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IITRODUCTION

%ithin the research programme on Indusiri: . redeployzent and structural
change, UNILO initiated a series of studies on the Zuropean TIHA
coxmtries.l These studies are to describe the pattern of recent
development in industry and to outline zajor tendencies in the changing
irdustrial productior in trade structures in the 1980f¢s in the individual
countries. The aim is to eveniually consolidate these indiviZual country
studies and on this basis to uighlight the essential features of the
prospective structural changes in inaustiry in ‘he East Zuropean r+gicn

as a whole. ZEstimates will also be mad2 of the implications of these
changes in the context of the intermational industrial restructuring

process.

As one step towards conselidating - and supplementing - the individual
country studies, UNIDO is organizing this research seminar, which aizrs
at acompilation of information and an exchange of research findings

among esconomic researchers.

Tris present paper constitutes a first attemnt to review the individual
studies and to single out some of the more preminent features of the
current and prospective restructuring process in the European CiEL
countries, The aim ¢f the paper is to provide anm aid for discission at
the semiriar and to f=cilitate the work towards the compilatiom of a

final consolidated r:port on this area of research.

In the paper it .s therefore attempted, as for as possible, to extract
inlormation from the completed case studies and to group this informa~

tion according to the following structure:

- The present siructure of industries in CMEA countries and

the.r foreign trade pattern.

1/ CMEA: Corneil of Mutual Economic Assistance

Throughout the paper the term "European CMEA countries” .=z used to
dencte tne following member cowntiries: Bulgar.a, Czechoslovakia,
German Democratic Republic, Hungary, Poland, Romania, USSR. It should
be noted that Romania is at the aame time r=garded as a developing
coumntry.




- Yew challenges to the industrial structure.

- The changing industrial s*ructure in the 1980's.

The following individual studies prepared by economic researchers as

UNIDO consultants served as a basis for this discussion paper:

- The division of labour between centrally planned economy
countries in Zastern Turope and developing countries. IS/19

- Structural changes in Hungarian industry 2nd prospects Qf
division of labour with developire comntries. IS/196

_ 5 1 el in the Czechoslovaki ind .
prospects of division of labour with develsping countries. ID/W3.357/1

- Structural changes in the Polish industry. ID/W#G.357/2

- Structural changes in the USSR industry and prospects of
division of labour with developing coumtries. ID/WG.357/3

- Industrial specialization in CM¥A countries, Selected issues.
D/4G6.357/4

_ < 1 changes i . ing ind . - & E
CMEA area and patterrs of trade ir. manufactur-e between CMEA
cowitries and deveioping countries. ID/WG.357/5

It should be noted that these papers differ somewhat in terms of scope,
approach and data base. Therefore, the studies and their findings are
not completely comr.rable, and this obviously makes it difficult to
estabiish a coherent overview. Moreover, whea attempting to analyze
the structure and trends in the CMEA countries various methodological
and statistical difficulties a.rise,-]-'-' such as the devictions in the

statistical , ouping of products and branches, the lack of sufficiently

1/ These problems are explairned in detail in studies ID/WG.357/4 and
ID/WG.357/5. A5 to the tables utilized in tzis paper it might be
necessary :c check the methodology applied for the giren table at
the source indicated.
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detailed statistics, and problems of conversicn of the values expressed

in national currencies into comparable dollar values. 3esides the exchange
rate difficulties the natioral price structure also differs from country ilo
country and ihis has an important tearing on the data on the actual produc-
tion structure in terms of volume. Additional problems arise when comparing
country data with Ci'EA statistics for the region as a whole. Besides prob-
lems of the nationa’l price structure, tne exchange rates into the commenly
used transferable rouble and the conversion of the transferable rouble

data into cdc¢llar values would add further elements of inconsistency. Other
methodological problens may arise in respect of CMEA countries belonging
to tne zroup of developing countries. CMEA statistics generally fo not
include member countries of the CMEA in the group of developing ccuntries.,
Most of the data used in the above, and especially the trade data, are,

however, based on UN statistics which have a different classification.

In the present paper a number of compromises therefore had to be uade

in terms of statistical classifications. It shouid be noted that these
statistical classifications in no way should be seen as an expression of

a country's economic or political structure or its association with various
couniry grounings. For practical reasons the OECD countries are treated
nere as deveicoped market economy countries, Cuba is included in the group
of developing e:acitries, and the denomination of the CMEA region is used
to inciude ™ 7 icspean member countries unless specifically mentioned

otherwisa,

This discussion paper was based on an arnalysis of the above mentioned
case studies., The ~nalysis was carried out by Ur. Tamds SOmjen as
JIIDO consultart.
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1, THE PRISENT STRUCTURE OF LJDUSTRY AND FOREIGH TRADE

The backsround of the present structure

Although the industrial backgrourd, national endowment (including
economic resources as wel.. 2s culture, historical iraditions, etc.) and
past z2cio—economic structure of the present CifSA zember countries are
very cifferent, a number c¢f factors common in the development of all the
countries have played a significant role in shapiag their present

structure.

The material damages of the Second World War tha* were wuch more extensive
than in 2ll cther parts of the warld, resulted in a situation where former
heritage had a subordinated role in selectiig new goals of a iransforming
society. As the country papers point out, by the end of the 1940's ihe
basic rehadilitation of the war effects had taken place and also “he
political basis for a socialist type of develupuent had been established.
This involved the transformaticn of the ownmership of production means in
the industry from private into public - mainly state but also co-operative =

ownership, and introduction of the cemtral planning systea.

This was the basis for developing a viable economic integration of tkha
CMEA comniries?! industry. The selected paticrn of development at that
time accrided priority to the developmenr >f the heavy industry. This
policy was basec on the assumption that industrialization of the region
required a cubstantive indigenous background and could not te built only
upon imported technology, To a certain extemt tlie necessary hasis for
establishing such industry was available. Thiy, however, also meant that
not only projects with economic justification were carried out, but that
a certain autarchy was also aimed at. This autarchy was pursued not only
on a regicnal tut 2l=0 on a national basis,1 even as regards the smaller

CMEA countries,

The dominant feature of the heavy indust:ry and the goal to achieve zelf-
sufficiency were backed by the relatively easy availasility of the neces~

sary energy and raw raterial supply, mainly from the USSR.E/ The price

1/ See 15/196, p. ©
2/ See ID/WC.357/1




system was formuiated in such a way tkat all irputs (including zmaterial
inputs) should be kept at a low level in order to facilitate the develop-
nent of the heavy industry, including the productive engineering industries.
Under stuch circumsiances industrial branches lackirg local raw material
resources could 32emingly operate econozically. A country like Czecho-
slovakia, having ore and coal reserves, postponed investment in zining ard
extended iron and steel industry on the basis of imported raw materials.
Despite the absence of a raw zaterial basis also other countries, e.g.
Hungary and the German Demccratic Reputlic, have bsen heavily engaged in ikhe
estabiishmert of steel production, etc. Only at a later stage of developmenmt
atiempts were made to utilize more rationally the rolling mill facilities

in the region by setting up a regional co-ordination office.

At the outset of this industrialization process wide differences in levels

of industrial activity existed among the individual countries as well as

among sectors within the countries. One ainm of development was ito reduce

such internal discrepancies. In an .iready i:dustrialized ccuntry like
Czeochoslovakia special attention was pzid to ithe indusvrialization of the
Slovak region, which sc¢ far had a reiatively low industrial baseaL/In Hungary,
subztar. :ial differences in indusirial activity prevailei * .cen the western

and eastern part of the country with a high concentration of industry in the area of the
capital ci*y. Similar problems were typical also for the other CHZA countries.
Tt was considered that tc achieve 2 tetter distribution of industry it was noct
sufficient to pursue a gradual developmemi of existing centres out thai rather
the establishment of new industrial locations equipped with the necessary infra-
structure was required. This approach deianded huge capital outlays and
resulted initially in relatively low levels of labour productivity. It seems
that the concentration of the labour force from backward zgricultural areas to
~he site of such massive construction wurk also was regardesd as an important
step to expose labtour to up-to-date techniques and to pave thus the way towards

industrial employment.

Another declarsd major goal of *he industrialization and co-operation process
was to reduce the differences in the development level of the variocus CiKEA
countries., A trend towards equalization can indeed be detected, according to

Tables 1 and 2.

1/ See 1D/WG.357A , Chapter 1.1
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Tarle 1. X2y indicators of fthe eccnomic develcozent ¢f ClIZA countrias
Tatween 1830-1S¢73 (13830 = 13Q)
All CLZA Bulgaria Hungary GDF  Polard 2Rcmania T332 CS3SR
couniries*
Yet material
product 750 1,000 470 5¢0 £<0 1,3C0 £10 &7
Gross agri-
cultural
output 256 3c0 <C0 220 20 350 22C 17C
Incdustrial
usput 1,2C0 2,200 330 840 1,4C0 2,500 1,100 7<0

SOURCE: Y. Kormnov, Specialization and Co-operation of thz Socialist
Zconomies, p. 7 (Progress Fublishsrs, loscow)

* including Hongoliz

Table 2. Grewth of industrial oroduction in two branches between 165C and 1977
(1950 = 100)

Bulgaria Hungary GCDR Poland Rorania USSR C3SR

Engineering

industries S, 100% 1,300% 1,5CO* 6,400% 8,500% 2,700% 1,7CO*
Chemical

industries G, 600" 4,000 1,100% 3,500% 13,800 2,300%  2,000%

SOURCE: Tbid. p. 44

* rounded figure




Whereas the massive size and economic capability of th+ USSR continued to
play a dominant role, the differences between ithe two extreme poles within
the group 1 as regards the relative levels of development have heen reduced
to 1:1.77 in terms of per capita NP, to 1:2 in terms of per capita con-
sumption of electric energy, 2ud 1:3 in terms of the share of the population

econonically active in zgriculture.

Full employment was from the outset incorporated in the nationa2l constitutions
of the CMEA countries., However, it could be otserved that less attention was
given to the increase of productivitv and to fostering 2 strirngent work
organization. The emphasis on “‘ull employment could also be seen io have
negatively affected the selection of technologies. It was possible to rely
on technologies available at that time within the C EA region, and to

utilize che capacities of the repidly expanding engineering and capit

goods industry. Inp this situation the lavour market and the domestic demand,
however, provided litile challenge to the management %o utilize this period
for preparing for the next step of development in iermc of technology cf

products and processes.

