products 1969" (1971).

Notes: For 1967, see the notes to table 4 above. The percentages for the Soviet Union (exclusive of arms) were computed
from data in table I and in Marer, pp. 44, 53. For 1969, all percentages are based on P. Bozik (1973), p. 15. For 1971, all
percentages except for Hungary are based on preliminary data in "Zycie gospodarcze," Apr. 9, 1972, first cited by Michael
Kaser in "Problems of Communism," July-August 1973, p. 9. These percentages were applied to the value of total exports
to CMEA of each country, as given in its official statistical yearbook. For Hungary, the snare is based on United Nations
"Bulletin of Statistics on World Trade in Engineering Products 1971" (1973), p. 147. Czechoslovakia's machinery exchanges
with CMEA in 1972 were published in Czechoslovak Foreign Trade," Nov. 9,1973, p. 3.

11 For more statistical evidence on this relationship, see appendix B.
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The trade of individual CMEA members by commodity groups
has so far been divided between trade with Comecon partners and
the rest of the world. It is instructive, however, to separate out the
trade of East European nations with the Soviet Union from their
exchanges with other CMEA partners, in view of the special role
that the Soviet Union plays in the bloc as a primary source of raw
materials and as a dominant market for manufactures. At least in the
mid-1960's, the period for which the relevant statistics are available,
the Soviet Union was exceptional in that it did not insist, or insisted
to a much smaller extent than other CMEA members, on bilateral
balancing by broad commodity groups (machinery against machinery,
manufactures against manufactures, and so forth). The Soviets'
willingness to trade raw materials and foodstuffs ("hard goods")
for manufactures ("soft goods") no doubt helped to raise intra-
Comecon trade to much higher levels than if they had behaved in the
same manner as other CMEA members did. This difference in the
degree of bilateral balancing by commodity groups emerges clearly
from a comparison of "irreciprocity indexes" by commodity groups.
The irreciprocity index (1) for each country in the sample is calculated
according to the following formula: 12

Z 1X1 -M11E -i-
I=r

, (X,+Mi)

where X, and Me are respectively exports and imports in commodity
group i, and r is the number of commodity groups into which exports
and imports are divided. The numerator of the formula expresses
the sum of the absolute values of the differences betweensexports
and imports within each group; the denominator is equal to the sum
of total exports plus total imports.

The indexes range between 0, denoting "full reciprocity" (exports
equal imports in each commodity group), to 1, denoting "complete
irreciprocity" (if exports are positive in a group then imports are zero
and conversely). The indexes are calculated for trade statistics
divided into four groups: Group I is identical with CTN Group 1
(machinery and equipment); Group II includes CTN Groups 2, 3, 4,
andl 5 (raw materials, fuels, metals, chemicals and building materials);
Group III includes CTN Groups 6, 7 and 8 (raw and processed
foodstuffs); Group IV is identical with CTN Group 9 (industrial
consumer goods).

12 Frederic Pryor, pp. 190-191. For a discussion of these indexres, see J. van Brabant, pp. 156-183. van
Brahant's calculations for 1950, 1955, 1960, and 1965 (pp. 165-67) show results similar to those shown in table
6 below.
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TABLE 6.-IRRECIPROCITY INDEXES OF EAST EUROPEAN CMEA MEMBERS IN TRADE WITH THE SOVIET UNION,
OTHER CMEA PARTNERS AND THE REST OF THE WORLD (MID.1960's)

Trade with-

CMEA
(excluding Rest of

U.S.S.R. U.S.S.R.) the world

Bulgaria (1966) -0. 53 1 0.31 0.40
Czechoslovakia (1967) - .55 .13 .25
German Democratic Republic (1965) -. 73 .34 .30
Hungary (1965) - .49 .22 .32
Poland (1965) ----------------- .29 .17 .19
Romania (1965) -. 33 .15 .30

1 Socialist countries excluding U.S.S.R.

Source: Appendix C.

In all cases, the irreciprocity indexes are higher in trade with the
Soviet Union than with CMEA (excluding the U.S.S.R.) and with the
rest of the world, in keeping with the Soviet Union's role as supplier of
raw materials and semifabricates and as a market for manufactures.
With the exception of the GDR, the indexes are smaller for trade with
CMEA than with the rest of the world, a reflection of the bilateral
balancing by commodity groups that takes place in mutual exchanges
among East European countries.' 3

When the irreciprocity indexes in trade with the Soviet Union are
computed for two groups only (machinery and industrial consumer
goods in one group and all other goods consisting mainly of raw
materials, foodstuffs and semifabricated products on the other), the
above results are generally confirmed, except in the case of the Bul-
garian and Romanian indexes, the trade of these two countries with
the USSR being almost perfectly balanced in each of the two groups.
The explanation is this: in the four-group disaggregation, the im-
balance is due to exchanges of Bulgarian and Romanian consumer
goods against Soviet machinery and equipment; when these two groups
are aggregated, bilateral trade in manufactured products gets to be
very nearly balanced. Aggregation into two groups obscures the crucial
role that the Soviet Union plays as a market for middling-quality
consumer goods produced by the less developed countries of CMEA.

III. SOME HYPOTHESES ON THE DIRECTION OF CMEA TRADE IN
MANUFACTURES

Little is known about the criteria or methods according to which
foreign-trade officials in Eastern Europe divide their imports of manu-
factures between CMEA and Western sources. For several members
of the bloc, including particularly the GDR and Bulgaria, loyalty to
the Soviet Union, to Comecon, or to both must influence these
decisions. For Romania, on the other hand, it may well be that en-
lightened self-interest is the only guide to the choice of suppliers.
But, for al] members, it is evident that the ability to generate hard
currencies must have something to. do with the decision to import
from advanced capitalist countries. Hard currency credits represent
one source of purchasing power in the West. Another consists of

13 For an unequivocal statement confirming existence of a policy of bilateral balancing on the part of the
less developed countries of Comecon, see Savov (1966, p. 19). See also Ausch (1972, pp. 111-113).



673

"hard goods"-raw materials, semifabricated goods-that are readily
saleable on Western markets. A country's potential earnings of hard
currencies will then in part be determined by its surplus in hard goods
with the world as a whole. When this surplus increases (or the deficit in
hard goods decreases), a CMEA member is capable, if it wishes, to
sell more hard goods to and buy more manufactured goods from
"advanced capitalist states" than would otherwise be possible. But
it may feel its loyalty to Comecon hinders it from taking advantage
of this opportunity.

These arguments suggest the following hypotheses."4 The percentage
share of machinery and equipment or of finished manufactures
(machinery plus industrial consumer goods) varies positively with
(1) Western credits and net earnings in the West from tourism and
other services, (2) the difference between total exports and total
imports of hard goods in trade with the entire world, (3) loyalty to
the Soviet bloc.

Neither Western credits to the Soviet Union and Eastern Europe
nor earnings from Western tourism can be estimated directly with
any degree of precision, but as a reasonable proxy for these accruals
we may resort to the total deficit in merchandise trade with developed
market economies of individual CMEA members. Loyalty to the
Soviet Union and to CMEA cannot be measured directly. To capture
this proclivity, a dummy variable has been introduced for each
member of CMEA except the Soviet Union. The higher the coefficient
estimated for the dummy variable associated with a given country,
the greater the use this country apparently makes of its opportunities
to earn hard currencies to increase the share of the West in its imports
of manufactures, hence the lower its presumed attachment to the
Soviet Union and to CMEA.

The regression equation has the following form:

8
SI=C+>2 "OXi

i=1

where S. is the share of imports of manufactures (limited to machinery
and industrial consumer goods) imported from outside CMEA, C is a
constant (intercept), XI stands for surplus in trade in "hard goods"
with the entire world, X2 for trade deficit (-) or surplus (+) with
developed market economies, X3 is the dummy for Bulgaria, X, for
Czechoslovakia, X 5 for the German Democratic Republic, X 6 for
Hungary, X7 for Poland, and X8 for Romania, 0, to ,8 are the coef-
ficients of the variables. The observations are drawn from all the
countries listed as dummy variables plus the Soviet Union. A separate
regression was run with Yugoslavia included as an eighth country of
observation (and as a separate dummy). The hypothesis here is that
Yugoslavia should behave like members of the Soviet bloc with
respect to the main variables (overall surplus in hard goods, deficit
in commodity trade with developed market economies) but should
evince no particular loyalty to Comecon, an organization to which it
only belongs as an "observer."

I4 These hypotheses were first developed, but not statistically tested, in Montlas (1967), pp.235-246
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To increase the number of observations, data for 6 years-1964 to
1969-were pooled in the regressions."9 The regressions were also run
with a separate time. trend. The pooling of time-series and cross-
section data is justified on the assumption that loyalty to the bloc
on .the part of individual CMEA members, if it changed at all during
this brief period, changed in the same direction and at the same rate
for all members. This assumption is not entirely realistic, but the
failure to satisfy it precisely should not entail any important error.

It should be noted that the influence of the explanatory variables
on the dependent variable (the non-CMEA share of imported manu-
factures) is not predetermined by the specification of the equation.
An increase in the total surplus of hard goods (or a reduction in the
deficit in these categories) need not be associated with an increase in
the share of manufactures imported from the West. Likewise, if
credits made available by Western countries were used to buy raw
materials and semifabricates rather than machinery or consumer
goods, they would have no impact whatever on the non-CMEA share
of imports of manufactures.

The results of the regressions are shown in table 7 below.

TABLE 7.-FACTORS INFLUENCING THE SHARE OF IMPORTED MANUFACTURES ORIGINATING OUTSIDE CMEA
(1964-69)

Coefficients of least-squares regressions and t-statistics

Regression excludes Regression includes Regression excludes Regression includes
Yugoslavia, no Yugoslavia, no Yugoslavia, includes Yugoslavia, and

time trend time trend time trend time trend

Intercept (C)- 8.78 (1. 70') 6.99 (QI. 38) 9.60 (2. 01') 8.58 (1. 86')
Surplus in hard goods (01) -- .0052 (2. 53') .0056 (2. 76') .0035 (1. 79') .0036 (1. 87')
Deficit (-) with developed

market economies (J62) -- -. 027 (-3. 52') -. 034 (-4. 86') -. 025 (-3. 46*) -. 028 (-4. 39*)
Country dummies:

Bulgaria (03,) -. 6.49 (1. 30) 7.73 (tl. 56) 2.91 (.61) 3.26 (.70)
Czechoslovakia (9,) - 17.90 (2. 63') 19.78 (2. 94') 12.74 (1.95') 13.31 (2. 089)
German Democratic Re-

public (/3s) ----------- 22.41 (2. 94') 24.66 (3. 27') 17.89 (2. 48') 18.76 (2. 67*)
Hungary (Po)----------- 14.89 (2. 53*) 16.54 (2.95') 10.53 (1.87') 11.04 (2.001)
Poland (6,) -________. 15.60 (2. 64') 17.41 (2. 99') 11.23 (1.98') 11.93 (2. 14'.
Romania (8) ----------- 31.89 (6. 90') 32.52 7. 06') 28.69 (6. 50') 28.73 (6. 64')
Yugoslavia (/o)--------- - ------- 45. 02 (9. 52')------ - ------ 41.51 (8. 49')
Time trend -.-- - - - - ---- 89 (2. 75') 996 (3. 208)
R- - --------------- .83 .94 .86 .95

Number of observations - 42 48 42 48

Note: t-Statistics are shown in parentheses after the re ression coefficients to which they correspond. An asterisk after
a t-statistic indicates that the coefficient is significantly 5i ferent from zero at the 95 percent confidence level; a cross
indicates a 90 percent confidence level. For all countries in the sample excluding the German Democratic Republic, the
data pertain to the years 1964 to 1969. For the German Democratic Republic, the data are for 1962 to 1965, 1967, and 1969

Sources: Share of manufactures: For 1964, 1965, and 1967, data in tables 1, Al, A2. For 1969, Bozik (1973), p. 16. In-
trapolations for 1966 and 1968 are based on OECD exports of manufactures to CMEA members in Marer, pp. 256-268.
All other data are from Marer, pp. 24-59.

The data in table 7 confirm our hypotheses. An increase in the over-
all surplus (or a decrease in the deficit) in hard goods and an increased
deficit in commodity trade with developed market economies do have
a significant effect in raising the share of imports of manufactures
originating outside CMEA, whether or not a time trend is included in
the regression. Other things equal, with the time trend included, an

Is Most of the observations for SI for the years 1966 and 1968 had to be estimated with the aid of data on
O.E.C.D. exports ofmanufactures to CAIEA on the assumption that these exports bore the same relation
to CMEA members' imports from countries other than CMEA tn the missing years as they did, on the
average, tn 1965 and 1967 (for 1966) and in 1967 and 1969 (for 1068). For the GDR, the years 1962 and 1963
had to be substituted for 1966 and 1968, due to the absence of data on the commodity composition of trade
for these latter years.
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increase of $100 million in the overall hard goods surplus (or a com-
parable reduction in the deficit in hard goods) is associated with an
increase of approximately 0.35 percentage points in the share of
manufactured imports originating outside CMEA. An increase in the
deficit in trade with advanced market economies of $100 million is as-
sociated with an increase of 2.8 percentage points in the dependent
variable when Yugoslavia is included and of 2.5 percentage points
when it is excluded.

Judging from the coefficients of the dummy variables for Romania
in all regressions and for Yugoslavia in the two regressions where it has
been included, it is evident that both these countries imported a much
larger share of manufactures from outside CMEA in the late 1960's
than one would have expected from their surpluses in hard goods and
their deficits in trade with developed market economies. Their pro-
clivity to trade with CMEA is the least in Eastern Europe, as we
might have anticipated from their recent political-economic history.

It is probably significant that Bulgaria behaved most like the Soviet
Union-that is, exhibited the greatest loyalty to the CMEA-in that
it imported a smaller share of its manufactures from outside the bloc
than one would have expected from the surpluses of hard goods it was
able to generate and from its touristic earnings and credits from the
West. Czechoslovakia, the German Democratic Republic, Hungary,
and Poland were in an intermediate position between Bulgaria and
the Soviet Union, on the one hand, and Romania and Yugoslavia, on
the other. Differences in coefficients among these four intermediate
countries should be interpreted with caution. The German Democratic
Republic dummy appeared high enough, nevertheless, to contradict
the view that the East Germans were more closely tied to CMEA
than other members. This contradiction may be explained by the fact
that the German Democratic Republic was the most successful ex-
porter within CMEA of manufactured goods to developed market
economies and, hence, that it was less dependent on surpluses in
hard goods and on credits to obtain hard currencies than its fellow
members."6

The significant time trend indicates that the share of the West in
CMEA imports of manufactures, if all other factors could be held con-
stant, would have risen by nearly 1 percentage point per year from 1964
to 1969. This suggests a gradual decline in the proclivity of CMEA
members to import manufactures from each other, the roots of which
must be searched for in the political-economic relations among the
countries of the area.

IV. CONCLUSIONS AND PROSPECTS

We have sought to throw light on the structural forces influencing
the direction of CMEA members' trade by commodity groups in the
mid- to late 1960's. The analysis has been conducted in the absence
of any reference to trends in the domestic economies of these countries.
In the long run, however, we should expect the direction of trade to
be affected significantly by two factors operating in the domestic
economies of the Socialist states that are, at least in part, mutually
offsetting: (1) Their ability to produce manufactures of sufficient

"In 1970, out of total German Democratic Republic exports to developed market ecoaomies, 17.1 percent
were made up ofmachinery and equipment and 26.5 percent of consumer goods, as agaiost 7.8 percent and
12.5 percent respectively for CMEA as a whole (Bozik, 1973, p. 18).
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quality to penetrate Western markets on a large scale and (2) their
-decreasing surplus, or their increasing deficit, in raw materials, semi-
fabricates, and foodstuffs, due to the combined effects of the relatively
inelastic supply of these commodities and of the increasing require-
ments for their use as industrial inputs in the process of extensive
industrialization. The first factor should permit CMEA members to
increase the share of the West in their purchases of manufacturers-a
possibility they may or may not wish to take advantage of-while the
second should induce them to curtail this share, unless their hard
currency resources are replenished from other sources, including
credits and tourism. The German Democratic Republic and Czecho-
slovakia have made some progress in recent years in expanding their
exports of manufactures to the West, even though they have not
moved significantly in the direction of instituting free markets or
competition in their domestic economies. Bulgaria, Poland, and
Romania, as late as 1970, still had not displayed any marked ability
to penetrate Western markets either with machinery and equipment
or with industrial consumer goods.'7 The impact of a diminishing
surplus of hard goods on Romania's imports from the West seems to
be the best single explanation of the reduction in the share of the West
in its imports of manufactures since 1967. Barring any dramatic
increase in its exports of manufactures to the West, due to joint
production arrangements or to any other source of improvement in
the quality and quantity of these exports, it is not likely that Romania
will be able to reverse this downward trend in forthcoming years.

In 1971-72 a major new element began to influence the direction of
CMEA trade by commodity groups. This was the detente in the
relations between the Soviet Union and the United States and the
upsurge in trade that accompanied it. It is too early to trace the impact
of this new factor on intra- and extra-Comecon trade in manufactured
products. Nevertheless, we may speculate about the reorientation of
trade that an expansion of Soviet-United States exchanges may
bring about. This expansion will undoubtedly be concentrated on
U.S. exports of manufactures (chiefly machinery and equipment).
If these exports are chiefly sold on long-term credit terms, there need
not be a concomitant increase in Soviet sales of raw materials on the
world market. But to the extent that these exports of raw materials
to the West do expand, they may have to be switched away from
CMEA consumers (unless the production of these primary com-
modities rises faster than had been anticipated in the current 5-year
plan). The Soviet Union might then no longer be in a position to act
as the all-purpose purveyor of raw material inputs for the industries
of Eastern Europe and as the never-sated outlet for their manufactures.
Since the willingness of the Soviet Union to perform these twin roles
has provided the bond that has kept Comecon from disintegrating, it
may reasonably be asked whether the upswing in United States-Soviet
trade will not force all the East European states to look beyond
Comecon for some of their supplies and for new outlets. This redirection
may cause them considerable hardship unless they can adjust their
industrial production to expand their sales of manufactures to the
West at a reasonable cost.

IT The following were the percentages of machinery and industrial consumer goods In total exports to and
Imports from developed market economies in 1970: For Bulgaria, 0 and 7.9 percent respectively for exports,
81.8 and 4.2 for imports; for Poland, 0 and 10.9 percent for exports, 27.9 and 3 percent for Imports;
for Romasila 4.3 and 13.3 percent for exports, 39.5 and 2.8 percent for imports (Boelk, 19738 p. 18).
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APPENDIX A
TABLEAI.-TRADEOFTHEU.S.S.R. BULGARIA,CZECHOSLOVAKIA,THEGERMANDEMOCRATIC REPUBLIC, HUNGARY

AND POLAND WITH CMEA BY COMMODITY GROUPS (1964)

[in millions of U.S. dollarsi

Commodity group

I 11 III IV V VI Residual Given total

U.S.S.R.:
Exportso - 850 1,996 172 504 373 112 631 4,638imports - 2,025 662 209 169 352 889 202 4,508Bulgaria:
Exports -217 47 20 115 248 103 -749Imports -388 228 47 49 16 44 -772Czechoslovakia:
Exports - 952 394 74 32 27 275 -1,753
Import -580 563 107 119 238 65- 1,672German Democratic Republic:
Exports - 1, 202 279 219 31 25 393 4 2,153Imports -282 910 69 230 319 59 -. 1, 868Hungary:
Exports -405 134 30 22 145 173- 909Imports 350 331 80 106 22 51 -939Poland:
Exports -587 365 43 17 89 158- 1,260Imports -523 402 66 95 49 88- 1 224

Note: The residual is computed as the difference between the totals given in the source and the sum of the exports orimports in the commodity groups listed in the source. The original data are presented in rubles, which have been convertedin the table at the official exchange rate of 0.9 rubles per dollar. The commodity groups are defined as follows in the source:1. Machinery and equipment, I. fuels, minerals, raw materials, metals, 111. chemicals and building materials, IV. nonfoodraw materials, V. footstuffs (raw materials), IV. industrial consumer goods. Comparison with Marer (pp. 87, 111) andwith the detailed breakdown of trade with Mongolia in "Vnesh. Torg. 1965' indicates that group I is identical with CTN 1of the CMEA nomenclature, group 11 with CTN 2, group Ill with CTN 3 and 4, group IV with CTN 5, group V with CTN 7and 8 (as well probably as CTN 6) and group VI with CTN 9. From this comparison it emerges that processed foodstuffsmust be Included in group V in addition to the raw materials specifically cited in the source. The given totals appeartoexclude Albania for the U.S.S.R. and the German Democratic Republic, but to include it for all other countries listed. Tradewith Mongolia is included for all 6 countries.
Source: V. N. Zhukov and U. Ia. Ol'sevich, "Teoreticheskie I metodologicheskie problemy," 1969, p. 159.



TABLE A2.-STRUCTURE OF RECIPROCAL TRADE OF CEMA MEMBERS

[Total value of exports or irrports with CMEA partners=1001

Commodity group

I 11 III IV V VI Residual

X M X M X M X M X M X M X M

U.S.S.R.:2.1 4. 3.2 4 2 -695 264 2

1l960 - - - - - - - - - - - - - - - - 14.1 42 9.5 4 20.7 3.0 64 5 3. 4 6 1. 3 4. 6 4 2 .4 1 ° . 4 4 , .6 18 2 9l 3 10

1967 ------------------- 23 1 4234 3955 2 12.2 307 33 7 105 3. 3 10.7 9| 4 2.2 6 243 10. 2 4.7

1965~n crtc~p blc ------------------ 296 507 4 6 273. 9 15 4. 8 13.3 67 3.84 24.674 148 i4. '87 '68

1967 -- - - - - - - --- - - - - - - - 3 .7 3338 54 4.3 10 3248. 6 23 0 .4 10 6 7 331 24. 1 33 17 45 7 1. 56 88 *4

Czchslvaia7 47. 3 296 42. 0 323. 3 76. 2.3 6. 3 19 32 176 3 .3 2210. 218 4 40 5 .

19te X------------------- t.-o moiygrus-r-dfne-s-olo sinte-orc: agrgte-nt-ropV)-heolyo ite-gop-ae-- (uldn m tril) n CN 6 lv

1967r -------------------- 57es grup corespnd 17.etvey 0o 30. 1, 4, 3, 5, 7, 8, 7n 69 6wt 7. an 85 p. 17053.
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APPENDIX B
Factors Affecting the Shares of ilIachinery Products and of All Manufactured Goods

in Total Exports in 69 Countries
Exports of machinery and other manufactured goods normally increase with acotnitry's level of development. Are countries pursuing a Soviet-type strategy ofdevelopment (with a high investment rate and a concentration of investments inheavy industry) likely to have higher shares of machinery and of other manui-factured exports in their total cExports than countries at the same stage of develop-ment. )oes melbl)ership) in a customs union make a difference in this regard formembers of CNIEA, the European Economic Community, or of other unions favor-ing mutual exchanges of manufactures? The hypothesis is that all three factors(level of development, Soviet-type strategy and membership in at custonms union)

should raise both the share of machinery products and the share of all manufac-
tured goods in total exports. Moreover, inasmuch as countries with a large popula-tion and a wide internal market are more likely, for a given GD1' per capita, todevelop manufacturing industries exhibiting economies of scale, a larger population,other things equal, mavL also have the effect of raising these shares.

In the following regressions, Soviet statistics of machinery exports have beenadjusted to make them more comparable with the statistics of other CMEAmembers, in accord with the arguments developed in part I of this paper, byincluding in the machinery group ustimated exports of Soviet arns.
The countries pursuing a Soviet-type strategy include all European members

of CMEA phis Yugoslavia,. All data refer to 1964 or 1965.18 The sample consistsof 69 countries, developed and underdeveloped, socialist and nonsocialist
economiec.

The form of regressions is as follows:

S=a+ OG+ Yp+i6R+?Al
Mwhere S is the share to be explained, a is a constant (the intercept of the regressionhyperplane), G is estimated gross domestic product per capita in U.S. dollarsP is population in millions, R is a dummy variable which is equal to 1 if a countryis pursuing a Soviet-type strategy of development and zero if it is not, and M isanother dummy variable which equals 1 if a country is a member of a customs
union and zero if it is not. The coefficients a, 0, y, 8, and Xi are estimated fromthe one-stage least-squares regression. The regression results for the share ofmanufactures 19 in total exports (S.) are as follows:

Sm=.0667+.000188G+ .000753P+.2159R+ .1282M
(.0486) (.000036) (.000414) (.0914) (.0594)

Standard errors are shown in parentheses. The square of the coefficient of multiplecorrelation, R2, equals 0.46. The coefficients of all four variables are significant atthe 95 percent level.
An alternative specification regressing the share of manufactures exports onlogarithms of GD)P per capita and of total population together with the samedummy variables gave these results:

S, -. 9828+±1746 log G+.07245 log P+.0970R+.0913M
(.1737)(.0268) (.01724) (.08452) (.05352)

With this specification, R2 rises to 0.565, the coefficients of the GDP per capitaand population variables are even more significant than when absolute valueswere used (above 99 percent). While the coefficient of the membership dummy
remains significant at the 95 percent level, the Soviet-style strategy dummy nowjust falls short of significance at the 90 percent level. The shares of manufacturesin total exports of countries pursuing a Soviet-type strategy (CMEN membersplus Yugoslavia) are only slightly larger than one would expect, given their rela-tive level of GDP per capita and population and the fact that all but one aremembers of a customs union.

Is For couptries other than C)JCE A, statistics of gross dome3tie product per capita are from United Nations,Yearbook of National Accounts" (1970). For CMEA, estimates of GDP per capita in 1965 are those pre-pared by the Economic Commission for Europe. These estimates were adjusted upward by 5.5 percentacross the board to imorove their co.nparabiiity with the U.N. statistics for other countries.1i Manufactures include machinery and equipment including estimated arms for the Soviet Union (CTNgroup 1), chemicals (CTN group 3), building materials (('TN group 4) and industrial consumer goods(QTN group 9). In addition exports of metals in CTN group 2 have also been included. For the U.S.S.R.,Hungary, and Yugoslavia, this definition is equivalent to SITC Groups 5-8 (with an adjustment for theresidual in the case of the U.S.SR). All data for CMEA, except for the U.S.S.R., are from Marer. Datafor the U.S.S.R. are from tables 1 and 2.
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The two corresponding regressions (on absolute values of GDP per capita and
population and on their logs) for the share of machinery and equipment (S,) in
total exports are shown below:

S.=-.0398+ .000101Ga .000263P+ .1974R+ .0568M
(.0172) (.000013) (.000146) (.0323) (.021)

S,= --.5304+.08258 log G+.0341 log P+.1403R+.04393M
(.0622) (.0096) (.00617) (.0303) (.01916,)

R2 for the first of these regressions equals 0.70 and for the second 0.75. All co-
efficients in both regressions are significant at the 95 percent level. The fit is even
better when logs of GDP per capita and population rather than their absolute
values are used. For these regressions, the Soviet-type strategy dummy is signifi-
cant at the 99 percent level.

APPENDIX C

TRADE OF EAST EUROPEAN COUNTRIES WITH THE U.S.S.R., CMEA, AND THE REST OF THE WORLD BY
CTN BROAD DIVISIONS (MID-1960's)

[in Millions of U.S. dollarsl

Exports Imports

CMEA CMEA
Soviet (excluding Rest of Soviet (excluding Rest of
Union U.S.S.R.) world Union U.S.S.R.) world

Bulgaria, 1966:
CTNI --------- 199 1116 16 344 1168 184
CTN 1 . 90 184 124 332 1 94 201
CTN IIl l 232 1109 144 12 ' 28 47
CTNIV - .. 143 ' 28 19 18 '30 20

Total -664 1338 303 707 319 45Z

Czechoslovakia, 1967:
CTN I
CTN 11 .
CTN 1111 .
CTN IV .

Total-

German Democratic Re-
public, 1965:

CTN I
CTN 11-
CTN II1-
CTN IV .

Total .

uungar.y 1965:

CTN i1
CTN Ili
CTN IV .

Total -

Poland, 1965:
CTN I -
CTN 11-
CTN Ill .
CTN IV ..

578 497 318
169 291 357
12 16 101

218 102 206

977 906 981

816 4, 0
237 206

1 9
257 192

1, 311 867

182
447
82

180

892

238
538
174

15

965

99
939
164

4

1, 205

400
262
108
83

853

242
303
91
61

698

182
472

157
50

862

81
486
321

19

907

265 163 66, 169 173 85
60 130 170 338 190 338
62 105 167 36 12 99

139 75 108 10 45 25

525 474 511 553 420 547

403
195
52

131

240
239

27
33

124
348
325
110

259
385
53
31

371
221
34
90

138
501
222
37

Total - . 781 539 908 728 716 896

Romania, 1965: 80 87 36 158 103 158

CTN i1 171 103 225 214 94 244
CTNIII 60 46 131 2 8 24
CTN IV -128 11 22 33 5 34

Total- 438 247 414 406 210 460

1 Trade with all socialist countries excludingthe U.S.S.R.

Note: CTN broad divisions are defined in the notes to table 3. Small discrepancies in the totals are due to rounding errors.

Sources: Bulgaria: Trade with Soviet Union is from table 3; trade with socialist countries from Popisakov, p.205. Czecho-
slovahia: Trade with the Soviet Union, "Voprosy ekonomiki," No. 4,1969, p. 120; trade with CMEA, table A2. German
Democratic Republic, Hungary, Poland: Trade with the Soviet Union, unpublished estimated by J. van Brabant; trade with
CMEA is estimated from the percentage breakdowns in table A2. Romania: Trade with the Soviet Union, table 3; trade with
CMEA is estimated from Montias, pp 175 and 179, data in "Romania Socialista si Cooperarea Internationala," p. 243 and
"Romanian Foreign Trade," No. 4,1972, p. 23, and unpublished van Brabant data.

__
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EASTERN EUROPE'S TRADE AND PAYMENTS WITH THE
INDUSTRIAL WEST*

By EDWIN M. SNELL

INTRODUCTION

The intent of this paper is to examine connections between Eastern
Europe's fast growing trade with the industrial West and its even
faster growing payments deficits. From 1960 to 1971, while trade with
the West tripled (from some $3 billion to over $10 billion), indebted-
ness to the West rose to almost 12 times the original level (from about
$0.6 billion to $7 billion). All expectations about the future of the
trade involve conclusions or assumptions about this relationship.
The author examines this relationship with the help of a set of accounts
showing the balance of payments of these countries with the industrial
West. The accounts cover 1959-71, the period during which growing
East European indebtedness becane a feature of the trade.

Since the mid-1960's, if not before, East European leaders have
made their decisions about trade with the West in the balance-of-
payments context, considering not only trade balances but earnings
and expenditures on invisibles and scheduled repayments on outstand-
ing debt. They have used essentially the same data as are used in the
West, if not always in the familiar Western format. The considera-
tions that influence their decisions become clearer when seen in this
context.

Western decisions have been made with incomplete information
about the East European payments position, and with little notion of
the extent and structure of East European indebtedness. In the
extreme case in which an East European country approaches the limit
currently set on credits by Western governments and banks, word
soon gets around. Otherwise, Western officials, businessmen, and bank-
ers have gotten used to going it blind. In view of the political impor-
tance of East-West trade and the payments problems that are likely
to emerge sooner or later, Western decisions should be based on fuller
knowledge, and Western negotiators should have much the same in-
formation as their Eastern opposite numbers. The accounts developed
for this paper represent a step toward improving the Western informa-
tion base.

'The East European countries treated are Bulgaria, Czechoslovakia, the German Democratic Republic,
IHungary, Poland, and Romania. The industrial West represents the OECD countries less Greece, Portugal,
Spain, and Turkey, together with Australia and New Zealand.

Aly associate Kathryn Tolil, Melson contributed to this paper the research on supplier credits and transfer
payments, as well as a great amount of statistical work. I could not have done the paper without her help.

I should also like to acknowledge the encouragement and criticism of Jerry Crawford, Douglas B. Dia-
mond, Maurice Ernst, John lHardt, and Vladimir N. P'regeoj.

A partial list of others who supplied information and assistance Is given at the beginning of the appended
sote on data problems.
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The paper is divided into two main sections. The first, intended for
all readers interested in East-West trade, argues the following main
points:

(a) Eastern Europe's trade with the West and the accompany-
ing indebtedness evolved mainly on an ad hoc basis.

(b) The rising deficits were financed increasingly by bank credits
and loans; by the end of the period these were far more important
than government-guaranteed supplier credits, accounting for
about one-half of total indebtedness.

(c) The growth of the trade is explained by the East European
eagerness for technological advance; the chronic deficits, by the
overriding priority given to this objective.

(d) The East European governments learned, often quickly, to
handle the difficult short-term financing problems; the West
collaborated far more readily than might have been expected only
a decade ago.

(e) The longer term future of the trade depends on political
decisions about public financing of the trade, and of course on
continued peaceful (coexistence and abundant Eurodollars.

The second section deals with East European policies and pay-
ments problems, country by country. Balance-of-payments accounts
for the years 1959-71 are introduced to summarize each country's
experience wvith East-West trade. Attention is paid to the points made
above. But more particularly, the country-by-country discussion is
meant to help explain the course to date of Eastern Europe's trade
with the industrial West. The discussion is intended particularly for
those interested in the East European economies.

The paper is followed by a short discussion of the data used, the
problems involved, and the attempts made to resolve them. The author
intends to publish a full treatment of the subject within a year.

The Rise in Dependence on the West

With the revival of East-West trade in the mid-1950's, East Euro-
pean countries began to resort more frequently to Western credits and
hard currency loans to meet contingencies. One of the Soviet favors
granted the new Kadar regime in 1957 was to pay off most of hlungary's
accumulated debt of roughly $100 million in the West. Bulgaria in its
"Great Leap Forward" in 1959-60 quickly incurred $100 million in
indlebtedness mostly on short term. At the beginning of 1960, all told,
the East Europeans owed the West over $550 million.

But the East European leaders did not then envisage a major in-
crease in reliance on Western technology and credits. Instead the
inediumi-term plans for the period through 1965 projected a nearly
balanced and quite modest growth in trade with the West. But in 1960
several influences were already at work that would change the East
European outlook-the increased difficulty of maintaining growth
with the technology at hand, Khrushchev's efforts to catch up with
the United States, omania's dramatic shift of trade toward the West,
and the beginning of the great expansion of Soviet oil deliveries to
Eastern Europe via the Friendship pipeline.
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There is little need to dwell on the discovery by East Europeans of
declining returns to investment, using the technology at their disposal.
The resulting rise in incremental capital/output ratios led economists.
throughout the area to counsel accelerated techological change as a
means of maintaining economic growth rates, now that the unemployed
resources had all been used up. This change in outlook became
evident in the early 1960's. But it was not immediately obvious that
the East European leaders would decide on large-scale purchases in the
West to bring about the necessary technological change. The other
developments mentioned above had a good deal to do with the
decision.

