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CGMPARISON OF ECON~MPIC GROFTH - IN.T.% SINO-SOVIET 
BLOC AND I N  NATO COUNTRIES 

Note by t h e  Chaimnan of t h e  Cornmittee 
on Sovie t  Economic P o l i c y  

I n  Decernber 1955 t he  Committee presented  a pre l iminary  
r e p o r t  (1) t o  t h e  Council on the  comparative economic s t r e n g t h  
of t h e  NATO c o r n t r i e s  and t h e  Sovie t  b loc ,  which t r i e d  t o  p r e s e n t  
a p i c t u r e  of the  l i k e l y  course of developments over the next 
twenty years .  The present  paper is a b r i e f  sumrnary of a mope 
d e t a i l e d  .study on the  same sub jec t .  It  has been prepared by %he 
I n t e r n a t i o n a l  Staff and reviewed i n  the  Commit t e e ,  which h s  
agreed t o  forward it t o  the Cornci l  f o r  t h e i r  background iflorma- 
t i o n ,  

( ~ i ~ n e d )  J . V ,  LICENCE 

P a l a i s  de Chail;ot, 
P a r i s ,  XVIe. 
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1. The e s t i m t e s  presented i n  t h i s  paper a r e  based on the 
following assumptions - tha t  the present, geogra h i c a l  boundaries 
of the  At lan t ic  All iance and the  Soviet bloc ( 1  w i l l  remain un- P 
changed, and tha t  there  w i l l  be no zgeneral war. For the NATO 
coun-bries i t  is funther  assumed t \bt  t h e r e  w i l l  be no deep and 
widecpreau econornic depresûion and no disruption of raw mater ia l  
suppli-s ;  f o r  the Soviet, bloc the  specimc assumption i s  made 
t h a t  o r e r t ak i lg  the West w f l l  remain. a primary goal of economic 
go1 icy, k / 

2. AEy attsmpt t o  c rys t a l  gaze i n to  the fu tu re  i s ,  of course, 
hûzardous, and t h i s  b a s  been underlined by the events of the pas t  
feiv weeks. I n  fu tu re ,  demands f o r  higher l i v i n g  standards may 
carry  g rea te r  weight i n  determining Soviet economic po l i c i e s  than 
noa. seenis l i k e l y ,  and t h i s  could reduce the r a t e  of growth. I n  
abdi t ion,  there a r e  r î n y  d i f f  i c u l t i e s  i n  making in te rna t iona l  
cconomic comgnrisons, especiall-y between countr ies  whose economic 
s t ruc tu re s  and i n s t i t u t i o n s  d i f f e r  widely, a s  do those o f  the NATO 
and Soviei  c o u n t ~ i e n .  I t  2 s  probable t h a t  the methods used to  
e s t ab l i sh  the cornparisons tend to  overest imate somewha t the r e l a t i v e  
cconomic s t rength  of the Soviet bloc. However, the Cornmittee f e e l s  
t hc t  t h i s  does not a f f e c t  the order of magnitude o f  the est imates 
m e  sent ec:. - 

3. Br ie f ly ,  thesa est imates indicate  t h a t ,  even taking a 
reasona-ùly opt imis t io  view o f  f u tu . e  t rends i n  the NATO countr ies ,  
t h e i r  overnl l  r a t e  of  expansion i s  l i k e l y  - a s  i n  the pas t  - to  be 
exceedea by ihe  Soviet bloc, espec ia l ly  the  USSR. The r e l a t i v e  
acmornic s t rength  of the  Soviet bloc would thus increase considerabl 
an6 a t  the sarne time Cornmunist China would be emerging a s  a major 
i ndus t r i a l  power. ifiough the  aim declared a t  the XXth Par ty  
Congress - t o  overtake the per  capi ta  output i n  Western countr ies  - 
would not be reached i n  the  next twenty years ,  the Bino-Soviet bloc,  
and the USSR i n  pa r t i cu l a r ,  soulc? become a g rea te r  po t en t i a l  th rea t  
t o  ihe f r e e  utorld. The t eb l e  annexed t o  t h i s  paper summarises the 
nat ional  product project ions o f  the  countr ies  concerned. 

