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COMPARLSON OF LCONOHIC GROF%H Iﬁémﬂﬁ SINO-SOVIET
BLOC AKD IN NATO COUNTRIES

Note by the Chairman of the Committee
orn Soviet FBconomic Policy

: In Decenber 1955 the Committee presented a preliminary
report (1) to the Council on the comparative economic strength
of the NATO countries and the Soviet bloc, which tried to present
"a picture of the likely course of developments over the next
. twenty years. The. present paper is a brief summary of a more
detailed study on the same Subgect It has beern prepared by the
Internationsl Staff and reviewed in the Committee, which has
agreed to forward it to the Council for their background 1nforma~
tion.

|

(Signed) J.V. LICENCE

1"

" Palais de Chaillot,
Paris, XVie,
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1, The esiimates presented in this paper are based on the
Tollowing assumptions- -~ that the present, geographical boundaries
of the Atlantic Alliance and the Soviet ‘bloo (1) will remain un-
changed and that there will be no geheral war, For the NATO
couniries it is further assumed that there will be no deep and
widespread economic depression and no disruption of raw material
sunplies; Tor the Sov1e+ bloc the speciftic assumption is made
that overtaking the West Wll sremain & primary goal of economic
nolicy. ' L v -

2. Any attempt to crystal gaze into the LUthe is, of course,
havardous, and this has been underlined by the events of the past
few weeks. In future, demands for higher living standards may
carry greater weight 1n determining Soviet economic policies . than

- now seems likely, and this could reduce the rate of growth. In

‘addition, there are many difficuliies in making international
economic comvarisons, ‘especially between countries whose economic
structures and institutions differ w1dely, as do those of the NATO
end Soviet countries, It is probable that the methods used to :
gstablish the comparisons tend to overestimate somewhat the relative
ceonomic strength of the Soviet bleoc., However, the Committee feels

thet this does not affect the order of magnitude of the estimates

presented. - - G

3. Briefly, these estimates indicate that, even taking a
reasonavly optimistic view of future trends in the NATO countries,
vhelr overall rate of expansion is likely -~ as in the past -~ to be
exceeded by the Soviet bloc, especially the USSR, The relative
gcocnomic strength of the Soviet bloce would thus increase considerably,
and at the same time Communist China would be emerging as a major
industrial power, THough the aim declared at the XXth Pariy
Congress - to overtake the per capita cutput in Western countries -
would 1ot be reached in the next twenty years, the Sino-Soviet bloc,
and the USSR in particular, would become a greater potential threat
to the free world. The teble annexed ito this paper summarises the
national product projections of the countries concerned,

DIFFERENCES IN NATC AND SOVIET RATES OF EXPANSION

i, It may be asked why 1t iz expected that the economy of C
the Soviets will grow much faster than that of the NATC countries,
It is unguestionable that this has been happening in the past, but

can the Soviets maintain their advantage for another twenty years?

5. The rapld expansion of the Russian economy in recent years
has been possible because of the power of the government to force
the population %o sacrifiice living standards, to maximise investment
and, within the total level of investment, to concentrate on those
Secto‘s which contribute most to economic cXpansion. The Russians
have pursued growth as a deliberate goal, made higher production
the measure cof success and arranged 1ncent1ves accordingly. The
USSR has had the advantage of domestic sources of raw materials
exploiteble at low cost. Again, she has bencfited considerably
frem a rapid inereasc in manpower and from the ability to transfer
sveplas labour from agricuiture to industry.

r '

(15 The Soviet bloc should be understood to include Russia and

the Eurocoean savellites. References to China are made
oeparately, -
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6. 'There are, it is true, reasons to expect some decline
in the rate of expansion in futurc, This is foresecen in the
current five-year plan, which provides for a rather slower rate
of industrial growth than over the past few years. Now that the
USSR has. cregted a large industrial bzsge, she may £ind it
increasingly difficult to maintain the exceptional rates of growth
of the past. As her most readily evailable natural resources are
used up, further increases in production will become more costly.
In sddition, for the next few years the USSR will find it difficult
to increase her labour force at the same rste as in the past:; the
low birth rate of the war years and the raising of the school
leaving age will adversely affect the total supply of labour, while
the efforts to improve farm output are stopping the flow of labour
from villages to towns. However, by the end of the 'sixties,
Russia's manpower situation should be much easier and she should
benefit from a labour force growing rapidly in numbers and technical
Skill., This would help to counter the economic foreces tending to
slow down the rate of expansion, '

e It is less easy to predict how the government's domestic
policies will develop over the next twenty years. Kew social
forces are asserting themselves. The present leadership is
trying to contain and direct these foreces, but already it has been
forced to pay some attention to the growing popular pressure for
an improvement in living standzrds;  there are promises of a
reduction in working hours and somc change in the direction of
investment to meet needs for better housing and other amenities.
This trend must adversely affcct the rate of expansion of the
economy, but how far it might go is imypossible to say.