The immediate effect of Khrushchev's policies was to encourage.
reliance on the same forces that had stimulated recovery and growth
in the 1950's-a high rate of domestic investment and continued
reliance on Soviet materials. His inclination toward confrontation,
with the West and his vision of Soviet-East European integration
hardly encouraged-and may have delayed-the expansion of East-
West trade. But in retrospect, one can see that he opened up the
whole issue of Western economic and technological superiority,
which had long been taboo, changing the very frame of reference in
which Eastern Europe had viewed the world. The collapse of his
ambitious plans-and the Czech and East German plans developed
in emulation-contributed by enhancing the prestige of the West and
stimulating the search for alternative approaches.

A second background factor was the dramatic shift of Romania's
trade toward the West in 1960-61. Although following a relatively
cautious course for some years, by 1965 Romania nevertheless owed
$150 million for machinery bought under medium- and long-term
supplier credits and somewhat larger amounts for purchases of
machinery and materials on commercial credit. The Romanian effort.
was the first systematic effort to modernize by increased reliance on
the West, including the use of indebtedness. The message was under-
lined by Ceausescu's announcement in 1965 that Romania would
buy $1 billion of machinery from the West in 1966-70, much of it with
the help of credit.

Third, "objective" economic factors were by then moving the other
countries toward increased dependence upon the West-the slow
conversion of the East European economies from coal to oil, a reduc-
tion in Soviet agricultural deliveries following the bad harvest of 1963
and a continuing threat of a slowdown in Soviet deliveries of many
other materials. By the mid-1960's these changes began to accelerate
the growth of East European needs for Western technology, in the
form not only of publicized major orders of investment goods, but
also of innumerable lesser orders for machinery and of semimanu--
factures-especially nonferrous metals, special steels, a wide variety
of chemicals, and, somewhat later, textiles, and wood products.

It is after 1965 that imports from the industrial West begin to.
assume vital importance to the economic stability and growth of
Eastern Europe. And this holds, though not equally, for all countries,
except Bulgaria-Czechoslovakia with its paralyzing internal political
division, Poland despite Gomulka's reluctance, the GDR still isolated
and hostile, Hungary under KAdftr's watchful eye-as well as bold
Romania. Even Bulgaria, free to stand aside, bought heavily in the
mid-1960's and again in 1970-71.
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The result was a huge increase in imports from the West. Indeed
the growth in imports accelerated, and the absolute increments in
imports rose from $227 million in 1961 to $657 million in 1971. Another
index of the dependence, of course, is the cumulative balance-of-
payments deficit for the period, which came to $6.5 billion.

Financing of Deficits
The financing of this cumulative deficit can be accounted for only-very roughly from published information. The West European balance-

-of-payments accounts that separate out transactions with the Soviet
Union and Eastern Europe' give a very incomplete picture of financing.
Important West European creditor countries-notably the United
Kingdom and Switzerland-are missing. East-West German accounts
are excluded. And more generally, a great deal of trade with Eastern
Europe together with the financing is not reported at all.

About 25 percent of Eastern Europe's outstanding indebtedness
represents medium- and long-term suppliers' credits for machinery; amuch smaller amount has been extended for materials. A relatively
small part represents nonguaranteed supplier credits (sometimes run-
ing longer than 1 year), which have become quite acceptable for

discounting by commercial banks. Increasingly more important since
the mid-1960's has been indebtedness of East European banks to
commercial banks in the West, under ever more flexible arrangements.
The rest is accounted for by special sources, including State intru-
mentalities (notably U.S. deliveries to Poland under P.L. 480 through
1964) and swing credits (mainly in intra-German trade). Eurodollar
bonds and borrowing by CEMA banks, which have since become
significant scarcely figure in the period through 1971.

A partly conjectural explanation of the financing of the East Euro-pean cumulative deficit in 1959-71 and the total liability at the end of
1971 is as follows (billion dollars):
Initial liability beginning in 1959 -0. 4Net drawings, 1959-71 -16.5
Medium- and long-term supplier credits for machinery (both government

guaranteed and other) -1.8
Short-term supplier credits for machinery -. 4Public Law 480 (Poland) -__- -. 3U.S. Government credits -_-- -- - -. 1Bank credits and other - 3.4
Swing credit, intra-German trade ---- . 1Total liability end of 1971. -- 26. 9

' Including some nonguaranteed supplier credits.
I Includes exchange rate adjustments. The total Is somewhat greater than the net increase In liabilities;small increases In assets for the GDR, Hungary, and Poland have not been netted out.

The growth and size of indebtedness-not Just the one or the-other-have clearly impressed the decisionrnakers most involved,
East and West alike. In the late 1960's there seemed to be almost a
consensus that "this can't go on forever." But the trade continues to
boom. The needs and expectations of the individual East European
countries are suggested in the following section, though it only toucheson the impressive developments in the last 2 years.

' Along with very small transactions with the People's Republic of China and the Far East Communistcountries.
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The Weak Relation Between Imports and Exports

The East European countries' growing need for "technologically
advanced" machinery and materials explains the dramatic rise in
imports from the industrial West, but it is not self-evident that as a
result they would run chronic deficits. A clue to the connection between
rising imports and chronic deficits is the concentration of technological
change and accelerated growth in "leading sectors," even as in the
1950's, though the sectors are not the same. In the 1960's rising
imports went increasingly into a few areas-the most important
being the petrochemical and electronics industries, and transport.
At the same time, as Jerry Crawford and John Haberstroh point out in
another paper in this collection,2 the major exports to the West re-
mained agricultural products, foodstuffs, and consumer goods. Other-
wise export shares increased only for a few machinery specialities, semi-
finished steel products, metal products, and basic chemicals. East
European senior officials, economists, and propagandists along with
many Western commentators have called attention to this contrast in
composition, generally as a prelude to urging changes in the mix of
East European exports.

It might have been expected that rising imports for the leading
sectors would in turn generate a major flow of exports to the West.
Quite evidently they have generated a substantial increase in total
exports. A Hungarian writer, in estimating the final uses of imports,
notes that between 1959 and 1968 dollar imports 3 rose from 8.5 to 10.8
percent of total (direct and indirect) inputs to the export sector of final
demand. Most other East European countries presumably would
show the same kind of change if data were available.

What seems to have happened is that the bulk of the increased
output generated with imports from the West has been used in Eastern
Europe and the U.S.S.R. The areawide demand for such products
has been so strong, indeed, that at every stage the area has absorbed
not only East European output but also supplementary imports of
these products from the West. Exports to the West have had to come
from slower growing sectors given a lower priority, including agricul-
ture and the food processing and consumer goods industries. Thus
the prior claim of "leading sectors" for imports from the West is
only symptomatic; the real cause of chronic and rising deficits is the
overriding priority given to the pursuit of technological change.
So long as hot pursuit of technological change continues, payments
deficits with the West are likely to remain chronic.

The disjunction of imports from exports in trade with the West,
however, does help somewhat in managing the deficits. If a rise in
imports has no great impact on exports, a fall in imports will also
have little impact. Upward or downward shifts in the rate of growth
of imports are likely to have a strong effect on investment projects
in "leading sectors" and some effect on inventories and current output
of closely related goods. These shifts, however, do not greatly influence
supply and demand for the products exported to the West. As a

2 Jerry Crawford and John Haberstroh, "Survey of Economic Policy Issues in Eastern Europe: Tech-
nology, Trade, and the Consumer," above.

3 Ineluding soft currency imports from the West. Istvan Orszagh, "A gazdafAg importig6nyess6g0rbl"
(Import Demands of the Economy), Kfilga2ddedg, May 1972, pp. 336-46.
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result, East European governments have considerable leeway in the
short run to keep deficits with the West within acceptable limits,
given their broad control over investment, production, and con-
sumption.

The Flexibility of East-West Trade

The continued single-minded drive for technological change in
Eastern Europe promises a continuation of chronic payments deficits.
Both sides have, however, shown a good deal of flexibility in dealing
with this basic problem. Otherwise East-West trade would not have
flourished as it has, growing far beyond most projections of a decade
ago. The shift from confrontation to accommodation has provided a
basis for increased flexibility; conversely increased adaptability in the
field of trade has facilitated political relations.

East European governments have evidently had major adjust-
ments to make in coming to terms with the Western market. The
difficulties, however, can easily be overstated. The need for adapting
existing institutions and practices to the demands of closer relations
with the Western market was exaggerated both by the reformers
who tried to promote change and by the Party establishments that
opposed it. Abstracting from organizational questions, the rise
in Western imports and increased access to Western financing have
had on balance a stabilizing effect, and presumably made for greater
efficiency.

Nevertheless it has taken a lot of trial and error to deal with the
expansion of trade with the West. In some ways progress has generally
been slow. The planning of investment goods imports was and still is
a headache because of institutionalized errors in projecting other
inputs, especially construction. Selling on the market and producing
to meet contracts are hit-or-miss because the production system
remains geared to the stable domestic market and long-term contracts
with other Communist countries.

But a great deal has been learned about financing trade, a
field in which the East Europeans are still under serious handicaps.
To begin with, they do not have their own convertible currencies
to cushion international settlements. So miscalculation, which is
unavoidable, is sometimes costly. Great address is needed to manage
their fairly substantial short-term indebtedness and to deal with
any considerable concentration of medium-term indebtedness coming
due in a short period. They work on a thin enough margin so that a
bad crop or a Western economic adjustment or recession will require
going into the market for additional credit. The leadership is notalways ready and willing to accept the cost of phasing out or post-
poning investment projects or curbing the growth of personal con-
sumption. But East European officials have become much more
responsive to such considerations and have developed the experience
and the good relations in the West needed to cope with such problems.
With reason Western political leaders, bankers, and businessmen have
been encouraged to believe that they are dealing with people in control
at least of the short-term situation, the predominant concern in the
West as well.

On the Western side, the first contribution was the broader accept-
ance of sales to Eastern Europe as eligible for state export insurance
and, sometimes, financing, with gradually lengthening repayment
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periods. This paved the way for the enormous development of bank
financing that has ensued. Once the confrontation of the early 1960's
was passed, all this came about quite easily. For Western banks follow-
ing in the wake of political accommodation, trade financing has car-
ried little risk, low costs, and high profits, so high indeed that the
East Europeans individually and through the CEMA banks, have
been cutting themselves in. Even for Western businessmen, despite
the costs and vexations of landing larger contracts, the less publi-
cized repeat business has proved most attractive.

The accumulated experience and the relationships established
strongly favor a flourishing trade-assuming stable political rela-
tions-so long as medium- and long-term indebtedness does not be-
come an overriding concern to either side. Thus, the larger question is:
How much can be, or will be, done to postpone that day of reckoning?
Again, the East Europeans have been the chief movers, with efforts
both to increase earnings in the West and to reduce their dependence,
through cooperation in CEMA.

Promotion of services has to date had the greatest impact on the
balance of payments. Net hard currency taken in from tourism rose
from practically nothing in the late 1950's to close to $200 million in
1971, and there is still room for expansion. The East European govern-
ments are especially delighted because relatively small amounts of hard
currency need be spent in order to expand earnings in this field. By the
late 1970's, expansion of merchant fleets, port facilities, containeriza-
tion, and other investment in transport-which has so far affected
payments mainly by "saving" hard currency-could result in an
overall surplus on transport account. These services will contribute
substantially to the growth of hard currency earnings and should be
taken into account in any calculation of the debt "burden". Efforts
to stimulate remittances from emigrants and their decendants in the
West have been productive, but the potential for further growth is
doubtful. One untapped source of earnings, sending workers to
Western Europe, is likely to remain untapped.

A second line of approach has been to press Western governments
for concessions on tariff and quantitative restrictions (QR's). Poland,
Romania, and Hungary have joined GATT to supplement their
bilateral efforts in this regard. In Western Europe, where governments
have extended MFN status, if only unilaterally, the main target is
QR's. Many have been liberalized or eliminated, and some coun-
tries have undertaken to get rid of them entirely in a few years, though
of course with escape clauses. The East Europeans are especially in-
terested in the hard core sectors, in which they are or could be highly
competitive, like agriculture and textiles. In these areas, Western
opposition is stubborn. In consequence, there will surely be a move
at some point to seek an associate relationship with the enlarged
Common Market so as to protect and increase access to Eastern
Europe's main Western markets.

Another approach to the problems of getting established in Western
markets is that of tying imports of licenses and capital goods to a
return flow of exports. One venerable method is "compensation trade,"
one-shot deals that are being pushed on Western firms selling in this
increasingly competitive market. A second, and newer, approach is
the "cooperative venture," which involves a longer term and closer
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relationship, though in some cases hard to distinguish from compensa-
tion trade. Information in this area is much too thin to permit close
analysis. A few observations may be made, however. First, the Western
partner in these deals is characteristically in engineering or chemicals
and has a primary interest in exporting to Eastern Europe. For him the
purchase or marketing of East Europe products is part of the cost of
doing business. It is uncertain whether the East European gains from
such tie-in deals are greater than the gains from straight purchase
of Western equipment, licenses, and know-how and the independent
sale of output. East Europeans evidently think so, but the question
is moot. Perhaps the strongest reason for doubt is the narrowing of
competition among Western sellers, a great many of whom do not
find such business attractive. Special studies on the whole topic would
be most useful.

The future

East-West trade has been built on d6tente and Eurodollars, and
on the complementary needs of East and West European economies-
the former to import and the latter to export-in order to retain sta-
bility and momentum. If this basis remains secure-and that seems
probable-then the chief question seems to be the readiness at some
future date of political leaders to cope with the ever mounting indebted-
ness. Right now the international banking community seems to
have plenty of room to finance the trade, in part because more and
more banks outside the old select circle are looking for a piece of the
action. The impact of the new oil money is a question that must be
left open. But money to finance East-West trade should be available
for some years.

The East European leaders are not really comfortable with a large
indebtedness, or indeed with rising dependence on the West. But
they presumably do not consider that they have much choice. The
alternative to rising indebtedness is a reduced growth rate; efforts
to expand hard currency earnings and shift purchases to clearing
currency areas can change the dimensions of the problem but not
eliminate the choice. Few East European leaders-Gomulka was the
notable exception-have been prepared to settle for a much lower
growth rate in the short term than seems achievable.

At some point, then, perhaps in the early 1980's, the East European
debts will become a political issue, simply because public financing
will be needed to keep the trade going. For better or worse, the deci-
sions taken then-perhaps between the EEC and CEMA-will begin
a new chapter in East-West trade.

Developments in the East European Countries

The East European countries responded in varying ways to the
challenge of trade with the West. The contrasting character of the
political leaders, the specific historical experience of the peoples,
and the spread in economic development were all contributing factors.
The following discussion of the individual countries is not intended
to explore these important differences, but simply to present the
accounts and to indicate the approach of each country to the oppor-
tunities and risks encountered in expanding trade with the West. The
considerable range of responses only highlights the common fea-
tures discussed above.
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BULGARIA

The Accounts

In some respects, Bulgaria's statistics are rather above average
for Eastern Europe. There is good information on tourist numbers
and a fair amount on foreign trade transport and the merchant fleet.
The foreign trade statistics, however, leave a question, not about
the terms of reference, which are clear, but about their accuracy.
For those transactions that can be checked, mostly with overseas
countries, Bulgarian and partner country figures often show dis-
crepancies, and it is possible that Bulgarian imports are understated.

For other current transactions and for the capital account, analogy
and Western sources provide the main basis. Unfortunately, Western
sources are scantier on Bulgaria than on other East European coun-
tries, although coverage has picked up in the last 2 years along with
Bulgaria's increased activity on Western markets.

As shown in table 1, significant deficits on transport and impres-
sive earnings from tourism are the two notable points in the current
account. Bulgaria greatly increased its merchant fleet in the 1960's
with the help of numerous purchases in the West as well as in Com-
munist countries. Since the mid-1960's the Bulgarian fleet has car-
ried a rising share of the country's trade with the West and incomes
from hard currency operations have grown. As a result, except in
1970, a year of high costs for ship charters, the net debit on transport
did not increase.

Bulgaria leads Eastern Europe (the six countries here consid-
ered) in tourism. Along with Romania, it has invested substantially
in developing the Black Sea coast for tourists, and earnings should
continue to rise.

The capital account is caclulated simply to finance the current
account, with the exception of exchange rate adjustments, which
further increase the rise in dollar indebetedness in 1970-71. This
simplistic expedient is unavoidable in the absence of any independent
indication of the magnitude of Bulgaria's indebtedness in the peliod.
Austrian specialists recently came up with a figure of $1.5 billion for
Bulgaria's indebtedness to the West in 1973.4 This is nearly double the
almost $0.8 billion figure for the end of 1971 that results from the pro-
cedure described above and shown in table 1. Deficits undoubtedly rose
very sharply in 1972-73, and exchange rates shifts in 1973 would have
some effect. Even so, present accounts do not yield a figure high
enough to appear consistent with the Austrian estimate.

Errors and omissions are of course inevitable, but there is no
particular reason to surmise a large cumulative total with either sign,
beyond the uncertainty already noted about the valuation of imports.

Calculated drawings and repayments on supplier credits for ma-
chinery and equipment are subtracted from the total estimated in-
debtedness to yield a residual of $461 million, most of which is pre-
sumed to reflect net drawings on bank credits and loans.

4 Estimate by Wiener Institut fMr Internationale Wirtshafts-vergleiche belm Osterreiehisches Tnstitut
far Wirtschaftsforseung, as cited by Eastern Europe Report, 25 January 1974, p. 18.
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The principal message, which becomes a familiar one in most of the
East European accounts that follow, is the rising importance of bank
credits and loans in the middle and late sixties. By the end of 1971,
they account for over one-half of Bulgaria's total indebtedness to
the industrial West. The Soviet-owned banks in the West have prob-
ably assisted Bulgaria in finding and financing credits while trying
to control Sofia's apparently limitless appetite for Western goods.

Bulgaria, the Special Client

Bulgaria is the least dependent of the East European countries on
trade with the West. As Jerry Crawford and John Haberstroh point
out,5 it is the one country whose imports of Western materials for "lead-
ing industries" grow less rapidly than the output of those industries.

The economy remains heavily dependent on the U.S.S.R. for ma-
chinery, crude oil, and a wide range of industrial goods. Three-fourths
or more of Bulgaria's imports-the share has tended to drop since
the mid 1960's-is still from the "socialist" world, and only about
one-sixth from the Western industrial countries. Yet indebtedness to
these countries at the end of 1971 was roughly 2% times the size
of its exports to them, a record for the area.

Bulgaria's fast growing imports from the industrial West are
partly explained with reference to Todor Zhivkov's approach to
economic planning, which still involves "storming"-the establish-
ment of very ambitious goals attainable only by extraordinary
efforts, though not to the extent of the "Great Leap Forward." Bul-
garian statistics do not readily yield a breakdown of imports from the
the industrial West. But Western figures (admittedly less satisfactory)
show no clear trend for imports other than machinery until late in the
plan periods, when they tend to rise sharply, with a berther rise in the
first year of the next period, as the economy adjusts. A sharp rise is
thus seen in 1964-66 and 1970-71.

A second factor is an acceleration of machinery orders in 1964-67,
followed by a sharp drop. Another such rise began in 1972 and seems
likely to continue for another year or two. The rise of purchases in
the mid-1960's may be explained by the consolidation of Zhivkov's
power in late 1962; Zhivkov, a strong proponent of rapid growth,
would not have wanted to be left behind by his neighbors. The sharp
drop in orders in 1968-69 would have resulted from financing difficul-
ties, especially, one may guess, the reluctance of the Soviet-owned
banks to go beyond a certain point in supporting the Bulgarian posi-
tion. in the present purchasing boom, Sofia seems to be operating
more on its own, but that does not rule out a restraining influence
from Mloscow if Bulgarian debts seem to be getting out of hand.

The cycles in Bulgarian purchases other than machinery do not
yield easily to analysis, given the substantial differences in coverage
between Bulgarian and Western trade data. At a guess, petrochemicals,
grain (in 1970-71), and feed might account for a good deal of the
upswing along with the metals imports indicated in Western statistics.

The machinery imports are quite characteristic of East European
acquisitions in the 1960's. Ships, bought to expand the merchant

' Jerry Crawford and John Haberstroh, op. cit.



692

fleet, are a big item. Early in the period a couple of substantial orders
were placed for locomotives. Otherwise, petrochemical installations,
paper factories, and a fertilizer combine are the main items. Very
little Western equipment was bought for the big iron and steel complex
at Kremikovtsi.

Bulgarian prospects for financing a rapidly growing indebtedness
rest on tourism and shipping and on expanded sales of agricultural
products, perhaps including in addition to the traditional early fruits,
vegetables, and flowers, an expanded sale of meat products. Like the
other East European countries, Bulgaria also is eager to move its
manufactures into Western markets. It has been successful, off and
on, in selling more of its specialty, fork-lift trucks and related equip-
ment; these furnish a particularly promising item for cooperative
ventures and compensation deals.

In the end, however, Bulgaria's margin of safety-along with that
of Western creditors-rests on two considerations: First is the limited
dependence of Bulgaria on a rapid growth in Western deliveries; in a
crunch, as in the past, Bulgaria can ease off purchases without serious
economic consequences. Second is the backing that the U.S.S.R. will
unquestionably extend-and the influence it will bring to bear-to
solve balance-of-payments problems that get out of hand.



[ABLE 1.-BULGARIA'S BALANCE OF PAYMENTS WITH THE INDUSTRIAL WEST

[in millions of U.S. dollarsl

1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971

Goods and services -- 61.8 -18.7 -8.6 -8.3 -27.5 -60.6 -81.1 -158.4 -100.5 -92.0 12.4 -70.9 -43.21. Exports to the industrial West ---------- 53.0 67.7 74.3 94.2 100. 1 133.9 155.0 217.4 222.6 217.1 242. 1 255.8 270.4Imports from the industrial West----------110.4 -.23.8 -79.7 -98.8 -123.9 -200.8 -237.4 -376.6 -321.8 -303.6 -233.9 -321.0 -334.82. Multilateral trade with the LC's: Met-1.4 4.3 4.5 4.0 3.3 5.3 5.9 10.3 18.7 13.5 18.6 18.3 33.23. Transportation: Net- - and---------------- -1.4 -1.2 -1.5 -1.7 -1.8 -6.3 -6.7 -8.7 -8.7 -7.2 -6.9 -14.7 -8.34. Travel: Net ------------------ na 1.2 1.6 2.5 4.5 19.4 18.4 25.1 21.2 28.1 35.1 38.1 47.05. Net ---- -3.3 -5.5 -6.2 -6.6 -7. 5 -10.0 -14.1 -21.2 -28.8 -34.3 -36.5 -39.9 -42.96. Other government: Net -------------- (1 (1 (1 (-I (? 2 (I) (I) (I) -7(1 -787. Other services: Net--------------- -1. 1 -1.4 -1.6 -1.9 -2 27 2? -4.7 -3.7 -5.6 -6?7 -. -.Transfer payments------------------- 2.7 2.5 2.2 2.1 2. 5 2. 1 2.6 2.6 2.9 4.2 4.6 6.5 7 3 c.8. Private: Earnings---------------- 1.3 1.4 1.5 1.7 1.9 2.2 2.6 2.8 3.0 3.4 3.9 4.6 5:7 Ci39. Government: Earningso------------- 1.6 1.3 .9 .7 .9 .2 .4 .2 .4 1.3 1.3 2. 5 2.2GApositivernumbent: Endiatues -------------- -i-.2 -.2 -.2 -.3 -.3 -.3 -. 4 -.4 -.5 -.5 -.6 -.6 -.6
Capital redTotaltgoodnand services and transfer ayments -59.1 -16.2 -6.4 -6.2 -25.0 -58.5 -78. 5 -155.8 -97.6 -87.8 17.0 -64.4 35 9Cptland monetary gold a…---------------59.1 -16.2 -6.4 -6.2 -25.0 -58.5 -78.5 -155.8 -97.6 -87.8 17.0 -64.4 -35.9Nonmonetary sectors:-2 2 -2. -6. -3. 451 19 35 -3610. Medium and long term (machinery): Net --- -9.2 -5.8 -56.4 -24. 5 ( 2I)2. 6. 3. 51 219 3 1.11. Short term (machinery): Net -------- -4.2 -.4 -2. 5 4.4 .~-7.7 -4.2 -14.2 -2.5 9.9 .4 -1.7 -1. 4Monetary sectors: 12. Liahilities: Net3 ........- 45.7 -10.0 52.5 13.9 -25. 5 -30.6 -50.9 -79.5 -58.6 -142.8 4-5.3 -66.2 '-20.9Cumulative end of year indebtednessa5- - -8----- -4.1 -100.3 -100.7 -112.9 -137.9 -196.4 -274.9 -430.7 -528.3 -616. 1 4-632.1 -696.5 '-787.3

O Negligible. I Adjusted upward for shifts in exchange ratesby 5.5 percent forend of year 1969 and 7.5 percent0 A positive numher indicates an increase in assets or a redaction in liahilities; a negative number forend of year 1971.indicates a reduction in assetsor an increase in liabilities. 'Starting positiorn is$25,000,000 at the beginning of 1959.a Includingothernonamonetaryand neterrorsandomissions.
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CZECHOSLOVAKIA

The Accounts

Czechoslovakia's accounts are estimated item by item from piece-
meal information, with some use of analogy (for "other government"
and "other" payments and for transfers). Czechoslovak writers have
discussed the balance of payments with the West as a whole, but the
underlying data seem to have come from accounting, not in devis a

clowns, but in internal crowns, for which the Czechs have bad a spe-
cial weakness. The discussion is well worth a look by specialists,
but is not very helpful for the present purpose. 6

The official foreign trade statistics are used in the present accounts,
shown in table 2, with rather more reservation than usually attaches to
East European trade data. The final annual statistics for this period
are invariably described as conforming to standard CEMA practice,
with exports and imports reported f.o.b. port or border of the ex-
porting country. That is doubtless true in principle. But some com-
parisons of Czechoslovakia's and partner country statistics (for those
transactions on which both partners report more or less comparable
quantities) suggest that Czechoslovak imports from the West tend to
be overstated. The overall trend of slowly rising deficits with the
industrial West-with occasionally minute surpluses-is certainly

not misleading. But the cumulative deficit of nearly $700 million

over the period could be significantly overstated. A 1-percent over-

statement of imports for the period, for example, would produce a

10-percent overstatement of the deficit.'
The cumulative surplus of about $100 million with multilateral

partners among the LDC's would similarly be understated, although

Czechoslovakia presumably keeps careful account of maritime costs,

largely in hard currency. In any case, Czechoslovakia earns unusual

amounts of hard currency in its trade with the LDC's in part through

munitions shipments. But the heavy hard currency costs involved in

overseas trade-including the fairly large trade with LDC's on clearing
account-have at the same time given Czechoslovakia the largest
deficit in the area on transport.

The remaining invisibles yield a small net surplus, largely because

of earnings on travel and transfer payments. Incomes from tourism
are fairly precisely known, whereas transfer payments are represented

by estimates. The rise in pensions and annuities beginning in 1968
represents chiefly a share assigned to Czechoslovakia of such payments

by the F.R.G. The estimate of private remittances represents mainly
a guess at the net hard currency earnings of Tuzex; cash remittances
alone would be much less and would not grow sharply.

The capital account reflects simply the financing of the current

account deficits on the assumption-which is not far off-of no net

liabilities (or assets) at the beginning of the period. Any errors and

omissions in the current account are accordingly reflected in the capital

account, and in the cumulative net indebtedness.

e See in particular, Karel Podlaha, "Struktura vnljsYch hospodfifskych vztahil a ekonomicki rovnovaha"

(The Structure of External Economic Relations and the Economic Balance), Planosave hospoddrstvi, April

1969, pp. 59-66, and VAclav Zahalka. "Poznimky k vyyoji platebri bilance CSSR" (Comments on the

Development of the Balance of Payments of Czeohoslov'akia), Za!.ranieno shckod, August 1971, pp. 9-11.

7 Austrian specialists have estimated Czech indebtedness in 1973 at $1 billion, which wou'd imply a 1971

flguie well below the present estimate. See Eastern Earope Report. 25 January 1974.
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There is some evidence suggesting that in fact indebtedness might
be overstated. An article appearing in late 1968 gives data on out-
standing liabilities of Czechoslovakia at the end of 1967 in convertible
currencies, expressed in crowns at a rate calculated at "internal
reproduction price equivalents" (vnitfni reprodukeni cenov6 vyro-
vniini, or VRCV).5 The rates for these crowns were 22.68 crowns=$],
and 18 crowns= 1 ruble. Converted at the dollar rate given, hard CuIr-
rency indebtedness comes to $101 million on long term and $280 million
on short term, only $381 million all told as against the $475 mil-
lion shown in table 2. The same conversion evidently produced
Premier Cernik's figure given out in April 1968 of a hard currency
debt of just under $400 million, largely on short term.9

If the original foreign currency figures were directly converted into
crowns at the rate given, the reverse conversion obviously will give
accurate results. A glance at other data expressed in VRCV crowns
seems to indicate that, instead, data used for domestic accounting
probably represented the starting point. Such an approach would have
had the evident advantage of permitting some public discussion of
problems involving "sensitive" information. It seems likely that the
reconversion of the VRCV data results in an understatement of in-
debtedness in dollars.'0

The same source gives other figures for the Czech capital position, in-
cluding a figure of $146 million in outstanding long-term hard currency
credits to the West. All or nearly all this amount, perhaps also under-
stated, would represent credits to LDC's." It obviously involves trade
not reflected in the balances with "multilateral partners," as shown
in the present accounts. For this reason, credits to the West are ignored;
it is assumed that the surpluses shown in table 2 represent net avail-
ability ef hard currency to Czechoslovakia to spend elsewhere. The
error involved in the current account could well be in favor of Czecho-
slovakia, the reverse could be true in the capital account.

The capital accounts shown in table 2 do seem to agree with the
Czech source cited in the relative weight given to indebtedness oln
supplier credits-if that can be equated with "long-term" indebted-
ness-and other indebtedness, here attributed to the monetary
account-if that can be equated with "short-term" indebtedness.
Czechoslovakia, like other Eastern European countries, was clearly
making increased use of bank credit in the late 1960's, to a, degree quite
typical of Eastern Europe as a whole.

Foreign Trade Under Three Leaders

Czechoslovakia had the distinction of two rather dramatic changes
in leadership in the 1960's. During much of the decade, political strug-
gle absorbed the attention of responsible officials, and there was no

Miroslva Koudelka Du§an Libnar, Miroslav Havel, "Penfzfi vstahy v 6SSR," enclosure to Hlospo-
d~irsk novinyi, No. 47, 

5
ecember 6, 1968, p. 6.

9 The remarks from Cernik's report to the National Assembly, were reported In Rud! Ptavo, April 25,
1968, p. 3, and reported by David Binder in the New York Times of the same dav dateline 1 April 24, per-
haps from an English language broadcast of the same day reported in FBIS Daily ieport, Eastern Europe.

10 Compare, for example, Karel Podlaha, op cit, pp. 59-60. This article, which in fact presents a global
balance of payments using VRCV data, gives alternative figures for 1967 foreign trade at both negotiated
prices and f.o.b. prices, which converted at the VRC\O rates, are substantially lower than those both ob-
tained by converting the usual devisa crown values at the official rate.

' See Vaclav Br6zlk, "Zahrantcnl uvtrov6 vztahy v 6s. platebni bilance" ("Foreign Credit Relations
in the Czecheslovak Balance of Payments"), Finanzce a atver., February 1972, pp. 93-94. He notes that 95
percent of long-term credits to the WVest are to LDC's.
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consensus on economic policy. The gradually rising deficits in foreign
trade and payments result, then, not from a consistent policy but
rather from caution and indecision and from the pressures felt by an
insecure leadership.

Throughout this period-and before-the conduct of trade with the
West was hampered by very small reserves. The substantial assets in

gold and foreign currency that the Communists inherited on seizing
power in 1948 had long since been exhausted. The only substantial
reserve remaining was the 18.4 metric tons of gold seized by Germany
in World War II; but this asset, though carried on the books of the
national bank, remained under the control of the United States pend-
ing a settlement of claims outstanding in 1948. A settlement was
initialed in 1964, but not signed; a new settlement has recently been
initialed.

In addition, the favorable market position held by Czechoslovakia
in the early postwar years was also a thing of the past. Reorientation
of the economy to trade with the U.S.S.R. and Eastern Europe had
been immediate and nearly complete. Stalinist economic policy, con-

tinued through the 1950's, had undermined Czechoslovakia's position
as an exporter of machinery, consumer goods, and high-grade food
products.

These considerations were not of great moment in the late 1950's
to the Novotny regime, formulating plans to "complete the building
of socialism" in the coming years. It remained for the reform move-
ment, which began to gather support as the economy ran into trouble
in 1962-63, to gather them up with the many long-suppressed issues,
that were ventilated in the mid-1960's. To their principal spokesman,
Ota Sik, the economic revival needed in renewing the whole society
would depend on much closer trade relations with the West.

The opening up of a vista of national revival did not much affect
foreign trade and payments. Alexander Dubcek, in his short period of

power, had too much else to think about. But the need for credits did

overstimulate some officials, including Dr. Sik, leading them to start
talking about a possible credit of up to $500 million from the U.S.S.R or,
if not, from the West. The matter was evidently discussed with Soviet
representatives and, informally, with Western officials and bankers.
These discussions did not get far; on second thought, everyone backed
away, stressing the problems of how to use such a credit to good effect.12

Apart from impatience and an inclination to think and talk big,
which cost the reformers dear, it is open to doubt whether they would
have moved as far or fast as the Romanian or, indeed, the GDR
leadership in expanding trade with the West. Nevertheless, the
episode does show that in Czechoslovakia, as in most other countries
of the- area, the idea of technological change had become important,
and was linked with acceptance of Western credits.

A gradual step-up in purchase of plant and equipment on medium-
term credit reflects the same development. The rise, evident in the
last years under Novotny, continued uninterrupted during 1968 and
through 1970, though purchases leveled off in 1971. Equipment and
installations for the chemical industry predominate in the larger

12 Interview with Finance Minister Sucharda, in Zernldelski noviny, Apr. 1i, 1968, p. 3: press conference of

Prertier Cernik and Vice Prernliers Gustav Husak and Ota Sik, May 14,1968, BBC SWB EE/2772/cl/i,

May 17, 1968.
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Czech purchases; otherwise, smaller orders for automotive equipment
are the most frequent, along with a papermill and equipment for a
pulpmill. Cumulative net drawings on medium-term supplier credits
for plant and equipment ran about $325 million over the period;
including short-term credits for machinery, net drawings totaled nearly
$380 million.