* DIFFEREVCES I N  NATO. AlJi) SOVIET RATES OF EXPANSION 
Q -7- 
A 4. I t  may be asked why i t  i s  expected t h a t  the economy of 

the  Soviets  m i l 1  groizr much f a s t e r  than tha t  of the NATO countries.  * 
H I t  2 s  wquest ionable t ha t  tliis has been happening i n  the pas t ,  but 
n can the Soviets  mûintain t h e i r  advantage f o r  another twenty years? 
U 
Ci 5. The rap id  expansion of the Russian economy i n  recent  years 
w has been possible because o f  the nower of the government to  force  
3 the population to s w r i f i c e  l i v i n g  standards,  to  maximise investment 
p, and, wi thin  '~he t o t a l  l eve l  of investment, t o  concentrate on those 

I secto:is which contr ibute most to  economic expansion. The Russians 
have pursued .gwv~th a s  a d.elioerata goal,  made higher production 

W the  measwe of success me. aoranged incentives accordingly. The 
US8R has had the advantage or  domcstic sources of raw mater ia l s  

H exploi table  a t  lov cost .  P-gain, she has benef i t e d  considerably * fr:om a rapid  increase i n  man2ower ûnd r r o m  the a b i l i t y  to  t ransfer  $ sc iplus  lsboilr f r o m  agr icu l tu re  to  industry. 
- ; . .- ._ _ 

8 8 

n (1:) The Soviet  bloc should be understood t o  include Russia and , 

.the E u r o ~ e a n  s a t e l l i t e s .  Refcrences to  China a r e  made . . 

; separately.  
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6. Thore a r e ,  it is  t rue ,  reasons t o  expect some dccline 
i n  the r a t e  of expansion i n  fu ture ,  This is foreseen i n  the 
current  f ive-year plan,  which provides f o r  a rath.er slower r a t e  
of i ndus t r i a l  growth than over the pas t  few years. Now t h a t  the  
USSR has created a l a rgc  i n d u s t r i a l  base, shc may f i n d  i t  
increasingly d i f f  i c u l t  t o  maintain the  exceptional r a t e s  of growth 
of the  past .  A s  her  most r e a d i l y  a-vailable na tu ra l  resources a r e  
used up, f u r t h e r  increascs i n  production w i l l  become more cost ly.  
I n  addi t ion,  f o r  the  next few years the USSR w i l l  f i n d  i t  d i f f i c u l t  
t o  increase her labour force  a t  the same r a t e  a s  i n  the pas t ;  the 
l o w  b i r t h  r a t e  of the war years and the r a i s i n g  of the school 
leaving age w i l l  adverscly a f f e c t  the t o t a l  supply of labour,  while 
the e f f o r t s  t o  improve farm output a r e  stopping the flow of labour 
f r o m  v i l l ages  t o  towns. However, by the end of the ' s i x t i e s ,  
RussiaP s manpower s i t ua t ion  should bc much eas i e r  and she should 
benef i t  from a labour force  growing rap id ly  i n  nunbers and technical  
skiL1. This would help to  countcr the  economic forces  tending to  
slow down the r a t e  of expansion. 

7 .  It i s  l e s s  easy t o  predic t  how the governmentq s domestic 
p o l i c i e s  w i l l  develop over the next twenty years. New s o c i a l  
fo rces  a r e  a s se r t i ng  thcmselves. The present leadership  is 
t ry ing  t o  contain and d i r e c t  thesc fo rces ,  but already it has been 
forced t o  pay some a t t e n t i o n  to the. growing popular pressure for  
an improvemcnt i n  l i v i n g  standurds; the rc  a r e  promises of a 
reduction i n  working hours und somc change i n  the  d i r ec t ion  of 
investment to  meet needs T o r  b e t t e r  housing and o ther  amenities. 
This t rend must advarsely a f f e c t  the r a t e  of expansioh of the 
economy, but how f a r  i t  might go is impossible to  Say. 