The expansion of industrial employmeni was accorpanied by an extensive
increase ir the educatior level, Illiteracy which was still high in the
less developed CIEA countries had bveen completely elimirated. The general
7-8 years compulsory schooling was intrcduced and the basis for en up-to-
date vocational and higher level training was laid down. A network of

R + D institutions had been established. The intellectual and human

factors of a science and technology intensive industry had become available.

Foatures of the oresent structure

Due to common policies the industrial structure which devzloped in the

various CMEA ccuntries is similar in nature, especially at the branch levelag/
The specialization among CIEA countries takes place more at the intra-~branch
than the inter-branch level.

1/ See ID/wG.357/¢, Introduction

2/ See II/WG.357/4, Chapter 2.1,
and ID/VG.357/5, Chapters 3.3 and 3.4




Tre agriculiure—indusiry relation is very sizilar to that of the developed
market economy couniries(DMEC's) whereas the service sector is much less
developed in the CMEiX couniries. The share of industrially employed in ihe
CMEA countries in 1978 was 30 per ceant or more (in the FRG 38%, in ike

UX 3%, in France 2&; and in the USA 25). The branch siructure of the
CiEA indusiry as a whole is characterized by the predominance of heavy
manufacturing industry -vith the elecirical and engineering industry carry-
ing the highest weight. (See Table 3)

The share of industrial branches in total valuve added in the individual
CMEA countries {1978) is given in Table 4., (While Table 3 is based

an ISIC, Table 4 uses CHMEA classification. Besides the difference
in the year, one reason of discrepancy between Table 4 and data given in
the study "Structural changes irn manufacturing industries in the European
CliEA areaz and pati:ns of *rade in manufactures between CMEA countries
and DC's" - ID/HG.357/5 ~ is that the latter gives a breakdown of manu-
facturing industry only while Tatle 4 embraces total industrial activity.
Table 4 has been chosen for comparative reasons. These figuresc shouid

be interpreted with czution)

One mayv assute that the low share of engineering industry shown in ihe
struciure :f the USSR indusiry is not only due to the high share of

rimary indusiries but also to the specific Soviet price structure. This
assurption is reinforced by the high share of the textile and clothing
industries and in the food industry. In this latter branch Bulgaria has
the highest share, which can be seen as a correct reflection of the rapic
development achieved in this branch. In the Hungarian structure food
indusiry nas a relatively low share in spite of well iiown achievemen.s

in agriculiure., The reason is, vesides the zlready mentioned price
siructure problem,possidly the fact that their development in the food
processing industry is somewhait lagging bvehind th: increzsed agricultural
ocutput. The chemical industry hac the highe 't structurzl share in Hungery
in spite of the lack of indigenous raw mazterials. This contradiction might
be explained oy the high demand for chemicals in agriculiure and the

inportance of the pharrmaceutical industry with its high value added. It

can also be staled that this share corresponds to the world averages. Despite

rapid increases of this Branch in the regicn as & whnole, the share of cther

LRe~T)

WIZA courtries 1s relatively .ow in terms of world levels. The differences
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Tazle 3. Simuciure of industrv Ty groups ¢f countries in 1CGTC
(walue 2déded weights ty ISIC divisions and oranches)
i-ision, 3ranch World Ci= Zeveloped Developing
coun- zarket counIries
iries economies
daining 12.5 C.4 .0 az,.l
us=nufacturing 81.3 37.9 £6.6 21,2
Light manufacturing 27.3 2¢.0 28.1 22.5
Heavy manufacturing 54.3 °8.9 23.5 1.l
Electricity, gas and water 5.7 2.7 T.4 4.0
TOTAL 1c0.6 1¢0.0 1C0.0 1C0.0
Coal 1.5 2.0 1.4 O.3
Crude petroleum and natural gas 5.8 4.3 1.0 8.5
detal nmining v 0.7 3.7 1.0
Tood, bererages, totacco 0.1 10.7 g.¢ 10.5
Textiles 4.1 5.3 3.1 2.3
Wearing apparel, leather znd
footwear 1.5 5.4 3.3 4.7
Wood products, furniture 2.5 2.5 3.3 1.¢
Pzper, printing, publishing 5.0 1.9 7.0 2.2
Chemicals, petroleum, ccal
and rubber products 12.6 g.8 13.8 12.9
Non-metallic mineral products 4.0 5.4 3.6 2.9
Basic metals 6.0 6.7 5.4 3.6
letal products 32.0 38.3 4.6 12.5

S0URCEZ: UN Mcnthly Bulletin of 3tatistics
Suocted from ID/G.357/4, Table 19




Table 4. Percentage shares of indusirial branches in the CMFA countries 1978

Branch Bulgaria Czecho-~ GDR Hungary Poland Romania USSR
slovakia

Electricity 2.5 3.3 5.7 5.6 2.3 1.8 1.0
Fuel 3.5 7.4 5.9 7.8 5.7 4.9 6.2
Iron and steel 4.0 8.7 5.4 6.7 6.4 7.8 -
Non-iron metals - 2.6 2.4 3.2 3.6 3.4 -
Ergineering

industries 28.2 29.2 32.7 30.8 33.9 33.2 25.0
Chemicals 8.1 8.5 10.8 12.4 9.3 9.5 7.6
Building materials 4.1 3.6 2.1 2.0 2.6 3.t 4.0
Wood 3.1 4.2 3.0 2.8 3.8 4.4 3.6
Paper 1.3 1.3 1.7 0.7 1.1 1.4 0.3
Glass 0.9 1.4 1.0 1.0 1.0 0.6 0.5
Textiles 1.5 5.1 5.6 4.5 7.1 8.3 10.2
Clothing 3.1 1.7 1.8 2.3 3.3 1.5 4.2
Leather and shoe 1.4 2.5 1.6 1.8 1.3 2.1 1.7
Printing 0.5 0.6 0.6 1.0 0.4 0.2 -
Food 21.7 14.4 16.17 14.% 15.4 13.8 18.8

SOURCE: CHMEA statistics
Quoted from ID/WG.357 /4, Table A.11
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in shares of paper and wood industries iay be at*ributed mainly to the
natural endowrents. Xowever, the low share of paper indusiry in the
whole region in corparison =o DIZEC's is first of ail due tc an under-
development of the packaging industry. The relatively high share of
leather and glass industries in Czechoslovakia is a reflection of

+raditions (see Table 4).

The growth of industrial production as a whole in the CEA countries

has surpassed in any given period that of other groups (see Table 5).

Table 5. Growth of industrial production by group of couniries in
different periods (per cent)

Group Period

1960/1977 1960/197 1670/1¢77
World 273 102 142
Developed larket Econory
Countries 221 175 126
Developing Countries 310 200 155
ClEA 414 238 174

Source: Handbook of International Trade and Development Statistics
(Table 6.7)

A more detailed comparison (see Table 6) between relative growth of
different branches in the period 1971-79 shows that within the various
branches in the CIMEA countries the manufacturing industry had a2 slightly
higher growth than the average. The dynamics of heavy manufacturing of
the developing countries ic even higher than in the ClEA countries. Light
zanufacturing, pasticularly that of textiles and clothing, was increased
in CMEA not only below the average industrial development pace but the

relative growth was smaller than either in DC's or in IELC's.




ve zrowth %y I3IC di-rision and tranches,
{

Division, T -arch Worle  CizZA Develcped Ieveloping
coun~  market coumntries
tries econonmies

Mxining 0.85 0.7¢ Q.20 0.82

Hanufacturing 1.02 1.03 1.C0 1.1.1

Light manufacturing 0.22 0.3 Q.o 0.8
Heavy manufacturing 1.06 1.13 1.02 1.28

Electr city, gas and water 1.08 0.92 1.13 1.42

Coal 0.70 0.70 0.67 0.83

Crude petroleun and natural gas 0.93 0.%0 1.13 0.85

tletal zining 0.09 0.55 0.68 0.7

Fcod, beverages, tobacco 0.88 0.79 0.96 1.02

Textiles 0.8¢  0.83 0.8 0.5C

Wlearing apparel, leather and

footwear 0.36 0.82 0.86 4.c¢

Wood products, furniture 0.8¢ 0.86 . 0.77

Paper, printing, publishing 1.04 0.84 .93 1.23

Chemicals, petrcleum, coal

and rubber products 1.09 1.08 1.14 l.24

Non-metallic mineral products 0.90 0.91 0.98 1.22

Basic metals 1.02 0.84 0.86 1.17

Hletal products 1.1% 1.26 1.04 1.40

Industry 1.00 1.00 1.00 1.00

SOURCE: Ul llonthly Bulletin of Statistics, November 1680

Quoted from ID/WG.3}57/4, Table 20




"he foremcst sizmificant fesaiure in the zZrowth in the individual CLEd ceuntrles

igmifl
(see Tatle 7) is ikat toth engireering and chemical incustries were spowing
during the whole period 1G€1-1¢7C a ccnsiderably higher growt: coefficient
<han the incustrial averzzg:. In some cases the chemical industiry Zdevelcged
more than two times faster than the industrial average. Theough 0 2

iesser extent, glass industry has teen g wing also atove,

or close to, the industrial average alzost contimuously in -11
couniries. EZven less, but still - with the exception of Zungary - 2 cor-
siderable srowth was experienced in dbuilding raterials irdustry. Paper
industry has grown abcve ine average during itke whole period in 3ulzeria
and Hungary, in Czeciaoslovakia between 1671-1678 and in Fomania between
1661-1970. Leatker and textile irduscries were belcw average in all
covniries. In most cases clothing industiry showed higher grewth than

textiles; nevertheless, Wwith tne exception of Foland and Romania, iis

—

rate remained below the irdustrial average. Trood industry zad in al=ost
all countries the lowest growth. It is interesting tc note that devwiatious

from the :ndustrial average became considerably smaller izm all countries
1/

g

during the period of 1¢71-78 in cemparison to that of 1¢41-1570 .~

In the process of industrial growth the increase of labour productivity
is supposed to play an important roic since the inflow of rew labour
force 4o industry is decreasing in all countries. In the 195C1ts

an average yearly increase of industrial employment of over /4 per cent was
experienced in the CHEA countries with the exception of GDR (2.4 per rent)
and Czechoslovakia (3.5 per cent). This growth was even over 4 per ~

in the case of Bulgaria. By the end of the seventies, however,

with the exception of Romania and the USSR, the increase in labow **i3
dropped to wnder 1 over cent and showed an absolute decrease in Hungary.59
Productivity increase is considered insufficient in the CiiEA countries.