Apart from substantial purchases of Canadian grain financed on
medium-term government credit through the mid-1960's, bank credits
increasingly figured in Czech indebtedness. Already by early 1967 the
Foreign grade Bank had entered into interbank agreements, in particu-
lar with French and English banks, for long-term financing of imports
of machinery and equipment."3 Public mention of large credits con-
tinued into 1969. Premier Cernik in February was reported to have said
that Chechoslovakia had "obtained pledges" for $200 million to $300
million in commercial credits "to help make her outdated industry
competitive," according to the New York Times man in Prague, and
was still talking about the need for larger credits.14 Late in the same
year it was reported that the U.S.S.R. had agreed to help Czech-
oslovakia buy what it needed in the West as part of the trade agree-
ment for 1970-an indication, one would assume, of high-level ap-
proval for substantial loans by the Moscow Narodny Bank.14 European
banks have not had a monopoly on the business. A Prague interview
with the president of Manufacturers Hanover Trust Co.,"5 noted, for
example, the long record of his bank in financing sales of materials,
especially corn and soybeans, to Czechoslovakia.1 '

The hard currency position of Czechoslovakia seems less secure than
that of its immediate neighbors in Eastern Europe. With debts
running substantially more than the value of exports, and an economy
heavily committed to heavy industry, it lacks an obvious way of
stimulating a rapid growth of earnings. But Czechoslovakia is safely
within the limits of what has become acceptable-in the East and in the
West-and doubtless will stay within these limits.

H Ho spoddsakJ swtiont, 17 March 1967, p. 5.
'4 New York Times, Feb. 8, 1969, p. 1.
1' Reuters, East West Trade News, Nov. 6, 1969, p. 5.
1I Prague English language broadcast to Africa, FBIS Daily Report, Eastern Europe, May 19,1973.

32-765-74-45



TABLE 2.-CZECHOSLOVAKIAS BALANCE OF PAYMENTS WITH THE INDUSTRIAL WEST

lin millions of U.S. dollars]

1959 1960 1961 1962 1963 1964 1965 1966 1937 1968 1969 1970 1971

Goods and services- -12.0 -62. 5 -84. 3 -66.2 -37.4 -104. 7 -102. 9 -123.6 - 46.1 -111. 8 -78. 8 -242. 5 -202. 3
1. Exp-rts to the industrial West - - 278.5 304.2 345.6 320.3 360.1 407.2 439.2 490.7 526.1 552.2 678.9 746.4 816.5

Imports from the industrial we - - -275.8 -325.6 -393.1 -354.6 -352.6 -455.0 -486.7 -561.2 -522.2 -630.7 -688.9 -879.9 -964.9
2. Multilateral trade with the LDC's. net 7.3 -13.9 1. 5 2.7 -4.0 .1 4.5 7.7 8.6 32.7 16.5 -1.8 34.8
3. Transportation: net - -- 19.4 -22.6 -29.8 -22.7 -32.9 -44.8 -46.9 -36. 7 -35.6 -35.4 -38.9 -53. 1 -34. 2
4. Travel: net ----------------- 2.8 3.6 3.8 5.2 5. 8 10. 3 14.5 16.8 18.5 19.5 8.8 13.0 23.7
5. Investment income: net -- -1.3 -4.8 -8.5 -10.6 -13.9 -19.3 -25.1 -29.0 -32.2 -36.0 -45.4 -57.1
6. Other government: net -1.0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0
7. Other services: net - -- 4.4 -5.9 -6. 5 -7.6 -2.2 -7.6 -7. 2 -14.8 -11. 5 -16.9 -17.3 -20. 7 -20.1

Tran~fer payments- 21.4 19.7 18.0 17.3 20.8 17.9 22.4 21.9 25.2 31.8 31.6 40.4 38.3
8. Private earnings -- - - - 10.3 11.0 11.9 13.4 15.4 18.0 21.1 22.4 24.2 24.2 24.2 24.2 24.2
9. G~vernment: earnings ------ ------- 12.0 9.7 7.1 5.1 6.9 1.5 3. 1 1.5 3.1 9.9 9.9 18.8 16.9 OZ'

Govornment: exparditures - - -.9 -1.0 -1.0 -1. -1. 5 -1. 6 -1. 8 -2. 0 -2. 1 -2. 3 -2. 5 -2. 6 -2. C
Total goods and services and transfer pay- 0

ments and services and 9.4 -42.8 -66.3 -48.9 -16.6 -86.8 -80.5 -101.7 -20.9 -80.0 -47.2 -202.1 -164.0
Capital and monetary gold' --- 9.4 -42.8 -66. 3 -48. 9 -16. 6 -86. 8 -80. 5 -102. 7 -20.9 -80. 0 -47.2 -202.1 -164. 0

Noomnoetary:
10. Medium and long term (machinery): net.. -22.0 -13.0 -10. 1 -8.7 -8.4 -4. 5 -12.9 -42.9 -10.0 -31.2 -38. 5 -54.2 -69.2
11. CCC credits: dra. ings --- - - - 6.3 -2. 6 -----------------

CCC credits: repayments ---- - -- 5.9 1.0 1.0 1.0
12. Shortterm (machinery): net - - -11.5 9.2 -3.5 -3.2 -.3 -2.1 -6.6 -3.4 -4.2 -2.6 -14.1 -10.0
13.-Canadian E.C.I.C.: drawings - - - - -15.7 - - - -7.8 -46.7 -29.5 -.2 -7.4 -7.3 8 -i-9 -
14. Canad an E.C.I.C.: repayments - - - - - - 10.5 5.2 -- - 5.2 33.7 35.5 9.8 4.9 7.4

Monetary:
15. Liahilities: nlt3........................ 47.9 -37.9 -35.9 -36.2 -17.8 -76.5 -12.9 -24.3 -42.1 -72.3 6.2 2-141.0 -98.3
16. Gvld expenditures - -- 5. 6 -1.1 -1.1 -. 8 -.6 -1.1 -1. 4 -. 5 -1.4 -3. 0 -4. 3 -2.8 -3. 9

Gold. earnings -. 6 ------------------------------------------------------------------------------
Cumulative end of year i debtedness - - - -41. 7 -106. 9 -155. 0 -171. 0 -256. 7 -335. 8 -437. 0 -456. 5 -533. 2 -599. 5 -798. 8 -1, 021. 2

X A positive number indicates in increase in assets or a dacrease in liabilities; a negative number 2 Adjusted upward for shifts in the exchange rates by 4 percent for end of year 1969 and 6.5 per-
indicates a decrease in assets or an increase in liabili-is, cent for end of year 1971.

3 Residual which includes supplier credits for materials.
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GDR

The Accounts

The GDR withholds nearly all information bearing on foreign pay-ments except for the basic foreign trade statistics published in the
statistical yearbooks. A slight easing of restrictions in the late 1950's
was reversed by the early 1960's. Since then the general economic
literature of the GDR has been almost devoid of useful statistical
data, although technical publications occasionally contain something
of value.

The diverse and important transactions of the GDR with the FRG,
however, are covered more or less in West German official publica-
tions, scholarly studies, and news stories. FRG officials and business-
men are evidently disposed to be discreet, but the open character of
West German society has led to the publication of a good deal of
information on services, transfer, and credits, as well as on trade. This
material has been used extensively in drawing up the present accounts.

GDR trade statistics are used with some confidence, although they
present anomalies." The main (leviations from Western partner
country statistics are similar to those shown by other East European
countries. Comparison with appropriate FRG statistics 's is reassuring,
given the irreducible differences to be expected from the treatment of
transport, consignment sales, and end of ylear accounting cutoffs.

GDR statistics must be adjusted, however, to allow for the rise in
the value of the West German Deutschemnark in late 1960 and late
1969. The GDR has continued to convert DM (referred to in intra-
German trade as "accounting units") to East marks at "parity,"
that is, at a rate equivalent to 4.2 to the dollar (through 1971), thus
understating the growth of intra-German trade (including trade with
"Westberlin") and its share in total GDR trade.

'I'he GDR shows a net deficit on servrices in spite of rising ca h
receipts from West German traffic with West Berlin and travel t
the GDR. The chief causes are expenses for ship charters, port charges,interest payments, costs of representation in the West (not offset by
significant Western expenditures in East Berlin), the support of sub-
versive activities in the FRG, and payments in DM to Reichsbahn
workers living in West Berlin. Published FRG statistics are used in
estimating services along with physical data, which form the basis for
the travel account and for the transport account with other Western
countries. Interest payments reflect the average cumulative indebted-
ness (exclusive of the interest-free swing and overdue payments to
West German suppliers), with rates averaging 7.5 percent plus for
FRG credits and 6.5 percent for other credits.

The biggest problem concerns earnings from transfers which became
hlrge in the late 1960's. These in part represent DM purchases by
West Germans of goods to be delivered to relatives in the GDR by
Genex,' 9 contributions of the Evangelical Church to help support the

I1 In particular, trade with the West contains a rather large residual not allocated by country.'; Thoste of the Economics Ministry. The other official series, that of the Federal Statistical Office, differsfus tre sting deliveries for processing and return on a gross basis a,,d in includilsg deliverioi that are not paidto:, together with deals financed in third countries. Ois all three counts, the series is unsuitable for bal~,sce-of-pavments purposes. Differences are summarized by Horst Lanibrechl. Die Entwickluny des Interzonen-handels "it seinen Anft iqn bis zur Gegenworf. West Berlin, 1965, pp. 29ff.'9 tieschenkdlenst u Id Kleinexport Gmbli, founded in 1957. This organization has a network of repre-sentsitives in the FRG, plus representation in Copenhagen and Zurich, and offers a catalog with 850 items.At Iia ., 1969, p. 234.
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'churches of their brethren in the East, FRG payments to the GDRfor releasing prisoners and allowing families to be reunited, and FRG
payments on certain GDR claims.

Little has been published on these payments. Rough magnitudes,of West German purchases on behalf of relatives are indicated byPolish and Czech success with their own programs (through Orbisand Tuzex). Total remittances per year are allowed to rise from $5million in 1959-60 to $25 million in 1971. The needs of the EastGerman Protestant congregations offer an indication of West German
contributions, which are put at $5 million a year. Ransom paymentsare calculated from recent statements, indicating that in the 2-yearperiod 1969-70, payments ran about $29 million; in 1971, $27 million
was paid as the first installment on a bigger deal.20 It is assumed onthe strength of the figure for 1969-70 that payments ran between $10million and $15 million a year, beginning in about 1963, that is, thesecond year after the Berlin Wall. The FRG has announced payments
on GDR claims.2 'In the (capital account, outstanding supplier credits for machinery
and equipment rose to roughly $300 million by the end of 1971,divided about half and half between the FRG and all other Westernpartners.22 FRG short-term supplier credits, mainly for steel and
other materials, are much larger than those extended by othercountries. At the end of 1971 net drawings ran some $200 million;considerable amounts of supplier credits for materials are assumed
also in other GRD trade with the West.

Bank credits have played a substantial part in GDR purchases
outside of West Germany, although less so than in those of most other
East European countries. Credits outstanding were substantially
reduced in 1967-69, then boomed again. Presumably, many were
arranged by the Moscow Narodny Bank in London and the Banque
Centrale de l'Europe du Nord in Paris, both Soviet owned although
some financing has come directly from Swiss and perhaps Swedish
banks. The political isolation of the GDR would have led to reliance
on these sources. Only since 1971 has the GDR begun to rely sub-
stantially on other sources, including commercial banks in Japan and
the United States.

GDR drawings represent in part the financing of extraordinary
agricultural purchases in 1964-66 and in 1971-72. Given the large
amounts, running to $50 million a year, medium- and even long-term
credits could have been extended, well beyond the terms usually
available. The need for bank credits rose with the acceleration ofdemand for metals, chemicals, and other materials beyond the GDR's
ability to finance these purchases on the usual commercial terms.
Beginning in 1969 such imports outran all others, and it is esti-
mated that by the end of 1971, drawings on Western lines of credit
financed a large fraction of such purchases. Net drawings on supplier

20 A total of 273.4 million DM for 1969-72 is given by Der Spiegel, 17 December 1975, p. 18. Som e corrobora-tion would evidently be desirable. The figures for 1971 and 1972 are 93 million DM and 70 million DM, re-spectively, from a statement by a CD U deputy, citing official sources, as reported in a DPA broadcast
of 18 December, 1972. BBC SWB EE/4175/Al/6, 20 December, 1972.21 The GD t claimed compensation for the withdrawal of subsidies on deliveries of petroleum productsUnder EC regulations and for underpayment (at internal FRG rates) of postal and telecommunications
(and later transport) services.

22 FRG publications have shown outstanding balances on "medium-term" credit since 1967, when facil-ities for such credit with government backing were first provided. The analysis done for these accountssuggests that some medium-term credits not backed by FRG government instrumentalities are includedin the reported totals for "short-term credit". The "mediun-term" indebtedness by now includes also
long-term credits.



701

and bank credits for these purposes amounted to over $400 million
by then.

Other capital items represent GDR indebtedness on the "swing
credit" in intra-German trade, overdue GDR payments to FRG
suppliers as reported in the West German press, and GDR outstanding
credits extended to the FRG. In addition, there were GDR gold
purchases of over $100 million in the London market in 1967-68,
which have been followed by rising sales in the same market.23

Credit and Politics: A Bit of History

Policies on trade and payments have reflected the GDR's struggle
to impose itself as a believable rival of the FRG. During the 1960's
the Ulbricht regime continued stubbornly the effort to achieve high
growth rates and modernize the economy. Ulbricht tried to work
the West German connection for whatever it was worth without
political concessions, while turning elsewhere for larger credits. He
moved too fast; his successor Erich Honecker must go more slowly,.
but inevitably down the same path.

In 1959-61, the first 3 years covered in the payments accounts, the
GDR was struggling to fulfill the 7-year plan to "overtake and surpass"
West Germany by 1965. To do so, the leadership ran mounting deficits
not only with the West, as shown, but also with the U.S.S.R. Even so,
by 1961, shortages of materials were spreading, producer inventories
of goods in process were rising, and lags in construction lengthened
rapidly.

The Soviet Government, facing similar problems, called a halt. So
in 1962-63 Ulbricht had to retreat and regroup, balancing payments
both with the U.S.S.R. and with the West. The deficit with the
West was small in 1962 and, as Ulbricht himself pointed out, payments
were balanced in 1963 for the first time since 1958. Indebtedness to
the FRG increased, but there was an even sharper reduction in pay-
ments overdue, while indebtedness to other Western countries rose
only slightly. The GDR growth rates dropped to just over 2 percent
per year. 24

Ulbricht had looked for a way to prevent a downturn. During 1961
the GDR had been on a campaign to free the economy from FRG
interference (Storungsfreiheit), as a result of Bonn's threat in the fall
of 1960 to suspend interzonal trade. In February 1962, however,
Ulbiicht had two proposals for sizable credits submitted to FGR
representatives. The first was for annual deliveries of 3 million tons
of West German coal for 10 years, with delayed repayment, presum-
ably on clearing account. The second was for a deal under which the
FRG would deliver $125 million worth of machinery in 3 years, to
be repaid in kind.25

FRG officials apparently considered these proposals seriously and.
discussed them over a considerable period. But the Berlin crisis and
the Berlin wall remained fresh in memory. It was too soon for con-
sensus on large-scale deals with the GDR without some tangible polit-
ical gain. When it eventually became clear that none was obtainable,

23 Transactions In other markets are not known.
'4 As reflected in GD R statistics through 1967.
2t Lead article Neues Deutschvand, 30 May 1962, pp. 1-2: speech of Walter Ulbr'cht Neue, -Deutchland, 2OJune 1962, pp. 4-5; and unsigned article in the Fall Leipzig Fairissue ofDie Wirtschajt, September1982, p.9.
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the negotiations petered out. Khrushchev had the last word. Presum-
ably with reference to the same offer, he remarked in early 1963:
"If West Germany is still haggling about credits, one must say: a
year or two will pass, then they will offer credits but the GDR will
do( without them." 26

Beginning in 1964-65, GDR trade with the West picked up, and
indebtedness rose again, gathering momentum through 1967 in
response to renewed economic growth and sharply increased agricul-
tural purchases in the West. Then in 1968 came a pause. The explana-
tion seems to lie in changing trade relations with the U.S.S.R. The
achievement of Ulbricht's ambitions for the economy had been com-
plicated by the less generous approach of the Brezhnev government to
materials export as reflected in the 1966-70 trade plan. 'lhis plan was
adopted over the stubborn opposition of Ulbricht's chief adviser,
Erich Ape], who committed suicide upon the signing of the agreement
in December 1965. By 1967, the Soviets were making new demands for
"investment" in Soviet materials and for sharply increased GDR
imports of Soviet machinery; at the same time, Soviet commitments of
some materials were significantly cut back. Ulbricht's response, an-
nounced at the seventh Party Congress in 1967, was an independent
GDR line on economic polic y, which would emphasize rapid structural
change. To work out the projects, to place contracts in the West, and
perhaps to win Brezhnev's acquiescence was the work of 1968. The
temporary relaxation of the tempo is marked by the unique balance
of payvments surplus shbwn in that year.

The main obstacle to accelerated technological change, that of
financing, was considerably eased by a more forthcoming approach
by the ERG. The GDR perceived in the change in Bonn under the
Kiesinger/Brandt coalition not only the promise of more credits and
greater access to the FRG markets but also the opportunity to squeeze
more out of the Berlin traffic and intra-German travel. Already in
1967, the West German Government had moved to stimulate trade by
eliminating the requirement (part of a 1960 agreement on intra-
German trade) for annual settlement of swing balances. Though never
actually imposed on the GDR, the requirement had-as intended-
limited GDR resort to the swing. In the spring of 1967 Bonn had also
set up facilities to insure and partly finance medium-term credits for
the GDR. These initiatives were followed in 1968 by further liberali-
zation of the swing credit, and by providing for annual increases in
quotas for machinery deliveries in both directions.

At the same time, the FRG succeeded in settling GDR claims for
compensation in return for the elimination (under Common Market
rules) of domestic subsidies for synthetic oil products, from which
GDR deliveries had benefited (as "domestic" product). These deals
were capped in August by the GDR announcement of a doubling of
charges imposed on Berlin highway traffic and the obligatory currency
exchange by Western travelers in the GDR, and the imposition of
visa fees on such travelers. All told, these changes produced in 1969-70
a rise of $100 million in FRG credits, furnished to the GDR together
with a substantial rise in the GDR cash intake.

In 1969-70 the results appeared in accelerated purchases in the
West, which in the end must have run considerably above the original

26 Neue8 Deutschland, January 18, 1963, p. 2.
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projections. The large trade deficit in 1970 running over $300 million
was accompanied by substantial deficits with the U.S.S.R., Hungary,
and Poland. Even so, by the fall of 1970 the headlong growth of the
economy, and especially of investment, had outrun supplies of fuels
and many intermediate products, and the backlog of unfinished
investment had mounted. As in 1961, it was necessary to change
course, but this time, Walter Ulbricht reacted too slowly, and in the
fall of 1970 the Politburo took the decision out of his hands. This
impasse could well have contributed to the fall of Ulbricht, who was
replaced in May 1971 by the long-time heir apparent Erich Honecker.

The new leadership did not try to slow down the economy abruptly,
wisely no doubt, in view of its momentum. Honecker tried to hold
dlown. discretionary imports, but accepted a still larger deficit in 1971,
raised by exceptional agricultural purchases from the 1971 crop, as
mentioned earlier. Heavy reliance on short- as well as mediullm-tern
credit greatly complicated the job of managing trade.

The regime's efforts to hold down deficits have not abated since
1971. But Ulbricht's large investments in new technology, above all
in petrochemicals, along with increased production and consumption
of livestock products, have tied the economy still closer to the Western
market. The shortfall in Soviet agriculture in 1972, sharp rises in
world market prices, and finally the energy crisis emerging in 1974
have all aggravated the problem of trade and payments. And, in
spite of having won the long struggle for recognition, the GDR is
still very much on its own. The only apparent source of hell) is the
FRG, but prudence-indeed, fear-seems to preclude rapprochement
and Soviet policy would seem to set limits to the possibilities of
blackmail. It is hard to see a way out.

The gross GDR debt to the industrial West, by 1971 somewhat
larger than its exports to the area, is not the crux of the problem.
The problem, rather, is the uncertain prospect for sharply increased
GDR earnings, either from exports or from services. The regime has
clone fairly well so far, but as Soviet prices for oil and other materials
go up it wvill be very hard to maintain recent rates of increase in hard
currency earnings. The present outlook is that the GDR in the end-
after years of battling to achieve a destiny of its own-will have to
settle for such growth, prosperity, and importance as may suit the
Soviet Union.



TABLE 3.-EAST GERMAN BALANCE OF PAYMENTS WITH THE INDUSTRIAL WEST

[In millions of U.S. dollarsl

1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971

Goads and services:
1. Exparts to the industrial West ---------- 412.0 441.2 449.6 420. 5 485. 8 551.0 630.6 651. 1 686. 0 726.6 935. 3 1, 057. 5 1,134. 2

Imports from the industrial West --- -431. 5 -511.0 -477.1 -417. 5 -431. 2 -558.1 -637.9 -778.9 -749.6 -703. 4 -992. 5 -I, 350. 5 -1 414 7

2. Multilateral trade with the LDC's: net------------ .2 1. 8 -9.1 -4. 3 -5. 1 -8. 3 -10.9 -13. 1 -11. 6 -11. 5 -4.0i -1. 1
3. Transportation: net ------------- - -29.0 -28. 8 -25. 9 -12. 5 -15. 4 -27. 0 -52.8 -38.7 -32. 9 -24. 8 -35.1 -49.9 -41. 9
4. Trovel: net -1.3 .----_2 -2 3 - 8 1.8 1.5 9.0 23. 8 30.0 18.3 22. 3 24.1 32.4 34. 3
5. Isvestmentincome: credit - - - 1.2 1.2 1.2 1.2 1.5 1.5 1.8 2.0 2.5 3.0 4.0 6.0 8.6

Investment income: debit - - - -6.0 -11.2 -18.2 -22. 5 -25. 7 -28.0 -30.9 -38.0 -44.6 -44.3 -42.1 -55.6 -69.2

6. Other government: net--- -- - -- -13.7 -19.2 -19.7 -20.4 -20.7 -21.1 -21.3 -21.5 -22. -9.8 - --. 4 2. 4

7. Other services: net-------------- - -3.8 -4.0 -4. 0 -4. 0 -4. 0 -4. 5 -8.8 -8. 8 3.7 3. 7 3.7 10. 4 8. 3
Transfer payments:

8. Private: earnings - --------- ------. 10. 0 10.0 12.0 15. 0 18. 0 21. 0 25.0 27.0 28.0 29.0 30.0 30. 0 30.

9. Government: earnings- - - - - - 5.0 10.0 10.0 10.0 12.0 12.0 30.2 29.0 33.6 98.6
Total goads and services and transfer pay-

ments - - - -50. 6 -120. 3 -79. 5 -42. 5 15. 5 -51. 2 -68.8 -174. 7 -112. 2 20.9 -55. 1 -290. 6 -210. 5

Capital and monetary gold'I-------------- -50.6 -120. 3 -79. 5 -42. 5 15. 5 -51. 2 -68.8 -174. 7 -112. 2 20.9 -55. 1 -290.6 -210. 5
Nonmonetary:

Liabilities to FRG:
10. Swing: net.--------------18. 3 9. 5 9.0 6. 2 1.0 - ------ ----- 32. 5- ------------ 42. 5 -8. 2 -5. 7
11. Overdue payments: net - - -6.0 -12.5 25. 0 -20.0 31. 2 1.2 12. 5 -36.2 -8.8 -45. 0- - -87.7 92.
12. Short term credit: net--------- -.7 -5. 8 -9. 0 -3. 5 -11. 2 -20.0 -12. 5 -3. 8 -5.0 10. 0 -17. 5 -47.9 -34.2
13. Medium term credit: net- - - - - - - - - - 37. 5 37. 5 -12. 5 -20. 5 -21. 6

Others:2a
14. Medium term: net - --------- -4.9 -7.1 -2.9 -11.6 -9.1 -6.7 -10.4 -28.7 -25.2 6. 5 -10. 8 -46.0 -66. 6

15. Shortterm: net - -- 2.9 -.5 -2.2 -.9 -2. 9 2.8 -3.7 -11. 2 -1. 2.5 2. 8 -9.0 -1.5
Assets (with FRG): net ---------------- 1.2 1.2 1.2 2.5 6.2 25.0 12.5 41.1 28.7

Monetary:'
Bank credits: net' - - - -17.8 -98.9 -99.4 -12.7 5.3 -29.2 -55. 3 -64. 4 12.2 133.0 7. 3 -98. 2 -120. 2

Gold: net----- - - - - - ------------------------------------- -5 -.6 -.4 -52. 4 -73. 6 5.6 9.2 32.6

Exchange rote adjo stment- -- -5.0 - --- --- 23. 4 -114. 0

Cumulative end of year indebtedness with the FR6 a-- -80 .0 -103.8 -101. 3 -96.2 -71. 3 -93.8 -91. 2 -168.3 -200.0 -202.5 -298.4 -462.0 -497.0
Comolotive end of year indebtedness other 4...... -75. 7 -182. 2 -286. 7 -311. 9 -318. 6 -351. 7 -421. 1 -525. 4 -540. 1 -398. 1 -398. 8 -552. 0 -740. 3

Total cumulative end of year indebtedness - -163. 7 -286. 0 -388.0 -408.1 -389. 9 -445. 5 -512. 3 -694. 2 -740.1 -600. 6 -697. 2 -1, 014.0 -1, 237. 3

A positive number indicates an increase in assets or a reduction in liabilities, a negative number 5 Starting point for end of year 1958 is $53,109,000.
in dicates o reduction in assets or an increase is liabilities. 4 Starting paint for end of year 1958 is $50,500,000,

2Residual, which includes sopplier credits for material$.
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HUNGARY

The Accounts

Hungary's extensive public discussion of planning problems and
broad coverage of domestic economic data have been accompanied by a
very discreet approach to questions of foreign payments. Extensive
research and estimating have gone into the present estimates. Balance-
of-payments information was provided in 1972 by the Hungarian
National Bank to subscribers to a large Eurobond issue. This informa-
tion has not been published.

The merchandise and transport accounts shown in table 4 reflect
the use of c.i.f. import statistics, which Hungary has adopted in pref-
erence to the f.o.b. accounting standard in CEMA. The transport
account is affected in two ways. First, the calculated hard currency
cost of transport and insurance on imports, from the exporter's port or
railhead to the Hungarian border, must be excluded from the transport
balance. Second, the net deficit on transport must be further reduced
by the amount of such costs (chiefly for transit, forwarding, and ship-
ping) paid in other currencies, especially rubles. The deficit on trans-
port would be much larger if the merchandise account were f.o.b./
f.o.b. (as generally in Eastern Europe); for example, the deficit in 1971
would be about $30 million. In Hungary's internal statistics, the whole
problem can be evaded by using contract price data for trade, but such
statistics are not published for the industrial West.27

The deficits shown for most years since the early 1960's in Hungary's
4 multilateral" trade with the LDC's are not unrepresentative of Hun-
gary's trade with the whole group, including "bilateral" partners. But
the deficits shown would turn into surpluses if the imports were priced
f.o.b., not c.i.f.

Apart from the problems associated with the use of c.i.f. import
statistics, the Hungarian accounts present only the normal estimating
problems noted in the methodological note. Fairly good data can be
put together for travel. Private transfers (remittances) may be some-
what on the high side.

The capital account is designed to finance current account deficits,
allowance being made for a small estimated starting debt, a guess at
the doubtless substantial addition to Hungary's deposits in Western
banks, the relatively small gold sales and purchases on the London
market, and exchange rate shifts. This approach leaves all errors and
omissions reflected in changes in the gross Hungarian debt position.
They are also reflected in the estimate for the monetary sector, which
represents the residual within the capital account.
i A partial corroboration of this approach, is offered by a statement
in early 1970 by Bela Csik6s-Nagy, the well-known senior economist
active in planning economic reform. He reported that Hungary's
liabilities to the West had increased in 1966-69 by 2 billion foreign
exchange forints, or about $170 million.28 The present account shows
a rise of $158 million. The figure cited by Csikos-Nagy probably
refers only to hard currency. In any case, it represents a minimum
figure for the rise in indebtedness to the industrial West. Any hard

27 Data at contract prices are published only for "ruble trade" and "dollar and other" trade.
28 .Magyar hirlap, February 10, 1970, as cited by RFE.
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currency balances in "multilateral" trade with LDC's (at contract
prices) wouldC be an asset rather than a liability. It is quite unlikely
that bilateral balances with LDC's were included, but such balances
(at contract prices) were also positive.

As constructed, Hungary's capital account reflects a restricted use
of medium- and long-term supplier credit and the extensive use of
Western bank credits and loans. The Hungarian National Bank was
the pioneer in establishing close relations with Western banks, the
basis for the Eurodollar bonds that Hungary began putting on the
market in 1971. Hungary's credit remains very high with Western
bankers.

IHungary's Policy: A Small Difference

Adaptability has been the aim of Hungary's economic policy. To
the KadAr regime it has never seemed possible either to avoid or to
ignore the risks of growing dependence on foreign trade. It is doubtless
true that these are greater for Hungary than for most other East
European countries, but the distinctive character of Hungarian policy
appears to be quite as much, if not more, a matter of culture and
history.

In trade with the industrial West, one notable indication of Hun-
garv's approach has been a relatively small share of machinery, and a
relatively large share of industrial materials, especially chemicals, in
Hungary's imports. The share of machinery rose to more than 20
percent only in 1966, and even a splurge of orders in 1971 brought it
to just over 25 percent. Not surprisingly, Hungary has made few
sizeable purchases-two chemical plants, a large order for papermaking
equipment, and substantial investment in automotive plant and
equipment-together with several lots of railroad rolling stock. Cumu-
lative net drawings on these credits over the period comes to only
about $150 million, plus an estimated $50 million in short-term
supplier credits.2 9

Hungary's reliance on bank credits and loans is correspondingly
great. This seems to be explained in part by the composition of
Hungary's imports-supplier credits beyond two years are rarely
available for purchases of industrial materials. But the privacy
and flexibility of bank financing also appeal to the Hungarians. The
reputation of Hungary's National Bank and of its key executive, JAnos
Fekete, is well established, and Hungary has presumably had to
depend less than other East European countries on the good offices of
the Soviet-owned banks.

In spite of the importance of Hungarian drawings on lines of credits
and growing use of syndicated interbank loans, published information
does not provide much of an idea of the total. Loans floated on the
London market in 1968-71 amounted to $120 million (including the
$50 million Eurobond issue offered in late 1971), of which $40 million
had been repaid by the end of 1971. But these loans account for as
little as one-fifth of the total outstanding, which by then amounted to
roughly $600 million. Much of the remainder was obtained on the
West German market.

Other direct financing rounds out Hungary's indebtedness. The
National Bank floated a Eurobond issue of $25 million in early 1971

29 In addition Hungary bought $4.5 million worth of agricultural commodities on CCC credits.
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(as well as an additional $50 million bond offered in December 1971,
not taken into account in the present estimates). The CEMA Invest-
ment Bank in the same year granted credits to Hungary, including
about $7.8 million in hard currency, to expand and modernize the
Ikarus plant (which produces widely sold buses) and to invest in the
state railroad.

The emphasis in Hungary's policies has been shifting. The rise in
the share of machinery imports since the mid-1960's suggests that a
growing need for Western technology was indicated by the intensive
study that accompanied the 1968 reform. When enterprises were given
somewhat more leeway to import, especially in 1970-71, machinevYr
imports led the way. The growth of machinery imports was interrupted
in 1972 by controls imposed after the suddenly increased deficit in
1971, when earnings from agricultural exports dropped more sharply
than expected. But machinery imports have begun rising again, both
absolutely and as a share of total imports.

The big increase projected in 1971 in "dollar" imports as a share of
inputs (direct and indirect) to investment from 7.3 percent in 1968 to
10 percent in 1975 was already overachieved in 1972.30 Such a rapid
rise in machinery imports will probably not be repeated. But the long
terms available and subsidized interest rates often extended on sup-
plier credits for large orders of machinery and equipment look attrac-
tive today relative to bank financing, especially given the prospect of
continued inflation.

80 The study is summarized in Istvan Ormzagh, op. cit.



TABLE 4.-HUNGARY'S BALANCE OF PAYMENT WITH THE INDUSTRIAL WEST

[In millions of U.S. dollars]

1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971

Goods and services -- 22. 5 -66.9 -89.0 -47. 4 -42. 6 -92.9 -64. 5 -36. 0 -78.1 -73. 3 0. 8 -96.4 -296.6

1. Exports to the industrial West -170 9 182.9 185. 2 209. 0 268. 4 291.2 321. 5 377. 3 391. 4 386.6 507.4 626. 0 622. 9
Imports from the industrial West -- 176.6 -234. 3 -255.1 -251.9 -313. 2 -380. 2 -379. 9 -397.9 -444. 9 -428. 8 -490. 4 -699.1 -889. 4

2. Multilateral trade with the LDC's: net -2.6 6.5 4.7 3.2 -4. 6 -9. 8 -8.1 -7. 6 -3. 3 -.1 5.5 -1. 4 -1. 8
3. Transportation: net -- 15.4 -16.5 -14.7 5.0 22.6 23.3 18.0 11.0 -2.4 -5.6 1.6 -2.8 -9.4
4. Travel: net - ----- ---------- .6 1.3 1.7 1.9 1.1 2.3 7.2 10.2 10.6 9.7 12.1 20.0 29.2
5. Investmentincome: credit -2.0 2.3 2.7 3.0 3.3 3.7 4.0 4.3 5.0 6.0 7.0 7.5 8.0

Investment income: debit -- 3. 6 -5. 5 -9. 7 -13. 2 -15. 3 -18.7 -22. 7 -24.9 -27.9 -31.8 -32. 9 -35. 5 -44.9
6. Other government -- 1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0
7. Other services: net -- 2.0 -2. 6 -2. 8 -3. 4 -3.9 -3.7 -3. 5 -7 4 -5. 6 -8. 3 -8. 5 -10.7 -10. 2

Transfer payments -17. 0 15. 7 14. 3 13.9 16.7 14. 3 17.9 17. 5 20. 1 27.9 30. 4 42. 1 49. 3

8. Private:earnings -8.1 8.6 9.3 10.5 12.1 14.1 16.5 17.5 18.9 21.4 24.1 28.7 35.8
9. Government: earnings -9.5 7.7 5.6 4.1 5.5 1.2 2.5 1.2 2.5 7.9 7.8 15.0 15.2

Government: expenditures -. 6 -. 6 -. 6 -. 7 -. 9 -1. 0 -1.1 -1. 2 -1. 3 -1. 4 -1. 5 -1. 6 -1.7 7

Total goods and services and transfer pay-
ments - -5. 5 -51. 2 -74.7 -33. 5 -25. 9 -78. 6 -46. 6 -18. 5 -58. 0 -45. 4 31.2 -54. 3 -247. 3

Capital and monetary gold 1 2, _ _---5. 5 -51. 2 -74.7 -33. 5 -25. 9 -78. 6 -46. 6 -18. 5 -58. 0 -45.4 31.2 -54. 3 -247. 3

Nonmonetary sectors:
10. Medium and long term (machinery): net.-- -13.1 -12.6 -3.4 -1.9 -7.9 -8.5 -6.0 -13.1 -14.7 -1.6 -7.0 -20.3 -36.7
11. CCC:

Drawings - - - ------------------------------------------------ -3. 4 -i I ---- -------------------------------
Repayments - ------------------------------------ ------- -1.7 1.7 ----------

12. Short term (machinery): net -- 6. 7 -1. 8 -. 5 -. 5 -2. 7 -2. 0 -1. 9 -2. 8 -5. 3 4.1 -3. 6 -7. 9 -13. 9
Monetary sectors:

13. Liabilities: net5 ----- 11.0 -42.6 -76.7 -36.1 -18.4 -75.1 -39.2 -7.5 -52.3 -60.7 327.7 -34.9 3-202.4
Assets: net - ----- 3.3 5.8 5.9 5.0 5.9 5.8 5.0 8.3 14.1 16.8 12.4 8.4 8.3

14. Gold:earnings -1.2 1.2 -2-
Gold: expenditures - - ------------------- -4. 0 ---------- -4. 5 -------------------- -5. 7 ------------------- -2.6

Cumulative end of year indebtedness4 
- -63. 8 -120. 8 -201. 4 -239. 9 -268.9 -354. 5 -401. 6 -428. 4 -500. 5 -557. 0 3 -559. 7 -622. 4 a -927. 9

X Including net errors and omissions. 3 Adj usted upward for shifts in the exchange rates by 4 percent for end of year 1969 and 6.5 percent
2 A positive number indicates an increase in assets or a reduction in liabilities ; a negative number for end of year 1971.

indicates reduction in assets or increase in liabilities. 4 Starting position is $55,000,000 at the beginning of 1959.
6 Residual, which includes supplier credits for materials.
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POLAND

The Accounts

Poland is the only East European country (apart from Yugoslavia)
to publish balance of payments accounts. These accounts, issued by
the Polish National Bank,3" cover goods and service transactions.
with the "capitalist world" along with transfers. They differ in cover-
age from the accounts furnished to GATT and member govern-
ments,3 2 which would be less suitable for the present purpose. -Poland
is also unusual in the amount of other information published that
relates to foreign payments, including the only complete official series
for tourism, extensive discussion of earnings and expenditures by the
maritime fleet, and scattered data on other topics.

