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USSR, Eastern Eurepe, a3d Chinas
Outloesk for Growth and Curreat Aeccount Balanees

oss

At the end of ‘thc first year of the Eleventh Pive-Year Plan
perlod (1981-83), the Boviel weonomy was beset with serious
problems. Soviet GNP grew approximately 2 percent last year, the
third eonseeutive year with growth at 2 purcunt or less. Soviet
industry experivnced its worst performance in the postwar purlod;
industeiel output In 1981 grew about 2 pereent. At the same
time, oversll farm output was soms 10 percunt below that sttained
in 1978, the last peak year for agricultursl ostput. Most
significantly, the Soviets sxperivnced their third consecutive
poor graln harvest in 1981. Because record smounts of
agricultural commodities had 1o be {mported, Moscow's hard
curreney position deteriorated. Psrsistent food shortages,
together with {nervased priews for luxury goods, left many Soviet
consumers with less on thelir tables In 1981 and less In their
pockets. (U)

The response of the Soviet lvadership to growiag economie
" difficuitivs has bevn cautious and comservative. The Suprems
Boviet ratified a revision of the 11th Five-Year Plan last
November that made few changes im the original goals approved a
Jear ago. Dwspite curreat prodlems in agrisulture end fadustry,
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most of the redueed output goals still fall within the range of
the original 198183 targets--though nearer he lower wnd. Many

of these targets sre elearly unattainabl~. The one sction taken

in the dirvetion of more realistic planning was the senilng back

of planned Investment expenditures by some 4 percent, probadbly to
make the 1981-88 plan eonsistent with uvailadble investment
resources. Hampered Dy investment cutdacks and labor supply
constraints, Sovict planners are eounting on productivity gains,
with some assistanes from resource conservation «fforts, to
provide practicelly all of the growth in agriecultural and
industrial owtput ia the eurrent five-year plan. Labor
productivity growth eontinues to slide, however, and no new
measures likely to be sffwetive have Duwn suggested by the
leadership to reverse the trend. (U)

After building wp a substantial foreign exchange ecushion in
the previows two years, the USSR was hit in 1981 by a soaring
agricultural import bill and soft oll pricws fa its Western
markets. As a resslt, the hard currwney trade deficlit reached an
estimated $8 billion, more thas double the 1988 defielit. The
eurtent sceount (vxeluding arms salus) wus in delficit to the tune
of $4.2 billion, uwp from $500 milllon in 1989, We expect
sontinuwed large agriosltursl imports and lfttle or mo growth in
exports to result in amothsr large trade defieit §a 1983.
Morvover, the Soviet payments position prodbabdly will eontinue to
Geteriorate ever the Rext several yvars as domwstie oi}

. requirwmunts run ahead of increments to prodoction and export
avalladiitity fells. (U}




”‘l\-

~

Bulgaria

Bulgarian wconomic performance rebounded somewhat in 1881,
and GNP rose by about $ percent, in comparison with a small
absolute decline in 1980. The key factor was the -grlet':ltuul
seotor, as grain output--down sharply in 1980--approached record-
setting levels. According to official statistics, industrial
production grew at a rate of 8 percent during the first nine
months of 1981 with all sectors except construction and mining
meeting plan targets. Nevertheless, in the medium term, growth
rates are likely to decline because of chronie problems with
labor searcity, sluggish labor productivity, and inefficient
eentral wconomic planning. Growing Soviet reluctance to supply
Sofia's Increasing needs for raw materials and energy may further
impede growth In the next few years, The 1981-8S plan targets
confiem the outlook for slower growth and indicate a eontinued
wnphasis on heavy industry, although ths eonsumer seetor
reportedly will receive more attention than in the past.

In 1981 Bulgaria i3 expected to register a trade surplus of
$400 millfon--a $780 million deterioration compared with the $1.1

billlon surplus in 1980, This primarily results from a

deterioration in Sofla's terms of trade with the other socialist
countrivs. Sofla's balance of payments position will becoms a
more eritical constraint in the next few ysars since it will
becoms morw diffieult to maintaln its present trade surplus with

the West. Hard currency imports will have to incrvese to

_ qompensate for the wxpuetwd eeduction ir future deliveries of reaw

® materisls and energy from the USBR.
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Cseehoslovakia

In 1981, real GNP rose by less than 1 percen. as the wconomy
continued to be plagued by lagging labor productivity, energy
shortfalls, and transportation bottlenueks. Zero growth is
likely in 198° and prospvcts are poor for any significant
improvement in the domestie wconomie situtation over the next few
yuars. Recognition of their domestic and external constraints
led Prague to adopt sharply ryducud wronomic goals for 1982. The
regime hopes that the "Set of Measures,” implemented at the
beginning of 1981, will increase productivity, but these reforms,
so far, eppuar to be working poorly and will not have much of an
impaet.