8, I n  the study, tvro a l t e rna t ive  assumptions have been made. 
Thc f irst i s  that the  p o l i c i c s  s t a t ed  a t  the XXth Congress of the 
Communist Par ty ,  with the accent on ovcrtalting the West a s  quickly 
as poss ible ,  w i l l  be continucd over the next,  twenty years. The 
second i s  t h a t  û f t c r  completion of the current f ive-year  plan i n  
1960, milder economic po l i c i e s  w i l l  be adopted. The f irst  
asswnption seems more i n  keeping with the views of  the Soviet 
leadership ,  bu-t evcn undcr the second asswnption the r a t e  of 
expansionwould be well above th3 t  o f  the NATO countries.  Invest- 
ment would be maintcined a t  a formidable l e v e l  compared with t ha t  
possib^le over a long period i n  a f r c e  society. Anything which * 

forced the Sovie ts  to  abandon t h i s  bc-sic policy would be the r e s u l t  
of soc i a l  2nd p o l i t  i c a l  changes outs ide  the scope of  t h i s  pnper. 

9. I n  thc s c t c l l i t e s ,  i t  sceh~s t h c t  popular pressures may 
continue t o  have f%r more e f f c c t  than i n  the USSR; thc f u t u r e  
economic devclopmcnt of the  s a t e l l i t e s  i s  therefore  considerably 
more uncertzin,  and a cornpP.r2 t ively  conservat ive view of t h e i r  
l i k e l y  r a t e s  of economic expansion h m  been taken i n  the study. 

10, There a r e  z l so  g rea t  uncertz-int ies  regmding 
future  economic expansion, Dcvelopmcnt o f  the  econom 
l a rgc ly  determined by the  achicvement s i n  ag r i cu l tu re ,  and prospects 
i n  t h i s  f i e l d  a r e  dependent on the  wil l ingness of the Chinese farmers 
t o  p a r t i c i p a t e  i n  the co l l cc t ivc  farm system. The f i r s t  s igns  of - 
a c e r t a i n  r c s i s t m c e  have a l rcady 'ûecome apparent,  The long-range 
goals mmounced by the govcrmcnt f o r  industry and ag r i cu l tu re  a r e  
very optimist  i c ,  but ,  cven allowing f o r  considerable under-fulf ilment 
of i t s  plans ,  it 1s l i k e l y  t h a t  i n  twcnty ycars  China w i l l  becomc 
an important i n d u s t r i a l  power. 
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11. I n  the NATO countr ies ,  fu ture  r a t e s  of growth a r e  l i k c l y  
to  dccl ine somcwhat n s  comgared with the  exceptionûl r a t e s  achieved 
i n  the recent  past.  I n  most NP-TO countr ics ,  resourccs c r e  now 
f u l l y  used; the na tura l  increcsc i n  the labour force  i n  some of 
thcm w i l l  bc ro ther  s m n l l  and thcrc nre a l s o  trends townrds a 
reduction in  working hours. Fwthcrmorc, i n  severEl NATO countr ies  
the  rap id  increase i n  investmcnt which has contr ibuted to  recent  
oconomic expansion i s  being curbed i n  ordcr  t o  correct  i n f l a t i o m r y  
d i f f i c u l t i e s .  

12. I n  the  projections it has been ossumed thq.t govcrnments 
w i l l  be able to  ovcrcomc t h e i r  problem o f  reconci l ing high levo ls  
of investmcnt with ths  maintonancc of f i n a n c i a l  s t n b i l i t y ,  and tha t  
the  sham of investment i n  national. income w i l l  r i s e  over the next 
twenty years. This  would g a r t i a l l y  o f f s e t  the brake on expansion 
a r i s i n g  rrom the s l o w  r a t e  of' increase of  the  labour fo rce  i n  most 
countr ies .  Although the favourable influence which the proposed 
European cornrnon market scheme may have on the economies of NATO 
countr ies  has not been taken in to  account, the projected r a t e  of 
growth exceeds the  pas t  long-run trend and- i n  t h i s  respect  can be 
regarded a s  opt imis t ic .  