The balance of payments on current account, as shown in table 5:
represents the official figures, adjusted only to eliminate clearing
transactions with LDC's and remittances in kind.3 3 Discussion in
Polish journals and the distinguished statistical tradition of Poland
make for confidence in the Polish accounts.3 4 They may well be more
reliable than those for some Western countries. They are free front
two major sources of error in the reporting that underlies Western
accounts-incomplete coverage of middleman trade and third country
financing, already reflected in standard Polish trade statistics; and the
difficulty of tracing international capital movements, which is no prob-
lem for Poland. Moreover, Poland has corrected its foreign trade sta-
tistics for btflance of payments purposes to eliminate errors resuilting
from rule-of-thumb adjustments of raw data to the standard GEM A
basis, f.o.b. exporter's border or port. Transport statistics fromf all
sources have been collated, in particular to make them consistent
internally and with the merchandise account as adjusted.

Poland's deficits on goods and services are substantial especially
during the early 1960's, as a result of U.S. deliveries under Public
Law 480. But these are offset in part or (in 1964, 1965, 1970, and 1971)
entirely by net earnings on transfers.

The cumulative current account deficit for the whole period comes
to a little over $700 million. The deficit would have been much larger
except for remittances from the West, supplemented by modest sur-
pluses on travel and (after 1963) on transport. Poland has encouraged
emigrants (and their descendants) in the United States and Western
Europe to buy scarce goods for their relatives in the old country
through the use of bank vouchers, redeemable at Orbis agencies
throughout Poland.33 This program, together with pensions of re-
turning emigrants and cash remittances, produced an income that
was running over $90 million a year by the late 1960's. 3 The net

at See articles by Maria Rubel in Bank i :redyi, August 1971, October 1972, and November 1973.
3 Noted by Maria Rubel, "Aktualne problemy metodologii bilansu platniezego" (Current Problems ofthe Metholology of the Balance of Payments), Bank I kredy., December 1972. p. 494.

1 In a Idition, contributians to international organizations, shown by Poland under "other governmrnet"
expen(litures -the only evident deviation from IMF practice-have becti shifted to transfer payments.in the single net entry given, they are far outweighted by earnings from transfers.

a' See, ii id(ilitiiii to thie excellent articles by Maria tubel cited above. those of -JerzyWeselewski In Techansa I qsospodarl:a rnscska.
35 Pioltr Czerwinskl, "Zatrauiczne obroty u'lugowe Polski I perspektywv Ich rozwoi"u (Poland's ForeignServices Turnover and Pra3pects for its Growth), a, spodarka planowa. Autust-Septeniber 1997, pp. (13-6i.as The value of gift parcels, running at more than $190 million during the period, is probably Included In.Polish accounts and has therefore been subtracted.
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surpluses on transport account, even at the end of the period, were

not large, but they contrast with the substantial deficits run by all

other East European countries that have a large Western trade. Even

in tourism, which Poland was slow to develop, net earnings have been

larger than those of the other northern countries; only Bulgaria and

Romania have done better. Here, too, emigrants have made a signifi-

cant contribution.
Poland enjoyed one big break on financing imports-the extension

of U.S. Public Law 480 (title I) aid to the Gomulka government in

1957. Under this program Poland imported nearly $400 million worth

of agricultural products in 1959-64. Payments for these and earlier

imports in 1957-8, totaling $538 million, are scheduled over a long

term (generally 30 years), in good part in zloty. New drawings during

the period were about $350 million.
Apart from the special case of Public Law 480, Polish purchases

on supplier credits were largely on medium term during most of the

period. Estimated purchases of machinery and equipment on medium-

term credit began running at $100 million a year or more in 1967,

but the net cumulative drawings in 1959-71 total less than $400

million. In addition there were short-term drawings running to over

$50 million. There were also drawings on other U.S. credits, but these

were almost offset by repayments. Poland also imported wheat from

Canada during most of the 1960's on medium-term credits, but these

appear to have been repaid.
In addition to supplier credits, Poland made moderate use of bank

financing. A residual calculation, representing the difference between

drawings on supplier credits plus U.S. Government credits and total

drawings (calculated from interest payments), yields a cumulative

drawing over the period of over $200 million, from a variety of sources.

Both in absolute terms and relative to the value of imports, Poland

appears to have made less use of such facilities than any other East

European country.
All told, Polish liabilities (including those under Public Law 480),

rose from less than $0.2 billion at the beginning of 1959 to almost $1.2

billion at the end of 1971. At the same time, Polish assets, largely bank

deposits, rose by $61 million. The difference between the net increase of

$0.9 billion in indebtedness and a total deficit of $0.7 billion on current

account is reflected in an upward adjustment in indebtedness for shifts

in exchange rate and in the errors and omissions.

Polish Trade Policy Under Gomulka-and Gierek

In economic policy, Wladislaw Gomulka aimed at avoiding trouble,

and it is ironic that imprudence-raising food prices just before Christ-

mas 1970-led to his fall. Gomulka encouraged trade with the indus-

trial West. Poland's exports in the 1960's went up as fast as those of

its northern neighbors and Hungary, though much more slowly than

those of Bulgaria and Romania. But Poland's imports lagged. Go-

mulka reportedly was advised to step up purchases of capital equip-

ment on credit in the late 1960's to take advantage of the improved

terms-and the opportunity to repay fixed debts in depreciating

icurrencies.3 7 But he moved slowly and, as it happened, the opportunity

lell to his successor.

S7 Rgnki zagranlzune, Nov. 6, 1971 (summarized in ABSEES, April 1972).
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Things did begin to move in the late 1960's. Machinery purchases on
medium-term credit rose to over $100 million a year in 1967-70.
More frequent purchases of industrial plants began to appear, along
with the continued acquisition of Western shipping. Purchases in-
clided several chemical installations, equipment for the paper and
textile industry; rolling mill equipment; automotive equipment; and
the big Fiat plant.

Poland joined GATT and negotiated new lines of bank credit in
the West. Cautious reforms in planning, organizations, and manage-
ment were planned in the pursuit of efficiency. More ambitious plans
were formulated for imports in the 1970's.

But Gomulka was hesitant. He would doubtless have moved more
boldly if the FRG had then been willing to guarantee large credits on
concessionary terms, as Poland proposed in 1969. Indeed the planners
seem then to have been thinking along much the same lines later
taken up by the Gierek regime in 1971. It proved to be a little early,
however, for the FRG to agree to such a proposal. Undoubtedly the
failure of this initiative put a crimp in Gomulka's plans; FRG credits
were important not only in themselves but also for the leverage they
would provide in dealing with other countries. Interestingly enough,
the Brandt government agreed in 1973 to offer a substantial line of
credit, over $300 million, on concessionary terms-rates of 6 percent
and lower have been mentioned-but at the time of writing, Poland
was still trying for something bigger and better.

Gomulka's successor Edward Gierek has acted where Gomulka
hesitated. Upon taking power he quickly revived the plans that had
been laid aside in 1970 for a large rise in imports from the West to
stimulate the economy. He held out the prospect of a future with
faster growth and rising prosperity as he tried to reassure the popula-
tion and to move Poland's inert party and state bureaucracy. The
18-percent increase in imports from the industrial West in 1971 was
just a beginning. The domestic situation dictated that much of the
increase be spent on food for the population. Purchases of $2.5 billion
in Western machinery and equipment were projected for 1971-75 in
the quickly adopted 5-year plan. And so far the dollar value of pur-
chases has grown even faster than projected, although partly because
of price rises as well as dollar devaluation.

The most important result of Poland's trade policy in the 1960's
might seem to be that it was repudiated. But it is also true that Gierek
can be bolder because Gomulka was so cautious. Poland's hard cur-
rency position at the end of 1970 was safe, with relatively low short-
term indebtedness and a big part of its liabilities-on Public Law 480-
was practically no burden at all. Debt servicing was manageable,
given the rise in total earnings, including invisibles. Gierek had room
to move in. Even after accelerating purchases in 1972-73, Gierek may
be in a better position than most of his fellow leaders, because of
Polish resources of coal and other minerals.



TABLE 5.-POLAND'S BALANCE OF PAYMENTS WITH THE INDUSTRIAL WEST

lIn millions of U.S. dollars]

1959 1960 1961i 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971

Goods and services ----------------- 142.9 -166.0 -214.6 -159.5 -116.1 -125. 9 -40. 9 -125.5 -111. 6 -173. 2 -184. 5 -54. 9 -97. 2

1. Exparts to the industrial West 346.8 369. 413. 2 460.3 481.4 547.9 600.8 643.4 672.7 723. 7 767. 8 933.0 1, 066.0

Imports frcm th industrial West -454.5 -483.1 -575.8 -560.6 -551.8 -638. 8 597.9 -716.7 -755.7 -853.4 -893.4 -970.4 -1, 145.
2. Nultilatoral trado with the LDC's: Net ----- 10. 8 -15. 2 -11. 8 -17. 8 -14. 9 1. 5 -5. 8 -15. 8 -5.8 -2. 5 -13.7 24. 3 20. 2

3. Transportation: Not -------------- -8. 3 -18. 2 -15.4 -10. 3 4. 4 .7 1. 0 7. 7 24. 0 20. 3 21.4 17.2 18. 8

4. Travol: Net ---------------- 1.8 1. 7 1. 9 .7 2. 1 3. 8 4. 2 4.8 5. 2 5. 8 7.0 11. 2 15. 7

5. Investment incorns: Credit ----------- .7 .8 1.0 1. 2 1. 5 1.8 2. 1 2.4 2. 6 2. 8 4.1 3.9 4. 5
Investment income: Net -5. 0 -6.5 -11.2 -15.3 -19.4 -24.0 -27.2 -30.2 -31. 2 -39.5 -50.0 -49. 0 -46. 0

6. Other govaroment: Not----------- - -8.4 -8. 4 -8. 5 -8. 7 -8. 8 -8. 7 -8. 1 -5.3 -7.4 -6. 7 -3. 2 4.2 -1. 0
7. Other services: Net - - - -5. 2 -6.8 -8. 0 -9. 0 -10. 6 -10.1 -10. 0 -20. 8 -16. 0 -23. 7 -24. 5 -29. 3 -29. 7

Transfer payments --------------- 37.4 35.9 39. 1 45. 1 48. 1 54. 9 61. 9 65. 1 69. 9 88. 3 87. 5 110. 0 140. 9
8. Private: Earning4 - - - 23.4 25. 4 29.1 35. 8 39.4 47.1 56. 5 60.3 65. 9 76.S3 87. 0 110.8 139. 2

Private: Expenditures - - - - - - -.---------------------- -2 -.5 -1. 0 -2. 8 -3.0 -3. 2 -3.5 -3. 2 -4. 0 4. 9

9. Government: Earnings --------------------- 14.0 10.5 10.0 9.5 9. 2 8. 8 8. 2 7.8 7.2 15.5 3.7 3.2 6.6

Total goods and services and transfer pay- -
meets------------------105. 5 -130. 1 -175. 5 -114. 4 -68. 0 -71. 0 21. 0 -60. 4 -41. 7 -84. 9 -97. 0 55. 1 43. 7

Capital and monetary gold I------------- -77. 8 -202. 7 -128. 1 -119. 1 -88. 1 -99. 3 -39. 0 -7. 7 -69. 5 -143. 1 43.9 16. 3 65. 0
Nonmonetary sectors:

10. Medium and long term (niachinery):
Net - -53. 7 -24. 6 -9. 2 -10. 5 -10. 4 10. 9 -5. 4 -33.4 -68. 0 -53. 8 -58. 4 -16. 2 -38. 9

11. Medium and long term (agriculture):
Public Law 480: Drawings ----- -52. 0 -120. 0 -57. 0 -52. 0 -49. 0 -60. 0--------------------------------------
Pubhlic Law 480: Repayments -- -- - 1. 0 1.0 4.0 4.0 9.0 6.0 4. 14.0 15. 0 16.0 20.0 24.0

Canada E.C.I.C.: Drawings.---- -8. 9 -7. 0 -28. 8 -26. 3 -11. 3 -39. 3 -17. 2 -22. 9 -15. 1 -11.3.-----------------
Canada E.C.I.C.: Repayments-------------- 5. 9 7. 7 21. 5 27. 1 16. 3 30. 0 24. 6 21. 0 17. 7.-----------

12. U.S. credits other: Net -- 11. 0 -2.0 2. 0 2. 0 5. 0 5. 0 6. 0 6.0 -5.0 -11.0 6.0 1.0 -10.0

13. Short term (machinery): Net -- 25. 6 1. 9 -2. 6 -4. 7 1. 9 4. 0 5 -4. 4 -8. 2 -5. 9 -9. 0 1. 7 -5. 4

Monetary sectors:
14. Liabilities: Net 2..........

- 71. 9 -53. 7 -41. 9 -42. 7 -54. 0 -61. 0 -50. 2 8. 0 -16. 0 -100. 5 59.1 .6 a 91. 9
15. Assets:Net - 1.5 1. 7 2. 5 3. 4 4. 2 5. 0 5.0 5.0 4.2 3. 4 12.5 9.2 2. 34

Net errors and omissions ----------- -27- 26 -4. .7 20 4.4 60. 0 -5.7 27. 8 58. 2 -140. 9 38. 8 3 21. 3

Cumulative end of year indebtedness 4 -268. 0 -472. 4 -602.0 -725. 5 -817. 8 -922. 1 -966. 1 -978.8 -1, 052. 5 -1,199.0 -1,167. 6 -1, 160. 5 3 1, 157. 7

A positive nu hber indicates an increase in assets or a reduction in liabilities; a negative number t Arjusted upward for shifts in the eychange rate by 8 percent for end of year 1971.

indrcatls a reduction in oslets or an increase in liatilities. 4 Startin position is $188,7m0,COO at beginning of 1959.
2 Residuals, which includes supplier credits for materials.
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ROMANIA

The Accounts

Romania's vastly expanded activity on Western markets in the
1960's did not result in a major increase in the flow of statistical
information. Nor was any to be expected, given the strong political
controls at home and continued sensitivity to Soviet and East Euro-
pean criticism. As a member of the International Monetary Fund,
Romania has had to submit economic data, including balance-of-

payments accounts. A public presentation of some sort by the IMF is to
be expected in due course, perhaps in next year's balance-of-payments
yearbook.

Meanwhile, analysis of Romania's accounts must rest on available
published information. The current account relies partly on physical
information (for tourism and transport), together with analogy in
the case of other services and transfers. "Ransom" of Jewish and
other emigrants is one question mark. In the capital account, pur-
chases on supplier credits can be worked out fairly well, but other
financing is conjectural, especially since the usual assistance from
Soviet-owned banks is probably not such a large factor. The PRC
advanced Romania a sizable credit in 1970-71, but it was largely and
perhaps wholly a commodity credit.

The Romanian merchandise account reflects unadjusted official
data, which may deviate from standard CEMA practice; Romanian
sources leave a doubt." In 1964, an official publication indicated that
trade was valued at contract prices,39 but at almost the same time
another source explicitly described Romania's statistics as f.o.b./f.o.b. 1

The U.N. treats Romanian statistics for the period on the usual
CEMA basis, and presumably has some sort of authority for doing so.
Deviations from the standard CEMA practice in handling transport
(f.o.b. exporter's border or port) may be substantial, but the effect
on the trade balance seems to be quite small.

The net balance on transport, negligible in the early and mid-1960's,
turned into sharply rising deficits thereafter. This shift reflects a
dramatic increase in maritime imports from overseas. The consider-
able expansion of the Romanian merchant fleet was far from enough
to handle this increase, and Romania got little help-for obvious
reasons-from Communist fleets. Accordingly, hard currency ex-
penditures for chartering tramp shipping and for c.i.f. imports went
up fast, especially in 1970, when rates shot up. Romania, like other
East European countries, is continuing to enlarge its fleet so as to
carry more of its own seaborne trade and earn more hard currency.

The mounting trade and transport deficits have been partly offset
by earnings from tourism, which rose fron a negligible amount in the
early 1960's to over $40 million (net) in 1971. Earnings to (late reflect
the attractions of the Black Sea coast for West German and other
European visitors. In recent years, half the investnient in tourism has
gone to this area.4" The planners hope to keep summer tourism rising

38 See Paul Marer, "Soviet and East European Trade Statistics, 1946-69," Btoomington, Tnd., 1972, pp.
354 ff.

St Academia Republicii Populare Romine, Iistitutul de Cercetari Economice, "Dezaoltarea Esconoinia a
Roaiafi(i, 1944-64," Bucharest, 1961. pp. 677-79).

o RcIela de statistita. No. 10, 1964, as cited by J. Al. Montias, "Economic Development in Communist
Rumania," Cambr dg, Mass., 1067, p. 141.

41 D. N. Lazaroiu, "CAi de crestere a eficientei comertului insvizibil" (Ways to increase the efficiency of
tivisible trade). Praolcme ecortomice, September 1971, p. 51.

82-765-74---46
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and, at the same time, to begin cashing in on the boom in winter
tourism.

Estimates of interest payments are very approximate for Romania.
Bank credits are uncertain not onlv in size but also in source. Specialist
banks have on occasion played a considerable role. But large credits
at advantageous terms probably more than offset the high interest
on these relatively small amounts.

Estimates of transfer payments, as noted, above, are open-ended,
because of the possibility-not regarded by the author as probable-
of important Western payments to facilitate the emigration of Jews.
Journalists have mentioned very large amounts.42 The prudent basis
for estimating, however, is that hard currency was paid only to cover
air passage (in Romanian planes) and perhaps to cover processing,
except perhaps in isolated cases. On the estimate of perhaps 10,000
emigrants a year through 1967, with charges running at $250 per
head, earnings of $2.5 million per year from this source are included.
Since 1967, emigration to Israel has been small. Numbers of Ro-
nanians continued to emigrate to West Germany-some 25,000 in
1968-71-but there is little reason to assume significant hard currency
payments, in view of the good commercial and political relations withl
the FRG.

Romaiiia's capital transactions have been conducted without
publicity. The nearest thing to an official indication of indebtedness
is a report of late 1973, apparently on good authority, that about 25
percent of the country's convertible currency earnings went for inter-
est and repayment of foreign credits.43 The earnings in 1973 would
have run nearly $1.8 billion, using the elastic Romanian definition
of convertible currency, which apparently covers transactions with
Yugoslavia and a substantial number of LDC's. The figures are as
follows: 4

Exports $1.63 billion plus travel $0.10 billion plus transport $0.05
billion plus transfers $.025 billion equals $1.805 billion.

Accordingly almost $450 million was needed to cover repayments
and interest. This is a rather arbitrary figure, to be sure. A consider-
able part of the indebtednessi s on bank credit, which can be converted
to a longer term basis or refinanced with out appearing in repayments.

An interesting light is cast on this figure by an Austrian estimate
of early 1974, which puts the indebtedness, presumably in 1973, at
$1.8 billion.45 With an interest rate averaging 6 percent, interest
payments would run not a lot over $100 million and repayments on
principal about $350 million, or only one-fifth of indebtedness.46

Drawings were probably not much bigger than repayments in 1973,
and the total may have been nearly $1.8 billion at the beginning of
1973 as well.47 At the end of 1971, however, it wVouLld probably have

42 One article asserted that payments had amounted to $210 million. See Arthur and Norma Woodstone,
This Week Magazine, October 12, 1965, pp. 4-6.

J3 Business Week, December 1, 1973. p. 41. The context indicates that the information was obtained from
Vasile Voloseniic, Chairman of the Foreign Trade Baik, by Associate Editor John Pearsous on a trip to
Bucharest.

44 Preliminary export figure from speech by Nicolae Ceausescu on November 28, in S&fneia, November 30.
1973, p. 2. Other figures arc rough projertioms of earlier data. For the travel figure see, as, ern iE.1rospe Re port
June 29, 1973, p. 189. Estimated tourist earnings likewise reflect the elastic concept of hard currency.

4S Estimate by Wiener hlstitu fir iusterusationale Wirtschaftsuergleiche, beirn Osterreichisches Institut fur
Wirtschaftsforschung. as cited by bEa4tern aarope Report, 25 January 1974.

45 Even a debt service of only $450 nilion would have run at over 40 percent of total earnings from the
industrial West, plus those from "multilateral' trade with LDC's.

47 The exchange rate shifts hi 1973 would Inflate the dollar figure, but part of the debt is owed in Euro-
dollars.
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been less than $1.7 billion. The cumulative current account deficits
shown in table 6 would imply a larger indebtedness at the end of
1971 if appropriate interest payments (say at 6 percent) were intro-
duced. There are various possible errors and omissions. Two, men-
tioned above, are uncertainty about the pricing of Romanian foreign
trade and the possibility of much larger earnings from the emigration
of Jews.

A third is the likelihood of some Romanian gold sales during theperiod as inleedl i- asserted for the early years by Professor J. Mvi.
Montias; official figuies are not issued on gold production, but it
is known to have been substantial. 48 A fourth is the extension of some
hard currency as part of the credits advanced by the People's Re-
public of China in 1970-71.49 But there is little basis for deciding
among these possibilities, or attaching a plausible value to them.

Accordingly credit entries of $25 million a yeai are introduced
into the accounts for 1965-71 as errors and ommissions. Even so, a
cumulative current account, deficit of $1.8 billion is left to be financed.8 0
Cumulative net dIrawings on supplier ci edits for machinery run only
about $500 million over the period. The debt to the United States for
deliveries by the Commodity Credit Corporation in 1970-71 comes to
$56 million at the end of 1971. Most of the residual of $1.2 billion
reflects financing of material deliveries by suppliers and by banks,
abruptly in the late 1960's. Romania, despite its independent policies,
doubtless has had some help from the Soviet-owned banks, but the
bulk of the indebtedness would certainly be held by Western com-
mercial banks. The genelal picture shown is undoubtedly correct,
although the estimated amcunts obviously atre subject to correction.

ROMANIA: The Limiting Case
The westward shift in Romania's trade in 1960-61 helped to assure

Gheorghiu-Dej of independence in dleterinining how the economy
would develop. Rom ania could have its own heavy industry and
push its own growth as falst as it dared. It is quite believable that,
as Prof. J. Al. -Montias has concluded, a rapid growth in trade with
the West was projected for the early 1960's in 1958.1' Even before
the shift was made, Premier Ion Maurer began looking for credits to
buy Western l)lant anti equipment needed for pushing investmllenlt.

Less obvious was one consequence of having lost the benefits of
Soviet support, es)eciallv for ia regime very impatient to promote
growth: an insatiable appetite for Western industrial materials. As
Jerry Crawford and .John Iaberstroh point out, Romania's dependence
on the West for materials was already large in the m id-1960's.52 As a
result, imports from the West to support the leading sectors rose at
onily about 17 l)rcellt l)0r yeaa in 1965-72, or at about the averagc rate
of growth of output in those sections, which ranged from 16 leercent to

iS J. M. Montins, op cit., p. 171. lHe cites a flgure of $40 million a year for production, which is perhaps high.
See also hia analysis of trade Ftnti(sics, pp. 13i ff.49 Sep, for exanmple. R FE Ruiu,,anipti situation report/2, Jantuary 11, 1973, p. 9. The original credit, over$2.50 million, sc,*ts s to have ie et strictly a commodity credit. A second extension of October 1i71, of un-known amosinr . tufihi perhaps inv e been or included gold.I Tis indee tednes s is euirely with the idt dustrinl West. Like Czechoslovacia (see above). Ronm aniai s likely to colnsider part ( ,fth crhdtts exte,,ded to L )C's as "cotv vertihte" and could thus c lait signiiicanttylower net l bhi"ilie it `covertiihle currency" than its liabilities to the itdustrial West. For pt actical pur-poses, however, it i: ,et ter to considet the latter quite apart from an y assets with the LDC's.

e J. M ll. Moi ttiia. E oa ilc ntphespste mnitn t i Coim tniat Rorian ia, Cambridge, 6ass., 1967, p. 201.
Jo Jerry Crawford a nd Johl t Ilaberstroh,, op. cit.
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20 percent per year. In several other countries, imports for leading
sectors outran output in those sectors as the countries began to in-
crease dependence on Western sources. Romania's dependence did not
greatly increase, but remained greater than theirs and involved larger
trade deficits.

In the mid-1960's, Romania was still concerned mainly with
financing imports of machinery, and such imports furnished the main
topic of discussion as representatives visited Western capitals, for the
first time including a high level visit to Washington by Premier
Gheorghe Gaston-Marin. Romania's public projection of $1 billion
in machinery imports from the West in 1966-70 had made a great
impression. Machinery imports in the period in fact ran to nearly
$1.5 billion.

Notable among Romania's machinery purchases from the early
1960's through 1971 were major installations for the Galati Steel com-
bine, which the U.S.S.R. had refused to provide. West Germany
furnished the bulk of the Western equipment bought for the industry,
including a rod mill and rolling mill, all told valued at well over $200
million. The United Kingdom and France joined West Germany as
leading suppliers of installations for other industries-the oil refining,
petrochemical, wood and paper, and food industries. Japan entered the
market mainly with a large order of ships, in addition to shipping
purchases from several West European countries. Purchases of
locomotives and rolling stock, a substantial order for British aircraft,
and equipment for a arge irrigation project, also from the United
Kingdom, represent the remaining big items in $1.5 billion in purchases
on medium- and long-term supplier credits in the period. Another
bilion dollars worth of equipment was bought with other types of
financing.

By 1968 the problem of financing imports of materials had also
become a main consideration. It seems likely that Romania had by
then incurred a substantial amount of relatively short-term indebted-
ness, because it had reached a limit with the FRG, its principal
creditor. That would help to explain a sharp rise in imports from
other West European countries, the United States, and Japan in the
next couple of years, as Romania tapped new sources of credit.
U.S. Government credits were limited to an extension of CCC
credits following the spring floods of 1970. French and British bank
credits probably financed much of the big expansion of indebtedness in
1969-71 .53

During the same years, FRG credits to Romania probably rose
very little. Imports from the FRG dropped sharply after a jump in
1967 and drifted downward thereafter through 1971. FRG credits
to Romania in 1969-71 probably remained at less than 1.5 billion
DM.54 In late 1969 an anonymous, but evidently authoritative writer
made the following comments, which cast some unusual light on
Romania's financing problems:5 5

That Romania must be especially interested in German credits of the longest
possible duration and at the lowest possible interest, is easily deduced from

53 Some fairly long-term supplier credits were also extended. Japanese firms signed contracts in 1971 forsale of a large 1)all beering plant, with 80 percent of the purchase price covered by a 10-year credit at 6 percent
interest, and a vinyl ch lorido mon omer plant with an 8-year credit at 6.5 percent interest.54 The level would correspond to $375 million until late I93!) , about $410 million in 1970 and early 1 71 an dabout $130 million after mid-1971. The level in late 1969 was 1.45 billion D)M. Scc Duesseldorfer Ifandelsblatt,
Dec. 15 1999.

" Duesseldorfer Itandelsbf att, lec. cit.
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Romania's present considerable payment obligations resulting from previous
export credits guaranteed by the Federal Government. From 1970 to 1972 they
could easily be between 200 million and 230 million DM. These obligations limit
the possibility for future imports in exchange for convertible currency.
The author then went on to outline what looked like a possible
arrangement:

* * * The Federal Government would offer 100 percent guarantees without
charge for an untied credit of about 100 million DM, which would be extended by
German banks for a period of 10-15 years. This would have to be a so-called
transitional and plan-financing credit. Since in the realm of export guarantees
the internally established limit of 230 million DM\ is almost exhausted, an intern-
ally fixed guarantee limit for the acceptance of new export credit guarantees of
perhaps 250million DM (book value) annuallytosecureinvestmentgoods deliveries
for a period of eight or, in exceptional cases, 10 years could be effected in its
place. Further, an internal guarantee limit of 100 million DM to secure short-term
export business is worthy of consideration.

Some arrangement of the sort may well have been made, offering
enough new credit roughly to equal payments falling due. Financing
on such terms would also help to explain the relatively low repayments
inferred above for 1973.

A renewed spurt in Romanian imports from the FRG in 1972-73,
presumably reflecting newly negotiated credits, led to a rise of perhaps
300 million DM in outstanding FRG credits to 1.8 billion DM in
late 1973 or early 1974, or roughly $600 million." The share of the
FRG in total Romanian indebtedness thus rose to about one-third
of the total, as against barely one-fourth in 1971. But this is still a
big drop from the share at the end of 1967, which was roughly one-half.

The difficulty of managing and servicing such a large debt has
stimulated a strong Romanian response. In order to get better access
to the financial market, the Foreign Trade Bank has established joint
banks in Paris and London with Western commercial banks. Romania
has joined the IMF, and has already drawn an overquota tranche
equal to $57 million. The foreign trade organizations have become
increasingly hard bargainers in dealing with Western suppliers and
balnks, as to price and terms of repayments, and have redoubled
efforts to enter into cooperation agreements with major suppliers.
But Romanian growth plans remain very ambitious. Nicolae Ceausescu
and other spokesmen seem to acknowledge a need to ease off growth
rates, but recent pronouncements still indicate a projected industrial
growth rate of 8 percent to 10 percent per year-through 1990!

In conclusion, then, the Ceausescu Government takes a serious
view of its complicated foreign payments position, and at the same
time intends to persevere in economic development to thie limit
possible. This determination seems to arise from a belief in Romania's
duties and privileges as a "less developed country." In Western
capitals, this view of Romania is accepted as a polite fiction out of con-
sideration for Romania. It remains a fixed conviction, however, for
Romania's leaders, partly because they grew up with it, partly because
there remains a large gap between Romania and the more advanced
European countries to the north and west, and partly because it has
advantages. It will remain for a new generation to take a more realistic
view of the needs and possibilities for growth for a country that has
already joined the developed minority.

M5 FrankfurterAllgemneine Zeitung, January 30,1074, p. 17, which puts the figure at somewhat less than the
1.9 billion DM figure given for Yugoslavia. Eaitern Europt Report, July 13, 1973, p. 197 puts Romanla's
debt to West Germany at 2 billion DM.



TABLE 6.-ROMANIA'S BALANCE OF PAYMENTS WITH THE INDUSTRIAL WEST

[in millions of U.S. dollarsi

1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971

Goods and services ------- --------- -4. 2 -4. B -49.9 -82.6 -72. 3 -191. 5 ..-101. 1 -119.3 -312.6 -284. 5 -291. 7 -305. 8 -299.7

1. Exports to the industrial Went------- 75.6 145.5 185.1 183.4 208. 5 239.5 254.5 335.8 411.0B 414.3 469.0B 547.3 670.2
Imports from the industrial West - -74.2 -147. 5 -221. 4 -255. 5 -264.8 -314.7 -347.2 -445.3 -77.2 -671.6 -71.9 -753. 2 -881.6

2. Multilateral trade with the LDC's: Net . -2. 2 2.6 1.9 -. 7 -1.6 .3 3.2 9. 4 3. 6 4.3 -63.6 -50. 8

3. Transportation: Net----------------- -.6 -1. 5 -.9 -1. 3 -1. 3 -1. 4 -.4 3. 2 3.1 6.0 -23.1 -10. 3

4. Travel: Net--------------- Negi. .2 .7 .6 1. 7 3. 2 14.90 15.9 29.2 27.2 29.2 28.7 41.3
5. Investment income: Net- - - -1.0 -4.3 -8.6 -13.4 -18.3 -22.9 -33.8 49.7 -64.9 -80.5 -96.3

6. Other gavernment: Net---------- -1. 0 -1.90 -1. 0 -1. 0 -1. 0 -1. 0 -1.90 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 -1. 0 *..j

7. Other services: Net -- 2.4 -3.2 -3.7 -4.4 -5.2 -5.1 -4. 8 -10. 3 -8.1 -12.2 -12.0 -15.4 -16.2 2

Transfer payments ------- --------- 7.5 7. 1 6.7 6. 6 7.4 6. 7 7. 8 7. 6 8. 4 8. 3 9. 0 12. 5 14.4 00

8. Private: Earnings -5.1 5. 2 5.5 5.9 6. 4 7.9 7. 8 .1 8. 5 6. 9 7.7 9.2 11.

9. Government: Earnings -2.8 2.3 1.7 1.2 1.7 .4 .8 .4 .8 2. 4 2.4 4. 5 4.1

Government: Expenditures --. 4 -. 4 -. 5 -. 5 -. 7 -.7 -. 8 -.9 -.9 -1.9 -1.1 -1.2 -1.2
Total goads and services and transfer

payments-------------- 3.3 3.1 -34. 2 -76. 2 -64.09 -94. 8 -03. 2 -l1t. 2 -383. 4 -275.1 -281. 2 -291. 3 -285. 3

Capital and monetary gold -- -- 3.3 3.1 -34. 2 -7 2 64 -94 8 -68. 2 -86. 2 -278. 4 -250.1 -256. 2 -266. 3 -260. 3

10. Medium and long term (mnachinery): Net- -18. 2 -17.6 -42. 6 -39. 7 -22. 8 -11.90 -17.6 -38.90 133.9 -89.9 -33. 2 33.9 -9.7

11. U.S. Governmentnetf oreignassistance---------------------------------------------------------------------------------------------------- --- - 9 -23.