While differences in the labour supply of the individual countrie: >uld warrant
alsc a zonsiderable difference in the productivity increase, the annual

growth of labour productivity remained in a relatively nairow range for

all countries of CliFA, i.e. between 5.5 an? 6.9 per cent per annum for

l/ Further analysis and data on *his question are to be found in the
documents prepared for the meeting, 1n particuler ID/WG.3 7 4 and

ID/%G.357/5
2/ See ID/%G.357,4, Crapter 1.3}




Table 7. Relative growth coefficients by branchen, 1961-70 and

Branch Bulgaria Czechoslovakia GDR

1961- 1971- 1961~ 1971-  1961- 197)-
1970 19718 1970 1978 1970 1978

Flectricity 1.26 0.93 1.12 0.99 0.95 0.97
Fuel 1.62 0.89 0.92 0.81 0.92 0.86
Iron and steel 2.62 1.20 0.9 0.89 0.82 1.00
Non-iron metals - - 1.10 0.91 l1.02 0.99
Engineering

industries 1.62 1.47 1.19 1.15 1.20 1.05
Chemicals 2,00 1.21 1.47 1l.22 1.10 1.11
Building materials 1.21 1.06 02.92 0.99 1.02 1.00
Hood 0.58 0.71 0.88 1.01 0.82 1.03
Paper 1.21 1.05% 0.84 1.01 0.86 0.9}
Class 1.5 0.98 1.08 1.02 0.95 1.06
Textiles 0.68 0.88 0.82 0.91 N.1H 0.92
Clothing 0.92 0.91 0.90 0.83 0.72 0.89
Leather and shoe 0.8 0.76 0.93 0,92 0.90 0.97
Printing 0.76 0.79 1.17 0.87 0.79 0.84
Food 0.76 0.80 0.79 0.86 0.76 0.89
Industry 1,00 1.00 1,00 1.00 1.00 1.00

SOURCE: CMEA atistic
Quoted from ID WG.357/4, Table A.13
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Hungary

Poland

Romania

ULLH

1961- 1971~

1961- 1971~

1961~ 1971~

1961 1971~

1970 1978 1970 1978 1970 1978 1970 14918
1.16 1.14 1.13 0.92  1.67 0.77 1.19 0.9%
0.88 0.91 0.77 0.7% 0.8 0.62 0.1 0.8
0.80 0.85% 0.8y 0.83  0.91 0.94 0.90 0.8E
1.04 0.92 0.94 1.2 1.00 0.77 - -
1.19 1.09 1.%2 1.29 1.36 1.3 1038 1,34
2.04 1,37 1.52 1.09 2.31 1.19 l.42 1.2C |
0.77 0.86 0.92 0.84 1.1% 0.99 1.00 0.9
0.88 1.07 0.80 1.04 0.77 0.67 0.70 0.80
1.2 1.04 0.77 O0.7( 1.43 0.79 0.98 0,96
1.50 1.13 1.10 1.0 1.00 1.04 1.19  1.2%
0.76 0.83 0.79 0.87 0.83 0.99 0.2 0.84
0.84 0.80 1.07 0.99 1.00 1.13 0.8% 0.86
0.81 0.85 0.79 0.79 0.79 0.81 0.13 0.80
1.16 1.09 0.92 1.02 0.83 0.%3 - -
0.89 0.89 0.63 0.86 0.63 0.70 0.83 0.4}
1.00 1.00 1.00 1.00 i.00 1.00 1,00 1.00
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the total pericd cf 1851-1¢7¢C In Tungary the rzie Was zerely

e
4.8 per cent, due zainly to 2 very low increase especizlly in tze

1S50's tut 2lso in the 1%6Ct's. In the firgt nalf of tkhe 1670's generally

Y

an zcceleration cf sroductivity increase mzrifested litseif while toward

3

~th

-

Ire productivity

L\

<he end of *he decade i< slowed cown, excer:t in Rcmanla.=
e¢f tie ragion is according to all estizations lewer than that of the TiiiC's.

Data from Hungery indicate that productiviiy in this cowutry is omiy

h/

e vavs am o ey 2/ .
about nalf of that eof JWEC's.~ The differences i the case of GDR, CSSR

ard USSR are presuczbly smaller, yet consideralle.

I~ the CIMEA countries - with the exceptior of the GDR - structural shifis

in produc ion contridbuted to the overall greowih of vroductivity. Shifts
in the ervloyment structure played a2 ainor role in thils respect. Tk
productivity growth was mairly a result of increased productivity within
the brarches. In the textile irndustry, uigh productivity gairs led fo

N

a2 significant reduction of aanpower in the GDR

The development of labour vroductivity by branches has teer rather uneven
in CEA countries. Qi e has *o assume that besides the applied tecrtnology,
managecent, labour efiiciency, etc. a2lso-the change in the product mix

and the choice of pursuel internal objecti-es of development have contri-

buted to those differences.

The ratio of accurulation in CH{EA countries in the last two decades

was relatively high in international comparison. although a decline of

th¢ ratio has been experienced in several countries towards the end of

the seventies, the average of the years 1976-78 ranged from 22.5 per cent

of the naticnal income in the GDR to 31£.9 per cent in Romania. Protlems

in investment productivity are revealed in the changes of the capital/cutput

ratio, shown in Table 8.

1/ See ID/WG.357/4, Table 9
g/ See itid, Chapter 1.3
3/ See ID/WG.357/5, Chapter 4.1
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Tavlie C. Crhzages Lo Lue capiiel—-oulpul reiic in ire indusiTy
(average rates of growih per arnus in per cent*)

Country 1961-65  1946-70  1971-73  1¢76-73  1941-73
Bulgaria 3.6 2.3 0.6 1.¢ z.1
Czechoslovakia 0.7 =-2.0 0.2 1.2 0.3
GDR - -1.0 0.5 0.£ 0.0%
Hungary 1.0 0.1 1.3 2.8 1.1
Poland -2.3 -0.8 -1.0 4.0 0.3
USSR 2.€ 0.5 1.2 1.5 1.3

SOURCZ: CiZA statistics
Quoted from ID/¥G.357/z, Table 14

*  With the exceptiomn of the GDR state-owned and co—operzitive industry
only. The output and capital measu-es are gross. Data an Romania
are not available.

**  jverage 1966-78

[Detailed data by country and branches are to be found in ID/¥G.357/5]

Gress investment in manufacturing industries grew in most countries at 2
faster rate than gross output. Thus during the period 1966-1S7C the
incremental gross investment-ouipru!l ratio increased. The invesiment
efficiency declined in Bulgaria, GDR, Hungary, Poland and Romania,

irproved, however, in Czechoslovkia and USSR.

The behaviour of the incremental gross capital-output ratio by

branches is especially rotable in the second half of ithe seventies.
There was an absolute decline of gross investment in many branches while
the growth rate of output diminished in almost 2ll wranches of the
countries, but the output did nst decline in absolute terms. 4s a
result in this latter period ithe incremental investment-—output ratio
improved in most branches, including light and food indusiries which

sbtowed a different perforrance in all the previous sub-periods.

Capital intensity varies greztly between branches but similarity is
evident between country patterns. Chermicals, pulp and paper, and con-
struction materials are generzlly characterized by relatively high capital

intensity. It is noticeable that mackine tuilding especially in the more
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advanced CIEA countries shows a below~averzge level of relative capital
imtensiiy., Alsc it is noteworthy ithat the capital intemsity is high in

the food industry.

The role of intra~ClEA specialization ard co-ovperation in shavine the
present struciure and trade pattem

While 2 relztive convergence of the branch structure of the CHEA countries
can be observed, an increasing hranch specialization has also itzken place.
Specialization was undertaken with the objective of improving labour and
production organizatiocn, concemtrating R + D, increasing efficiency in
investment and atiaining an optirmum scale of production. The division of

labour among CEEA countries is based on long-term plans and agreements.

As discussed abeve, intra-branch specialization is a predominant

fezture witnin CitA countries. Due to the lack of sufficiently detailed
production date it is, however, not passible to have & complete analysis
¢f the intra-branch specialization. Specialization is most advanced in
ithe engineering industry 2nd more or. the product level ihan on the level
of sub-branches. A certain irend o equazlization ever in the sub-branch
level ~ at least in ithe past development - could be detected. For example,
ihe machine tool industiry, the automotive industry, and the insirumenis
industiry are emerging as growth indusiries in z2il ccuniries. Couniry
studies revezl 2 great specialization in terms of products. In the casz
of Bulgaria, atout two thirds of the machinery export to ithe region were
tased on specialization agreements in 1979.l In the case of Hungery, the
corresponding figure is 44 per cert. This includes 81 rer cent of the
delivery of lifting devices and conveyors, 60 per cent of vehicles but
or.ly 2C per cent of mining, retallurgy and oil industry equipment.2

Ny

71 agreezents on specialization concluded by the CSSR vovered 30 per
cent of ithe ccuniry's machirery exports.}/ The angineering industries
of the CSSR and of the USSR have an important role in supplying the
regiocn with heavy engineering equipment. About 30 per cent of the USSR

machinery exports to the CMEA market are tased on specialization agreerents.

/ See ID/uG.32./8

The 1mpact of Co-operatiocn Arong CliZA [ieczber Countries on the Capital
Goods Industry. Develop:ent in Hungery. (under preparation)

See ID/iiG.357/1, Chapter 2.5

S

k:L
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Alrogether about 10,000 producis cf ithe machinery ané elecirical engineer-
ing indusiry are covered by tileteral or muitilatera: svecielization

agreements.=/ ilso other branches - ihough tc a lesser extent - zre sutjeci

I'1s

o an increasing specialization, for instance ihrough 2 product-by-product
approach. In certain cases it 1s attempted to abandon corplete lires cf

nroducts. In such caces one nigh! assume an explicit structural policy at
2 micro level. OQOther agreerenis seem t¢ be based on more 2¢ hoc decisions,

available capacities etc. rather than on a consistent structural policy.

Llthcugh the economic advantages of the individual specialization

agreements obviously are carefully exarmined by the decision-makers, changing
econoric conditions might reduce the benefits for some of the pariners.

Such chznges azre practically unavoidable in any long-range zrrangements.

4 more systeratic selection of thc specialized products seexms to be essentizl
fer ensuring long-term coherence. Another rroblerm is that the agreements

are interwoven with 2 very intricate balance of ithe muiual trade. Thus

the termination of one agreexzent cight be difficul: since it might upse:

the Ddalance in other areas. While the specialization may positively
contribrie to the productivity, a rigidity in the system might hamper <he

necessary structural changes and might discourage its owm further expansion.

Despite specialization efforts, productien to {the national markets is

still far more important than export production, although naturally the
export intensity differs from country to country and among product groups.
Table ¢ shows that export growth of the CHEA countries was slcwer than that
of other groups. The increase of exportc to the member rountries was some-
what faster than to other areas. A modification of this trend appeared in
{the 1970's when giobal export growth surpassed the increase of intra-

regional trade.