Cxechoslovakia ran & smell hard currency current aceount
deficit in 1381 and will run another deficit of about $300
millfon next ywar. The eountry needs Western technology to spur
productivity, but the regime's conservative borrowing and
investment policies bave kept trade with the West at s modest
level and will keep hard currency trade in rough balance in
1981. Trade with CEMA as & percentage of total trade is wxpectud
to rise. Reduction of Soviet exports of wnergy amd possidly of
other raw materials could force Prague {nto heavier reliance on
the West. But prospects for a substantial inersase in exports of
Czeeh manufactured goods to sara the nesded additional hard

eurreney afe not good.
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Bast Germany

While Eest Gurman growth rates have slowed in recent years,
the GIR is still outpacing most other Bast European economies.
In 1981 real ONP grew an estimated 2.8 percent, nmn-r' to the
previous year, dut in 1982 real GNP is wxpweted to grow by only 2
peraent. Production was affected Dy problums with lagging
productivity growth and by tlu'lou of key imports from Poland--
partiecularly coal and sulfur. These problems, combined with a
worssning balance of payments position and rapidly rising debt,
will probably lead to slower growth during the next few yoars.

Trede with the West--particularly with West Germany-~-is
vital to the East German vconomy and recevives increasing high
l'vnl attention. But in spite of Bast Gurmany's eontinuing
efforts to inerease uxporis, the hard curreney trade defieit
widened to $1.5 biliton in 1981. Hard curremey debt grew to over
$132 blillen In 1981--3vcond only to that of Poland in Eastern
BEurope. Bast Germany's hard curreney eurrent account could even
deturlorate further im 1988, especislly §1f Western demand remeins

sluggish and if annowneed limitatioas oa Boviet exports of raw

materials to the GOR as wull as the Polisk erisis foree the

eountry to tarn more toward world markets. On the bright side,
West German Chanevllor Schmidt agreed Ix Decusber to am extension
of the “swing eredil,” siseatially an interest-free West German
eredit. It is unlikely, however, to lwad to sudstantially
inervased trade with West Oermany.
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Bungary |

A disappointing year in agriculture combined with continued
eoncern over the external accounts held economie zrowth.ln 1981
to 1 purcent. The growth of real GNP in 1982 should remain about
the same, In large measure because of the regime's austerity
program aimed at restoring external finsnejsl equilibrium.
Industrial production should rise only slightly in 1982, while
agricultural output may rebound from lowsr than expected grain
production in 1981, Continued wmphasis for the next few years on
maintaining balanee in the vxternal accounts will hold down doth
soonomie growth and improvements in living standards. Hungarian
afforts to foster efficiency through Inerevased uss of
profitability eriteria and vxpanded enterprise sutonomy will have
l1ittley fmpaet on eeconomic growth. These measures, however, may
eahance international competitiveness. To date, though,
Implumentation of the roforms has bewn slow, in large part
because of bursueratie resistance to changs.

Hungary's hard currency esrrest account was la defieft by

$90.6 Dillion Ia 1981 and is likely to improve only slightly in

1982. Contlased soonomie austerity should snable Budapest to

Kewp It9 curremt accouwnt under control for the mext few years.
Admission to the IMF in 1983 will provide a finaneial safety net
against wnexpeoted shocks.
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Poland's woonomic crisis despened in 1981. GNP dropped at

Poland

least 14 percent in 1981 compared with 1980 and industrial output
fell by more than 13 percent--mainly because of shortagus of
imported and dom:Altle raw materials, shorter working hours, work
stoppages, and greater absenteweism. The one bright spot in the
Polish economy in 1981 was agriculture, where the grain and most
nongrain harvests were favorabe. Nevertheless, Poland will still
experience shortages of many basic foods, especially meat, in the
state marketing system in 1982, due to continued production
shortfalls of some goods, exewss demand and hoarding.