13. I n  b r i e f ,  it agpears l i k e l y  t h a t  both the Soviet  and the 
NATO countr ies  w i l l  continue t o  develop rapidly ,  though a t  a  slower 
r a t e  than i n  the l a s t  few years; but the  r a t e  of growth projected 
f o r  the Soviet b loc  eeonomy vvould be between 1.7 and 1.9 times- tha t  
f o r  the  NATO countr ies  combined, 

CHANGES I N  COMPARATIVE ECONOJ/IIC STRENGTH 

14. The consequence of such d i f f e r en t  r a t e s  o f  growth would 
be a rapid decl ine i n  the r e l a t i v e  economic super io r i ty  of the  
NATO countries.  I n  1955, the  nat ional  product of the Soviet  bloc 
was only one-third of N A T O ' s ,  whereas twenty years hence it would 
be a t  l e a s t  half a s  large  and might be s ign i f i can t ly  augmented by 
the  output of Communist China. hloreover, the r e l a t i v e  economic 
s t rengths  of p a r t s  of the two blocs i n  1975 would be r ad i ca l ly  
changed - the t o t a l  production o f  NATO Europe would. be exceeded by 
t h a t  of the Soviet bloc and very l i k e l y  by the  USSR alone. US 
production would s t i l l  exceed tha t  o f  the USSR but the margin o f  
super io r i ty  would be very much reduced; and the combined output 
o f  the USA and Canada might well be exceeded by the combined output 
of the whole Soviet bloc plus  China. 

15. The improvemen-t i n  r e l a t i v e  s t reng th  o f  the Communist 
countr ies  would be m o s t  marked in  inciustry. Indus t r i a l  ?roduction 
i n  the Soviet b loc ,  which now appears t o  be l e s s  than a t h i r d  o f  
the NATO t o t a l ,  might increase t o  between one-half and two-thirds 
i n  1975. I n d u s t r i a l  outsut  i n  the USSR alone would then be well 
above the  presdht l eve l  i n  the USA and would cons i s t  o f  ~ r o p o r t i o n -  
ately more c e p i t a l  goods. Agriculture and services  a r e  expected 
to  develop l e s s  rapidly.  This r e f l e c t s  not only the  p re fe ren t i a l  
treatment given to  heavy indus t r ies  but  the d i f  f i c u l t  i e s  o f  e f f i c i e n t  
development of agr icu l tu re  and services  which a r e  inherent i n  the 
C o m i s t  society,  

\ 

16. A cornparison of  the f u t u r e  use of resources i n  the Soviet 
bloc and NATO involves ce r t a in  assumptions regarding mi l i t a ry  
expenditures. For the USSR, i t  i s  assumed tha t  these expenditures 
i n  constant p r i ce s  w i l l  increasc 5% per year on the average. An 
increase o f  t h i s  magnitude i s  suggestcd by the mi l i t a ry  programmes 
which the USSR i s  belicvcd t o  bc undertaking or  is  l i k c l y  t o  undertake 

< 
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i n  the next f ew years;  account i s  taken of the arobable re'duction 
i n  m i l i t a r y  personnel s trength,  but it is  cstimaied t h a t  t h i s  
f a c t o r  would bc more than o f f s e t  by the  increased cos t l i ne s s  of 
new weapons. This  percentage i s  l c s s  than the expected r a t e  of 
increase of the Soviet  na t ional  product, and, a s  a r e s u l t ,  by 
1975 the share o f  m i l i t a r y  cxpenditures would bc somewhat l e s s  
than i t  i s  now, For the  NATO area a s  a whole, j.t i s  assume5 purely , 
a s  a workjng hypothcsis tha t  t o t a l  defence expenditures w i l l  r i s e  a t  
about the same r a t e  a s  t o t a l  output,  i .e ,  a t  an average r a t e  of 
3% per year. 