12. Short term (machinery): Net -- 3.4 -4.6 -8.7 -4.9 3.9 -5.6 -6.6 -6. 2 -24. 8 3.7 6 8. 2 -8. 9 -6.1

13. Other nonmonetary and monetary 2 --__ 16.9 25.3 17.1 -31.6 -46.0 -78. 2 -44. 0 -42. 0 -119. -172. 8 -231. 2 -258. 3 -221. 5

Net errors and omissions----------------------------------------- - - - - -25.9 -25.90 -25.9 -25.9 -25.9 -25.90 -25.90

Cumulative end of year indehtedness - - - - -34. 2 -110.4 -175. 3 -270.1 -338. 3 -424. 5 -702.9 -953. 0 -1, 209. 2 -1, 475. 5 -1, 809.1

1 A positive number indicates an increase in assets or a reduction in liabilities; a negative number indicates a reduction in assets or an increase in liabilities.
2 Residual which includes supplier credits for materials.
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NOTE ON DATA PROBLEMS 7

To draw up balance of payments accounts for the East European
countries is to invite questions from those familiar with the problems.
The accounts presented in the text of this paper rest on a good deal of
research, which the author intends to publish within the next year or
so. The original intention was to include a rather full sumniary with
the present paper, but there has not been enough time for that. The
following remarks will provide an idea of the main considerations,
though not a systematic discussion of the individual country prob-
lems, which are touched on in the review of the country accounts in
the paper itself.

In the next few years the East European countries can be expected
to furnish more balance of payments information to the West. They
alone are in a position to furnish it. It will be of quite limited use,
however, if it is not made public. As noted in the introduction, trade is
of growing importance in East-West relations, and the policy decisions
that must be made in the West require wide discussion, backed up by
expert consideration. The chief use of such studies as the present one
is to develop the interest and the background knowledge needed; no
amount of research can remove the need for detailed official publica-
tions by the East European countries.

The discussion is organized according to major topics in the current
and capital account, in order.

Merchandise

East European and Soviet trade statistics deviate very substan-
tially from Western partner statistics, as everyone who has used them
is well aware. Discrepancies such as are observed should in fact be
expected to arise from the different approaches used." Since the late
1950's the standard approach of the CEMA countries in their pub-
lished statistics (they keep several sets for various purposes) has been
to treat essentially all purchases and sales of goods abroad as foreign
trade, and to impute them to the country to which payment is made
or from which payment is received. The physical origin and destination
of the goods in question is almost entirely irrelevant. One could
hardly ask for an approach more suited to balance of payments
requirements.

Western statistics, on the other hand, are based largely on records
kept by customs bureaus, in the case of imports, and declarations by
shippers as to country of consignment or destination, in the case of
exports. Such statistics are the despair of balance of payments analysts,
for reasons long since pointed out."'

One of these reasons, ancient in origin, is middleman trade. This
involves, as the name indicates, purchase of commodities for one
country by a merchant in another, who then resells them to a customer

5' The present study has benefited from the help of many with specialized knowledge. The author wouldlike to express appreciation particularly to Elizabeth Denton, John Danylyk, Bernard Matowska, EarlMfichel, Cherry Wrenn Odell, Joan Zoeter, and David Wigg.
596 A systematic brief comparison is made by Paul Mfarer, Sesie sand East Eueropean Foreigo Trade 1946-

1969, Bloomington, Ind., 1972, pp. 347ff.
69 See Herbert B. Woolley, "On the Elaboration of a System of International Transaction Accounts."Prothlens in the International C'onparison of F3conomic Accounts, Princeton, 1957, pp. 217-90: and Robert 2t.Lichtenberg, The Role of lfiddleman Transactions in Wlorld Trade, Occasional Paper 04, NBER, 1959.
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in a third country. The commodities expecially involved in Western
exports to Eastern Europe are crude oil, rubber, nonferrous metals,
animal feed, coffee, and cocoa, all from overseas countries. Time was
that such goods were usually landed in Western Europe, stored, and
perhaps auctioned before reshipment. Today, they are likely to be
transshipped without record, or they may not even be routed via a port
of the merchant's country. In the latter case, Western trade analysts
need not be concerned, but such a transaction will still cause a dis-
-crepancy between East European and Western statistics.

A second, slightly different case concerns transshipments of large
quantities o C goods for transport reasons. A third-country middleman
is likely to be, but need not be involved. An example is the trans-
shipment of grain in international trade.6 0

Third country financing involves still another type of transaction,
quite distinct from the first mentioned one, often involving machinery
or other industrial goods. Buyer and seller will deal directly, but the
transaction will be financed through a bank or trader in a third
country.6 ' A rather different case is occasional Soviet financing of
deliveries of grain to Eastern Europe.

The author is satisfied from working with East European and
Western partner statistics that transactions such as those described
-above account for the major discrepancies between them. The dis-
crepancies are especially great between East European import and
matching Western export statistics. The clearest case is the excess of
East European imports over exports from the Netherlands and the
United Kingdom. The differences show up for all the East European
countries (except Bulgaria) and are quite consistent, year in and
year out. Detailed commodity statistics, so far as available, link these
differences with East European imports of coffee, cocoa, nonferrous
metals, rubber, and animal feed."2 A persistent graduate student could
settle this part of the problem quite readily.

Middleman trade in these commodities has less to do with the other
discrepancies. East European trade with Switzerland and to a lesser
extent with Austria, also involves marked differences in the same
direction. But with other countries of Western Europe, the relation is
much less consistent, often the difference is very small and sometimes
it is in the opposite direction. Classic middleman trade with overseas
countries is still involved, but third country financing, switch trans-
actions, the operations of international corporations, subcontracting,
and evasions of U.S. export controls are more important in imports
from these countries.

Third country financing is a specialty of Switzerland, in addition
to middleman trade in commodities from overseas (some of which
might even pass through the port of Basel). It is popular with East
European countries, when they have run into payments difficulties or
debt ceilings in, for example, West Germany. Banks in other countries,
notably France, are active in the same field. Subcontracting involves

60 See, for exam ple. "U.S. Agricultural Exports Adjusted for Transshipments" Fo ciggn Agricultural Tradeof the VU.S., January 1974, pp . 15-23. This article does not cover significant transshipments through Hambu rg.at Such transactions along vith various forms of middleman trade are reflected in official statistics on WestGerman trade, by country of origin and consumption and by country of financing, In Statistices Bun-desamt, Aussnhassdel, Reihe 1. Zusammussenfassende ebersichtn. For discussion, see Olivl;r von Gajzag6,
Der Zswischcshasndel im Osthandel dcr Bundesrepusblik Dctuschllasd 1962-66, West Berlin, 1970.

02 In addition, East European merchant fleets have long bought oil for bunkering through London.
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a type of third-country financing: the East European bank pays the'
main contractor or his bank, and one or the other pays subcontractors.
International corporations are likely to centralize payment, wherever
the goods or components may come from. Switch transcations are a
speciality of Austrian firms but Swiss and British firms are also in the
market. For evasion of export controls, neutral countries are favored,.
although firms in other countries have also been involved.

The differences between East European exports and Western
imports-abstracting from the transport element in cost, insurance,
and freight-likewise appears to be the result of middleman trade..
That is shown by comparison of data for Hungary's trade in 1966-70
using the standard CEMA approach-country of contract or financ-
ing-and using the country of shipment and destination approach
adopted in 1971. A lot of the difference probably reflects the fact
that LDC's settle accounts often through London, Antwerp, Paris,.
and Rotterdam. But also to a degree it must reflect West European
resale overseas of commodities accepted as the price of doing business
with Eastern Europe.

With a lot of research and careful statistical analysis, it seems feasi-
ble to write a useful and interesting study of the various types of
East-West transactions. East European trade statistics, though very
troublesome, yield a good deal of information; the trade yearbooks of
Poland (especially through 1968) and Czechoslovakia are the most
helpful." 3 Something is learned by comparing the old and the new
trade statistics of Hungary just referred to.

No amount of work, however, will permit systematic, full reconcili-
ation of East European with Western statistics; only the East Euro-
pean statistical offices could do that. Thus the general acceptability
of East European statistics has to be decided on the grounds of an
understanding of the reporting, trade, and financing practices, East
and West. Scholarly work on the subject would do a great deal to,
further this understanding.

Even granted, or stipuilated, that East European trade statistics
are preferable to Western statistics for balance of payments accounts,
there remains of course the question: How accurate are they? This is a
well-known problem with all economic statistics, and about the only
test is whether they provide dependable answers to specific questions.

The main problem appears to be the treatment of transport costs.
A significant cumulative bias is in fact likely on this account in East
European import statistics; much less likely, in export statistics.
Poland, which has gone to a lot of trouble over the problem, has
raised its figures for imports from the "capitalist" world by 2-3
percent per year in drawing up balance of payments accounts, while
reducing exports by less than 1 percent. Nearly all the difference is
probably attributable to industrial countries. Other East European
countries may have done better because they have been less ambitious
to publish detailed trade statistics. It would be comparatively simple
to adjust country totals, without even troubling to adjust the highly
aggregative or incomplete breakdowns given. It is not conclusive
then that scattered data on particular items that show a fairly good
match in quantity terms with partner countries show uneven results.

' Hungary has an unpublished trade yearbok, often cited, which could compare in value; perhaps other
countries do as well.
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The blame may sometimes rest on the partner country data, and
besides, errors do tend to be offsetting. In most cases (probably all
but Czechoslovakia) any net bias is likely to minimize cumulative
trade deficits and indebtedness, not to exaggerate them. Careful work
by a statistician with an empirical bent could perhaps produce a
niore definite opinion.

convertible Currency" Trade With LDC's

All the East European countries, for economic as well as political
reasons, have taken an interest in promoting trade with the LDC's.
Czechoslovakia is still the leader. As reflected in East European
statistics, the trade includes of course only transactions settled
dlirectly, whether in cash or clearing, with the country involved. Sales
handled by middlemen or settled through banks in WesternEurope,
as noted above, would appear as trade with Western Europe.

For the purposes of the present accounts, only the net earnings or
expenditures of hard currency in this trade are of immediate interest.
The approach used has been to enter the balances with those countries
reportedily on a multilateral trading basis with the East European
country in question. The result is very likely to result ill error, though
in what direction is uncertain. Several East European countries, and
especially Czechoslovakia and Romania, consider a much larger
fraction of their trade as convertible than the trade represented in the
present accounts. One possible way of investigating the question is to
look at the commodity composition, preferably relying on East
European data. The marketability of the commodities can generally
be estimated. It would be possible then to determine balances of hard
(that is, readily marketable) commodities, in the light of any infor-
mation on credits and other deals. A check could thereby be made on
claims of convertible currency balances.

A word might be added on hard currency deals among Communist
countries. They occur, though large deals are not likely to be frequent.
East Europeani or Soviet grain, in particular, may be sold and bought
for hard currency, but normally through a Western dealer, thus not
tuirning up) in East European statistics as intra-CEMA trade. There
is probably some cash involved on ship charters, possibly on other
transport services. This a subject on which there is little prospect
of useful research.

Services

Data problems on services vary widely by sector and by country.
The best information is on travel. Poland is the only country that hias
published a complete series (since 1960) on earnings and expenditures
in travel from and to the West, which differs, by the way, from the
series in its balance-of-payrnents accounts. But Czechoslovakia and
Hungary have put out enough information here and there to permit
crood estimates; and acceptable estimates can be made for Bulgaria and
Romania, based on numbers of travelers, together with the series on
global earnings and expenditures in tourism and scattered other data.
Even the amounts of hard currency involved in major movements
between the GDR and the FRG can be fairly well established."4

6'4 The forthcoming sludy by Paul Mlare, and John Tilley, The Tourism Industr~l in the Soviet Union and
Eastern Europe: Travel Flows, Earnings, and Prosper.s (IDRC Report No. 2) should cast further light
on the data as well as the economic and political implications.
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The most difficult job is certainly that of estimating transport
services. It poses very considerable difficulties indeed for the East
European statistical services. The present accounts rely heavily on
pricing of physical data. There are some exceptions. Poland's balance-
of-payments series needs only to be adjusted for the transport eCI-
ment in c.i.f. imports and exports on clearing trade. Hungary has
pllblislled a series for net expenditures on transport in( dollars and
other nonruble currencies, and with fairly elaborate adjustments it
can be used to pro(luce plausible estimates. Transport accounts in
intra-Germian tradle can be determined from published data, though
not with ease.

Otherwise the author has triedi to set up maritime transport accounts
for Eastern Europe, based on breakdowns of tonnages handeledc by the
national maritime fleets and the shipping they charter, intra-CEMA
maritime transport services, and tonnages of exports and imports in
maritime trade with various markets. The immediate results are cer-
tainly to be preferred to those obtained by using rule-of-thulmb
factors. The piocedure has the further advantage that new and better
data can be introduced to improve the estimates. The subject merits
detailed stu(tv.

Interest payments, except in the case of Poland, are estimated
along with tihe growth of total indebtedness, allowance being madle
for liabilities not. bearing interest, notablys under U.S. Public Law 480
anld the swNing in intra-Germnan trade. Interes trates are put generally
at 6 to 62'. percent; they are higher in short-term indlebtedness in
intra-Gern-man trade, afnd Romania, is presumedi to have paid high
rates on its short-term debt. In any case, estimates of interest rates
are not an important source of error.

For other services, the main reliance has been put on Western
balance of payments statistics andi the use of analogy with Polish
accounts. Although important Western countries do not break out
Eastern Europe (or the state traling countries), the balances prob-
ably give a good idea of transactions in this complex field. Polish
statistics are in fair agreement (once contributions to internal organi-
zations have been shifted to transfers, according to Western practice).
The incomes and expenditures for representational expenditures are,
as expected, nearly in balance, with the East European countries
showing small deficits. Other services have been estimated by analogy
with Poland, in proportion to the national products. The GNP esti-
mates shown by Jerry Crawford and John Haberstroh in this volume
were used.6 3 but intra-CEMA comparisons would give much the same
result.

The one exception, as so often in these accounts, has been the
GDR. Representational costs have been estimated roughly, on the
assumption (as noted in the paper) that there were no significant
GDR hald currency incomes from this source (through 1971). The
costs of intelligence operations in the FRG are estimated from West
German publications. Other services reflect information only on
intra-Germnan transactions.

Transfer payments, as noted on various occasions in the country
sections, present problems that cannot be resolved entirely. Govern-
ment remittances can be worked out largely from Western sources.

" Jerry Carfvord and John Ilaberstroh, op ct.
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Contributions to international organizations are recorded in the UN
yearbooks. But Western data do not cover the substantial private.
remittances made in the form of hard currency purchases for the
benefit of relatives in Eastern Europe, nor do they cover any private
ransom payments (important chiefly in the case of Romania).

Capital Account

The open-ended problem of capital transactions has unavoidably
been discussed in most of the country sections. The few available
pieces of East European information on indebtedness have been intro-
duced there, along with some of the Western estimates recently made.
A good deal of effort has been put into analyzing information on sup-
plier credits for machinery and equipment. Detailed Western statistics-
on sales have been matched so far as possible with information on
contracts; in the absence of contracts, estimates have been made in
the more obvious cases of large sales, relying on standard practice for
guaranteeing credits in the exporting country. The author believes
that these credits have been fairly well covered and that the resulting
estimates of indebtedness are not far off. The principal government-
to-government credits have also been taken into account.

As the accounts make plain, there are still large residuals to be ex-
plained by private nonguaranteed credits and the mushrooming bank
credits and loans, on which there is only spot information. The growth,
but by no means the extent, of these credits is suggested by data in
BIS annual reports on Eurodollar accounts with Eastern Europe
(including the U.S.S.R., of course). Western balance-of-payments
accounts give an even less adequate view of the development. Western
financial authorities undoubtedly have some idea of the sources, terms,
and total magnitude of Western bank financing of East-West trade,
but there appears to be no systematic attempt as yet to organize re-
porting on the subject on an international scale, comparable to the
coverage in the U.S. Treasury reports. Individual researchers must,
for the moment, be satisfied with indirect approaches such as that
taken in this paper. Better public information on the subject is one of
the needs that must be met if Western policy is to facilitate an or-
derly development of East-West trade.



*WESTERN INVESTMENT IN EASTERN EUROPE: THE
YUGOSLAV EXAMPLE

By PATRICK J. NICHOLS

CONTENTS

Page
I. Introduction -725

II. Why Foreign Investment? -726
III. The Yugoslav Setting 727

The Legal Framework -728
Negotiating the Contract -731
A Limited Response -734
Industrial Impact -735
Regional Impact -737
Why Western Firms Invest -738
How Much Will the Yugoslavs Gain? -739

IV. Where the Rest of East Europe Stands -740
V. Lessons From the Yugoslav Experiment -742

I. INTRODUCTION

Eastern Europe's heavy reliance on the industrial West for key
technological inputs to sustain growth has put an increasing strain on
the balance of payments. Since the early 1960's, East European policy-
makers have sought to find better ways to harness Western technology
and at the same time to lower the hard currency cost of the acquired
know-how. Their experiments have now brought them to the point of
allowing Western equity investment in joint ventures with domestic
firms. Yugoslavia, in 1967, was the first Socialist country to permit
foreign investment and Romania in 1971 and Hungary in 1972 have
followed suit. Early in 1974 Poland was in the process of readying a
foreign investment law possibly in time for the 5-year plan beginning in
1976.

This paper will take a close look at the results of foreign investment
in the first 7 years of the Yugoslav experience. Key operating issues
to investors-the legal framework, negotiating problems, and the
industries selected-will be discussed. Some comments will also be
made on the potential impact of the investments in Yugoslavia's
overall development. Drawing on the Yugoslav case, the paper will
then discuss the status of and prospects for foreign investment in
other Eastern European countries. The paper will concern itself with
the narrower question of equity investment rather than the larger
question of East-West cooperation.'

I There are no precise definitions for either cooperation agreements or joint ventures. The Hungarians
have defined "cooperative agreements" as including any combination of the following elements: (1) Sales
of licenses, patents, technical know-how; joint research and development projects; feedback of resulting
know-how. (2) Product specialization on an international basis, sometimes referred to in terms of "inter-
national division of labor." This can involve exchanges of materials, semimanufacturers and cosssponeuts
or even finished goods. (3) Supply of plant machinery and equipment, as well as possible credit arrange-
ments. (4) Marketinig arrangements through mutual use of sales organizations in specified territories. East
Europeans tend to call any form of business or technical cooperation over time a "joint venture" while
West er businessmen generally reserve the term for an enterprise in which a limited liability partner owns
a share of thie equity. To avoid confusion, this paper will use the term equity venture to signify onlIy those
ventures in which an investment has been made and some degree of control is exercised by a Western firm.

(725)
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II. WHY FOREIGN INVESTMENT?

In the early 1960's, Eastern Europe 2 began going deeper into debt
to purchase Western equipment and technology to accelerate growth
in leading sectors such as chemicals, petrochemicals, machine building,
electronics, and transport equipment. As a first step, the countries
purchased licenses and processes from Western firms along with much
of the equipment needed to produce the products. This arrallnement
was not altogether satisfactory. The price of the licenses was high and
the documentation frequently carried restrictive marketing covenants
prohibiting sales outside the purchasing country.3 And by the time the
licenses coul(l be put to use, the technology was often out of date,
yielding products which had limited hard currency export prospects.

Tihe bfalance-of-payments pinch was felt first by the lesser developed
and faster growing economies-especially Romi ania and Yugoslavia.
These countries, along( with the forward looking Hungarians, began
in the early 1960's to search for alternatives to outright purchases of
industrial assets. Hopeful of making Western technology more
productive and lowering the hard currency cost by promoting exports,
policymakers ti rined to cooperation ventures and coproduction
ventures. Ileally, the deals were expected to lead to the "copro-
duction" of a product by the domestic enterprise and its Western
partner. Production of component parts was to be rationalized be-
tween the firnns and the final output was to be sold abroad through
the Western firm's marketing channels. The deals actually brought
to fruition varied from simple subcontracting deals ini which the
domestic partner added small parts to an almost complete(d product
to more complex situations where the Western partner provided
capital, entrepreneurship, and markets while the Eastern firm was
supplying plant, labor, and raw materials.

Although some cooperative arrangements worked well, in terms of
acquiring new technology and establishing new export outlets the
results often disappointed East European policyniakers. 4 The Yugo-
slavs, in particular, complained that thefy were still being denied the most
contemporary technology and that Western firms were taking ad-
vantage of liberal customs treatment afforded cooperation ventures to
push their exports in Yugoslavia. The Hungarians have also been
displeased with cooperation arrangements, citing their meager export
success. The situation has improved somewhat-about 20 percent
(some $20 million) of Hungarian machinery exports to the West
were attributed to cooperation deals in 1973.°

The countries also set up cooperative ventures and even equity
deals with Western firms outside their boundaries. A number of these
ventures were located in Vienna so that the jointly owned firms could
take advantage of the city's financial lines and switchtrading fa-
cilities.6 The main objective was to use the Western partner's market-
ing channels to promote Eastern European exports in third countries.

2 See other articles in this volume especially that of Suell, supra. p. 682.
3 See Milan Pavieoel. 'Transfer of Foreign Technology a-id the Yugoqlav Economy," Yugsolav Survell

vol. XIV, May 1973, p. 67. See also "New Yugoslav Draft Law Entourages Foreigis Illvestlnent Bit
Tightens Term= of Cooperation." Eastern Eur pean Report, F i. a, 1971, ". :.4.

4 See Pavieevie, op. cit, pp. 76-82; also Eastern Europe, Fjreiqn Broadcast Infzormation Service (FBIS)
Feb. 16,1i973, p. tL6.

SReaers Past- lVest Trate News, Issue No. 2, Jan 10, 1074, 1[. 6.
For a practical desc iption of switchtrading and East-West bu) ness see Solving East European Business

Problems, Business It'ernattionss, (enva, IJ/d.
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One major exception is the large corn production system (CPS)
venture with the Hungarian state farm, Balbona.7 Located in Vienna,
the CPS-Balbona project is trying to extend its successful large-scale
farming system in Hungary to other East European countries. See
the following table for an overview of the positions of Eastern Euro-
pean countries on various aspects of East-West cooperation.

INDICATORS OF EAST-WEST COOPERATION, LEAST COOPERATIVE TO MOST COOPERATIVE: BULGARIA, EAST
GERMANY, CZECHOSLOVAKIA, POLAND, HUNGARY, ROMANIA, AND YUGOSLAVIA

Number
of known Number Percent-
coopera- of known age of

Participation in tion agree- Is equity equity trade
which Western ments investment invest- Organizations conducting with the

Country organizations end 1972 ' permitted ments foreign trade West, 1972

Bulgaria -- GATT -18 No - - Foreign trade organizations. 14
Czechoslovakia - GATT - - 33 No - - Foreign trade organizations, i1

some enterprises.
East Germany -- None - - 13 No - - Foreign trade organizations. 23
Hungary - GATT - - 164 Yes (1972)... C Foreign trade organizations, 25

selected enterprises.
Poland-. - GATT - - 55 Investment --..-. Foreign trade organizations, 30

law pend- some large enterprises.

Romania - GATT, IMF, IBRD 36 Yes( 971) 3 Foreign trade industrial 36
centrals.

Yugoslavia -.. GATT, IMF, IBRD, 375 Yes (1967) 2 76 Most enterprises, export- 67
Association import firms.
with EEC.

I Numbers are not strictly comparable for all countries, but do provide a rough ranking.
2March 1973.

3 Observer.

The Yugoslavs were the first to decide that cooperation ventures-
either in or out of country-were not enough to make a major contri-
bution to economic development. Already heavily in debt to the West,
the Yugoslavs hItched onto foreign investment as a means for securing
new technology while cutting the costs. But the Yugoslavs stopped
short of permitting "direct" Western ownership of socialized enter-
prises. Instead investment up to 49 percent was to be permitted only
within the context of Yugoslavia's distinctive "self-managenment"
system and thus only in the socialized sector of the economy.

III. THE YUGOSLAV SETTING

Althoucghl the new law was not adopted without a good deal of
ideological soul searching, Yugoslavia was a natural for socialism's
first experiment with foreign investment. Under Tito, Yugoslavia's
economic svstem had moved well away from the Soviet-styled model
that was in vogue during 1945-50. The current system is a mixture
of market forces, noncompulsory plannitig, the participation of
workers in enterprise managetnetit, anld social ownership of capital.
Since the far reaching economnic: reform of 1965, decisions on incomes,
output, investment, and foreign trade have been left largely in the
hands of banks and enterprises. Despite a retrenchment toward
greater central government and party control following the purge of

7For a describtlon of the CPS-Balhona project see Magyar Ifirlap, Hungarian, Jan. 29, 1974, p. 5, and
Hrurngartar Situationu Report, Radio Free Europe Oct. 23, 1973, p. 9.
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liberal Croat leaders in 1971, the economy remains the most decentral-
ized in Eastern Europe.8

At the same time, the economy has been the most unstable in
Eastern Europe, consistently running the gamut from boom to bust.
The country has most of the problems of developing nations-severe
inflationary pressure and chronic balance-of-payments difficulties-
superimposed upon striking regional diversity and a nationalities
problem. Yugoslavia's six republics and two autonomous provinces
are divided along a north-south line of development and culture.
The westward looking northern republics-Slovenia and Croatia-
are politically liberal and economically advanced, approaching Austria
in per capita GNP. The southern regions-Bosnia and Hercegovina,
Macedonia, Montenegro, and the province of Kosovo-are backward
and conservative in political outlook. Serbia-the largest republic-
occupies a middle ground in terms of economic development and
politics.

Fierce regional conflict emerged over the role of foreign investment
in Yugoslavia-as over the larger issues of economic reform and
decentralization. The northern republics argued that the federation
should permit foreign investment in domestic enterprises. For these
republics, quest capital did not pose a threat to the Yugoslav system
of workers' self-management. Rather, they believed Yugoslavia
needed all of the technology and capital it could get. The South was
equally adamant that investment by the "capitalists" should not be
allowed. Already dismayed over the prospect that economic reform
would favor the more developed north, the south held that even if
foreign investment upgraded technology and speeded economic devel-
opment the risk it entailed for socialism and self-management was too
great. More important, the south surmised that most of the foreign
investment would flow to the northern regions, and further accentuate
regional economic differences.

The regime finally bought the north's argument, confident that
Yugoslavia would attract a massive inflow of foreign capital. The
Government, however, soon found that few Western companies, in
the words of Aleksandar Grlickov, one of the Government's chief
economists, were "* * * waiting on the frontier * * * to launch an
invasion." Indeed, the response was so weak that the party newspaper
Borba sarcastically commented:

We all remember the discussions * * * of the Law on Investment of Foreign
Capital, all the suspicions and reserves which would be, allegedly, caused by a
flood of foreign investm'ents in the Yugoslav economy. However, it is obvious
that there has been no flood.9

No deals had been concluded in 1967 and only five in 1968. More-
over, even though the Government was trying to stimulate interest
in investing in the less developed south, only two ventures had
actually been arranged there by the end of 1969.

The Legal Framework

The regime sought to procure the benefits of foreign investment
with as little disruption to the political landscape as possible. The

' Some of the most informative works on Yugoslavia include: Towards A Theory of Planned Economy,
Horvat, Branko, Yugoslav Institute of Economic Studies, Belgrale, 19iS: The M1arket-Planned Economy
-of Yuogoslavia, Pejovic, Svetozar, University of Minnesota Press, Minneapolis, 1966; Yugoslavia and the Newt
Comnmuaonism, Hoffmaun, George F. and Neal, Fred Warner, Twentieth Century Fund, New York, 1962: and
Economic Policy in Socialist Yugoslavia, Bicardc, Rudolf, Cambridge University Press, Cambridge, 1973.
' Borba, Aug. 1, 1969.
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Government outlined its position on foreign investment in the "theses"
promulgated in April 1967.10 First, foreign investors had to comply
with the Yugoslav system of self-management. Second, foreign funds
could be invested only in existing Socialist enter prises; no provision
was made for investing in the private sector of the economy. Third,
obtaining new technology and entry to export markets was to take
precedence over obtaining financial capital.'

Financial conditions for foreign investment were explicitly stated
in the draft laws adopted in July 1967, but key operating issues such
as the investors' rights of management, profit repatriation, and even
ownership rights were not resolved. Particular fields of economic
activity such as banking, insurance, domestic transportation, trade,
and social services were closed to foreign investment and portfolio
investment was prohibited. Foreign investment in a Yugoslav enter-
prise was to be limited to 49 percent except under unusual but un-
specified conditions. Moreover, the law required that profits of the
foreign investor be taxed by 35 percent and that 20 percent of the
balance either be reinvested in the joint venture, another Yugoslav
enterprise, or else be placed in long-term bank deposits. Beyond this
the law was vague.

By 1970 the Government had concluded that the investment
climate would have to be improved if Yugoslavia were to attract
significant amounts of foreign investment. The regime accepted the
criticism of foreign investors and Yugoslav enterprises that the pro-
visions for repatriating profits were too restrictive. When the original
investment law was adopted in 1967, Yugoslav enterprises were per-
mitted to retain only 7 percent of their earnings from hard-currency
exports and many Western businessmen felt that this retention quota
would not provide sufficient funds for profit repatriation. In addition,
the requirement to reinvest 20 percent of profits was attacked by
Westerners and Yugoslavs alike. In late 1970, the Government
simultaneously dropped the reinvestment provision and broadened
the base for profit repatriation by allowing joint enterprises to retain
an additional one-third of their bard-currency earnings. In early 1972,
the basic retention quota was increased so that a minimum of 53
percent of the hard currency earned by a joint venture can now be
used for profit repatriation. This should prove sufficient for repatriat-
ing profits even in the early years of the joint venture when exports
are likely to be small.

The Government has been less tractable on the issue of export pro-
motion. The revised investment law still requires that a joint invest-
ment contract shall not be entered into if the parties do not state that
their business cooperation will lead to "* * * an increase in output,
a rise in productivity, and increased exports." 12 A rough rule of thumb
seems to be that 40 percent of the joint venture's production should be
earmarked for foreign markets.si Many foreign firms have expressed a

10 The "Theses on Soeio-Eeonomic Aspects of Joint Investments by Domestic Enterprises and Produc-
tion-Financial Cooperation Between the Yugoslav and Foreign Ecolsomies" and other laws on foreign
investment are contained in Collection of Yugeoslae Laws, vol. XVII, Institute of Comparative Law, Bel-

grade, 1967.
"I For an exellent description of Yugoslavia's motivations for permitting foreign investment, see Yugo-

eta., Foreign Investment Legislation At Work; Experience So Far; Sukijasovic, Miodrag, the Institute of Inter-
national Politics and Economies, Belgrade and Ocena Publications, New York, 1970, especially pp. 11-14.

12 "Lw on Ilsvestnient of Resources of Foreign Persons in Domestic Organizations of Associated Labor,"
Ofiial Gazette of the Socialist Federal Republic of Yugoslavia (SFRY), Nov. 22, Apr. 19, 1973, art. 12.sec. 2.
13 "Foreign Investment in Yugoslavia," Organization for Economic Cooperation and Development,

Pars, 1970, p. 10.

32-765--74--47
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desire to enter into joint investments with Yugoslav firms if they are
not required to export part of the output. These firms stress that
import-replacing products of many proposed joint ventures would save
the country foreign exchange but Yugoslav authorities-evidently
fearing a flood of requests for "screwdriver" factories-have been
unwilling to approve any ventures that do not envisage exports.

The Government has made some progress in accommodating for-
eigner's property rights with the system of workers self-management
and social ownership.' 4 Before committing funds, foreign investors
wanted to know the status of their property in the event a joint venture
should fail. Would trademarks and industrial property be recoverable?
Was the foreign investor forced to renounce all claim to the invested
assets when the contract was registered by the Yugoslav Goyern-
ment? In early 1971, the Government finally provided a partial
answer to questions like these. The foreign investment law was
amended to give investors the right to hold title to invested assets
until they are fully amortized. And for the first time, the Government
permitted foreign equity to be repatriated in accordance with any
foreign exchange regulations which might be in effect.'"

Originally the Government had considered foreign investments to
be permanent and no provision had been made for termination of
joint ventures. Now, joint investments may be terminated if (a) losses
are incurred in two successive years or business results are "consider-
ably below" expectations, or (b) if one of the partners fails to meet
contractual obligations. The foreign partner may sell his share in the
foreign investment to another Yugoslav enterprise or other foreign
firm but is required to extend "first refusal" rights to his Yugoslav
partner. The Yugoslav partner is then required by law to communicate
its acceptance or rejection of the sale offer within 60 days.'6 So far,
no foreign investors have sold their interests either to Yugoslav
partners or to third parties. Finding a Yugoslav enterprise with a
sufficient amount of hard currency is one obvious hurdle for the foreign
investor who hopes to sell his joint venture share. For this reason, a
number of foreign investors have included clauses in the joint venture
contracts which permit them to convert their equities into long-term
loans to Yugoslav partners.

On the issue of ultimate control of joint ventures the regime has
held firm. Although the Federal Executive Council can approve
equal investment participation in a venture "exceptionally * * * for
the purpose of developing a determined economic branch or ac-
tivity * 1 *" no contract with 50-50 participation has yet been
approved.17 Essentially two types of Yugoslav firms are empowered
to negotiate joint ventures-single enterprises and conglomerates. A
foreign investor has the option of investing up to 49 percent in (i)
an enterprise itself, (ii) an enterprise which belongs to a conglomerate;
(iii) a conglomerate as a whole, or (iv) an autonomous division created

14 According to Yugoslav law, socialized enterprises are operated and controlled by the workers, who
elect workers' councils and directors to make day-to-day decisionq. These enterprises serve as trustees of
the state, employing but not actually owning the asosets under their control. Since the foreign investment
law requires that foreign and domestic firms be accorded equal treatnoent, the. foreign investor is also denied
property rights of ownership, and instead is accorded only the contractual rights which stem from the joint
venture agreement.

Is Article 18, "Law on Investment of Resources of Foreign Personis in Domestic Organizations of Asso-
ciated Labor," op. cit.