Tatle S. Growth of exports (industrial products, SITC 5-8, in per cent)

World Developed market Developing CiEA
econonmies countries

To world Intra JMEA

1960-1970 288.6 292.7 342.4 24762 253.9
1670-1977 362.4 328.7 420.6 294.1 290.9

SOURCZ: UNUTAD Handbook of Intermational Trade and Developmeni Statistics

1/ See ID/G.357/3, Chapter 3.1
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‘mile <he szare of the ir.ra-:aional irade was somewhat declinin

ot

+he 1CT70ts, the inportance of the regional market coniinued to grow

Tor the zachinerr expor:. 1n 1620 €5.4 per cent of ithe machinery expors
o7 the memter cocuniries were cestined to the CllEA market. Tals share
increased o 72.7 per cent in 1670 and grew further to 73.¢ per cent

in 1¢77, while tke value of this increased over nine itimes. The rol-e

of the intra-rzgional market remained predomizant. The lowest importance
was for nen-ferrous meials where the share in 1677 was just over 50 per

cent .

Trade with developing countries

The CHEA countiries increased their itrade consideradbly with the developing
countries over the 1¢70's in value terms. According to UWCTAD figures
(based on national statistics), the annual average growth rate was higher
than that of the intraz-regiomal irade, and as far as exports are concerned
also higher than =xports to DMEC!s. Thus the share of developing countries
in the total export of CMEA increzsed from 15.4 per cent in 1970 to 19.3 per
cent in 1930, and in import rfrom 11.6 per cent to 15.9 per cent L As %o

the individual membher countries, Table 10 shows the shares and changes.

In viewvof the slower trade dynamism of the CMZA countries, and in spite
of the increased value, in comparison with the growth of the world trade
and also that of DCts, the share of CMEA in the export of DC's dropped
from 4.3 per cent in 1977 to 3.2 per cent in 1979; in imports, the role
of CMEA was reduced from 6.3 per cent to 5.4 per cent (see Table 10).

The composition of the trade reflects partly a difference in development
level but the disproportion is also due to other factors. The high share
of machinery in CMEA exports is certainly comnected with t".e industrial
structure of ine CMEA countries. The export pattern is cluser to that

of their intra-regional trade., Mamufactured products represented 635.3 per
cent of their export within the CMEA a2nd 46.7 per cent to DC's in 1979.

In the USSR exports this ratio is only 29.6 per cent while in other

East European countries it is reaching 78 per cent. However, in the

———— . ~——

1/ UNCTAD TD/B/859 Add.l. A similar trend is reflected in the GATT 1980/81
trade report though with lower shares.




Table 10. Ceographical diastribution ol foreign irade of Lhe socialiut countries of Eaatern Europe, 1970-1380
Value in millions of ¢ollaras (f.o.b.)
Exports lmports
Couniry

1970 1575 l 1978 1979 1980 1970 1975 1978 1979 1960
BULGARIA
Total trade 2 004 4 682 T 557 8 425 ]9 800 1 831 5 390 7 728 e 051 9 041
of which withs
Developing countries 187 649 1 067 1103 |1 961 138 362 439 493 563
per cent ¢f total 5.3 13.9 14.1 13.1 15.0 1.5 6.1 5.7 6.1 6.3
Developed market-economy
countries 285 474 181 1 3357 |1 6%% 350 1 289 1176 1 248 1 5%8
per cent of total 14.2 10.1 10.3 15.9 16.9 19.1 23.9 15.2 15.9 17.2
Socialist countries 1 532 3 959 5 709 5985 |6 584 1 343 3 747 € 113 6 340 G 951
pur cent of total 1€.5 76.0 5.6 n.o 67.2 13.4 69.4 19.1 78.4 16.4%
CZECHOSIOVAKIA
Total trade 3 792 7 814 10 655 13 198 |15 766 3 699 8 495 [t1 403 |14 252 115 340
of which with:
Developing countriea 510 1 009 1 249 1 531 |2 324 378 819 893 1 143 1 387
per cent of total 13.4 12.9 11.7 11.6 14.7 10,2 9.6 1.8 8.0 9.0
Developed market-economy
countries 183 1 563 1 986 2 496 |3 600 916 2 098 2 674 3 463 3 09
per cent of total 20.6 20.0 18.6 20.4 22.8 24.8 24.7 23.5 24.4 24.8
Souvialist countries 2 499 . 5 242 T 420 8971 |9 06%2 2 401 5 578 7 836 9 626 o 143
p:r vent of total 66.0 67.1 69.7 68.0 62.5 65.0 €5.17 68.7 67.6 66.1
GERMAN LEMOCHATIC REPUBLIC
Total trade 4 581 i0 088 |13 267 15 06% e 4 847 N1 290 14 912 116 214 .
of which with:
peveloping countries 340 T9u 1194 1 310 .e 291 189 113 1 103
per cent of total N} 1.6 9.0 8.7 6.0 1.0 1.8 6.8
Dueveloped marke t-economy
countries 1 003% 2 263 2 614 3 134 cea 1 295 3 28% 3 115 4 994 ven
per cent of total 21.9 22.4 19.7 20.8 26.1 29.0 25.5 30.8
Socialist .countries 3 238 7 055 9 4% 10 619 .e 3 261 T 220 9 120 |10 119
per cent of total 70.7 10.0 1.3 10.4% 67.3 €4.0 66.7 62.4

==
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Table 10 (continued)

Country Exporta Importy

1970 1975 1978 1979 1960 1970 1975 1978 1919 19t5)
HUNGARY a/
Total trade 2 317 4 189 6 345 1939 8 677 Z 505 5 9512 7 902 8 674 VI 235
of which with:
Developing countries 208 511 886 1 041 1154 246 616 846 9548 1 108
per cent of total 9.0 13.8 14.0 13.1 13,3 9.8 11.0 10.7 10.8 12.0
Developed marke t-economy
countries 627 1 368 1 928 2 642 3 046 673 1 917 3 042 3 322 35 Nne
r:r cent of total 27.0 32.1 30.4 33.3 39.1 26.9 34.4 30,9 3.4 40.2
Socialist countries 1 492 2 244 3-531 4 256 4 471 1 586 3 040 4 014 4 413 4 N9
pe:r cent of total 64.0 53.5 59.6 53.6 51.6 63.3 54.6 Y. $0,9 47.8
JTOLANT
Total trade 3 548 10 289 14 114 16 249 16 800 3 607 12 54% 16 089 17 484 16 40
of which with:
Ieveloping countrica 326 1 083 1 440 1 66Y 2 062 260 002 ]”20'( 1 847 2 20
per cent of total 9.2 10.5 10,2 10,2 12.3 1.2 6.4 1.5 10.4 11.86
Developed market-economy
coun! rice 1 024 3 218 4 418 $ 00 9 123 938 6 199 6 442 6 441 6 472
per oont of total 20.9 31.9 31.3 31.2 34.0 26.0 19.4 40,1 5.2 34.%
Soci :list countries 2 198 5 928 8 256 9 514 9 015 2 409 5 544 8 430 9 196 10 192
per o ont of total 61.9 57.6 58.%5 58.6 53.71 66.8 44.2 H2.4 He.3 4$%.9
ROMALTA
Total trade 1 851 5 341 8 01 9 7124 12 2%0 1 95 5 342 £ 910 10 916 13 200
of which with:
Developing countries 235 1115 1 583 1 891 2 685 169 820 1 693 2 041 4 290
per cent of total 12.7 20.9 19.6 19.5 22,0 8.6 15.4 19.0 18,7 32.6
Developed markut-economy
countries 596 1 873 2 722 3 700 4 520 716 2 260 3415 4 694 4 148
per cent of total 32.2 35.0 33.7 38.1 37.0 39.6 42.3 39.0 " 45.0 31.4
Socialist countries 1 020 2 304 3 T2 4 1%3 5 025 1 01% 2 210 3 142 4 101 4 194
per cent of total 55.1 43.1 46.7 42.5 41.0 51.8 41.% 42.0 38.3 %6.0

f
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Table 10 (continued)

Exyports Imports
Country

1970 1975 1978 19719 1960 1970 197% 1910 1919 1900
USSR
Total trade 12 800 33 328 52 400 - | 64 701 76 630 11 732 36 969 Y T ST "N 68 619
of which with:
Developing countries 2 948 7 201 12 7192 14 648 16 818 2 011 T 164 8 894 9 €31 13 481
per cent of total 23.0 21.6 24.3 22,6 22.0 17.1 19.4 17.%5 16.17 19.7
Developed market-economy
countries 2 456 8 568 12 913 19 51% 25 045 2 852 13 536 16 229 20 %50 24 4%)
per cent of total 19.2 25.7 24.7 3.2 32.1 24.3 36.6 32.0 3H.2 55.6
Socialist countr-iea T 396 17 559 26 135 30 538 34 767 6 866 16 289 25 637 27 7190 %0 701
per cent of total 57.8 52.7 51.0 47.2 45.3 58.6 44.0 9.5 40.1 44.7

Source: TD/B/854/Add.1 (trom National statistics of the socialist countries

a/ Importe c.i.f.

of Eastern Europac)




expor=s to CPEC countries also the Sovietl zanufacturing indusiTy representad
-
-

nea: "y 50 per cent. Cne may assume tizat this is parily due to
ef trhe Sovisi Industry in the field oI oil and cther prizary produciicn eguig-
ment. It is alsc noteworthy that SITC group 7 is hi.gher in the expert of

the USSR to the IC's than in other CHZA countries., Thus 2 considerable

difference within the composition of manufacturing export can be gtsarved.

Looked at from the side of the developing countries, one explanation for

the low share of the marufactures in the exports of the developing countries
to the CMEA may te the absance of trade tradition, the lack of outual know-
ledge about market possibilities and the range of goods available from the
DC's, while another is the preference of the develeping countriec for
importing :ertain goods frcm the developed market economies., From the side
of the CMEA countries, the explanatory factor is the need fcr the Eas. Zur-nean
countries to obtain supplies of raw materials and fuels from the developing
countries to fuel their own industrialization process. Ailso the fact has to
Te noted that, according to UN calculations, a significant share of the
rmanufacturing trade of the DC's is carried out in the intra~fimm trade of

transnational companies.