8. In the study, two alternstive assumptions have been made. .
The first is that the policies stated at the XXth Congress of the
Communist Party, with the accent on overtaking the West as quickly
as possible, will be continucd over the next twenty yecars, The
gsecond is that after completion of the current five-year plan in
1960, milder economic nolicies will be adopted. The first
assumption seems more in keeping with the views of the Soviet
leadership, but even under the sccond assumption the rate of
expansion would be well above that of the NATO countries. Invest-
mert would be maintained at a formidable level compared with that
possible over a long period in o free society. Anything which -
forced the Soviets to abandon this basic poliecy would be the result

- of socinl and political changes outside the scope of this paper.

9. In the sctellites, it scems thoat popular pressures may
continue to have far more effect thon in the USSR; the future -
economic deveclopment of the satcllites is therefore considerably
more uncertain, and a comparatively conservative view of theilr
likely rates of economic cxpansion has been teken in the study.

10. There arce 2lso grent uncertaintics regording China's
future economic cxpansion, Developrient of the economy Will De
largely determined By the achievements in agriculture, and prospects
in this field arc dependent on the willingness of the Chinese farmers
to participate in the collective farm system. The first signs of
a cerinin resistance have alreandy become apparent. The long-range

‘goals annourced by the government for indusiry and agriculture are

very optimistic, but, cven allowing for considerable under-fulf ilment
of its plans, it is likely that in twenty yeers China will become
an important industrial power.
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11. In the NATO countries, future rates of growth are likely
to decline somecwhat ns compared with the cxceptional rates achieved
in the receht past. In most NATO countries, rcsources ore nNow
fully used; the natural inerecse in the labour force in some of
them will be rather small and there are also trends towards a
reduction in working hours. Furthermorc, in sceveral NATC countries
the rapid inerease in investment which hos contributed to recent

economic expansion is being curbed in order to correct inf'lationary
difficultics,

12, In the projections it has been assumed that governments
will be able to overcomc their problem of reconciling high levels
of investment with the maintenance of financlal stability, and that
the sharce of investment in netional income will rise over the next
twenty years. This would partially offset the brake on expansion
arising from the slow rate of increase of the labour force in most
countries. - Although the favourable influence which the proposed
European common rnarket scheme may have on the economies of NATO
countries has not been taken into account, the projected rate of
growth exceeds the past long-run trend and in this respect can be
regarded as optimistic,

13, In brief, it appearg likely that both the Soviet and the ‘
WATO countries will continue to develop rapidly, though at a slower
rate than in the last few years; but the rate of growth projected
Tor the Soviet bloc economy would be between 1.7 and 1.9 times” that
for the NATO countries combined.

CHANGES TN COMPARATIVE ECONOMIC STRENGTH

14, The consequence of such different rates of growth would

‘be a rapid decline 'in the relative economic superiority of the.

NATO countries. In 1955, the national product of the Scoviet Dbloc
was only one-third of NATO's, whereas twenty years hence it would
be at least half as large and might be significantly augmented by
the output of Communist China, Moreover, thre relative economic
strengths of parts of the two blocs in 1975 would be radically
changed - the total production of NATO Europc would. be exceeded by
that of the Soviet bloc and very likely by the USSR alone., US Q
production would still exceed that of the USSR butl the margin of
superiority would be very much reduced; and the combined output

of the USA and Canada might well be excpeded by the combined output
of the whole Soviet bloc plus China.

15, The improvement in relative strength of the Communist
countries would be most marked in industry. Industrial »nroduction
in the Soviet bloc, which now appecars to be less than a third of .
the NATO total, might increase to between one-half and two-thirds:
in 1975, Industrial output in the USSR alone would then be well
above the preseént level in the UBA and would consist of proportion-
ately more capital goods, Agriculture and services are expected
to develop less rapidly. This reflccts not eonly the preferential
treatment given to heavy industries but the difficultics of efficient
development of agriculture and services which are inhercent in the
Communist SoClety, .

16. A comparison of the future use of resources in the Soviet
bloc and NATO involves certain assumptions regarding military

expenditures. For the USSR, it is assumed that these expenditures

in constant prices will 1ncreaso 5% per year on -the average. An
inerease of this magnitude is suggested by the military programmes
which the USSR is belicved to be undertaking or is likely to undertake

<
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in the next few yoars; account is taken of the probable reduction
in military persommel strength, but it is cstimated that this

 factor would bce morc than offset by the inereased costliiness of

new weapons. This percentage is lcss than the expected rate of
increase of the Soviet national product, and, as a result, by.