1" Article 16, Ibid.
17 Article 4, Ibid.



731

within either a single enterprise or a conglomerate. 'Most investors
have selected the last option because it offers a degree of insulation
from the overall enterprise operation and because a given outlay of
capital buys a larger equity share. A joint management board coim-
posed of representatives from the Yugoslav enterprise or conglomerate
an(l the foreign firm exercises control over the venture. The manage-
ment board's powers are a matter for negotiation and are specified in
the joint venture contract.

To help allay fears among foreign investors that frequent changes
in the institutional framework of Yugolsavia's economy would not
harin their interests, the government adopted an amendment to the
constitution in 1971 guaranteeing that "* * * the rights of a foreign
person concerning his resources invested in an organization may not
be diminished by a law or another act after the conclusion of a con-
tralct * * *}X 18 Article 27 of the new constitution now in the process
of being adopted-in effect Yugoslavia's third since 1960-contains
siinil ar language guiaranteeing the safety of foreign investment.'
How meaningful the guarantees are is still unknown since they have
never been tested in either a Yugoslav or an international commericial
court. Although the amendments do not encompass changes in tax
laws the foreign investor presumably is protected from changes in for-
eign exchange regulations.

Foreign firms have also complained that the high rate of taxation
discourages joint ventures. So far the Government has done little to
reduce the tax burden. Less developed republics were allowed to cut
the tax rate on profits from 35 percent to 14 percent and a tax rebate
ranging from 15 percent to 50 percent now is given on profits that
are reinveste(l for a 5- to 10-year period or placed in long-term bank
accounts. But the Government thus far has ignored investor com-
plaints of double-taxation. Domestic taxes continue to be levied at a
rate of approximately 40 percent of the enter prise wage bill whether
or not the firm turns a profit. In addition, the foreign partner's profits
are subject to a 35-percent tax, while no additional tax is levied on the
*domestic partner.

Negotiating the Contract

Even with improvements and clarifications in the legal environ-
ment, many issues still must be settled in contract negotiations.
Since the foreigner's property rights are contractual, careful negotia-
tion of the agreement is perhaps more important to the success of the
joint venture than are similar arrangements in other developing
countries. Although negotiations can move along surprisingly quickly
if the investment is in a high priority sector, the process can be
frustrating. Yugoslav legislation is still difficult to interpret and
many issues pertaining to management rights, export objectives,
bookkeeping, and the calculation of profits must be negotiated. Yugo-
slav enterprise representatives often are not sure precisely what will
and will not be approved by the Federal Government.

Because Yugoslav enterprises are in theory managed by workers'
councils, the contract must contain an explicit delineation of the

Amen,,dment No. 22, Constitution of Socialist Federal Republic of Yugoslavia.
D )iaft or constitution of the Socialist Federal Republic of Yugoslavia, article 27 in Eastern Europe,

FBIS, No. 11, 133, supplement 21, July 11, 1973 p. 19.
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rights ceded by the workers to the joint venture's management
board. The workers' councils-along with the enterprise director-
must approve the joint investment contract before it becomes valid.
This procedure signifies that certain rights of self-management have
been transferred temporarily to the management board.

Foreign partners often have achieved equal representation of the
management board even when they have invested a relatively small
share of the equity. The general director of a Yugoslav enterprise
must be a Yugoslav citizen, but a foreigner could become the director
of a joint enterprise. This has never happened. Instead, a Yugoslav-
usually the enterprise director-heads the joint venture and serves as
the presiding officer of the management board while an officer of the
foreign firm holds the number two position. The foreign investor
retains considerable power, however, since most of the contracts
provide that major decisions of the joint management board must be
unanimous.

In drawing up the contract the partners are allowed considerable
freedom to determine the prerogatives of the management board.
Usually the board consults periodically with the enterprise manage-
ment on technical as well as financial matters. These consultations
might cover the construction of new facilities, project documentation,
technical standards of production such as product assortment and
quality, and the examination of financial records and statements of
the venture. As a rule, the management board avoids issues affecting
labor policy, although it can determine basic wage levels subject to
interrepublican skill levels. Workers employed in the joint ventures
normally expect to be paid 10 percent more than rates prevailing in
similar jobs in the rest of the economy.

Thus far the management, boards have worked fairly harmoniously.
Yugoslav directors-not the workers' councils-make most decisions
in domestic enterprises, and they have about the same managerial
outlook as their capitalist counterparts. And few Western firms-
contrary to the regime's hopes-seem intent on directly managing the
ventures anyway. Contracts often provide for monthly or quarterly
consultations, but some management boards have met even less
frequently than prescribed. Although nearly every contract provides
for arbitration no issues are known to have been arbitrated so far.

Export promotion and technological transfer are central to joint
venture negotiations. At a minium, the Yugoslavs hope that the
joint ventures will be self-liquidating in foreign exchange costs. Since
the dinar is not freely convertible and domestic sales cannot provide
transferable funds for the foreign partner, enough exports must be
generated to pay for imported components and technology, provide
funds to remit profits, and eventually to repatriate the foreign
partners' investment. This problem demands flexibility and creativity
on the part of the foreign investor. The Western partner may simply
absorb some of the output of the venture, arrange with a switch
trader to swap the output for something he can use, or market on a
fee basis part of the joint venture's product in the West.

Some investors have avoided the problem-at least for the short
run-by extending relatively large credits to their Yugoslav partners
for the purchase of equipment, licenses, and technology, investing a
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small amount of equity in the venture, and concentrating on domestic
sales with a minimum of exports. Domestic profits are then plowed
back into the enterprise to increase the foreign partner's share of the
equity. In effect, the investor is gambling that foreign exchange regu-
lations will be liberalized in the longer run to allow profits, or part of
them, to be repatriated in hard currency. While waiting for that
contingency, the foreign firm can make profitable replacement sales of
machinery, equipment, and components.

The Yugoslav partner will also seek to secure the benefits of the
foreign partner's research and development, perhaps negotiating to
obtain new technological processes as they become available. While
little is known about negotiated technology transfers, the foreign
investor has a decided incentive to be cautious in releasing tech-
nology. An investor obviously does not want to create a competitor
in international markets and by controlling the release of technology
the Western firm probably can generate a later round of equipment
sales.

The division of profits, the choice of a bookkeeping system, and
procedures for arbitration are other negotiating topics. Most joint
venture contracts allocate profits between the partners on a pro rata
basis with equity. Accounting is handled in accordance with interna-
tional procedures as modified by local laws. Since most joint ventures
are spun off from the parent enterprise, they generally have a separate
set of books open to periodic examination by the foreign investor or
the management board. Arbitration procedures are also specified in
the contracts as are the courts in which the proceedings will be held.
Yugoslavia is a member of the Paris International Chamber of Com-
merce and will accept arbitration rulings of that tribunal.

Because many issues concerning joint ventures have not been
settled in law, some Westerners try to include in the contract every
item that could conceivably affect the joint venture. They push for
what they want from a business standpoint and then rely on the
economic secretariat to tell them whether what they have agreed to is
permissible within Yugoslav law. The services of the International
Investment Corporation of Yugoslavia (IICY)-a consortium of
Yugoslav and international banks set up to promote foreign invest-
ment in Yugoslavia-have been useful to some Westerners in their
negotiations. The IICY specializes in negotiating large and medium
sized deals, several of which have included the participation of the
International Finance Corporation. Some U.S. firms have found the
offices of IICY valuable in cutting bureaucratic redtape and in getting
ventures off the ground. The IICY is especially interested in stimu-
lating investments in extractive, industrial, tourist, and agricultural
projects-all priority investment targets of the Yugoslav Government.

Official registration of the negotiated contract is the final step in
arranging a joint venture. After the contract is approved by the
enterprise workers' council and signed by the director, the Federal
Secretariat of the Economy performs a preventive check to insure
that the joint venture contract: (a) conforms to Yugoslav law;
(b) promises to increase the production, productivity, and exports
of the Yugoslav partner; (c) treats both partners equally; (d) does
not overvalue the patents, licenses, and technology contributed by
the foreign partner; (e) requires an investment of at least $100,OOO
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by the foreign partner; and (f) does not conflict with the interests of
national security or defense.20 The decision to accept or reject the
contract must be made by the Secretariat within 2 months; a negative
decision may be appealed to the Federal Executive Council. In
practice, the number of joint ventures under negotiation has been
small enough to permit the Secretariat to clear up details during the
negotiating process. Ratification of the contract has therefore been
virtually automatic upon its acceptance by the workers' council of
the domestic enterprise.

A Limited Response

Although the Yugoslavs expected to be flooded with offers of
Western capital, only $125 million had been realized in 76 joint ven-
tures as of March 1973, hardly significant compared with other forms
of capital inflow as shown in table 1. The number of joint investments
climbed in 1971-72, but the average amount of foreign participation
and the foreign share in total investment declined. Meanwhile the
share of borrowed capital in total Yugoslav investment has steadily
risen. The gross inflow of long and medium term Western capital,
which averaged about $580 million annually during 1968-72, now
accounts for almost 25 percent of total investment compared with
about 15 percent in the early 1960's. Lending by the International
Bank for Reconstruction and Development (IBRD)-Yugoslavia's
major source of long term development capital in recent years-alone
outstripped foreign investment by some 40 percent during 1968-72.

TABLE 1.-YUGOSLAVIA: THE ROLE OF FOREIGN INVESTMENT, 1968-72

[Dollar amounts in thousands]

1968 1969 1970 1971 1972 Total

Number of equity venturesI 5 2 12 11 17 27 72
Total investment in equity ventures of

which - 3 $71, 818 $98, 456 $99, 070 $72, 296 $312, 752 $654, 392
Foreign funds -16, 805 27, 535 22, 911 18, 898 37, 172 123, 312
Percent of total investment 23 28 23 26 12 19

Total inflow of medium and long term
capital 4 -$337, 000 $449, 000 $568, 000 $730, 000 6 $827, 000 $2, 91 1, C00

Foreign investment funds as a percent
of total capital - 5 6 4 3 4 4-

' Including annexes to existing contracts.
2 Including 2 joint ventures with CEMA countries.
3 At prevailing exchange rates at time of venture registriaton.
4 Taken from preliminary balance of payments data for hard currency countries only.
5 Preliminary balance.
Sources: Balance of payments data from International Monetary Fund; "Investing in Yugoslavia with OPIC Assistance,'

Overseas Private Investment Corp., 1973.

Even though many of the larger equity ventures are extensions of
ongoing cooperation and licensing agreements, few Western firms have
invested as much as the law allows. By March 1973, foreign partners
had invested the legal maximum of 49 percent in only 21 ventures, most
of which were relatively small. The larger partnerships such as the,

20 Article 12, "Law on Foreign Investment of Resources of Foreign Persons in Domestic Orgarizations.
of Associated Labor," op. cit.
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Fiat-Crvena Zastava Motor Works, the Tovarna AutomobilovMaribor (TAMI)-Kloeckner, Hlulmoboldt, Deutz truck assemblyoperation, and the FAP-FAMIOS-Daimler Benz truck venture havedepended on outside funding by the International Finance Corporation
and the IIC Y. In all three cases, the foreign partners invested less than19 percent of the equity while insisting on contract clauses permittingthem to convert their equities into medium-term loans.

Yugoslavia's leading trading partners-West Germany and Italy-are also its main sources for licenses, patents, cooperation agreements,and equity ventures. By the end of 1972, Italy had concluded 19 jointinvestments with Yugoslav enterprises and was participating in 71industrial cooperation agreements while West Germany was involvedin 17 equity ventures and 148 cooperation arrangements, as shown inthe tabulation below:

Patents and Industrial Equity
licenses cooperation ventures

Total -- -- ---------------------------------- 394 375 72
Western Europe -339 306 59Of which:

Vicst Germany -(93) (148) 17Italy -(62) (71) 19Eastern Europe-35 62 2United Statesp--------------------------- 16 4 4Other- 4 3 7

Source: "Yugoslav Survey", vol. XIV, May 1973.

Compared with Western Europe, the United States is a relativelyminor sources of technology for Yugoslavia. By the end of 1972,U.S. firms had concluded only four cooperation deals and four equityventures. One equity venture involving Time-Life Inc. was signed in1968 but no other U.S. agreements were arranged until late 1971when Knapic, a small New York electronics firm invested $600,000in a deal with Iskra of Slovenia. In 1972, Eaton Corp. made thefirst sizable U.S. investment ($2.2 million) to produce automatic
controls with Cajavec of Bosnia and Hercegovina. U.S. investmentactivity is tup sharply in 1973. Two small investments were registeredin Januarv and at least three more contracts have been signed andawait ratification by the Economic Secretariat. If these investments
are approved, U.S. companies will have entered into nine joint invest-
ments involving about $9 million.

Industrial impact

The industrial branches that have led the way in cooperation andlicensing agreements have also concluded the most joint equity ven-
tures (see table 2). Although it is difficult to measure the influenceof foreign investment and cooperation agreements on growth in theeconomy transfers from the West have had a substantial impact onthe output mix. Consumer products-electrical appliances, automo-biles, medicines-manufactured under Western licenses and proc-esses satisfy part of the demand of the domestic population whichwould be otherwise met by imports of finished products.
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TABLE 2.-YUGOSLAVIA: REGISTERED JOINT INVESTMENTS AND COOPERATION AGREEMENTS, BY
INDUSTRY, END OF 1972

1966-71
average
annual

growth of
Industrial Registered value of

cooperation joint in- production
agreements vestments (in percent)

Total (all industry)- 375 72 6.5

Petroleum --------------------------------- 0 0 13. 2
Ferrous metallurgy --------------------------- 2 1 5. 3
Nonferrous metallurgy- 0 3 5.0
Nonmetallic minerals -5 5 5. 9
Metalworking industries (excluding shipbuilding) -220 22 6.7

Of which-
Motor vehicles industry -() - -9 a 17.(5

Shipbuilding-0 0 10.4
Electrical industry -123 8 8.9
Chemical industry - 6 12 12.2
Building materials industry -0 2 7.6
Wood industry ------------------------------- 3 2 4. 8
Paper and printing industry- - ----------- 2 5 7. 0
Textile industry -3 3 3. 2
Leatherindustry -0 1 2. 5
Rubberindustry -1 2 7.1
Food and beverageindustry - ------------------------------- 5 4 5 5
Tobacco -------------------------------- 0 2
Otherindustrial products -5 0 (')

I Not available.
Ilncluding annexes to existingcontracts.
sAverage growth of physical production.

Source: Yugoslav Survey, vol. XIV, May 1973,Statisticki Godisnjak SFRJ 1972.

Foreign firms have been most willing to invest in the automobile
and chemical industries-two of Yugoslavia's most rapidly expanding
industries. There have been no sizable investments in basic materials
even though serious negotiations have occasionally taken place. The
collapse of protracted negotiations with Kaiser aluminum in 1970
suggests that Western firms are cautious about investing in Yugo-
slavia's natural resources even if they are satisfied that commercially
exploitable reserves exist."a Instead, they prefer the processing in-
dustries where the payment period is relatively short and capital
commitments are smaller.

Western Europe's leading car and truck manufacturers-Fiat,
Daimler-Benz, Citroen, Volkswagen, and Kloeckner-Humboldt-Deutz
have invested about $40 million in joint ventures with Yugoslav firms.
These ventures typically involve the assembly of knocked down cars
and trucks in Yugoslavia offset in part by the export of components
manufactured by Yugoslav enterprises or their subsidiaries. The
exception is the Fiat-Crvena Zastava contract. Zastava produces
automobiles in integrated serial operations and exchanges parts with
Fiat of Italy and the other Fiat affiliates in Eastern Europe.

The Government's priority effort to upgrade chemical technology
has helped to attract Western investors to that industry. To the
Yugoslavs, joint ventures in chemicals and petrochemicals offer a
better opportunity for reaching world technological levels than do
product licensing arrangements. The cycle from research and develop-
ment to production is unusually swift in chemicals and the Yugoslavs

21 Kaiser negotiated for almost 2 vears to build an alumina combine in Zvorntk, Bosnia and Hercogovina
before ending the talks. Kaiser officials claimed that world alumisum capacity coupled with low prices
made the joint investment's profitability a question mark.
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hope they can short circuit the product development process by
tapping the research efforts of Western firms. Western firms are in
turn more inclined toward investments in chemicals than in many
other industries because it is easier to dispose of the output. Basic
products of the venture can be more readily used as a raw material in
"downstream" chemical plants of the Western partner than would be
the case in some other industries. Moreover, it may be easier to find
a chemical product that the Yugoslavs are able to produce efficiently
which will not compete with products already marketed by the Western
firm or subsidiaries abroad.

Regional Impact

Because they favor processing industries, investors have gravitated
to Slovenia, the most developed republic (see table 3). The Slovenes
had landed just six joint investments by the end of 1970, but I1
ventures were set up in both 1971 and 1972. Most of these investments
are in relatively small scale consumer oriented industries such as tire
production, paper manufacturing, and home appliances. Foreigners
have preferred Slovenia and, to a lesser extent, Croatia, to other
parts of the country because quality standards are considerably higher
in these areas than elsewhere in Yugoslavia and the labor force is
much better trained. Moreover, Slovenia and Croatia have closer
geographic and cultural links with the markets of Western Europe
than do the other Yugoslav republics. Serbia still leads all other
republics in the total value of joint ventures because almost $30 million
has been invested in the Fiat-Crvena Zastava venture alone. Since
the end of 1970, however, only six ventures involving $7.8 million
have been organized in Serbia compared with almost $30 million and
22 ventures in Slovenia.

TABLE 3.-YUGOSLAVIA: FOREIGN INVESTMENTS BY REPUBLIC 1968-72

[Dollar amounts in thousandsj

1968-72 Percent-
1968 1969 1970 1971 1972 total age share

Slovenia:
Number of investments -2 2 2 11 11 28 38.9
Amount -$11,494 $4,817 $1, 905 $14, 789 $15,549 $48,554

Croatia:
Number of investments ,- 1 2 3 2 7 15 20.8
Amount -$,, , 152 $1,414 $848 $104 $7,776 $10,294.

Serbia:
Number of investments -2 6 4 2 X 6 20 27. 8
Amount -$5, 159 $18, 237 $17, 516 $2, 556 $6, 039 $49, 507

Bosnia and Hercegovina:
Number of investments -0 2 0 1 2 5 6. 9
Amount -$,, ,3, 067 - $640 $4, 682 $8,389.

Macedonia:
Number of investments -0 0 2 1 0 3 4. 2
Amount -$2, 642 $800 - $3, 442

Montenegro:
Number of investments - 0 0 B 0 1 1 1. 4
Amount -$, -3, 125 $3,125.

Yugoslavia:
Number of investments 5 12 11 17 27 72 100.0
Amount - $16, 805 $27,535 $22,911 $18, 889 $37,172 $123,312.

I Including 2 investments worth $696,000 in the Autonomous Province of Kosovo.
Source: "Investingi n Yugoslavia With OPIC Assistance," OPIC, 1973, calculations by author.
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Despite favorable tax treatment, the presence of most of Yugo-
slavia's mineral resources (bauxite, zinc, copper and lead) and an
unwritten rule that South will be favored over the Northi in joint
venture requests, the regime has been unable to attract mich in-
vestment to its less developed regions. Foreign investment in the
south-Bosnia and llercegovina, Macedonia, Montenegro, and the
province of Kosovo-amounted to just $15.6 million in 11 ventures
at the end of 1972. Western investors have been deterred by a coin-
bination of factors including the size of investmlient outlays, poor
transportation facilities, a scarcity of skilled labor, low labor pro-
ductivity, and the relative remoteness of the South from large and
affluent urban markets. As a result, the southern republics have
begun to look to the U.S.S.R. for help in developing raw materials.2 2

Why Western Firms Invest

Few Western firms actually mn(le investments in Yugoslavia
without first sampling the looser-and generally more lucrative-
forms of technology transfer such as licensing agreements and. in-
dustrial cooperation. Indeed a number of Western firmss seemingly
agreed to joint investments only because the government instituted
a squeeze on imports and began tightening the rules of industrial
cooperationY2 Because the ground rules for cooperation agreementsi
include preferential customs treatment, Yugoslav enterprises were
encouraged to conclude cooperation arrangements and trim domestic
output since they could earn larger profits by selling imported( producets
instead of their own.24 Now cooperation deals are more closely regu-
lated and legislation has been changed to require that domestic
enterprises contribute at least 30 percent of the value added to a
jointly produced product.

To maintain their presence on the Yugoslav market, many Western
European firms have invested token amounts in joint ventures with
Yugoslav enterprises. The preference of investors for processing in-
dustries and the low rate of profits earned tend to reinforce the view
that their investments are made chiefly to support export efforts. They
invest in small-scale consumer industries with a high import content
and a limited export potential. Moreover, profit rates on their equities
have apparently been far below rates prevailing elsewhere in the world.
For instance, the Fiat-Crvena Zastava joint venture-Yugoslavia's
model agreement-earned only 2 to 3 percent on invested funds, not
the 15 percent which was projected when the agreement was signed.
As a report of a Serbian Assembly Commission pointed out "* * *

foreigners invest in our enterprises * * * not for direct profit but for
indirect effects such as market expansion, the opportunity for supply-
ing components, and the elimination of other potential foreign
competitors. 2

5

And Westerners probably get no great cost break by investing in
Yugoslavia. Yugoslavia does enjoy an advantage in labor costs when

22 The Soviet Union extended a soft currency credit worth S540 million to Yugoslavia in the spring of 1972,
Most of the credit is to he used in the less developAd regions for davelopmnmlt of th'rmavlectric capacity.
nonferrous metals, and the like.

8 See East European Report, Feb. 0, 1073 op. cit. pp. 31-35.
24 ITid.
25 Eastern Europe, Foreign Broadcast Inforinntioa Service, Sept. 13, 1973, p. 112.
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compared to the Common Market countries but its costs are probably
no lower than in other countries in southern Europe. Although inter-
country labor comparisons are tenuous,2 a recent United Nations
study indicates that Yugoslavia compares unfavorably to Greece and
Spain in value added per worker in manufacturing and ranks only
slightly ahead of Portugal. The Common Market has granted tariff
concessions to Greece and Spain similar to those accorded the Yugo-
slavs, and the operating environment in both countries is much more
open than in Yugoslavia. Both countries permit foreign investors to
hold majority positions in domestic firms and Spain has even per-
mitted large scale investment in real estate. However, as in Yugo-
slavia, foreign investment in the manufacturing industries of Spain
and Greece has been concentrated in the sectors of transport, chem-
icals, and metal products, with most of the output aimed at satisfying
domestic consumption.

West European enterprises have arranged most of the joint invest-
ments mainly because they are more flexible than U.S. firms in finding
ways to do business in Eastern Europe. The West Europeans have an
advantage in that they can more easily rationalize the components
produced by joint ventures with their home operations. And they are
more willing to undertake the marketing of Yugoslav goods, some of
which may be only remotely related to their own product mix. U.S.
firms have only recently begun to look at joint ventures as a means of
expanding exports.

U.S. investment activity is likely to contine to lag behind that of
Yugoslavia's main trading partners. Although large firms like Dow
and Gillette have concluded small equity ventures, the presence of
major U.S. multinationals in Western Europe should keep U.S.
investment at a low profile. Manufactured products from U.S. equity
ventures in Yugoslavia would have to be sold in competition with the
output of U.S. subsidiaries in Western Europe and American firms
are not yet ready to make the major commitment necessary to invest
in Yugoslavia's chief raw materials-copper, bauxite, and lead.

How Much Will the Yugoslavs Gain?

Unless the investment climate suddenly improves, Yugoslavia will
probably fall considerably short of its goal of attracting $285-$300
million in foreign investment during 1971-75. Only about $65 million
had been realized from 1971 to mid-1973 and the Yugoslavs may be
hard pressed to obtain as much as $200 million in foreign investment
during all of 1971-75. And foreign investment has had no impact on
the Federal Government's pressing regional development problem.
As a Serbian Assembly Commission reported in September 1973
"* * * foreign investment had no significant influence on * * * the
structure of our economy or the development of less developed regions.
Foreign capital went rather to the developed regions * * *.2

Even though capital has flowed to the more developed areas,
significant export gains will be hard to come by. Joint venture con-
tracts are required to contain provisions for export promotion, but
the scanty available evidence suggests that few Yugoslav enterprises

to "Sorno Aspocts of' Manufa.turlng In Southern Europe: Production, Trade, and Transfer of Technology,"
Economic Bulltin for Europe, United Nations, Geneva, p. 53.

27 Liantern Europe, FBIS, op. cit. p. 1.12.
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involved in joint investments are net earners of foreign exchange. For
instance, imports of the Fiat-Crvena Zastava enterprise totaled almost
$80 million in 1972 while exports amounted to less than $30 million.
At the same time, the import replacing products of major equity
ventures-automobiles, trucks, chemicals-save foreign exchange in
proportion to the value that is added in Yugoslavia. But because most
of these industries rest upon a limited raw materials base, the Govern-
ment will be fortunate if many of the joint enterprises eventually pay
their own way.

Foreign investment will raise the quality of technology and man-
agement, although only to the fringe of Western experience. MIost
equity ventures are in reality little more than a blending of classic
licensing deals and cooperation agreements; only in exceptional cases
have Western firms permitted Yugoslav enterprises to reach levels of
technology characteristic of their, home operations. Instead, most
equity ventures are heavily dependent upon the Western partners for
deliveries of components and machinery to maintain relatively low
volume, high cost output. Transfers of management and labor skills
also are not apt to be significant. Few Western firms are actively
managing the joint firms-in part because they have invested rela-
tively little-and few have instituted major training programs for
workers.

IV. WHERE THE REST OF EAST EUROPE STANDS

In October 1971 Romania became the first CEMA country to
follow Yugoslav on the path to foreign investment. The Romanians
share three basic characteristics with the Yugoslavs: an independent
posture within the Communist movement, a large and growing hard-
currency indebtedness to the West, and a propensity to push for rapid
growth fueled by Western technology and financed with Western
credit. These factors were enough to prompt Bucharest to accommo-
date foreign investment in one of the most tightly controlled and
centrally directed economies in East Europe.

The original 1971 law was far too vague for Western investors and
no deals were actually concluded under it. A second and more com-
plete investment decree was proclaimed in November 1972 and thus
far three Western firms, including the U.S. firm Control Data, have
made investments.2 8 Romania, like Yugoslavia, requires that the
Romanian side will retain 51 percent of the equity in a venture.
Unlike Yugoslavia, however, the Romanian law provides that equity
ventures will be concluded with "industrial centrals" rather than
individual enterprises. 29 Romania's law puts a premium on export-
oriented industries and those which have a technological base "on a
par with world standards".30

A joint venture contract must be reviewed by the state planning
committee, the Ministries of Finance, Foreign Trade, and Labor and

2s The three Western firms known to have eoncluded investments with Ro,,sanian centrals are Zahnrader
*Fabrik Renk AG (West Ce; may), Romalfa SpA (Italy) and Control Data Corporation (United States).

29 Industrial centrals were established in April 1509 and consist of several enterprises grouped in one or
more of the following ways: Vertically by product, horizontally by product. and territorially by product.
The industrial centrals play a role in annual and long-term plan formation and have a limited voice in
foreign trade.

30 Law No. 1, published in the Official Bulletih of the Socialist Republic of Romania, March 1971, article 8.
For an excellent outline of Romania's law see "Joint Investment Opportunities with the Socialist Repubtie
of Romania," Morse, David A. and Goekjian, Samuel V. in Business Lawyer, vol. 29, November 1973.
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the Romanian Foreign Trade Bank. After signing, the agreement is
rechecked by the Ministry of Foreign Trade for compliance with Ro-
manian law and forwarded for approval by the Council of Ministers.
If Council of Ministers approves, the contract becomes binding.

Unlike the Yugoslavs, the Romanians require that the partners
prepare a 5-year plan and annual plans which describe projected
financial and economic activities of the venture. Although there is no
reinvestment provision in the Romanian law, the joint company is
required to set up a "reserve fund" of up to 25 percent of the invested
capital. Taxes on profits are levied at an annual rate of 30 percent
but the Council of Ministers is empowered to grant a limited tax
holiday to the venture. A tax rebate is also given on reinvested profits.
The Romanians guarantee that profits and equity can be repatriated
and agree to arbitrate major disputes at the International Chamber
of Commerce in Paris.

T'ie latest CE.MA country to board the bandwagon, however
hesitantly, is Hungary. In their October 1972 investment law, the
Hungarians included provisions similar to those in effect in Yugo-
slavia and Romania: a 51 percent share "in general" for the Hungarian
enterprise,' guarantees of profit and equity repatriation, and setting
up a risk fund of 10 percent of the venture's capitalization.

Unlike those countries, the Hungarians have made it clear that they
view foreign investment as a "marginal and exceptional recourse." 32
Indeed, as of March 1974, no joint investments had been approved.
As Odon Kallas, president of the Hungarian Chamber of Commerce
put it in late 1972: "We have an ideological objection (to foreign
investment) because we are a socialist country and * * * an economic
objection because we have successfully managed our economy without
it." 33 And it is true that the government's policy of combining con-
servative debt management with a viable economic reform has eased
pressure on the leadership to go beyond the standard cooperation
arrangements in which Hungary has been the CEMA pacesetter.

Early in 1974 Poland was drafting an investment law which pre-
sumably will be released in time for the 1976-S0 5-year plan. Some
Western and Polish legal scholars argue that foreign investment
could have taken place even without promulgation of a new law.34

But Polish authorities have apparently decided that it would be
easier to cut red tape by starting from scratch.

Few details are available although the law represents the next
logical step in Party Chief Gierek's expansive policy of trade and
cooperation with the West. Gierek, cashing in on his predecessor
Gomulka's fairly conservative debt policy, has been rapidly boosting
imports of machinery from the West and pushing for large-scale
Western cooperation.

The other countries, Bulgaria, Czechoslovakia, and East Germany,
have been much more reticent on the investment question. None of
the three has permitted equity ventures with the West and all have
lagged significantly in concluding cooperative ventures. The atmos-

3' Decree No. 28. 1972 "On Economic Associations operating with Foreign Participation" Magyar Kozlony,No. 76, Oct. 3, 1972, clause 4.
32"Ifuingary Rules Out Widespread Western Investment," Financial Thees, Nov. 24, 1972, p. 4.
:4 See "The Law of Foreign Trade in the Polish People's Republic," In Lao and Cootemeporary Problrems,vol. XxxVII, summer 1972, p. 506 and also an article by Jan Rybac contained in Handel Zagranlczeny,No. 10, October 1973, pp. 327-331.
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phere may be changing, at least in Czechoslovakia. In a late 1973
speech on the economy, Premier Strougal hinted that the Czechs were
considering joint equity ventures.3" This likelihood was buttressed
by a recent article in the party economic weekly Hospodarske Noviny
which advocated "* * * the financial participation of other coun-
tries * * *" in Czech industry.A6

The conservative Bulgarians have steadfastly prohibited equity
investment in their constitution and apparently have little inclination
to remove the ban. The inward looking East Germans also have made
no effort to accommodate equity ventures although Gerhard Biel,
deputy minister of foreign trade, insists that East Germany stands
ready to entertain venture proposals from the United States 37 once
diplomatic relations are established.

V. LESSONs FROM THE YUGOSLAv EXPERIMENT

Romania, Hungary, and presumably Poland have essentially
emulated the Yugoslav format for investment. Nonetheless they
present the investor with a considerably different investment equation.
First, their economies are more stable than is Yugoslavia's and second,
the enterprises in all these countries are subject to more central con-
trol and redtape; it may prove to be just as hard to insulate investors
in these countries from bureaucratic frustrations as it has been to
isolate them from the impact of inflation and confusing policy changes
in Yugoslavia. Aside from these basic obstacles, however, the future
of foreign investment in Eastern Europe will depend to a large extent
on how these countries react to the lessons of the Yugoslav experiment.

At a minimum, the limited response of Western firms to the oppor-
tunity of operating in the relatively open environment in Yugoslavia
ought to have made the East Europeans more realistic about foreign
investment. They now should expect that most Western firms will be
intent on making sales, investing a minimum of equity, and marketing
as little of the venture output in the West as practicable.

To counter this problem and attract more productive and rational
investment, the CEMA countries-and Yugoslavia-might well recast
their investment laws in the light of import substitution rather than
export promotion. After carefully determining industrial priorities,
governments could allow foreign companies to set up joint ventures
which rest upon an adequate raw materials base and use locally pro-
duced inputs to make products for domestic consumption. This might
prove more efficient-and cheaper-in the long run than indirectly
promoting ventures that rely heavily on imported components to
produce high cost products which have a limited export market, In
Yugoslavia, domestic political considerations probably preclude the
federal government from explicitly relaxing export provisions in the
near future. Regional pressures for competing ventures would be
great, and it would be politically difficult for the Federal Government
to set unambiguous industrial priorities. The governments of the more
closely controlled CEMA countries, on the other hand, are less bound
by regional considerations.

H"IointVentureson CzechoslovaklHorizon," EasternEuropeanReport, op. cit. Jan. 11,1974, pp. 4-5.
17 Wbid.
07" GDR Welcomes Joint Venturos With U.S.," Journal of Commerce, Jan. 11, 1974, p.l.
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Removing the onus of export promotion and establishing clearcutprocedures from the outset for the repatriation of profits and equitywould go a long way toward improving the operating climate withoutmuch harm to the East Europeans. In retrospect, the Yugoslavs couldhave landed far more investment if their original law had been moreclear and less rigid in promoting exports. Having changed the focusof their laws, the East Europeans might find that they could pick andchoose among more Western offers. Carefully worked out deals whichinvolve large equity investments by Western firms might make agreater contribution to domestic output and efficiency than have theclassic credit purchases of machinery and equipment of the past.To be sure, credit sales of equipment along with licensing arrange-ments will remain central to future joint venture agreements, but theEast Europeans may be able to pick up useful marketing skills andimprove worker training and managerial expertise in the process,especially if foreign firms see the possibility of making reasonableprofits.
The operating environment obviously would be enhanced if theCEMA countries gave special treatment to joint investment ventures.Indeed, Romania has already permitted this in a limited way. Jointventures are given priority access to raw materials and services andare charged at the noncommercial exchange rate (about 14 lei per$1) rather than the official rate (5 lei per $1). The East Europeanscould also consider giving the ventures tax holidays as do mostdeveloping and even some developed countries who are seekinginvestment.
Of course, concessions are no substitute for a promising profitrisk ratio. As the Yugoslav experience suggests, Western firms needsubstantial profit opportunities before they will make long-rangecommitments and tie up key management personnel. Moderateprofit prospects may elicit interest in small investments with a shortpayout period, but large-scale projects in priority sectors will requiresomething more in the way of profitability. If the East Europeansreally want to reap the benefits of foreign investment, ultimatelythey must be prepared to pay for it.
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I. INTRODUCTION

Tlhis stl(ly (leals with the political economy of tourism of thle six
smaller European members of time Council for 'Mutual Economic
Assistance (CEMA)-Bulgaria, Czechoslovakia, East Germany,
Eltungary, Poland, and Romania-a group referred to in this study asEast. 'urope (EE). Also included for comparison whenever dat a were
avalilable rtle Yngoslaxia and the U.S.S.R., two countries thant are
sim-nilar in certain characteristics but dlifler in other important respects
from the six countries of EE.