A high degree of couniry concentration can be observed in the trade of the
CHEA with DC's. llore than 50 per cent in the trade of each CMEL country is
carried out with the five most important trading partners. 70 per cent of
trade was transacted with only 12 developing countries. Since the USSR
accounts for more than €0 per cent of total CMEA trade with the DC's, this
concentration is firc: of all determined by the geographical concentr tion
of Soviet trade. Nevertheless a similar concentration is experienced in
the other CMEA countries though some deviation as to the .eading partners
can be detected. For example, a traditional great share of Soviet trade

i1s carried out with Afghanistan, Sri Lanka, while in case of Hungary trade
with these count~‘es is negligi 'e. Other countries like Iraq, India, Iran,
Algeria, Brazil are in the foreground of the trade in all countries, though

the relative ranking varies among countries.

Lately some of the non-traditional partners are increasing their siare
in trade with CMEA. This is observed in South-East Asia, African countries
south of the Sahara ard several Latin American countries. Their shares

are generally modest but ar. appreciable dynamism of :the trade is performed.
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The industrial struciure of the CliZA countries was established under
oremises and conditions of a defensive strategy which relied mainly on
import substitution and contirnuously growing capacities. With the rapid
changes in world economy and the development of the international divisicn
of labour this structure seems to 2e challenged, particularly in the case
of the smaller countries relatively poor in raw materials and energy and
wnich have a home market of small absorptive capacity. An overview of

these challenges is given in this chapter.

Slow=-down of dynamism

Performance of the previous plan period as well as targets of the present
planning pericd are signalling a slow-down of the dynamism. From the point

of view of future economic policy especially high significance seems io0 be
attributed to the differences between plan and perfoimance in the last

period. It indirates that hitherto hidden or not fully appreciated consiraints

have an increased influence on the eccnomy.

Internal factors indicatinz a need for change

Industrial growth was for a long period conceived as the extension of pro-
ductive capacit.es and based on absorbing manpower from primary sectors and
newly employed workers. It seems to be svident from the background papers
that the growth in supply of industrial manpower decreased significantly.
Ne“ther unemployed females nor agricultural labour is any more available

for industrial . ivily, especialiy in the view of an increasing service
sector. The problem is aggravated by a slower growth rate of the population
in the region.

It seems tlat so far industrial management was trying %o obtair the
required additional labcur with the help of local influence oy absorking
smaller corpanies etc. whereas little effert was made to increase
preductivity, or “o re-all-cate the available labour force to more
productive activity. The simultaneous exis®ence of an overemployment

cculd protably te explained by the relative low cost of labour and the
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difficulties of acmuiring it. A further consiraint seems to bve that the

resources of individual factories aight te too limitedi to permit signifli-

cant recoastructione.

Znergy and raw paterials

Another new fecture coming into the fore in the 1¢70's was the end of

tre supoly of chea2p raw materials. The price increase of oil

and other raw materials proved not to be 2 temporary pnenomencn and,

as the price system of CHEA trade is related to the world market,those

increases had a significant impact. The world rarket's greater price ,
mobility thus influenced the nrices of raw naterials in the intra- !
ClEA trade. The new syste-. of yearly gliding prices, tased on the
previous five years' average, 1s intended to exclude rigidity while
also hindering the penetration to the internal itrazde of purely market
speculation effects. Tkis leads to a price level within CMEA, which

adjusts to the one prevailing on the world market with a time lag.

The irmpact of the world prices was reinforced bty the diminishing supply
of these raw material resources - mzinly fuel but also iron and metall:c
ores, wocd, etc. from the USS5R. The extraction costs are higher and
usually substartial initial invesiment outlay to open up new deposits

is also required. . This led already in the earlier part of ihe seventies
to some joint CiFA investment projects. The cost for the importing
countries increased substantially both through the contribution to the
investment and through the increasing purchase price. The new price
relations led to a re-assessment of the structure of industry which

was established on the basis of high consumption of energy and rar
materizl. 3Besides the USSR the only other major energy exporter in the
region is Poland. Recent problems of meeting production targets and

the need to export coal to the West for the reasons of debt service

endanger the supplies to the other CMEh countries.

All data point to the fact that the per capita consumption of energy
in CIEA countries is higher than in countries with larger CDP's (see
Table 11). This is not due to higher consumer consumption but to the
industrial utilization. The high energy intensity is attributed both
To the structure and the technology of industry. It is also noteworthy

that energy consumption continued to increase even in the late seventies.

Although the growih rate was lower than previously it s5till surpassed




Table 11. Changes in the producticn and consusption of energy,
1071-78 (rates of growth p.a. in per cent)

Group of countries, GCDP* Prizary Consumption of Per capita
periods energy consurption of
produc- total liquid cozrerc:izl !
ti commercial fuels energy
energy
World
CiEA countries
1871-73 6.6 4.2 4.5 1.4 3.5
1974"78 505 408 411 2.1 3-2
Developed zmarket
econories
1971-73 Sol 104 l.tl 5.3 3-1 i
1974-78 1'8 0.2 005 013 -0.?.
Developing
countries
1971-73 603 809 8.0 902 50‘1

SOURCE: Horld Znergy Supplies 1973-78, UN 1979
Jucted from ID/WG.357/4, Chapter 1.5

# In case of the C.FA countries XP




that of the IMEC's. A strang impact of the oil price increase is felt by
Rorania. Here the once important domsstic resources have teen nearly
depleted, an o0il processing capacity well in excess of the domestic demand

was kept running Ty oil imported from outside the CMEA region.

Science and {echnology

Technological progress was a major source of economic and industrial growth
in CHEA. All countries - first of all the USSR - have a large R+ D
potential. In the CSSR the number of employees in sciemtific and research
bases reached 111,000 persons and the ratio of R + D persomnel in comparison
witk the total number of employees increased from 3.72 per cent to 4.41 per
cent between 1971 and 1979.2/ A close co~operation within CHEA in the

field of science and technology is aimed at as well as a change in

the licence policy. #while in previous periods exchanze of fechnological
know-how and other information was taking place exclusively on a free

of charge b:sis among member countries, it wes recognized that the

flow cf these can be accelerated by trade metnods. Purchases of

licences from outside the region have zlso been sterped up.

Hevertheless introduction of new technology is lagging benind. Inne-
vative processes and especially the speed of applying and spreading
the output of the research is slower than required by the acceleraied
technical developrent in ihe world.< As is indicated in the country
studies, 2 quicker change ir the products and production iechnology
is needed than hitherto to compete on the world market, especially
under the new price conditions, ané to offset constraints on labour

resources and raw material and fuel supplies.

1/ See ID/G.157/1, Chapter 2.4

2/ As an exarple the syster of contimuous sieel casting was recentily
cguoted which is spread 2ll cver the world on the basis of a licence
ooteined from the USSR. Ilevertheless a lower proportion of steel
15 produced in the USSR on this me.hod than :in other cowntries. Aas
a2 result energy is wasted.
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Increased servrice sector

Tre ircreased standard of livineg tended “o increase the dexand on the service
sector. As a result this secter i1s competing with Indusiry tc¢ acquire labour

ferce ard investzent means.

An increased service sector (including trade, health, service of durable
consumer goods, etc.) is also influencirg the industrial product zix. It
also became evident that the behaviocur of the individual consumer is less
predictable than that of the industry and that as a consequence plamning
and production require increasing fle:=bility.

Agriculiural sector

Also the consurption and diversification of agricultural products require
substantial investment and larger quantities of more effective and partly
new iype of industrial inpuis than hitherto. The need for an extension

of processing capacities represents new challenges. In view of the growing
importance of consumer demand, plaiciers are likely to follow more closeiy

the complex consumer market.

Employment and social aspect

The lack of additional labour force is among the primary cotives towards
reshaping industry. A much higher labour mobility is required, realizing
that the right to work doe~ not mean a right to work at the same enterprise
irrespective to its profitability. The new techiuvlogy introduced often

requires re-orientation of the acquired skills.

The income policy in the CMEA countries is characterized by a irelative

high proportion of social tenefits received over the wages., Centrally
allocated social benefits like health service, pensions, etc. are important
elements of social security, but a wide range of benefits is offered tiarough
the enterprises and they might depend upon the profitability of the given
companye
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Extermal challernges

With the exception of the USSR and, to a2 lesser extent, Poland terms of
irade deteriorated for all countries of the region over the 1970's. In
case of Hungary, the deterioration amounted to 18 percentage pcints

between 1970-T7 =

The fact that ihe ClZi countries were noti atle 1o offset the impact
of the raw material price increases is protably a reflection of the
structural pattern of indusiry. Hanufactured expcrts have zenerally
a2 lower centernt of immovative intellectual input than goods from
other aqvanced countries. Therefore competition is drastically

increasing on the intirnational market.

Products of the CHEA countries are also confromted with a growing

competition from DC's. This is shown in Table 12.

Table 12, Share of the CPF countries ané DC's in OECD izvort anc
thelr relative proporiion in 1970 and 1077

SITC 1670 1977
Skare in iotal import 5 Prcpor- Share in total irport % Propor-
tion - tiorg
CPE ho.od CFE/DC  CPE DC CPE/DC
0,1,2,3,4,% 4.8 £40.7 0.12 .8 54.0 0.09
) 2.6 L.6 0.57 3.2 4.1 0.78
£ 3.0 13,1 0.23 3.5 12.5 0.28
7 0.2 1.7 0.48 1.1 4.5 0.24
ol 2.2 13.2 0.16 3.2 2z.5 0.14
58
together 1.6 7.5 0,26 PIVA 2.7 C.24
TOTAL trade 3.1 20.5 0.15 Led 2l.z 0.1z

Source: Structural changes in industry ID/266, Table 7

1/ 3ee 13/166, Tatle 4.7
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This seems to indicate that countries with lower wages and sormetines alse
lcwer raw material costs could zaike market zains. Scwever, also the effects
of the preferences rendered to the products of DC's under the Generalized

Systen of Preferences have to be taken into accownt.

Undoubtedly the present economic difficuliies of the IMEC's hamper CiEA

exports even of goods which are technically advanced or products for which
new capacities nave recently teen created. Price and currency fiuctuations
as a result of the market situation are creating an unexpected pressure on

the foreign trade of the CiEA cox:mtries.l

The general wncertainty regarding international developrents may prompt
economic plamners to be very careful whem deciding the degree of dependence

on outside supply.

The foreign trade talance cf the CMEA countries has deteriorated and a

cons .eraole international indebtedness has accumulated. Endeavours for

a structural improvement through increased borrowing do not seem to have
brought about the desired results due to the unexpected external factors
and sometinmes also to the slow rate of implementation. A further element
of the problem of irdebtedness is its nature, i.e. it consists mainly of
short and medium term commerc_.al or tank credits. The difficulties.
experienced recently of meeting the commitments by Poland and Romania seems
to reduce the willingness in some financial circles to extend credits to
countries of the group, and there is also the desire of many CUEA countries

not to increase their indebtedness more than absolutely necessary.