Before the imposition of martial law, Warsaw did not expect
economic performance to mbrove in 1982. National Iincome had
bevn scheduled to decrease again, and industrial production was
to stagnate. Now, even with the impositon of stricter controls
ineluding the return of the six-day workweek, output may fall
below plan at least for the next fow months if workers decide to
slow down production to register their unhappiness over martlal

law. Beyond 1982, «ven the most optimistic Pollsh projections

_indicate that 1978 levels of wconomic sctivity ecannot be reached

for a number of years. The imposition of martial law, continuing
worker resistance snd uncerteinty about the Zinancial situvation
maks it difticult to forecast trends ia output and the external

accounts in 19083,

Poland ran an $800 million deficit In 1981, which wouid have

oven mmeh larger had Warsaw besn allowsd to finanes 113 desired
-

level of imports. Bufore the declaration of martial law, trads
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was wxpectud to be in balance in 1982, largely for the same
tvason. Dubt rulief agreed upon by Western governments and
commereial banks for 1981 covered much of Warsaw's 1981 debt-
survice payments, sven though s formal agreement on rcséhcdullng
non-gusrantesd debt has not yet buun signed. A substantial
amount of new credits also was granted to cover unrescheduled
debt service and to finance the trade deficit. Negotiations on
rescheduling private and government debt snd on new credits for
1982 have not yst started, and martial law has Increased the
already great uncertainty about Poland's international financial

position.
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Remenis

Romenian GNP In 1909-81 grew at less than half the annusl
rate rvcorded In the 1970s. In 1981 the Incrvase was only 2.5
percent. Industrial production remained sluggish, with severe
lags behind plan in the extrastive fndustrivs, chemicals,
transportation, and machine bullding. Agricultural output
rebounded 1ittle 1f at all from the sharp decline in 1980, in
part bucavse of a late summer Srought but slso decause of
pervasive inefficioncy, reflecting yvars of negluct of the farm
sector by Bucharest. Consumers bore mueh of the burden of the
wconomies slowdown, with living standards stagnating--at best.
Continuvd shortages finslly forced the regime to institute &
rationing program for same foods. Prospects for ruversing the
slowdown ate poor. The recently Isswed 1931 plan set meny growth
targeis below those ia the 1981 plasm, dst these latest gosls are
still unrealistically high. Somw minor concessions were granted
to agriculture but the wwphasis still remains on development of
the industrial seetor.

Romania's eurreat gsecount fSeliets Ouellned from $3.4 billion
In 1980 to $2.0 dilllen In 1981. Severe hard eurremey
difficulties will rumalan, howsver, for the mext few years, in
part becauss of the need to impert large SmouURs of oil. BExports
will be siuggish Gue te the poor market fer petrolewm produetis is
thy West and Romania's Gomustis agriesltural predlwms. Poer
quality will prodbadly frestrate Romania's plams to slg_llﬂnnly
increase machinery wiports. Buacharest would like lo esse its

[ 4

¥  hard curreney prediems by inervasiag the share of 1ts trade with
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the rest of Basteran Burope. But CEMA countries, notadbly the
USSR, are not likely to provide Romenia with significant
quantities of energy and raw materials at favorable prices. Thus

s sisable reduction In Romania's shars of trade with the West s

aot wxpested.




St~ -

’
T —— .

m:aﬁm
Yugoslavia

While Belgrade's stabilizsatlon program has contributed to
slow growth in 1981, there has besn 1ittle progress in providing
a lasting solution to major economie problems--high inflation and
poor export performance. Increasing shortages of intermediate
and raw materials began to take their toll on industrial
production in the last quarter of the year, holding the growth
rate to & percent ir 1981 compared with 1980. A 4 percent
decline in sgricultural output--due to & poor winter erop--kept
the GNP growth rate at about 3 percent, about the same as 1980. ‘
The 1982 plan, emphasising austerity, calls for continued slow
growth and for & u!;ound in agricultural production. The plan to
hold the inflation rate to 20 percent for the year appears
unrealistie, given the 1981 inflation rate of close to 40
purcent.

The trend toward buying West and selling Bast eontinued in
1981 Yug-ollnv sxports to the devel’pud West declined by 2
percent ia the first ten months of the year, while exports to .
CEMA countrles rose by 32 percent. To reverse this trend,
Belgrade rmmst try to lower the Gomestie Inflation rate, pursus &
morw realistic exchange rats polley, and take othsr measurss 1o
fmprove the eompetitiveness of its goods in Westers marksts.
Healthy earaings from tourism and workers' rsaitisacss in 1981
compunsated somewhat !or'u inoreased trade deflelt, and helped
to kevp the current sccoust Sdefieft te sbout $2.3 billion for the