Part II (liscusses political consi(lerations which provi(le a most
ilullortant and unique background for tourism in EE. The extreme
version of "controlled'" tourism, still practice(l in the Soviet Union
and East Gernany with regard to incotnina tourists, is no longer
tyl)ical in the rest of EE. But scarcity of convertible currency ancl
fear of ideological 'contamination'" force all EE governmentits to
continue restricting the travel of their citizens to the West. To (leal
w;ith strong, pent-up) (lemaln(l for travel, EE, governments have been
at teml)ting to liberalize travel restrictions within CEMA. We relport on
a fascinatin g but short-lived experiment between East Geraimlay
anlid Poland in 1972 to abolish visas and currency restrictions aud ilie
unforeseen outcome of this liberalization attempt. We delve into
(CEMA in'titutional arrangements which stand in the way of lil)eral-
ized travel even within the region. With respect to the inflow of
Westeln tourists, greatly encouraged by several EE countries (liling
tihe last decade, we (liscuss the economic benefit versus politicail
cost tra(le-off facing (lecisionmnakers in EE.

Part IIr shows comparative data on tourist flows, revenues, ex-
pen(litures, and eanings, much of the information assembled from at
variety of official and fugitive sources, carefully evaluated, and
presented here for the first time. We find that (luring the last decaild
EE hals emerged als one of the most (lynamic tourist areas of the world,
in goo(l part because of the rapid rise of Western tourists visiting EE.
One explanatory variable behind EE's rapidly increasing convertible-
currency earnings is the "incentive" tourist exchange rates offered
by Somei CEMIA countries to Western tourists. We identify "in-.
centive" exchange rates on the basis of purchasing power calculiatiolls
of EE currencies.

With regard to the economic importance of tourism, we find thart
hard-currency earnings from tourism already provide an important
source of revenue for EE to finance imports from the West.

Part IV (liscusses some of the principal forces expected to influence
the future (levelopment of tourism in EE. On the basis of alternative
assumiptions, we provi(le it range of prospective hard-currency earn-
ings from tourism by 1980. Future plans and projections of EE govern-
ments for their tourist sectors are juxtaposed with the tourist al)sorp-
tion capabilities of these countries. We conclude by calling attention
to prospective opportunities for participation by Western firms in
the construction and management of hotels, roads, and other tourist
facilities in some EE countries.
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II. POLITICAL ASPECTS

Controlled Versus Uncontrolled Tourism

U.S.S.R. VERSUS EAST EUROPE

John Hardt introduced a most useful distinction between "con-
trolled" and "uncontrolled" tourism. Under controlled tourism foreign
visitors are insulated from the citizens of the host country, there is
strict control over their travel routes and activities, and permission to
travel abroad for pleasure is rarely granted. A prime example of con-
trolled tourism is the U.S.S.R., where a planned itinerary must be
registered with Intourist to obtain a visa, penalties for deviation from
prearranged plans range from a fine of 50 rubles to a 1-year prison
sentence, an(d individuals traveling alone more often than not are given
a personal escort service at each city of call. More generally, foreign
tourists are subject to surveillance and control.' In contrast, many
aspects of controlled tourism are no longer practiced in EE. For
example, visa and other entry formalities have been liberalized and
Western tourists are by and large not restricted in their travel within
the E.E. countries. Controls, such as registration with the police, are
still in effect in some countries, but these tend to be formalities.

One aspect of controlled tourism that still remains throughout EE,
partly for political and partly for economic reasons, is restrictions on
East Europeans traveling abroad. Scarcity of foreign exchange, partic-
ularly hard currency, fear of ideological "contamination," and desire to
avoid defections to the West force EE governments to restrict the flow
from East to West. Control on the outflow of tourists, however, is
much less stringent in EE than in the U.S.S.R.: in 1971 there were
approximately 2 million Soviet citizen-trips to foreign countries, many
in official capacity, 55 percent to socialist and 45 percent to non-
socialist destinations, whereas the six EE CEMA countries (Yugo-
slavia excluded) allowed approximately 8.5 million citizen-trips abroad,

32 percent to socialist and 18 percent to Western countries.2

THE SPECIAL CASE OF EAST GERMANY

The country which still has the largest residue of controls on in-
coming Western visitors and tourists is East Germany. Until 1972,
travel to the GDR was very difficult, especially for West Germans and
West Berliners, who were only allowed entry to (1) visit close relatives
(one trip a year, not to exceed 4 weeks), (2) attend the Lepzig Fair, or
(3) take care of official business.3

Travel restrictions were liberalized in 1972 by the transit agreement
between the two Germanies, and by the four powers agreement affect-
,ing the rights of West Berliners to travel in the GDR and East Berlin.

' Barbara Funger, "The Development of the Tourist Industry in the Soviet Union," unpublished Mas-
*ter's essay, George Washington University, February 1974.

2 The smaller the country and greater its per capita income, the larger the proportion of its population that
*would be expected to travel abroad. The population of the U.S.S.R. Is about 250 million, that of the six
European CEMA countries combined about 105 million. Yet the difference in the number of Soviet and
EE tourists Is so large that differences In degrees of control must have played a role.

a The travel of West Berliners to the GDR was virtually impossible after 1952 and to East Berlin after
1961. During 1963-66 the borders were opened to West Berliners during holidays to visit close relatives. See
Die Entwicklung her Beziehungen zwischen der Bundesrepublik Deutschland und der Deutschen
Demokratischen Republik: Bericht und Dokumentation. Bundesminister f Or innerdeutschen Beziehungen,
Apr. 1973, pp. 30-32. Information on the 1972 agreements (see below) is also from this source, unless other-
,wise noted.
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Under these agreements West Germans and West Berliners are now
permitted to visit relatives and friends, not exceeding 30 days a year,
and for the first time can also tour the GDR, but their itinerary must
be approved before entry visas are issued, just as is the case in the
U.S.S.R.

A special tourist exchange (1 DM=1 DDR mark) applies to West
Germans traveling to East Germany. A compulsory per diem exchange
of 10 DM for travel to the GDR and 5 DM to East Berlin was required
until November 15, 1973, when the compulsory amounts were doubled.'
It is not known whether the reason was to increase revenues because
demand was judged inelastic or to discourage the visitor inflow.

Travel by East Germans to West Germany was restricted before
1972 to pensioners, invalids, and accident victims, only to visit
families, for a maximum of 30 days. Under such arrangements, about 1
million border crossings by East Germans were registered each year
between 1969 and 1972.5 Since 1972, permission to travel to West
Germany may be granted to anybody, but again only for urgent
family matters. Because East Germans are allotted only token
amounts of hard currency, the West German Government provides
additional cash, travel, and health-care subsidies to East German
citizens traveling in West Germany.

As a result of the 1972 agreements, 8.5 to 10 million East German
border crossings were expected in 1973, a six-fold increase over 1972.8

CONTROLS IN THE REST OF CEMA

In all CEMA countries exit visas to the West are issued only after a
careful screening process by tourist committees, trade unions, and the
police. Permission to travel to the West is usually granted only once
every 3 years and travel to Yugoslavia once every 2 years. Exit visas
are often denied for any number of reasons and even if a citizen
attempts recourse through the appeals system, only a small percentage
of denials are overturned. An invitation from a relative in the West is
the easiest procedure for obtaining permission to travel. If approved, a
total pocket money of $8-16 is allocated to each traveler, so that the
financial responsibility for the trip rests on the relative or friend in the
West. Authorities apparently favor this mode of travel because large
outflows of hard currency are not involved. The next easiest way of
securing permission to go to the West is group travel. Group tours to
Western Europe are oversubscribed, those to developing countries
are less in demand.

Trips to the West without invitation or group may also be granted,
in which case a total foreign exchange allotment of $100-250 may be
granted, depending on the country of destination. For trips to Western
Europe in most cases only amounts in the lower end of the range are
granted. These are clearly insufficient for any prolonged stay, which is
the principal reason why all CEMA countries have black markets in
convertible currencies.

Controls on travel to other socialist countries are much less stringent
and principally take the form of limited currency allowances.

4 Der Tagessplegel, November 21, 1973.
a Bundesminister far innerdeutscho Beziohungen, Jahresbericht 1072, p. 9.
I Der Tagesspiegel, November 21, 1973 reports that East Germany projected an 8.5 million figure. Time

Magazine, November 19, 1973, reports, very likely from West German sources, that 10 million visitor arrivals
were expected in 1973.
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Demand for Travel by East Europeans

There is a strong, growing, and persistent pent-up demand for
travel by the citizens of the EE countries, a demand that is partly
economic and partly political in nature. As personal incomes rise,
effective demand for travel also increases. Travel is so highly valued
by EE consumers that they are willing to pay high prices for it.7
For this reason, travel abroad can be used to absorb excess spending
power and to provide economic incentive to a large segment of the
population. Tourism by East Europeans also serves as a political
safety valve. Easing travel restrictions is one of the most popular
liberalization measures that can be taken by an EE regime; conversely,
new restrictions on travel are viewed by the population as a most
retrogressive political act.

Restrictions on travel to the West by the Czechoslovak Govern-
ment after 1968 and the easing of travel restrictions by Poland after
1.970 illustrate the linkage between politics and tourism. In Czechoslo-
vakia there was a iapid increase in the number of tourist departures
to both East and West after 1963. The number of Czechoslovak
citizen trips to the West increased from 72,000 to almost 720,000
between 1963 and 1969. Following a period of indecision by the
Czechoslovak leadership after August 1968 (which explains why the
number of departing tourists peaked in 1969), the gates to the West
were practically closed. In October 1969, all exit permits already
granted for trips to Western countries were declared invalid. As a
consequence, the number of citizen trips to the West declined in
1970 and 1971, and in 1972 was less than one-fourth the 1969 figure,
smaller than in 1964.8

Poland, in contrast, began to move in the opposite direction after
the riots of December 1970. In 1971 Polish citizen trips reached a new
high of almost 1.1 million. The previous high was in 1966 (950,000
trips). In 1971 citizen trips abroad increased by 23 percent, a high
growth rate compared with the 10-percent increase in 1970. Depar-
tures to the West also achieved a new high. Liberalizing trends reached
their zenith in 1972 when Poland entered into a bold experiment of
passport-free and currency-restriction-free travel with East Germany,
an experiment that lasted for 1 year only. The initiative for this
agreement reportedly came from the East German Government which
wanted to show its citizens that the DDR mark was convertible in a
neighboring socialist country. Poland was receptive to the proposed
agreement as one avenue of reducing domestic tensions after the
events of December 1970. But both parties greatly underestimated
the problems that would be created by this liberalization measure,
an important and instructive experience for all CEMA countries,
to which we turn next.

7 For example, in Czechoslovakia there is a 125 percent, and in Poland a 150 percent surcharge on tie
Western tourist exchange rates when Czechoslovak and Polish citizens travel to the West. That is, while a
Western tourist gets 14.92 Czecholsovak crowns for $1, the Czech citizen has to pay 33.56 crowns to obtain
a dollar for travel purposes. Even so, only 22 percent of the applications for HC allotments In 1972 were
granted (Sidddeutsche Zeitung, January 24, 1973). This percent does not isclude those who travel at the
invitation of Western relatives and who cats buy a total pocket allowance of $8-16, depending on desti-
nat~ion.

a No comparable restriction has been imposed on travel to socialist countries, although the number of
Czechoslovak tourists to the East has remained approximately the same during 1967-72. It is interesting to
note that in the 1972 agreement liberalizing certain restrictions for East German tourists going to Czecho-
slovakia, an agreement that has resulted in about 6.5 million East German citizen trips to Czechoslovakia
it 1972 against 1.2 million in 1971, Czechoslovakia did not reciprocally ease restrictions on travel to East
Germany, so that the number of Czpehoslovak citizen departures to East Germany increased only to
495,000 from 320,000 in 1971.
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Experiments To Liberalize Travel Within CEMA

The Polish-East German experiment illustrates not only the link
between tourist policy and politics, but also the considerable dif-
ficulties which stand in the way of significant further liberalization of
intrabloc tourism. When the agreement was signed providing for
unrestricted travel and apparently unlimited exchange of Polish and
East German currencies,' officials expected a 1 to 2 million two-way
flow of visitors during 1972. Instead, more than 16 million tourists
crossed borders: 9.5 million Poles to East Germany and 6.8 million
East Germans to Poland.'0 The reason was the speculative retail
buying opportunities created by the freedom to travel and exchange
currency, resulting in a buying spree of unforeseen proportions.
Purchases by Poles in East Germany well before the year ended
amounted to 120 million East German marks and by the East Ger-
mans in Poland on the order of 75 million East German marks." The
Poles concentrated on buying high-quality consumer goods (household
appliances, televisions, and clothing), the Germans, some types of food
and gasoline. The situation became so critical that East German
citizens were unable to buy certain goods in their own stores in the
border region. As a consequence, Polish tourists were resented and in
some cases officially harassed. On January 1, 1973, currency restric-
tions were reinstated by the Poles, but somewhat eased on April 24,
1973.

There was one other, though not quite similar, experiment in
liberalization in 1972, again involving East Germany, with Czecho-
slovakia. The background for this experiment is important. After the
implementation of the Brezhnev doctrine in August 1968, in Czecho-
slovakia, with participation by East German troops, the number of
East German tourists in Czechoslovakia decreased by 77 percent
(from 1.3 million visitor trips in 1968 to less than 300,000 in 1969), and
remained below 1967-68 levels through 1971. To encourage travel to
Czechoslovakia, an agreement was signed in late 1971 which abolished
exit visas for East Germans traveling to Czechoslovakia, without,
however, Czechoslovakia granting an equivalent advantage to its
citizens traveling to East Germany. As a result, 6.5 million citizen
trips were made to Czechoslovakia by East Germans against less than
1.2 million in 1971. Once again, a sudden buying spree occurred,
forcing Czechoslovak authorities to introduce export restrictions soon
after the agreement came into effect on January 25, 1972. The export
of over a dozen consumer items was banned altogether, and the ex-
plort of other items was permitted only to those holding export permits
linked with a 100-percent export levy.'2

One might draw an analogy between liberalizing the movement of
people and the movement of commodities within CEMA. The fewer
the restrictions-the more multilateral the flow and the settlement of
transactions-the more trade and travel contributes to the economic
integration of the bloc. Thus, to the extent that integration is viewed

' The Poles could purchase East German marks and other CEMA currencies at the official tourist ex-
change rate plus a I5-percent surcharge (Pick's Currency Yearbook, 1972, p. 420). We have no information
on any surcharge the East Oermans might have had to pay.

IS Rocznik Statystyczny 1973, p. 538.
It Die Welt, Nov. 30,1972.
1s Foreign Trade Mlinister's Decree No. 4, Feb. 10, 1972, as cited in Radio Free Europe Research Report,

Nov. 21, 1972, p. 16.
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as desirable, a liberalization of paper and currency restrictions on
intrabloc travel would be consistent with the pursuit of that objective.
But as the Polish-East German experiment has shown (and as we
observe also in commodity trade which remains bilateral), the institu-
tional framework for CEMA integration has not yet been created.

The two principal problems for tourism arc: (1) large differences
among countries in the availability, quality, and retail price structure
of consumer goods; and (2) inconvertibility of earnings by the net
exporters of tourist services within CEMA. The first problem gives
rise to uncontrollable "shopping sprees" disrupting the supply line of
consumer goods and generating ill feelings by the people of one
country against the people of another country, forcing authorities to
reinstitute controls.13

The second problem is more hidden but is no less important. Since
CEMA countries do not have a universally accepted means of pay-
ment to settle intrabloc transactions, a procedure had to be found to
transfer net balances from the tourist account to the commodity
clearing account; that is, to enable the debtor to settle with commodity
deliveries. In 1963 a uniform coefficient of 3.4 was agreed upon to
convert balances denominated in domestic rubles to the commodity
clearing account denominated in so-called "transferable rubles," which
are held at the CEMA bank."4 As it turned out, the coefficient was, or
subsequently became, too high and thus the resulting settlement
unfavorable to the creditor countries, that is, to the net exporters of
tourist services (Bulgaria, Czechoslovakia during the 1960's, Hun-
gary, and Romania), and quite favorable to the net importers of
tourist services (East Germany, Poland, and, we assume, the
U.S.S.R.). 5̀ In 1971 the coefficient was finally changed to 2.3, on a
uniform basis for all CEMA countries. But whatever the coefficient,
the principal problem is that net tourist earnings cannot be converted
freely into commodity imports. The debtor country's central planners
offer only a limited choice of goods, and often not those the creditor
country would like to import. In contrast, the debtor country's
tourists have a practically unlimited choice of goods at the retail level
in the host country. Many of these goods are heavily subsidized for
reasons of domestic income distribution, but subsidizing purchases
by foreigners is unwelcome. There are no similar problems, of course,
in exporting tourist services to the West. Western tourists pay in
currencies that are fully convertible, which can be used freely to
import goods from the world market.

The Political Economy of Western Tourists in East Europe

It is conventional wisdom in East and West that increased contact
with Western visitors tends to cause ideological "contamination,"
weakening political control by the central authorities in EE. Neverthe-

18 A Czechoslovak official Is cited as complaining: "They (the East Germans) come over here with their
heavy marks and they buy up all the fruit in sight. Then they lecture us about how much better life is in
the GDR." Time, October 1, 1973, p. 36.

14 Domestic rsble values are obtained by converting net bilateral balances in EE currencies to rubles at
Intrabloc tourist exchange rates, newly established in 1963. These were determined on the basis of purchasing
power parities of currencies, based on a uniform and supposedly representative standard market basket.
The coefficient of 3.4 was reportedly arrived at on the basis of the relationship between the domestic prices
In the Soviet Union and the foreign trade prices (CEMA average?) of the agreed new basket (Adam Zwass,
"Die Devisenkurse irn RGW-Raum," Quartalshefte der Girozentrale, VII:3 (1972). p. 233-4).

1I Czechoslovakia resisted especially strongly settlements at this rate and succeeded, through a series of
bilateral agreements, to reduce the coefficient from 3.4 to the range of 2.0 to 2.2 (Zwass, "Die Wlihrung im
Aussenhandel der ROW-Lander," Vienna. Institut fMr Internationale Wirtschaftsvergleiche, Forschungs-
berichte No. 8, May 1973, p. 42).
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less, EE countries, with the exception of Czechoslovakia and East
Germany, apparently decided to expand Western tourism, taking the
position that the economic benefits of increased hard-currency revenues
more than offset the political cost of citizen contact with Western
tourists. Efforts are being made, however, to minimize the political
costs by attempting partial isolation of Western tourists from the
population. For this, EE authorities tend to rely on the personal
preferences of tourists, such as the tendency of Western visitors to
stay in the best hotels and resort areas, rather than on bureaucratic
controls, as in the U.S.S.R."6 Authorities also try to screen the per-
sonnel in regular contact with Western tourists. For example, Balkan-
tourist managers in Bulgaria stress that when hiring tourist personnel,
they give as much weight to ideological and political considerations as
to professional qualifications." The population is also regularly
reminded that too frequent or the "wrong kind" of contact with
Westerners is a punishable antistate activity.

It is difficult to assess with any certainty the political effects of a
continued increase in Western tourists in EE. We tend toward the
view that from the perspective of decisionmakers in EE shortrun
political costs can be minimized. It is certainly not beyond the realm
of possibility that a large inflow of Western visitors, rather well off on
the average, might create a popular backlash against Western tourists
(the "ugly German" syndrome) as they crowd the highways and
beaches, buy up scarce consumer items, and obtain preferential treat-
mnent. To be sure, some of this backlash might be directed against the
EE governments for encouraging these developments.

One of the most important longrun consequences of increased tour-
ism from the West might be its "demonstration effect." An increasing
flow of Westerners in EE may contribute to the frustrations and dis-
content among East Europeans who are unable to travel to the West
because of restrictions. This may heighten pressure on EE regimes to,
liberalize travel to the West. Next to owning a car, tourism is the
most important economic goal of the average Pole, according to a
survey published in Poland."s The rest of the population elsewhere in
EE certainly feels no different from the Poles.

III. TOURIST FLOWS, REVENUES, EXCHANGE RATES

Number of Tourists

East Europe has emerged during the last decade as one of the most
dynamic new tourist areas of the world. Table 1 shows the number of
tourist arrivals by individual E.E. country in 1965 and 1972, and
breakdown according to visitors from Socialist and non-Socialist coun-
tries. We find that by 1972 the 6 E.E. countries had approximately
25 million visitor arrivals, of which 18 million (71 percent) came from
Socialist and 7 million (29 percent) from non-Socialist countries.
Whereas several West European countries and Yugoslavia record

16 A new Romanian beach resort area on the Black Sea, Olimp, is reportedly reserved entirely for WestGerman tourists, In this resort area the German mark is the "exclusive "means of payment (Vilaggazdasag
(Budapest), February 10, 1973). In Bulgaria, each nationality is lodged In its own hotel on the Black Sea
coast, with the East German facility at one end of the beach, and the West German on the other (Richard
Burks, "Survey of Political Issues in East European Economics," in this Compendium).

I" Pogled (Bulgaria), November 20, 1972.
to Tygodnik Demokratyczny, April 25, 1971.
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-the number of incoming visitors on the basis of arrivals at accommo-
dations (most of these are bona fide tourists), CEMA countries
collect statistics on the basis of frontier arrivals, which thus includes
transits as well as excursionists who stay less than 24 hours. Com-
parisons of tourist flows among E.E. countries and with Western
countries are therefore difficultt because the proportion of transits and
excursionists in the total varies substantially from country to country.
For example, less than 60 percent of Hungary's frontier arrivals are
genuine tourists spending more than 24 hours in the country.

TABLE 1.-VISITOR ARRIVALS TO EAST EUROPEAN COUNTRIES AND THE U.S.S.R. IN 1965 AND 1972 AND AVERAGE
ANNUAL GROWTH OF VISITOR ARRIVALS, 1965-72

(in thousands and percent!