The efforts by the CHIEA cowntries to reduce their balance of payment deficit
through dynamic export growth may meet serious constraints. A simultaneous
reappraisal of the import substitution policy can therefore be expected.
The problem will arise how to avoid under such circumstanczes *he situaticn
where short-term balance of payment considerations prevail cver long-term
structural objectives,

1/ See ID/G.357/2, Chapter 2




The growing intermationalization of the world's industrial production
offers a major challenge to CiER countries, In the specialization paittern
followed hitherto, zost attention was paid io the final produci,whereas o
a much lesser exient agreements were cancluded on tze supply of paris and
components. Although within the ClCA standardization efforis are expandi=ng,
productior and trade are zore concentrated around the fimal producis ihaxz
on components. It is possible tkat sutcomtracting and other tyves of
~

international co-operatiamn will receive zmore attenticm in some CIEL coumiries

in tke fuiure.

Yot only political tut economic reasons indicate tkat intra~regional
specialization may offer the best yields. The insufficient resultis achieved
until now originated in the fear that relinquishing to produce a brcad range
of goods might lead to depressing the development of the sub-branch of the
industry as a whole. Since national industries, with the excevtion of the
USSR, are wnable to cope with the ecanomic production of a wide variety

of products, using up-to—date technologies, the need for 2 broadened
specialization is even more pressing. In some areas, like nuclear %echnolegy
or comprter technics, a carefully organized division of labour can be

detected.
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3. THE CEAIUGING INDGSTRIAL STRUCTURE I THE 1980's

Irtroduction

The new challenges confronting ithe current siructure of indusirial produvciion
and “rade of CMEA countries that have just been discussed have undoubtedly
played a sigrificant role in canceiving the plan targets and direction of
development for the 1980ts. The individual country studies provide some
insight into these directions. In the present chapter an-aitemp! is aade

0 single out scme pertinent features of the likely changes of the industrial
production and trade structures. Obviously, it would have been essential to
include a presentation of plan data in order to obtain a quantificavion of
the expected or planned changes. Since, however, the official plan figures
for all the countries were not available at the time of the preparation of
this paper, it was necessary to rely on various indicators as could be
obtained fron existing advance documents and studies. The use of tkese
indicators should be seen as a first attempt to outline a scenario of the
emerging industrial structure and as a basis for discussion. It is hoped
that official plan data will be irntroduced a’ a later stage thus gradually
replacing the estimates and enablirng a more jrecise description of prospective

developnments in the (MEA countries.

Flements of the emersing develooment vattern

Deceleration in industrial growth

The CMEA regicn enters the 1580's with considerable deceleration in its
ecanomic and industrial growth. The Eastern European CMEA countries
attained in 1976-1980 in their MP's the lowest growth rate since the

Second Yorld War.

Reasons for the slow-down in growth in the Eurcpean CEA are to be found
in labour shortages, difficulties in providing exports to pay for the
imports in view of the inflation and reduced growth in non-CMEA countries,
problems in personal and enterprise initiative and innovation, and scaled

investnent goals in several of the countries,
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Future actual rates of growth of ihe East European economies will depend

on how successfully these countries ameliorate the adverse factors affecting
productiv. _,, cope with adverse developzents on foreign markets and manage
to0 meet consumer expectations. With the exception of the USSR, all of <he
East European couniries are relatively small, 211 seek rzpid economic
development, all possess limited natural resources (with few exceptionms),
all face difficult choices in seeking domestic sources to substituie for
costly imports, and 2ll, by their size and meager natural resource endow-

nents, are heavily foreign trade dependent,

Reducing energy and raw material intensity

211 information available indicate an endeavour by the CMEA countiries

to systematically reduce the raw material and energy intemsity in industrial
production and to the extent possibie rely on indigenous rather than
imported resources, The various country studies referred to in the intro-
duction already confirm this trend. The estimates ir thé Eungarian studyi/
which was prepared tefore the actuzl adoption of the current 5-year plan
hzve since been surpzssed. The plan target for the ratic ceilween the
incremental NP and energy consumption was set to 0.7 per ceni. Later

arnouncenents seem 0 indicate a further lowering cf this figure.

This policy can be expected to have 2 significent tearing on the pattern

of industirial production and on the domestic productiion of energy.

It is evident from the background papers ihat plans call for coal mining
to be stepped up and nuclear power generation to gain importance

in the electricity supply. Thus it is planned that by 1990 25 per cent
of the electric energy requirements of the CLEA couniries will be

covereé by nuclear power. Oil is 1o be utilized m2inly for peirochemical
and power driving purposes whereas simple heat}ng consurption would be
reduced. To achieve this 2inm investment and prcduction in mining

and energy industry have to be substantially increased.

1/ See UNIDO/1S.196
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Tne wide ranging policy of savings in consumption involwves several
measures. Internal prices of fuel and raw material have been considerabiy
increzsed since it is assumed that the previous low prices ware
contributing to waste in consumption. Zquiprent and vehicles of
weffective consurption are being discarded, all kind of waste heat
utilization, isolation work etc. are encouraged and in case of necessity
finzacially promoted. Calculations irn the USSR show that the cost of
different fuel-saving investments may at present be already 2-3 tines
lower <han the cost of corresponding fuel production and tranSportatimméy
CSSR planners foresee saving about 12 nillion tonnes of standard fuel

by 19895 and aboui 27 million ionnes by 1990 compared to the consurpiion
in 1980 3/

Also in industry's corsurmption of raw materials, increasing aitention

is expected to be given to various mezns of saving inputs. Calculaticns show

ot

hat in the CSSR techrical measures in industrizl production could reduce
ihe consurption of steel by 2 million tonnes and ¢f non-ferrous metal
products of 44-50,000 tommes. Such savings would obviously have an
essential impact on the plarmed development of production capacity in the
retzllurgical industry. In the US3R savings in the range of 10 zillion

tornes are envisaged for sieel products for ihe year 1535S.

4 reduction in ithe fuel and raw material intensity could also be achieved
through 2 lowering of the structural share of ithose industries which are
high consumers of these resources. On the pasis of available information
i+ seems that ClIoA countries are not likely to directly reduce the
capacity of such industries. Instead, they seem to plan to increase

the degree of prouessing in these branches in orcer to attain a higher
value added. This obviously implies a reduction of <‘he raw materizl
input in relation to the national income and a2lso a gradual reduction

of +he share of the basic industries within the total industrial output.
The implementation of ihis policy would, however, seem 1o be hampered

b the low growth rate planned for +he industry zector as a whole,

I+ could be assumed ithet therefore 2 itemporary underutilization of

existing capacities in basic indusiries would occur.

1/ See ID/G.257/3, Chapter 4.1

1
"l = — fr- ey Mo g, f AT RPN
2/ 3ee ID/%:G.357/1, Chanterc £.2.1 and 4.2.C2
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The development towards 2 decrease in *he raw saierial and eners
intensity ol the indusiry obviously is confrouted uith severzl chstac
However, wihereas in previous plans ihe ererzy and rav material conserva-
tion tended ic Te ireated asa secondary or conflicting target, curren:
balance of pzyment positions are impesing sirict limits to imports.

Tne reed for = cringe thus is more pressing than vefore. lorecrer, a
set of coansistent measures is designed to achieve the a2ir in ihe new

vlan period anc thus o overcome the cbstacles.

Increased value added

Plans 10 increase the share of value added in total output are an important
feature of the development plans in the CUEA countries and this is envisaged
in almost all branches. The output of the chemical industries is to grow
above the indusirial average 211 over the region, accompznied by 2 cone

sideratle shift in its structure.

In the USSR the cépacities for producing high volume peirochemical products
will be extended while other CMEA countries are concentrating rather on
specific types of chemicals, pharmaceuticals, fine chemicals as well as

on expanding the capacities for further processing. Such division of
labour has an advantage for all partners. In the total manufacturing
export of the USSR chemicals might have an increased share on account of
crude oil and also the scale of production will be more adjusted to

the specific resource endowments of the individual countries.

In the engineering and electrical industry major efforts are being taken
0o introduce greaiter automation and more extensive use of the electronics
and computer technics. All countries have a target for these sub—branches
greatly exceeding that of the industrial azverage. In the absence of
detailed data one can assume that the rate of growth envisaged in the
present five-year plan of the CSSR - it is more than double of the

industrial average — is characieristic of the region as a whole.

—_——
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Increzse in quality

The quality aspect of indusirial procucis is receiving growing atiention.
Increasing durability is 2lsc seen as having both an importanti role in

saving raw materials and in aiitaining nigher value of the product.

Atterpts to produce nhigher gquality final products will also generate
forces for increasing the impetus to use new technologies in the

production of intermediate procucts.

Application of rew tecnnologies

Generally, advances in zutomation are in zll couniries seen as an
essential means for substantially increasing the fechnical level of
industrial production. ILew technologies are considered necessary also
for achieving flexibility in incdustrial production and fer reducing the

prevalling rigidities in terms of product lines.

Specifically, automation is in many CLEA couniries seen as a means

to offset the growing manpower shortage and in particular 1o reduce
requirerents for wnskilled and/or hard piysiczl lapour. It 1s signi-
ficant that the GDR - whkich is probably the couwntiry with the scarcest
labour supply in the CMEA - is placing the greatest emphasis on intro-
ducing industrial robots and various techniques based on micro-processors.
In the USSR new technologies are to be introduced also to facilitate

the exploitation of new raw material resources in areas with extreme
climatic conditions. Hungary is reported to be planning to specialize

on the development and production of robots to be used for serving in

nuclear power plants.

The guestion arises as 1o the acquisition or generaztion of “‘he new
technologies. Since some of the new technologies are presently
foremost available in the most advanced market economies, it may
prove to create difficulties in acquiring access tr nrave specialized
processes and equipment. It is, therefore, possible that delays in
their application could occur and that CLEA countries would have %o
initiate faster development of their ovm imnovation processes in wider

areas than is presently being foreseen.




Developmen* of the consuner goods indusiry '

Con-~urmer demand is given increased attention in the rew plans of the
CuTs countries. Tn tha plan of the USSR growth of the consumer goods

sector (sectcr "B") is for the first tiwe to be alloczted higher

priority thas the capital goods sector (sector "A"). It is in this '

connexyion alsc to be noted that iwo branches within sector "AY, namely
the engineering and chemical industries, are giving increasing
importance to the production of cunsumer goods.