_ gear. Highly mbitisus wxport goals, ocospled by severe import
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restrictions, are optimistically aimed at eutting the current
sccount deficit to only $500 million in 1983 but the trade

defioft 15 1ikely to be at least three times as high.
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China's real QNP incrvased by 3 percent In 1981, with
agricultural output wp 4 percent and light industry up 12
psrcent. The heavy jndustrial sector suffervd 8 § percent
decline in production because of & planned eut in investment,
plant elosings, and other muasurevs jatended to Iimprove
efficiency. BStagnating energy production, which eontributed to
this ywar's slowdown in sconomie growth, eontinues to be @
problem. The persistent budget defieit, inflation, end
bureaueratie reslistanee 10 ReW economie policies have also
erveted difticulties for planners. Heavy industry has begun to
recover f{rom jts siump, however, and the Chinese are aiming at 4
pereent real GFF growih in 1983,

Beljing has eurded imports ead is now boasting a eurrent
account surplus, sfter experisncing fimanelsl problems in late
1080 and warly this ywar. Preliminary statistics indicate that
exporis may sxaved imports by more thes $1 pillion by yearend.
Saraings from invisibles in 1981 will probadly outpace
wxpeaditurvs by adbost $300 milllica. By Avgust 1981 the
burgeoalng surplus hed already boosted China’s foreign exchange
reservus te 8 record $4.9 billlon, almost Jeuble the $2.% billion
held tn Decwsbur last year.
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Comounist Countriess Real GNP Growth Rates,

L IED

TABLE 1

Estimated 1979-81 and Projucted 1982

(in percent)

USSR

Bulgarie
Cseohoslovakia
Bast Cermany
Hungary
Poland
Romania
Yugoslavia
China

< of 2 Ny dahe

1979 1980 1981 1983 ,
’ 1.3 2.0 3.0 !

4.1 -0.2 3.0 2.0

1.1 1.9 0.5 0.0

1.9 2.6 2.6 2.0 .
0.3 9.3 1.0 1.0 :
-1.9 -1.8 -14.0 7

4.3 1.0 1.5 3.0

7.9 3.9 3.0 3.0

1.0 6.2 3.0 4.0

Note: ONP ¢stimates arv based on Western concepts and

proewdures.
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* TABLE 2
7 Conmunist Countries: Hard Currency current Account Balanees,
3 EBstimated 1979-81 and Projected 1982
(billion US dollars)
\ 1979 1880 1881 1982
* USSR
Current Account -0.3 -0.8 -4.2 -4.5
' Trade Account -2.0 -1.% -6.1 -1.0
Non-monetary gold
sales 1.8 1.8 2.0 2.5
. Invisibles and
transfers 0.3 0.2 -0.1 9.0
BULGARIA
Currant Account 0.% 0.3 -0.1 -0.3
: Trade Account 0.7 1.1 0.4 9.0
i Invisibles and
! transfers -0.2 -0.3 -0.5 -0.3
¥ CZEGIOSLOVAKIA
1
E Current Aceount -0.9 -0.2 -0.2 -9.3
i Trade aceount -0.8 0.0 0.1 0.9
Invisidbles and
teansfers -0.1 0.2 0.3 -0.32
RAST GERMANY
Current Assount -1.5 -$.9 -2.90 -1.8
Trade acoount ~1.8 -1.8 -1.5 ~1.3
Invisidles and
transfers 0.0 9.1 -9.8 -0.3
HUNGARY
Current Agoount ~-1.1 9.3 -8.8 -9.8
Trade ascount -7 8.3 .0 9.9
invisibles and .
transfers -.4 -%.1 -.8 -9.3
|1
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(Continued)
Communist Countriess Hard Currency Current Account Balances,

: Estimated 1979-81 and Projected 1982

(Billlon US dollars)

POLAND
Current Account -3.9 -3.1 -2.4 NA
Trade account -1.7 -.9 -0.8 NA
Invisibles and
transfurs -1.2 -2.1 -1.6 NA
ROMANIA
Current Account -1.17 -2.2 -2.0 -1.%
Trade account -1.2 -1.8 -1.0 -9.5
invisibles and
transfers -.5 -7 -1.9 -1.9
YUGOSLAVIA
Current account -3.3 -1.9 -2.3 -1.%
Trade sccount -$.8 -8.8 -8.3 -35.%
Invisidles and
transfers 3.3 3.6 4.9 4.9
INA
Current account [ IS 1.2 1.8 1.9
Tcady egequnt -0,8 9.3 1.9 1.6
lavisi{dles and
teansfers .2 1.9 L 3 ) .9