From Socialist countries From non-Socialist countries
- ~~~~~~~Average

Total 1965 1972 1965 1972 annual
(thousands) - increase

Thou- Per- Thou- Per- Thou- Per- Thou- Per- 1965-72
Country 1965 1972 sands cent sands cent sands cent sands cent (percent)

Bulgaria .- - 1,084 3,007 447 41 1,486 49 637 59 11, 521 51 16
Czechoslovakia -- 2,947 24,699 2,329 79 a3,907 83 618 21 2792 17 8
East Germany - - NA A6,491 NA.. 3 3, 391 52 NA. .a 33,100 48 NA
Hungary - - 2,136 4 6, 386 1,706 80 4 5, 426 85 430 20 4 960 15 17
Poland . . 1,163 21,865 973 84 21,553 83 190 16 2 313 17 8
Romania . 676 2,906 475 70 2,300 79 201 30 606 21 23

Total, East Europe ---- 58,006 25, 354 65,930 74 18,063 71 a 2, 076 26 7,292 29 '13

Yugoslavia
- - 2 658 5,140 436 16 479 9 2,222 84 4,660 91 10

U.S.S.R - 1,264 2,300 553 44 7 (1,449) (63) 711 56 7 (851) (37) 9

¶ Of which 940,000 are Turks, most of them transitingthrough Bulgaria.
21971 data. 1972 data are not representative because they reflect temporary opening of Czechoslovak and Polish borders

to unrestricted East German travel, which swelled the 1972 arrival figures as follows: Czechoslovakia, from Socialist
countries 10,600,000, of which 6,500,000 were East Germans; Poland, from Socialist countries almost 8,000,000, of
which 6,800,000 were East Germans.

a 1971 data. Latest data available.
4 The number of tourist arrivals and their composition was as follows: total 3,600,000, of which from Socialst countries,

2.600,000 (71 percent), fIrom non-Socialist, 1,100,000 (29 percent).
a Excludes East Germany.
4 Based on accommodation arrivals statistics, which accounts only for visitors staying overnight.
7 Breakdown of Socialist and non-Socialist arrivals is based on 1970 composition, the latest year for which information is

available.
Source: Obtained or reconstructed from a variety of official sources. For full documentation, see Paul Marer and John

Tilley, "The Tourism Industry in the Soviet Union and Eastern Europe: Travel Flows, Earnings, and Prospects.' Blooming-
ton: Indiana University, International Development Research Center, forthcoming.

The average annual growth 3-ate of visitor arrivals in the five CEMA
countries from 1965 to 1972 was 13 percent. During this same period
visitor arrivals in 13 OECD countries which also record according to
frontier arrivals increased only 9 percent per annum.5l

Dui-ing this 7-year period the number of arrivals increased more
than fourfold in Romania, about threefold in Bulgaria and Hungary,
and twofold in Yugoslavia. Relatively small increases were registered
bv Czechoslovakia and Poland, and no information is available for
Eatst Germany.

A breakdown of visitor arrivals between those from Socialist and
Western countries reveals that more than nine-tenths of tourist
arrivals in Yugoslavia are from the West. On the other hand, the only
CEMA country where more than half of the visitor arrivals are from
non-Socialist countries is Bulgaria (51 percent), but even here more
than half of Western arrivals are Turks transiting through Bulgaria.

CI OECD, "International Tourism and Tourism Policy in OECD Member Countries, 1973," Paris, 1973
Cited figume is based on chart ois p. 13.

a
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In all other CEMA countries Western visitors account for anywhere
from 16 percent (Poland) to 30 percent (Romania) of the total. In
Hungary, which is an important transit country for tourists from
other Socialist countries, the Socialist-non-Socialist breakdown ex-
cluding transits is 71-29 percent.

Revenues, Expendituires, Net Earnings

TOTAL

Table 2 presents total revenues, expenditures, and net earnings of
individual EE countries, as available, for 1960-72. Expenditures
represent direct currency allowances granted for travel abroad. 2 0 Net
earnings are defined as the difference between revenues and direct
expendit=res bar departing citizens. We find that total 1972 revenues
of the five EE countries (no data available for East Germany) came
to well over half a billion dollars. Expenditures were considerably
smaller than revenues in four of the five countries. The exception was
Poland, with 1972 expenditures of $241 million, six times as much as
in 1971, due to a since-then-restricted "free tourism" experiment
with East Germany.

20 Yugoslavia records every withdrawal from private foreign exchange accounts made either In cash or Inchecks as expenditure on tourist travel abroad, although a considerable part of this soney is spent on pur-chases. "Yugoslav Survey," vol. XJII, November 1972, p. 79.



TABLE 2.-TOURIST REVENUES (R), EXPENDITURES (E), AND NET EARNINGS (b) OF INDIVIDUAL EAST EUROPEAN COUNTRIES, 1960-72

[In millions of current dollars]

1960 1961 1962 1963 1964 1965 1966

Country R E b R E b R E *b R E b R E b R E b R E b

Bulgaria, , -- -------------- - -- --- ------- -- 30.1 40.2 -- 40.2

Czechoslovakia 
40.-- - - - -4--- - - - - - - - - - -447.9 29.6 18. 3

East Germany -5.8-----------8.2------8.8--- 1---- - 28.0. - 20 1 7. 0 23.0
Hungary ----------------- S 8 j-82-- - 3-i-i-----6-0~93-i-o ~~i~i2 1i7. 3 -66 612. 2 -2-9--S-1-7--3- 13 6 40.0 -26. 4

Poland------------------5. 3 8. 0 -2.7 6.6 9.9 -3. 3 7.1 13.1 -6.0 9. 3 15.0 -5.7 11.21. -6.6-- 12.2 249.5-------------17.3 13.640.0 -26.

ugoslavia -18.4 .2 11.2 26.2 11.4 14.8 40.2 9.6 31.6 66.7 7.9 58.8 68.6 12.8 55.8 81.0 8.0 63.0 116.7 34.2 82.5

1967 1968 1969 1970 1971 1972

Country R E b R E b R E b R E b R E b R E b

Bulgaria 401 ~~~~~~~~~~~~~~~~~~~~~---78.0 4.5 73.5 85. 0 4.5 80.5 113.0 4. 5 108.5 138.0 7.6 130.4
Bu ai -------- -- -- -- - ---- ------ i----i-------i-- 362° 7 i 3325 i g _i 1 52. 3 3 i4 ' (10 .0) - - -- - - - -

Czechoslovakia------------------61. 1 45.2 15. 9 36.2 73.4 -37.2 41.9 53.3 -11. 4 61.2 528 .4(00)

iunsary-45021.0 2i.0 47.9 i223 fs 26~ 60S 24.7f 32.9 72.4 27. 6 44.- 8 99.6 3f. 0 67. 6 13.6 i3.2 9i.i

Poland- - 15.6 32.9 -17.3 19.0 21.7 -2. 7 21.8 21. 8 0 27.3 23.4 3.9 35.9 41.9 -6. 0 10347

Rumania-33.5------------------55.1 12.3 42.8 62.2 10.7 51. 5 86.1 14.2 71.9 95.6 --------

Yugoslavia ------------- 150.3 51.2 99.1 i18.0 51.0 136.0 241. 5 73.7 167.8 274.6 128.6 146.0 359.4 217.6 141.8 460.5

I Estimated (see text).

Source: Obtained or reconstructed from a variety of official sources. For full documentation, see Paul Marer and John Tilley, op. cit.
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Yugoslavia leads the European CEMA countries in total tourist
revenues by a substantial margin: $460 million in 1972, almost as
much as the revenues of the five CEMA countries combined. At the
next revenue tier wve find Bulgaria and Hungary ($138 million each),
then Poland and Romania (approximately $100 million each), followed
by Czechoslovakia whose 1972 revenues are not yet available but which
probably surpassed the $100 million mark on account of the large
increase of East German visitors in 1972, following the special agree-
ment described in the previous section.

Gross tourist expenditures tend to be smaller than gross revenues,
except in Poland. Particularly striking are the cases of Bulgaria and
Romania, noted for their "one-way" tourism. These countries severely
restrict the number oi tourists who can go abroad and the amount of
foreign exchange allocated to them, resulting in expenditures that
amount to only about 5 percent of revenues in Bulgaria and 16 percent
of revenues in Romania.

Turning to net earnings, Yugoslavia is once again in a league by
itself, with $141 million in 1971. But whereas CENIA countries are
far behind Yugoslavia in total tourist revenues, the gap between
Yugoslavia and CEMA countries in net earnings is much smaller
because CEMA countries tend to restrict the outflow of tourists while
Yugoslavia is more liberal in this respect. By the early 1970's three
CEMA countries, Bulgaria, Hungary, and Romania, had been able
to obtain a positive balance on the tourist account in the range of
$75 million to $135 million. Lagging far behind are Czechoslovakia
and Poland where relatively small surpluses and deficits alternate
over the years.2 '

One measure of the economic importance of tourism is the size of
gross revenues relative to total export earnings. Chart 1 presents
these ratios for EE countries for which data are available, for Yugo-
slavia, and for selected West European countries. While tourism is
beginning to represent a significant source of revenues relative to
exports in EE (2-5 percent), and in Yugoslavia (20 percent), only in
the latter country does the relative importance of tourism approach
the significance of this sector in Western countries with comparable
geographic location, climate, and per capita income (see sec. IV).

"1 It is quite likely that East Germany was the only EE country until 1972 with a sizable deficit on Its
tourist account.
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HARD CURRENCY VERSUS SOFT CURRENCY

Of particular significance in EE is the composition of revenues and
net earnings according to hard currencies (HO) and soft currencies
(SC), which is summarized in table 3 for 1971, the latest year for which
this breakdown is available or could be estimated. HC tourism is
defined as travel to and from Western countries, where convertible
currencies, which can be used freely for purchases in any Western
country, are used.
TABLE 3.-TOURIST REVENUES, EXPENDITURES, AND NET EARNINGS OF INDIVIDUAL EAST EUROPEAN COUN-

TRIES AND THE U.S.S.R. BY SOCIALIST (SOFT CURRENCY) AND NON-SOCIALIST (HARD CURRENCY) GROUPS
OF COUNTRIES IN 1971

[in millions of current dollarsl

Hard
currency Expenditures as percent
revenue of revenues

us percent
Tourist Expendi- Net of totul Soft Hard

Country revenues tures earnings revenue currency currency

Bulgaria:
Soft currency - 67.1 3. 5 63.6 41
Hard currency -45.9 1. 0 44.9 5 2

Czechoslovakia:
Soft currency -30.4 45. 3 -14. 9 50 149 24
Hard currency -30.8 7.5 23.3

East Germany:
Soft currency
Hard currency -39.7 5.4 34.3 --- 14

Hungary:
Sot currency- 54.5 18.5 36.01 3
Hard currency -45.1 13. 5 31. 6 4

Poland:
Soft currency -20.0 38.0 -18. 01 44 190 25
Hard currency 15.9 3.9 12.0J

Romania:
Soft currency -36.0 5.4 30. 61
Hard currency -50.1 8.8 41. 3 58 15 18

Total East Europe:
Soft currency -200.8 112.4 88.4 a
Hard currency -227.5 40.1 187.4 4

Yugoslavia:
Soft currency 10.8 32.6 -21. 81 481 300 53
Hard currency 348.6 185.0 163.6 4

U.S.S.R.:
Soft currency -NA NA NA NA NA 22
Hard currency -96.0 21.0 75. 0

X Excludes East Germany; its soft currency balance is almost certainly in deficit.
Source: Obtained or reconstructed from a variety of official sources. For full documentation, see Paul Marer and John

Tilley, op. cit.

We find:
HC revenues account for about half of total revenues in the five

European CEMA countries combined, but nearly all of the
revenues of Yugoslavia. This is because CEMA countries con-
sider Yugoslavia an HC country, so passport and currency
allocations for travel to Yugoslavia are almost as restricted as
travel to Western countries.

The proportion of 11C revenues in the total is substantially larger
than the proportion of visitors from non-Socialist countries,
mainly because the average per capita spending of Western
tourists is much larger than the average per capita spending of
tourists from Socialist countries. Bulgaria is an exception be-
cause more than half of its visitor-arrivals from non-Socialist
countries are Turks, mostly transiting through Bulgaria.

32-765-74 49
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HC expenditures tend to be a smaller proportion of HC revenues
than SC expenditures are of SC revenues, which reflects the
tighter restrictions on East Europeans traveling to the West.

As a result of stronger restrictions on travel to the West than to
the East, in 1971 the six European CEMA countries combined
obtained net NC earnings of $187 million, which is about double
the amount of net SC earnings of $88 million, although gross
HC and SC revenues were nearly the same, about $200 mil-
lion each.

One index of the relative degree of liberalization on travel to the
West is the ratio of HC expenditures to HC revenues, shown
in the last column of table 3. On this basis Yugoslavia appears
to be the most liberal, with more than half of HC revenues
being spent on travel to the West, followed by Hungary, where
the proportion is about one-third.22 TLe most restrictive by far
is Bulgaria (2 percent), followed by East Germany and Ro-
mania (14 and 18 percent, respectively).

Economic Importance of Hard-Currency Earnings

One measure of the economic significance of net HC earnings from
tourism is their potential contribution toward financing the HC
trade deficits of these countries. East European countries have had
sizable and recurring trade deficits with HC countries in recent years,
with the exception of Poland until 1972. For instance, during 1960-71,
Romania showed a trade deficit with OECD countries as a group for
every year, while the U.S.S.R., Hungary, Bulgaria, Czechoslovakia,
and Yugoslavia recorded deficits for at least 10 of 12 years during
this period. If we compare net HC earnings from tourism for 1971
with average HC trade balances of 1969-71 (table 4), we find that the
net HC tourist revenues made a potentially significant contribution
toward financing the trade deficits of the EE countries (no information
for East Germany) and the U.S.S.R., except in the case of Poland,
whose small HC earnings supplemented its small HC trade surplus.
Since there are significant differences in EE's export and import trade
with OECD countries, depending upon whether EE or OECD data
sources are used, table 4 shows EE's trade balance according to both
sets of statistics.28 We find that the HC tourist earnings of Bulgaria
in 1971 more than covered its annual HC trade deficit with OECD,
averaged over the previous 3 years, as reported by EE sources. In the
case of bther CEMA countries, the proportion of trade deficit with
OECD covered by net HC earnings ranged from about one-fifth to
more than one-half, depending upon the country and set of trade
statistics.

22 Hungary reportedly has a policy of maintaining a certain proportion between EC tourist revenues
and expenditures: according to the Minister of Internal Trade, approximately 30-35 percent of HC revenues
are allocated to Hungarians traveling to the West (Nipszava, Aug. 1, 1972).

23 For a discussion of the problem of East-West mirror trade statistics, see Paul Marer and Egon Neu-
berger, "Commercial Relations Between the United States and Eastern Europe: Options and Prospects,"
in this Compendium.
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TABLE 4.-N ET HARD-CURRENCY (HC) TOURIST EARNINGS OF INDIVIDUAL EAST EUROPEAN COUNTRIES AND THE
U.S.S.R. IN 1971 AND AVERAGE ANNUAL HARD-CURRENCY TRADE BALANCE WITH OECD (1969-71) AND THE
UNITED STATES (1969-73)

Uin millions of current dollars]

Average annual NC Average annual HC trade balance with United States
trade alance with Net HC --

OECD, 1969-71 tourist EE source U.S. source
eanringns-

EE OECD in 1971
Country source source 1969-71 1972 1973 1969-71 1972 1973

Bulgaria -------- -39 -78 44.9 -1 0 NA -6 0 -3
Czechoslovakia -- . -95 -40 23.3 -4 -31 NA -1 -21 -45
East Germany -191 -123 NA -33 -56 NA -21 -5 -17
Hungary ------------------ -98 -74 31.6 -21 -27 NA -15 -10 -18
Poland - 16 146 12.0 34 17 NA 36 27 -175
Romania -- 180 -155 50.2 -32 -37 NA -39 -37 -60

Total East Europe -587 -324 NA -57 -134 NA -46 -46 -318
Excluding East Germany - -396 -201 162.0 -24 -78 NAY -25 -41 -301
Yugoslavia -. -898 -881 163.6 -52 .- .. NA -43 . -
U.S.S.R -.------------ -167 155 75.0 -63 -428 NA -68 -452 -1, 045

Source: Trade data: Indiana University. International Development Research Center, International Trade Information
Management System (based an official 0 ECD and East European sources); net NC tourist earnings: Table 3.

To gain another perspective, net HC tourist earnings of EE and
Yugoslavia are juxtaposed with these countries' trade with the United
States. During 1964-71 the United States had a continuous trade
surplus with the U.S.S.R. and all EE countries except Poland and
(in some years) Czechoslovakia. As of 1973 the United States had a
surplus with all EE countries (table 4) and the consensus is that,
barring unforeseen political developments, the U.S. surplus position
will be strengthened during the next decade. The most important-
economic constraint on the expansion of U.S. trade with these countries
One source of foreign exchange could be their HC earnings from tour-
ism, which should be of particular interest to the U.S. because these
earnings are not "tied," as is often the case with EE's export earnings
in a niumber of IC Western countries, under formal or informal
bilateral agreements.

The level of EE's trade with the United States has been depressed
up to now. But as relations are being normalized, United States-EE
trade is beginning to move toward levels commensurate with the eco-
nomic and trade potentials of the two partners. Still, it is of some
interest to note that EE's net HC earnings from tourism in 1971, $162
million, would have been more than ample to cover EE's average
1969-71 trade deficit with the U.S. if these earnings were to be used for
this purpose. These earnings also would have been adequate to finance
EE's trade deficit with the United States in 1972 and, if Poland is
excluded, in 1973. On an individual country basis, Bulgaria, Hungary,
Romania and Yugoslavia can be expected to have sufficient HC
earnings from tourism to provide a significant revenue source to
finance their prospective trade deficits with the United States, if net
earnings were to be allocated for this purpose.

Should one wish to assess net return on investment in tourism, one
would need to take into account the import content of tourist invest-
ment and services, particularly HC import content, which is not
published. We estimated directly induced Western imports on the
basis of a methodology found in a Western study.2 4 A high, average,

2' MIchael Peters, International Tourism, pp. 238-241
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or low import content estimate (9, 6, or 3 percent of total HC revenues)
was applied, as appropriate. Subtracting induced HC imports from
net HC earnings reduces net earnings very little as is shown in table 5
below:

TABLE 5.-HARD-CURRENCY TOURIST REVENUES, NET EARNINGS, AND NET EARNINGS LESS INDUCED HARD
CURRENCY IMPORTS OF INDIVIDUAL EAST EUROPEAN COUNTRIES AND THE U.S.S.R. IN 1971

Hard currency
earnings less.

Hard currency induced
tourist Hard currency hard currency

Country revenues net earnings imports
(1) (2) (3>,

Bulgaria - 45.9 44.9 40. 9
Czechoslovakia -30.8 23.3 21. 5.
East Germany ------------------------- 39. 7 34. 3 33.1
Hungary -45.1 31. 6 27. 7
Poland-15.9 12.0 11. 5
Romania -50.1 41.3 36.9
Yugoslavia -348.6 163.6 133.2
U.S.S.R -96.0 75.0 72. 2

Source: Col. I and 2, table 3; col. 3. For full documentation, see Paul Marer and John Tilley, op, cit.

Growth of Tourism

Table 6 shows the rate of growth of tourist revenues of individual EE
countries and Yugoslavia, for a longer term and for a more recent
period, and the growth of net earnings for the longest period for which
data were available. We find that EE has achieved a rapid increase in
the tempo of its earnings: the average annual rate of increase of gross
revenues for 1965-71 for the five European CEMA countries was 18
percent, for 1969-71, 25 percent. This is a rather impressive performance
when compared with the 8.7 percent annual increase of tourist revenues
of 16 West European countries combined during 1965-71.25

TABLE 6.-RATE OF GROWTH OF GROSS TOURIST REVENUES AND NET EARNINGS OF INDIVIDUAL EAST
EUROPEAN COUNTRIES, BY SELECTED PERIODS, 1960-72

[Percent per annum '1

Gross revenues

Long term Short term ' Net earnings

Country Years2 Percent Years 2 Percent Yea rs2 Percent

Bulgaria -1964-72 21 1969-72 21 1969-72 21
Czechoslovakia -1964-71 5 1967-71 -4 1966-71 -17
Hungary - 1960-72 31 1968-72 30 1966-72 27
Poland-- 41960-71 19 1967-71 23 1960-71 None
Romania -1961-72 23 1969-72 20 1969-71 30

East Europe 5 ---------------------------- 1965-71 18 1969-71 25 1969-71 49
Yugoslavia- 1960-72 31 1968-72 25 1960-71 26

X Compound annual growth rates calculated on the basis of end-year data. Regression growth rates were not obtained
because of missing data for some intervening years.

2 Choice of end years was determined by the availability of data.
3 Subperiod of 4 yr or less.
4 1971 end-year chosen because 1972 revenues are extraordinary on account of the temporary Polish-East German

agreement.
6 Excludes East Germany.

Source: Table 2.

25 OECD, International Tourism and Tourism Policy in OECD Member Countries, 1967, p. 47 and 1973.
p. 73. The aisisual growth rate was calculated by summing tourist revenues of 16 European OECD countries
for 1965 and 1971 and using these end-year totals.
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Even more spectacular is the performance of those four countries
which sometime during the 1960's had assigned a high priority to
developing their tourist industry. In these four countries, each of the
following statistics increased by at least 20 percent per annum: (1)
gross revenues over a longer period (8 to 13 years, depending on the
availability of data); (2) gross revenues over a recent shorter period (4
years or less); and (3) net earnings (for whatever period data could be
found). The performance of the four countries with respect to these
indicators is as follows (in percent): Bulgaria: 21, 21, 21; Hungary:
31, 30, 27; Romania: 23, 20, 30; and Yugoslavia: 31, 25, 26.

The "takeoff" point of tourism in Bulgaria, Hungary, and Romania
was in the mid-1960s; in Yugoslavia, about 5 years earlier. Why have
three of the six CEMA countries embarked on an expansion course in
their tourist sector during the 1960's? And why haven't the others?
The reasons, we speculate, are geographic, economic, and political.

The majority of tourists the world over seek sun, water, and low
prices. Bulgaria and Romania have sun and water and also the lowest
prices within the region for Western tourists, as we shall demonstrate
below. Thus, in many respects Bulgaria and Romania are like Portugal
and Spain. In addition, the Rila mountains of Bulgaria and the Tran-
sylvanian Alps and Carpathian mountains of Romania offer moun-
taineering in the summer and skiing in the winter. Both Bulgaria and,
especially, Romania are endowed with hot mineral springs renowned
internationally for their therapeutic effects. Hungary, although land-
locked, offers Lake Balaton, the largest lake in central Europe, as an
attractive summer recreation area. Hungary and Bulgaria also serve as
main transit countries, Hungary to Western as well as to Eastern
tourists, Bulgaria principally to TIurks traveling to and from Western
Europe. We find, thus, that the North-South tourist trend, so apparent
in Western Europe, is also reflected in EE.

With respect to economics, differences among EE countries in de-
veloping the tourist sector might be explained by differences among
them in balance-of-payments pressures with the West. With low
foreign exchange reserves, without long-term Western credits (which
were generally unavailable to Communist countries until the latter
part of the 1960's) and with difficulties of selling machinery and other
manufactures on Western markets, the small EE countries have a
rather limited option of increasing their HC earnings. One such option
is tourism.

Is there a relationship between balance of payments pressures with
HC countries and priority for developing the tourist sector? East
European countries do not publish balance-of-payments statistics.
As an approximation, we use balance-of-trade figures. A consistent
trade deficit is assumed to be an indicator of pressure on the deficit
country. And the larger the deficit the greater the pressure, provided
that such other things as the size and composition of HC debt and the
relative importance of nontrade items in the balance of payments can
be assumed as being equal.
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TABLE 7.-BALANCE OF TRADE RATIOS OF EAST EUROPEAN COUNTRIES AND THE U.S.S.R. WITH INDUSTRIALIZED'
WESTERN COUNTRIES,1 1960-68

[Exports as percentage of importsi

Czechs- East
Year Bulgaria Slovakia Germany Hungary Poland Romania Yugoslavia U.S.S.R.

1960 82 94 92 79 89 100 58 8Z
1961 ---- NA 88 96 75 83 84 46 100
1962 97 92 101 82 93 71 60 112
1963 78 102 112 86 97 80 65 105
1964 70 91 99 75 95 71 58 95
1965 ---- 71 91 99 84 III 77 63 107
1966 58 88 83 94 98 81 67 112
1967 - 70 100 91 87 96 61 60 126
1968 74 88 103 90 95 64 70 115

Average 75 93 97 83 95 76 61 106

I West Europe, North America, Japan, and Oceania.
2 Unweighted.

Source: Paul Marer, "Soviet and East European Foreign Trade, 1946-69: Statistical Compendium and Guide," Bloom-
ington 1972, statistical series 1.

Table 7 shows the balance of trade ratios of individual EE countries
and the U.S.S.R. with industrialized Western countries as a group.26

We find that during 1960-68 Bulgaria, Hungary, Romania, and
Yugoslavia-the four countries with comparatively outstanding per-
formance in increasing tourist revenues-had significantly lower bal-
ance of trade ratios with the industrial West than the rest of CELIA.
And since the balance of trade ratios of these countries had been com-
paratively low already during the early 1960's (in Yugoslavia already
during the 1950's), before the "takeoff" of tourist development, this
suggests that the stronger the pressure to earn HC to finance imports,
the more likely that the economic benefit of exporting tourist services
to the West will be given more weight by regimes in EE than the
political cost of citizen contact with Western tourists.

With respect to politics, this variable seems to have a particularly
important bearing on official attitudes toward tourism in East Ger-
many and Czechoslovakia. East Germany has shunned citizen con-
tacts with the West for reasons that relate to the insecurity of the
regime about its international standing, the ideology of the leadership,
and the need to prevent defections to the West. Only recently has it
made a small but significant step, under intense pressure to be sure,
toward allowing a freer movement of people between the two
Germanies.

Czechoslovakia until 1968 was one of the leading tourist countries
in EE. Since 1968, total tourism has increased less rapidly than in
Bulgaria, Hungary, and Romania. 27 And for obvious political reasons,
the Czechoslovak regime, like East Germany's discourages citizen
contact with the West.

ss Trade balance with Industrial countries rather than with all Western countries Inused because an overall
surplus with total West may hide a deficit with the developed coustries (with which trade is conducted
largely in HO) alsd a surplus with the less developed countries (with which trade is transacted largely in a
clearing currency).

27 There were more visitor-arrivals in Czechoslovakia until 1967 than in any other CEMA country, bilt
since then it has been surpassed, for example, by Hungary. Until 1967, Czechoslovakia's total revenues from
tourism were larger than those of any other CEMA country; by 1971 it had been surpassed by Bulgaria,
Hungary, and Romania.
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"Incentive" Exchange Rates for Western Tourists

One important area where the political attitude of EE regimes
toward Western tourists and the economics of West to East tourism
become commingled is in the determination of exchange rates for
Western tourists. Some EE countries offer more attractive exchange
rates to Western tourists than others.

The official exchange rates of CEMA countries are arbitrary and in
most cases have little or no relationship to the purchasing powers of
these currencies. For tourists, therefore, so-called noncommercial
exchange rates are established which are more favorable to the Western
tourists than the official rates in all CEMA countries, except in the
U.S.S.R. where the official and tourist rates are identical. Yugoslavia's
official exchange rates are no longer arbitrary; they are in fact de-
termined and periodically adjusted to reflect its approximate pur-
chasing power, so it, too, has one exchange rate only.

Tourist exchange rates among the currencies of Communist countries
are established multilaterally, on the basis of purchasing power
parities, based on a uniform and supposedly representative standard
market basket. But an exchange rate based on purchasing power
calculations will depend very much on the choice of goods entering
into the basket, particularly in EE where retail price ratios differ
among countries by substantial margins. Hence, there was considerable
debate in CEMIA over the choice of7commodities to be included in the
basket preceding the 1963 determination of intrabloc tourist exchange
rates.

The basis on which exchange rates for Western currencies are
established by CEMA countries is not known. But it appears from
inconsistent cross rates between intrabloc tourist exchange rates and
East-West tourist exchang rates that every CEMIA country calculates
its Western tourist rates on an individual basis. Presumably, a CEMIA
country establishes the value of a tourist basket in domestic currency
and in dollars (or DM's, et cetera), then adjusts the purchasing power
coefficient so obtained, depending upon whether it wishes to en-
courage the inflow of Western tourists. The outflow of its own tourists
to the West is of course controlled directly, as well as through sur-
charges on the Western tourist rates, as was noted in section II,
footnote 7.

Assuming that the 196.3 intrabloc tourist exchange rates were good
approximations of the relative purchasing powers of bloc currencies,
we can estimate which CEMA countries have especially favorable, or
"incentive" exchange rates for Western tourists.28 If we assume that
a Western tourist could exchange dollars for domestic rubles and then
convert these rubles to East European currencies, then the difference
between these indirect rates for the dollar and the direct exchange
rates for Western tourists in effect before the 1971 dollar devaluation
would give the "incentive" rankings, relative to the official ruble!

23 To the best of our knowledge, changes In cEMA-Western tourist exchange rates since the recent dollar
devaluations reflect primarily changes ii the official exchange rates of Western currencies. Thus, conclusions
based on our analysis of pro-Decomber 1971 CEMA-Western exchange rates probably require no modifca-
Uon in substance.
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dollar rate for Western tourists. The percentage point differences
between the direct and indirect rates are as follows: 29

Percent

Bulgaria ---------------- 130
Hungary ----- 5---- 106
Romania- 95
Czechoslovakia -51
Poland -41
East Germany --------------------------- 8
U.S.S.R-

These calculations suggest that Bulgaria sets exchange rates most
favorable to Western tourists, followed by Hungary, Romania,
Czechoslovakia, Poland, and East Germany.

Another insight would be provided by comparing the purchasing
power of CEMA currencies with exchange rates for Western tourists.
These purchasing power calculations are also difficult, among other
reasons, because of the often large differences between East and West
in the availability and quality of goods and services, and because
official retail prices are not always representative of actual prices as
products are also sold on the free market at higher prices. In spite
of these difficulties, the purchasing power of CEMA currencies in
terms of the West German mark (DM) was calculated recently by a
West German scholar.30

We then ranked CEMA currencies from the highest incentive to the
highest disincentive rates, expressed as percentage point differences
from estimated purchasing power, and obtained results as follows (no
information for Romania):

Percent

Bulgaria -+ 78
Hungary --------------- +34
Czechoslovakia- +11
East Germany- -7
Poland -- 12
U.S.S.R -- 38

It must be stressed that the purchasing power estimates which under-
lie these rankings represent only rough approximations because their
values will be influenced, among other factors, by the choice of goods
and services included in the market basket, the weights used to con-
struct the index, the accuracy of official prices, and differences in the
availability and quality of goods. Nonetheless, we find that these
rankings match very closely the previous ranking calculated according
to a different method, though the absolute numbers in the two rankings
are not comparable.

We find that the three countries which appear to provide a rather
substantial "incentive" to Western tourists by setting favorable

20 Calculated according to the following formula:

Tourist Rate for the Dollar
just prior to December 1971 1.11 Dollar

Tourist rate for the ruble 1 Ruble
in effect since 1963

'° Berta Backe-Dietrich. "Die Olfiziellen Devisenkurse und die Kaukraft einiger ROW-Landerwlihrun-
gen," Jahrbuch der Wirtschaft Osteuropas, vol. 1, 1970, pp. 427-434. The author states that such calculations
could be carried out more meaningfully for East Germany and Czechoslovakia than for other CEMA coun-
tries because retail prices were generally available and their goods and services reasonably comparable to
those of West Germany. Somewhat less reliable calculations were possible for Hungary, Poland, and Bul-
gariaon the basis of published retail prices, and only a rough approximation could be made for the U.S.S.R.
No direct purchasing power estimates were possible for the Romanian lei.
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exchange rates are Bulgaria, Hungary, and Rornania. The four
countries which provide much smaller or no incentive, possibly even at
disincentive to Western tourists, are Czechoslovakia, Poland,3 ' East
Germany, and the U.S.S.R. These rankings correlate closely with
what we know about the politics of East-West tourism. They also
correlate positively with individual country growth rates of tourist
visitors and hard-currency earnings, and ill all likelihoodt are one of
the explanatory variables behind the differential growth rates.

IV. PROSPECTS

Introduction

It is very difficult at the present state of the arts to make forecasts
for the tourist sector in EE. There are inmportant inetlhodological and
data problems-standard difficulties Coi poinded. for EE where
institutional constraints are important and policy often volatile. In
this section we examine some policy variables and options, then
summarize the future plans of individual EE countries for their tour-
i..t sectors, considering these plans the best clues available on future
policy intentions. Next we call attention to some preliminary pro-
jections of tourists flows in EE made by the IUOTO .12 East European
l)lans and IUOT(O projections suggest that, barring unforeseen po-
litical. developmentts, a continued rapid expansion of tourism is very
likely. We make some tentative, ball park estimates of what might
be the net IIC earnings implications of these projections. Next we
attempt to test the feasibility of these projections by cross section
comparisons wvith West Europe, and by examining the adequacy of
current and prospective accommodations and service cap)abilities in
EE. We find that EE countries fall seriously short in their tourist
absorption capability and in the quality of tourist services. This
raises the possibility that supply rather than political constraints
may limit a rapid expansion of tourism exports, which in turn suggests
that there might be new opportunities for Western participation in
this sector.

Policy Variables

M\uch of the discussion in sections II manti II has been a review of
past policies of EE countries, as reflected in their growth of visitor
arrivals, tourist revenues, control measures, and attempts to dismantle
the controls. There is a strong pent-up demnand for travel within EE,
which the authorities had begun to release by relaxing bureaucratic aiil
currency controls. An interesting paradox: within the bloc there is
considerable political pressure to import tourist services front other
CEMIA countries (i.e., to send tourists to other socialist countries),
but strong economic factors against exporting tourist services to bloc
partners. In contrast, there is considerable economic pressure to export
tourist services to the West, but strong political factors weighing
against it. Thle outcome of these competing pressures has by no meanls
been uniferm throughout EE.

"' Orbis does issue" bonus coupons" (67 percent premium on the tourist exchange rate) to tourists spendijig
more than $50.

'2 International Union of Official Travel Organizations, an agency affiliated with thi, United Nations.
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For these reasons, too, it would be dangerous to extrapolate past
trends, particularly for intrabloc tourism. While EE regimes will
certainly be more cautious in the future about premature liberalization
schemes, there is no reason to assum e that a gradual relaxation of
controls would not stimulate intrabloc tourism. The rate at which
intrabloc tourism will expand will probably be determined by the
extent of restrictions remaining on East-West travel (if a tourist cannot
go to the West, his second choice might be to travel within CEMA),
and the success of efforts to solve the institutional problems that now
binder expansion.

The following measures would promote tourism within CEMA:
(1) A move toward equalizing retail price ratios, and the

availability of goods among countries, by price changes eliminat-
ing the most glaring dissonances;

(2) An effective and enforceable tariff system on consumer
items;

(3) More frequent adjustments of intrabloc tourist exchange
rates; and

(4) Full or partial convertibility of net tourist earnings, by
settling balances with convertible currencies or commodities
relatively scarce within the bloc.

It is also difficult to predict future trends in West-East tourism,
particularly for countries which have not yet moved far in this sector.
We have seen that in 1972 even East Germany had begun a cautious
liberalization. Should the Soviet Union decontrol its tourism, then
perhaps even. its staunchest allies could not remain far behind.

Plans

East European countries plan to expand and improve their tourist
services, with the possible exception of East Germany, whose plans
are not known. In some cases the expansion is aimed specifically to
attract Western tourists (Bulgaria, Poland, Romania, and Yugo-
slavia); in others the goal is to expand tourist services to meet increased
demand from domestic tourists and visitors from socialist countries
(Czechoslovakia); in still another case the objective is to expand and
improve tourist services to both Western and socialist tourists
(Hungary).

Bulgaria's development program is typical of countries which plan to
expand their tourist base to meet increased demand by Western tour-
ists. A comprehensive new 15-year program for the development of the
tourist industry was recently outlined by the chairman of the State
Committee on Recreation and Tourism, Ivan Vrachev. The program
has detailed plans for constructing new buildings, reconstructing and
modernizing existing facilities, and reorganizing the industry to
accommodate visitors the year around to end the seasonality problem.
New construction will be centered along the Black Sea coast, but will
also include spas and mountain regions because these have the greatest
untapped tourist potential. The program plans to expand the number
and variety of services, which are rather primitive at present, to
meet demands of visitors with different tastes and incomes.33 Bulgaria
is hopeful that this program will increase the share of Western tourists
in the total and thereby add significantly to its net HC earnings.

a3 Ikonomicheski Zhivot, August 22, 1973. During 1972-73, Bulgaria had eliminated visa requirements for
all incoming tourists.
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The development programs in Bulgaria, Hungary, Poland, and
Romania envisage a doubling to tripling of foreign exchange revenues
in the next 5 to 10 years, with increased share of the total from HC
sources. EE countries and Yugoslavia are generally optimistic about
the development of their tourist industries, with Yugoslavia and
Bulgaria having the most supportive attitude and highest anticipa-
tions, followed by Romania, Hungary, and Poland. Czechoslovakia
and the U.S.S.R. appear to lag behind.

Some Projections

PROBLEMS OF METHODOLOGY AND MEASUREMENT

To develop a satisfactory forecast of future tourist trends, one
would need a model that includes knowledge about motivations to
travel, and explicitly treats such issues as government policies in
East and West. Even for Western countries there is no generally
accepted forecasting methodology. The IUOTO, which has done
extensive tourist forecasting, states that: "Experience indicates that
tourist forecasts cannot be compressed into a mathematical model
regardless of its degree of sophistication and the number of factors
covered." 34 Worse still, only fragmentary data are available on
certain key variables, such as HC-SC revenue breakdowns. More-
over, there are problems of definition (tourist against visitor). These
problems are compounded in EE where there are sharp breaks in the
series due to volatile shifts in policy and control measures (c.f. the
Polish-East German experiment).

In spite of these difficulties, the IUOTO projected on the basis of
past trends that by 1980 the West Europe to EE plus Yugoslavia
flow would be 12-15 million departures and the reverse flow 1.5-2
million departures. Intrabloc departures were projected as 25-30
million. Arrivals were forecast independently, assuming a slacken-
ing of growth rates after 1975. After reconciling departure and arrival
statistics, they projected total arrivals in Europe by 1980 of 180-200
million, of which EE plus Yugoslavia will account for 40-50 million.3"

Revenues almost always grow faster than the number of tourists
because per capita expenditures tend to rise and length of stay to
increase. Combining known EE plans and MUOTO projections, we
make some highly tentative estimates of what the net HC earnings
implications might be by 1975 and 1980. Assuming a uniform 10 per-
cent (or a more optimistic 15 percent) annual increase in HC tourist
revenues, with H C tourist expenditures amounting to about 20 per-
cent of revenues for the five CEMA countries (U.S.S.R. and East
Germany excluded) and 50 percent of revenues for Yugoslavia, then
by 1975 the five CEMA countries combined would have approximately
$225 ($275) million to spend on Western imports from this source
alone, while Yugoslavia alone about $250 ($300) million. The com-
parable figures for 1980 are $370 ($550) million for the CEMA five
and $410 ($610) million for Yugoslavia. If we assume that during the
1970's the U.S.S.R. and East Germany will gradually open up their
borders to Western tourists, then a combined net HC tourist earnings
for the U.S.S.R. and the seven East European countries by 1980 of
$1.0 billion (in 1971 dollars) would be a conservative, and of about

34 IUOTO, Pilot Study on Long-Term Forecasts. Geneva (n.d., about 1972);
" IUOTO, op. cit., pp. 116B and 118C.
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$1.5 billion an optimistic estimate. Of course, if restrictions on travel
from EE to the West were eased significantly, so that direct I10
expenditures would rise substantially above 20 percent of HC revenues,
this would reduce net HC revenues from the levels estimated above.

Ffeasibility of Rapid Expansion

EAST-AVEST COMPARISONS

Chart 1 has shown total tourist revenues as percent of commoditV
exports, for selected East an(] West European countries. Chart 2 shows
total tourist revenues in dollars for the same countries.

We find that EE countries are far behind West Europe and Yrugo-
slavia. In 1972 Spain led all West European (countries with $2.6 billion
tourist revenue (70) percent of its commodity exports), followed by
Austria, the United Kingdom, and Swvitzerland. The five (C-EMA
countries and Yugoslavia combined earned less revenue than S`,v-tzcr-
land alone, suggesting in a rough and ready way, that tourism is still
an "infant industry" in EE. To he sure, a direct (colmparis-n .:f
revenueq, even revenues as percent of exports, is somewhat misleadino,
because the level of earnings anld the ratio of tourist, revenues to
commodlity exports are influenced by such variables as (1) clinmate ar d
a large seacoast; (2) geographic location (whether a country is near
the main international tourist routes); (3) the level of per capita
income (with which revenue/export ratios appear to be inverselv
related); (4) language and political considerations; and (5) which
countries have been traditional exporters of tourist serviccs, andl fol.
how long. On most of these considerations West European countries
retain decided advantage over EE.

Somewhat more indi(cative of potential might be a comparison of
pairs of Eastern and Western countries which are somewhat similar
with respect. to the nature of their main tourist attractionu-, their
geographic locations, and level of development. On this basis, too,
we find that EE countries have a long way to go before the importance
of their tourism relative to their total exports approaches those of
Western (countries. For instance, in Czechoslovakia the 1972 tourist/
export ratio was 2.0, whereas in Austria it was about 44. Even whljen
one compares Czechoslovakia with countries like West Germany and
Belgium-Luxembourg, the Western ratios are somewhat higher.
Romania and Bulgaria might be compared with countries such as
Spain, Portugal, andi Turkey, countries having sun, water, and ap-
proximately the same level of per capita income, and all being located
somewhat "off" the main international tourist routes. The differences
in ratios are quite large, 3.7 and 5.6 for Romania and Bulgaria versus
70.0, 30.4, and 11.7 for Spain, Portugal, and Turkey, respectively.

Unsophisticated as these comparisons are, they suggest that if
Western Europe is any indicator of potential for the tourist industry,
there is considerable room for further expansion of EE earnings from
tourism, with the potential for expansion probably being substantially
greater than for commodity exports.
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THE SUPPLY FACTOR

If EE and Yugoslavia expect 40 to 50 million tourist (sic) arrivals
by 1980, with something like one-third to two-fifths of arrivals in EE
from the West (and more than nine-tenths in Yugoslavia from the
West), then these counties must solve their supply bottlenecks. These
relate to the quantity as well as quality of accommodations and
services. All EE countries are experiencing acute shortages of accom-
modations, particularly during the peak season. The number of beds
per thousand population in this region and selected West European
countries has been compiled from a variety of sources and is shown
in the tabulation below.3"
East Europe: West Europe:

Yugoslavia - -10. 0 Austria - 70. 0
Bulgaria - -7. 2 Switzerland- 41. 4
East Germany -- 4. 2 Italy -25. 5
Czechoslovakia - - 4. 1 France -23. 8
Romania -- 3. 2 Spain- 21. 9
Hungary- 2. 8 United Kingdom -14. 5
Poland -- 1. 5 West Germany- 13. 0

Belgium -12. 0
Turkey -0 . 8

The attainment of at least 10 beds per thousand population may be
considered a bare minimum goal if an EE country hopes to compete
strongly with the most developed tourist countries in the West. At
present only Yugoslavia attains this goal, Bulgaria approaches it, the
other EE countries lag far behind.

Another important problem is the high degree of seasonality of
tourism. To alleviate this problem, the development of lesser-known
tourist areas is essential. This will require, first, an increased invest-
ment in basic facilities and then an improvement in the level of services
until these approach Western standards. More quality hotels and
better services with well-trained personnel will be needed to attract
Western tourists. In order to increase HC earnings, entertainment
facilities, handicraft shops, and related tourist amenities must be
increased and improved. Most tourist income in EE is derived from
payments for food and accommodations; in contrast, only a little over
one-third of tourist expenses worldwide involve payment for food and
lodging."

Another precondition for the continued rapid growth of tourism in
EE is improvement in the infrastructure. Specifically, transportation
bottlenecks have a crucial impact on tourists who travel by car. In
general, the road networks and service stations in EE are much below
Western standards. Yugoslavia has probably the best highway net-
work in the region, but even this is very poor by West European
standards.3" In all EE countries a relatively poor highway network
and few service stations hinder the expansion of tourist and transit
traffic. In the future, other EE countries besides Yugoslavia might
find it desirable to attract Western capital and technology for highway
construction.

35 Due to differences in statistical definitions, CEMA countries' bed capacity may not be fully comparable
with those of Western countries.

37 Pogled, November 20, 1972. Another Bulgarian source noted that while retail trade and the selling of
souvenirs account for 30 percent of Italy's revenue from international tourists, the comparable figure for
Bulgaria is only about 10 percent (Ikonomiclieski Zhivot, December 1,1972).

31 Yugoslavia's principal road along the Adriatic was partly financed by a loan from the World Bank
(H. David Davis, "Investment in Tourism," Finance and Development, March 1967).
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Western Participation

Western participation in the EE tourist industry has been small up
to now, but the potential for East-West cooperation in this sector is
quite good. The most typical East-West cooperative agreement up to
now has been hotel franchising. This is an arrangement under which the
Western partner provides technical assistance,39 and access to its world-
wide reservation system, while the Eastern partner supplies the capital,
undertakes the construction, and provides management. A hotel built
under franchise is fully owned by the Eastern partner; the Western
partner receives a share of HC revenues from room sales.

The Intercontinental Hotels Corp. has been a leader in franchising
in EE, with hotels in Zagreb, Bucharest, Budapest, Prague, and Warsaw.
Other U.S. corporations, such as the Hilton Hotels, and Holiday Inns,
have also been active."' The most recent newcomer is the Japanese firm
Nippon Kohatsu which signed an agreement to construct, on credit,
a 500-room luxury hotel in Sofia by 1977, with the bulk of materials
and equipment being shipped from Japan.4" For Sofia alone, Bulgaria
is planning 10 new hotels with a total of 5,000 beds. They are seeking
Western participation and are negotiating with Swedish, Italian, and
Japanese firms.42 The Japanese have also made it clear they want to
do business in this sector with other East European countries also.

There are prospects for more advanced East-West cooperative
agreements, such as joint ventures, in some East European countries.
According to a leading Romanian official we interviewed, Romania
would be interested to explore such undertakings in the tourist sector,
but would prefer ventures in which partners share in the risk as well
as in the profit. In our view, a key to successful joint ventures in this
as well as in other fields is not so much ownership but management:
will the Western partner have a right to hire, fire, and to provide
incentive wage-scales to employees in jointly owned and managed
enterprises?

30 Construction and design consulting, engineering services such as communication design, training ofpersonnel, and promotional services.
to Cyrus S. Eaton, Jr., Chairman of Tower International, has reportedly held talks with Soviet officials

about financing a series of luxury hotels in the Soviet Union (The New York Times, February 6, 1974).
ti EastWest Markets, December 17, 1973, p. 6 (newsletter of Chase World Information Corporatiois).
'2 EastWest Markets, March 25,1974, p. 5.
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