-

From the debat : in Hungary on the 1982 budget it is quite evident

that high importance is given to ensuring the supply of 2 wide

range of consurmer good- for meeting the increasing domestic demend.

A sirilar <rend is noticeable in the CSSR where changes of the

production struciure of the electric and engineering indusiry as

well as the food and light industry aim zt vetter meeting the needs f

of the consumers. In respect to ihe textile, clothing and leather ’

industry, a shift is antizipated towards higher quality and tecknical }l

By

standards of the products.:/

Increased industrial speciatization

In view of the general pattern of development emerging in the industry
sectors of CMEA ~ouniries, it can be expected that the intra-regional
specialization process will be pursued with greater emphasis. The
actual pace of this process will to a certain extent depend on the
individual countries' atviainment of their macro-economic targets and
on economic conditions in terms of prices, accounting systems etc.
which would facilitate the widening of the approachk of co—-operation

from a product-by-product to a wider patterm.

1/ 3ee I/wT.357/1, Chapter ¢
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Although it is not possible on the basis of available documentation

ct

o provide a detailed picture of the future intra-ChEA specialization,

certain lirnes of development seem to emerge:

- the national factor and resource endowment will influence the

specialization process more than before ;

- specialization will grow significantly in the production of

parts and compouents ;

- the domestic demand of the USSR for various categories of
industrial goods will continue to play a dominant role for

the establishment of specialization agreements ; and

- increased attention will be given t¢ 2 division of labour
in the field of innovatior and R + D with 2 view to pooling
resources and to enable a certzin focus in natiornal efforts.
In some areas of innovation ithere 1s alrezdly a clear indication of
a desired civision of labour among CliEA countries, particularly in

nuclear technology and computer technigues.

The above mentioned expansion of the consumer goods industry is
likely to create a basis for increasing specialization azlso in this
sector within the CiEA., 3So far specizlization had not developed

bSeyond a rather lirited level. By and large consumer gords are produced for

+he respective home markets only and for exports to the USSR. Imports

of consumer goods therefore have a share of only about 6-8 per cent.

- . . com s . 1
The figure for tne USSR is about 12 per cent. There zre 1nd1catlons-/

that the production of the leather and clothing industry in the USSR
will be increased. In the course of this development it may seem
possidle that other CLEA countries restructure their existing production
with a view to specizlizing on higher value procducts, fashion goods and

special purpose produc-s,

1/ See TD/MG.357/3




rezionzl shifts

4

A special feature of the emerging changes in ihe USSR is the geographiczl
shift of industrial a.cf.:‘un’.ties.--f Despite the previous dispersion of
industries, the main share of manufacturing is still in the European
area. However, both manpower and raw material reserves are exhausted

in that part of the country. While between 1570-7% the population of
tre Luropean reputlics of the Union increased only by about 6-S per cent
those ir Asia grew mostly over 20 per cent. It is therefore seen as an
irportant task to improve the location of productive forces, arnd to
ameliorate the territorial division of labour. This is to contribute

to the development of small and medium—cize towns. Besides establishing
large specialized industries there are possibilities to set up sub-

sidiaries of already existing plants.

The geographical cocncept of the industrial developmeni involves the
expansion of light nd mechanical engineering industries in Central

Asie, ond intensification of thne existing capacities in European and

Ural areas. In Siberia an acceleration of the development in fuel,
eleciric power engineering, ferrous metallurgy, chemicals, netrochemicals,
timber, pulp and paper, wood working and microbioclogical indus*ries as well

as trat of the construction industry is planned.

This locatiomal policy aims at establishing complex economic entities

in a region.

Changes in industrial organization

Unexpected changes in the world economy seem t0 increase the need for
flexibility in production and trade. It is more ind more difficult to
foresee all forces and their implications on the iong-term strategies
of the industrial development plans and internalional co-operation
anong interdependent countries. keasures recently taken in several
CIEA countries indicaie that management methods of industry become

subject to changes both at naticnal and lower levels. Without diminishing

1/ See ID/¥G.357/3, Chapter 2.3
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the basic role and advantages of centrzl planning nore flexibility is aized
for at the enterprise level., Ailready now the responsitilities of the
industrial nanagers have been increased and the separation of ‘ndustry

and foreign trade has been reduced or completely acolished, a2s a means of

increzsiag enterprise flexibility.

The structure of the industrial organization is also likely to be subject
to0 change. In Hungary, for oxarcple, it is considered that the very large
enterprises are not {lexible erough to response rapidly to the challenges
of the changing deriands. Large enterprises tend to develop a cerizin
autarchy, cater mainly to their own needs instead of relying on outside
suppliers better specialized in producing cocponents. 4s a result, un-
warranted inefficient capacities may be created. In the USSR irter-branch
territorial integration is envisaged instead of huge horizontal enter—

prises being expanded.

It could therefore be exvected that in the long rur structural changes
will be facilitated hotk between and within industrial enterprises through

rev ways of industrial organization and managezent.

Sxpected changes in onroduction

Long-term goal programmes

The 30th CUEA Session (1976) decided on the drafting of "Joint Special
Programmes of Co-operation in the Major Branches of Material Production
for a Periocd of 10~15 Years".

Already at the 31lst CHEA Session (1977) the Programme for Energy, Fuels
and Raw Materials was given priority over the cther programmes. The
3ond CMEA Session (1978) passed the first of the "Long-term Target
Programmes of Co-operation until 1690 (LTPC)" - those in the fields of
enei1gy, raw nmaterials and fuels, of agriculture and food industries,
and of mechanical engineering - while the 33rd Session (1979) adopted
the remaining two LTPC's, concerning industrial consumer goocs and

the development of “ransport systems. The LTPC for mechanical engine-
ering, in terms of the measures envisaged, is the most extensive; it

is followed by the LTPC for energy, fuels and raw materials, and, at

a certain distance, by the other LTPC's,




The five sectors of ihe econory dealt witn in the LTPC's are the most
important fields, posing the most pressing problems, of the ClkEa
economies. by concentrating ClEiA co-operation in these fields it is
noped that impediments to economnic growth may be successfully overcore.
within this sectoral integratianscheme for five selected economic
sectors, only some particular branches, sub-branches and preducts are

covered ty the programmes.

Preliminary estimates indicate that the realization of all LTPC measures
in the sphere of production alone curing the period 1981-1990 would
require an investment volume of between TR (transferable roubles) 70 billion

and TR 90 tillion (this is equivalent to US§ 100 to 130 billion).

In the longer run the successful realization of ithe target programmes
could lead to structural rhanges in the ClEA economies; changes which

in turn might ircrease tlhe range of competitive goods.

ledium—terz targets

As was indicated in the secticn above a period of lower growin rates
in industry has been already commenced and will according to available
plan data and forecasts continue throughout ihe greatest part of the
1980's.

In Table 13 (see below) the targeted growth rates of the NP

for the period 1961-1985 are shown for the CMEA countries. These
rates are well velow the planned rates for the previous plan period
1976-1980 and are also lower than recent, actual growth rates in these
countries. Tne table also shows that it is the industrial sector

vhich reflects this lowering of the overall growthe.

The European CIEA countries on average plan for 1681-85 a growth rate
of A.5~4.6 per cent which is rather cliose to actual growth in 1976-80
(4.8 per cent) but ruch lower than in 1671-75 (7.7 per cent). Both
the USSR and the GDR plan to reach a slightly higher rate of growtin

in 1981-85 than actually achieved in 1676-30. Poland has published rio
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1981_35 glang, Tut hag targeted a rather lew rate for 1981-82 and this

ocviously reflects present economic difficuliies. The highest growih
r2%e is planned Ty Romania (7.5 per cent) which 2lso had 2 high aciual

rowth in 1976-E0 (¢.95 ser cext).
& > z

Little informaticn is presently available on the future develcpren
within the manufaciuring secter., However, zn attempt i3 zmade Zere
to aighlighi scme major *rends in the USSR, CSSR and Poland on the

vasis of the respective couniry papers.

Industrial development in the Soviet Union over the 1980's will see
changes in proportions between individual industries and within
industries theaselves. iihile gross industrial production in the
Soviet Unicn is planned to grow by 4.5 - 4.6 per cent per year, the
outpui of many raw materials, intermediate products, fuels and energy
is planned %o grow (often appreciably) telow the level planned for
industry as 2 whole. Thus, oil production is planned to grow oy

0.5 = 1.4 per cent per year, coal production ty 1.5 - 2.2 per cent,
cement produciion by 2.4 - 2.7 per cent, rolled sieel by 2.6 - 3.1 per

s - 1
cent and electric power bty 3.7 - 4.3 per centa-/

On +ke one nand these low levels of output correspond to the strong

empnasis placed ty statemenis of President Brezhnev and Prime Minister Tikhonov
at the XXVI Party Congress on the necessity of a —ore efficient use of
energy. retals and natural resources, as well as on the recent difficulties
in production (e.g. 0il) or telow~plan performance (e.g. coal) of

several of these sectors. On the other it is a reflection of a

planned rate of growth of labour productivity in industry of 4.2 -

4.6 per cent per year - roughly a third faster than in the previous

five year plan.