1975 the share of military cxpenditures would be somewhat less

than 1t is now. Tor the NATO area as a whole, it is assumed purely
as a working hypothesis that total defence expenditures will rise at
about the same ratc as total cutput, i.e. at an average rate of

3% per year. '

17, Total consumption in the U3SE would nearly double over
the twenty-yecar pceriod. 4 slightly smaller increase is projected
for the Buropean satellites. In 1975, consumption per head in
the Soviet bloec would recach the prescnt average level in NATO
Europe, though it would be well below what NATO Eurcope might expecct
to achieve in twenty years' time. '

18. Investment in the Soviet bloc would c¢laim an increasing
share of the national Dproduct if present Soviet economic policies
were maintained for the next twenty ycars, Even allowing for
the tendency to overcstimate the Soviet figurcs, it is possible
that by 1975 the total amount of investment in the USSR alone would
be approximately equal to that projected for the NATO countries as
a whole, The adopiion of less strenuous domestic economice policics
in the USSR would postpone the time when the Soviet bloc's investment
equalled the West's; but it would not prevent the bloc from

~Increasing its invesiment more rapidly than the West.,

 IMPLICATIONS FOR FOREIGN TRADE

_—_-""_'_'—"-.

19. The projecied trends in economic growth have significant
implications for the development of world trade over the next
twenty years - especially the traede of underdeveloped countries,
At present nearly sll sueh trade is with NATO countries, whose '
imports from the underdeveloned areas in 1955 amounted to arcund |
20 billion, some twenty times those of the Soviet bloc. .

20, On the basis of pest trends, imports of the NATO countries
from the underdcvecloped arcas might be expected to increase some
two and a half times by 1975. This is a very rough calculation,
but it underlines how important it is to NATO countries that :
future world dcvelopment should be sufficient to provide for their
growing needs Tor imports as well as export markets. :

21. The NATO countries will not be the only srcas competing
for supplies and markets, The present cconomic difficulties of
the satellites are partially the result of the disruption of their
traditional trade relationships with the non-Communist world, and
they are likely to increasc their recent attempts to find outlets
outside the Sovict.bloc. At present they account for about nine-
tenths of total imports of the Soviet bloc from underdeveloped
countries. : ‘

22. Trade developments in the USSR are less predictable.
The large increase in Soviet output of investment goods will give
Soviet leaders more lecway in deciding how much to use for producing
morc investment goods and how much to export to the developing
areas of the world. It is probable that the USSR will find 1%
cconomically advantageous to increase her exports of capital goods,
and she may Tind her aim of maximising ecohomic growth best served

=5 NATOQ SECRET.
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by an-oxchange of goods in the world market quite different from
past patterns. This 1s, of course, speculative,. What is
difficult to dispute is that, over the next twenty years, the

USSR is likely to attain the ability to intervene in world trade
oh & formldable scale.’

CONCLUSIONS

25 However tentative the above discussion of possible develop-
ments by 1975 may be, the fact rcemains that so long as the Soviet
blo¢ cconomics expand so much faster than thosce of the NATO
coumtrics, the improved relative cconomic strength of the Sovict
bloc and of -the USSR in partiicular will alter substantially the
military capabilities of East and West over the next twenty years.
It will also incrcasc the ability of the USSR to cmploy economic

- measures for cextending its influence in underdeveloped arcas and

more generally, 1nterven1ng in world trade.

2&. . The success of the Soviet bloe in malntalnlng high rates
of growth might have an important psychological effect on the under-
developed countriecs by presenting an example of rapid economic ‘
development zchieved under Communism. Recent events in Poland and '
Hungary should serve as a warning to underdeveloped countries of
the heavy price which has to bc paid for the Communist way of -
development but memories are short. In the long run, the
attraction exorted by China on the underdeveloped countrles will
become greater as she grows into a major industrial power., Indeed,
the possibility cannot be cxcluded that in the years to come China
will -compete to an increasing extent with the USSR to win the .
allegiance of the underdeveloped countrics.

25, - Accordingly, the HATO countrics camnmot afford to neglect
any measures, compatible with the maintenance of their free insti-
tutions, to foster their cconomic development. The free countriecs
cannot expect to devete the same proportion of their resources to
investment as do the Communists, but the experience of the last fow
vears shows that it is possible to achicve faster rates of growtih
if this is a conscious aim of policy. The strcengthening of
cconomic co-operation can play an important part in assisting 'i!!?
countrics to make the best use of their resources and to maintain
high rates of expansion without constantly running into balance of
payments difficulties, In addition, thc strengthening of economic
ties with the underdcveloped ccuntries is vital to the cconomic
progrecss of the NATO Community.
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PROJECTED GROWTH OF GROSS NATIONAL PRODUCT '
1955 - 1975 '
Arcas. . - Irdices 1955 = 100
o 1955 1975
(1) {2 (3)
1. Total FATO © 100 187
U8A and Canada 100 193
Other NATO countries 100 179
‘2. Soviet bloc 100 1 282 - 310
USSR S : 100 - 295 ~ 345
Eastern Europcan satollites 100 - 240 »
3. Communist China - 100 Cp 350

- RELATTIVE ECONOMIC STRENGTH OF THE NATO AND SOVIET COUNTRIES

IN 1955 AND 1975

Indices NATO GNP = 100

Arcas
1955 1975
(1) {2) : (3) _
1. Total NATO 100 100
USA and Canads 58 60
Other NATO courntries 42 Lo
2., Boviet bloec .33 50 - 56
USSR 25 Lo - L6
Easterrn Europcan satcllites 9 _ 10
3. Communist China 5 ' 10
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