Among the industrial sectors where the growth is planned to ke

above average, the branches related to the chemical industry stand

out, with a planned growth rate of 6.4 per cent for chemical fibres

and thread, of 7.6 - 8.3 for mineral fertilizer, and of 10.5 - 1ll.4 for

synthetic resins and plastics. It is important to note that these

1/ See ID/WG.357/3, Takle 2.3




Table 13. Maj-r plan targets and performance for 1976-1980

and targets for 1981-108%

average annual growth in per cent)

SOURCE: UNCTAD TD/B/859

Country National income Industiry Agriculture Invoutment

1976-1980 1981~ 1976-1980 1981~ 1976-1980 1981~ 1976-1980 1681~

1985 1984 1984 1984

targets actual targets targets actual targets targets actual targetu targetu actuul targotu
Bulgaria 1.7 6.2 4.6-5.9 9.2-9.8 6.19 5.4-6.2 3.7 - 3.7-4.1 4.7 4.6 3.7
Czechoslovakia 4.9 1.1 3.0-13,2 5.7-6.0 4.56 4.0 2.6-2.8 1.9 2.0 Y4 4.1 2.0
German Democratic
Republic 5.0 4.1 5¢1-5.4 6.0-6.3 4.90 5.6-5,9 - - - 4.2 el - :
Hungary 5.4-5.T 3.4 2.6-3,1 549-6.2 3.37 3.5-4.0 3.0-3.4 - 2.0-2,3 2.1 4.1 2.0 T
Poland 7.0-7.3 1.8 - 8.2-8.5 4.40 - 2.8-3,0 - - 6.5-7.0 - -
Romania 10.011.0 7.1 6.7-7.4 10.2-1L2 9.58 8.0-9.0 5.0-7.6 4.8 4.5-5.0 12.8 10.8 546,27
USSR 4.1 4.3 3.4-3.7 6.7-6.8 4.50 4.7-%.1 2.6-3.2 - 2e3=-2.7T 3.3 3.9 2.3-2.8




nizh growtih rates, and cther high growth rates in, fcr example, the
netzllurgiczl and engineering indusiries, will bve aitained under the
1561-55 plan with a rate of growth of gross investzmeri of sozme Iwo
and a nalf per cent (wversus an average of 3.4 per cert over 1576-1980)
and a planned acceleration ir consumer goods production. Ii is also
clear from the plan and from the speeches zt the XXVI Party Congress
whicr introduced the plan document that one irportant element in

ike a2ttempts at attainirg this restruciuring will be imports frec

the non-ClTA countries. Compared wiih other East Europear ccuntries,
ihe Soviet Union is in a2 relatively stronger position tc carry out
suc:. trade octikh because of iis relatively low deot and its significant
hard currency income  rom certain exports such as oil or goléd. It is
glso clear that z prime interert of the Soviet Union is o import
nigh technology goods from the dzveloped market economies, whereas
imports from the developing countries may not be expected to receive

ihe sazme ecphasis.

Because of the serious economic situation in Poland, the Polish
authorities are focusing or short-term stabilization neasures (rather
than on 2 five-year plan) designed to stop the decline in industrial

produciion that vegan in 1980 by no later than 1964-1985al/

Fror. the studies available it is evident that the atility to carry out
successfully the structural changes thkat are reguired for this
stabilization programme will crucially depend on moving towards an
equilibrium of irports with exporis, while maintaining the irport

of crucial raw materials, spare parts and equipment; the rescheduling
of foreign debt; an increase in labour productivity; a rise in agri-
cultural produciion; and a2 restruciuring of invesiment. I< will also
reguire that the z2conomy should reduce the high import content of
industrial production and that cozl production be at least incireased
to previocus trend levels, both for domestic use and a; a2 major hard

currency earmer.

For the industrial structure, the stabilization programmes under
discussion ﬁjwill mean abandoning - or a2t least radically redesigning -
a nurmcer of nigh import comtent investment projects, the expansion of
tne food processing indusiry, the intensive development of eleciric

energy production, and a scaling-dovm of the production of capizal gocds.

1/ See ID/G.3357/2

Y/ 3ee ibid.
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will piroceed more slowly over 1981-85 than over 1976-80. It wil
cornstrained oy the inazbility to increase significantly the i1mport of
rawWw materials, fuels and energy from the Soviet Union, Czechoslovakials
main supplier.1 Attempts at structural change over the 1981-35 period
will alsoc be corstrained by the planmned stagnation in the volume of
investment, as well as by the expectatian of further iterms of irzde

losses.

The industrialization that is plarmed for the 1981-G5 period will
proceed most rapidly in sectors such as exgineering and the eleciro-
technical indusiry - with the greatest preference veing given to
electronics, with a growth rate of 14.7 per cent Der year, and
particularly of zicro-electronics.2 Industries sucn as the lignt
industry, the chemical industry arnd the food indusiry, on the other
nand, with growth at much more modest rates (2.8 per cent, 2.3 per
cent, and 1.9-2,1 per cent ,respectively) experience decreases
in their share of industrial output. Por still other sectors, such
as the metallurgical industry, there will bve zero growth rate, and
hence an even sharper decline in their share in indusirial

production.

Zven this industrial development is going to be dependent on strong
conservation measures in the areas of raw materials, fuels and
energy, particularly since growth rates for fuel and enerzy resources

are low relative to the planned growth in industrial production.

1/ See ID/WG.357/1, Table 20
2/ See ibid., Chapter 4.2
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Perspectives for ihe develoument of trade

Trhe generzl tatiern of develoopzent of Jila countries' exporis cver

~

+ne 1970's was chparacterized in detail in Chapler Z.<. The experience
of the period 1$76-16C0 was ih.T, in generzi, eXpor:s srew 2Cre slowly
than plammed and imports zore rapidly tnan plamed in the Culzd
counitries and iris relaiionship carnot oce excluded over ine aresent
five-year veriod. Zxzamining the linited datz availecle Ior e roreign
trade plans for 1$81-E5 it is clear that,wiih the exception of crly =ie
GDR, tihe planned average annual growth rates in total foreign trade

are markedly lower than the rates attained over the last nalf ol ire

1970's or in 19¢0 (see Table 14).

The share of intrz~CMEA trade in total trade flows is very high. This
share has, however, been falling, and can be expected to contimue to

show a decreasing trend over the 1980ts.

The foreign trade of the CM{EA couniries leads to tke cuncentraiion on
raw materials and fuels in trade with developing countries - a feature
which as planners in the Ci{EA countries have indicated will be retained

over the present medium-~term plans.

An important feature of the foreign trade of ClEA cowntries as related
to develoving countries is that trade is very highly concentrated among
develcping comntries, The evidence from the countiry studies is that

there is no reason to expect this pattern to change over the early 1980s,

Prospects for trade with developing countries

A canstant feature of Zast-South trade is that manufactured goods dominate
the imports of the developing countries from the CMEA (as they do the imports
of the developing countries from the developed market economies), with
machinery and transportation equipment being appreciably less important

in the imports from the CMEA than from the West.

In the exports of the developing covntries to the CYTA, raw materials and
agricultural products dominate, with ‘Y. suare of uanufactures being small
and actunally decreasing (from 9.5 per cent of total CMEA imports in 1665

to 8.4 per cent in 1979). Looked at from another perspective, 61,3 percent
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Table 1d.

Foreim itrade nlans and performance

in the socialis:

countries of Tasterm Zurose
(zercentaze increase over preceding

1978

SOURCE:

2/ Total trade turnover
b/ Trade with CMEA member countries

¢/ Exports only

Eastern Europe)

1976 | ! i P1larned
f ' annuzl
~ average
Actual | 1 0p; 1235
Bulmeria
Exports 14.5 10.4 16.3 ~2/
Izports 3.8 12.2 » 11.7 7.07
Czéchoslcvakia
. Exports 11.3 14.6 19. el
Tmports 10.4 7.7 | 3.2 3 s
Gemmzn Demoacrziig
Ranubhiis ) .
Bxports .9 ‘ %
Tomres 314.0 2.é 310.3 ; 11.29
BEiee—r -
I'I;:ports 8.0 0.9 Q.3 6.5
Impoxts 4.0 12.6 €.5 3.4
Poland |
Exporss 7.1 9.8 7.6 ]
- Imports 10.4 4.7 10.3 e
Romania
{  Bxports 4.9 5.7 25.8 Ve 2 o o2
1 Taports 14.1 14.6 g20-9 )5'7-9'7—
US3R
Exports 16.6 7.2 1w ) a/
Icports 7.3 14.8 18.8 ) 7.97

TD/B/859 (from National statistics of the socialist countries of

ol ogurn
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of total CiiEA imports in 1979 were manufactured ioports, whereas anly

3.4 per cent of CMEA imports from the developing countries were manu-
factures required from DC's, Although structural changes in the industry
of the CMZA couniries, on the long rwn, may help in establishing a troader
division of labour and, subsequently, an increasing trade between the fwo
grours, the data suggest that the most difficult challenge to East-Soutnr
trade relations in the 1980's will be the attempt of ihe developing
countries to increase the share of these higher processed exports to

the CMEA countries as a reflection of the DC's industrial developnment.

The problem is all the more important from the point of view of efforts

at intermational industrial restructuring because many of the potential
exports of the developing countries to the CMEA (such as clothing, leather
goods, carpets, metal goods, wood products, simple electronics, some
steels) are also products where the CMEA countries are direct cocpetitors
with the developing countries on markets of OECD countries. That is to

be reduced by the envisaged structural changes.,

Jith the exception of Poland, the East European CMEA countries are
generally natural resource poor and, with the exception of Romrania,
these countries have trazditionally seen the Soviet Union as their most
irmportant supplier of raw materials, and particularly of oil. From the
end of the 1970!'s it became clear that the supplies of o0il from the
Soviet Union would not be sufficient to nmeet completely the growing
demand of the East European countries for oil a2lthough raw material and
fuel intensity is going to be reduced. This new realization will be a
crucial factor in shaping the relationship of these countries with
(particularly the oil-exporting) developing countries over the 19801s,
and countries of Eastern Europe are concluding an increasing number of
delivery contracts with the countries of OPEC for o0il deliveries (that
is, at present, also pressed by OPEC countries themselves).

It can be suggested that the export pattern of the USSR is expected to
stabilize over the first half of the 1980's, with a decline in the share
of fuel in Soviet exports over the last half of the 1980's and into the
1990's, the decrease of o0il and oil products in Sorvief exports being
planned to ve offset by increased deliveries of gas and- electric power.

On the import side, it is planned that the trade patterm should remain
steady, with the only notable fluctuations being in machinery and transport

equipnrent.
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An imporiant factor that could bede well for the exports of <he developing
countries to the CMEA market is the demand generated within the CMEA
countries by the new measures in ihe 1981-85 plans to secure better supply
of consumer goods. In the absence of a traditional production within the
CMEA countries of a correspondingly wide range of consumer goods, tkere

will be a market opening for the developing countries.

The medium—ierm plans for the individual countries for the period 1981-1%85
would envisage a pattern of trade in which the developed market econories
would provide technologically sophisticated machinery and equipment plus
long-term credit for the development of Soviet raw materials, oil and gas.
Within the European Ci.EA area ithere would also be elements of a similar patiern
of irade between the small East European countries and the Soviet Unicn.
The Zuropean CEA couniries would, in turm, provide its technology and
allied machinery and equipment ito the developing countries. The developing
countries would then concentrzie on the production e¢f natural resources to
fuel the develcpment process in the CLEA cowntries as well as in ithe
developed market economies. The ceveloping countries would, in retumrn,
tenefit from assi. ince from these cowniries in téf further development of

their extraction indusiry and of their local processing indusiry.

In general, this scenarioc is consistent with the pattern of static
comparative advantage of bcin groups of countries. But clearly the possibi-
1ity of the further development of such 2 pattern of trade omn the part

of the CIEA countries runs in conflict with many elements of a development
programne for the developing countries based on their equally strong

expressed desire for accelerated industrialization.