17. Total conswnption i n  the USSR would near ly  double over 
t he  twenty-year. pcriod. 'A s l i g h t l y  smaller increase is pro jected 
f o r  the  European s a t e l l i t e s .  I n  1975, consurnption per  head i n  
the  Soviet  b loc  would reach the prescnt  average l eve l  i n  NATO 
Europe, though i t  would be well below w b ~ t  NATO Ewope might expcct 
t o '  achieve i n  twenty years '  t h e .  

18, Investmcnt i n  the Soviet bloc would claim an increasing 
share of the  national product if prescnt Soviet  economic p o l i c i e s  
were maintained f o r  the next tventy years. Even allowing f o r  
the tendency to  overcstimate the Soviet f i gu re s ,  i t  i s  poss ib le  
t h a t  by 1975 the t o t a l  amount of investnent i n  the USSR alone would 
be approximatcly equal t o  t h z i t  projccted f o r  the NP-TO countr ies  a s  
a whole. The adoption of l c s s  strenuous domestic economic polAcics 
i n  the USSR would postpone the  tirne when the Soviet  b loc7  s investment 
equalled the West's; but it would not prevent the bloc froin 
increasing i t s  investrnent more ra-pidly than the West, 

IMPLICAT IOFS FOR FOREIGN TRADE 
-* 

19. The pro jec ted trends i n  econornic grovith have s igni f  i can t  
implications f o r  the dcvelopmcnt of  world t rade  ovep the next 
twenty years - cspcc ia l ly  the t rede  o f  underdeveloped countr ies .  
A t  present near ly  a l 1  such t rade  i s  viith NATO countr ies ,  whose 
imports f r o m  the underd-evelo~ed a reas  i n  1955 amounted t o  around 
$20  b i l l i o n ,  somc twenty tirncs thosc of the  Soviet bloc. 

20. On the bûs i s  of pas t  t rends ,  &-nporStof the NATO countr ies  
from thc undcrdevcloped a reas  might bc expected t o  increase some 
two and a hal f  timcs by 1975. This i s  a very rough calcula t ion,  
bu t  i t  underlines how important it i s  t o  NATO countr ies  t h a t  
f u t u r e  world dcvelopment should be suf'ficicnt t o  provide f o r  t h e i r  
groming needs f o r  imports ELS well  a s  cxport markets. 

\ 

21. The KAT0 countr ies  w i l l  not be the only a reas  cornpeting 
f o r  suppl ies  and markets. The present econornic d i f f  i c u l t  i e  s o f  
the s a t e l l i t e s  a r e  par t j -a l ly  the r e s u l t  of the d i s rup t ion  of t h e i r  
t r a d i t i o n a l  t rade  re la t ionsh ips  with the non-Cornmunist world, and 
they a r e  l i k e l y  t o  increase t h c i r  rcccnt  attempts to  î i n d  o u t l e t s  
outside t he  Sovic t ,b loc .  A t  prcsent they account f o r  about nine- 
tcnths  o f  t o t a l  imports of the  Soviet bloc from underdeveloped 
countr i e  S. 

22 .  Tradc developments i n  thc USSR a r e  l e s s  predictüble.  
The l a rge  increasc i n  Soviet output of investmcnt goods w i l l  give 
Soviet l eaders  more lecway i n  deciding how much t o  use f o r  producing 
more investment goods and how much t o  export t o  the dcveloping 
a rcas  o f  the world. I t  i s  probable tha t  the USSR w i l l  f i n d  it ' 

cconornically advantageous t o  increase her exports  of c a p i t a l  goods, 
and she rnay f i n d  hep aim of maximising eco'homirgrowth bes t  served 
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by anaexchange of goods i n  the world market qu i t e  d i f f e r en t  from 
pas t  pat terns .  This i s ,  of course, speculative. What i s  
d i f f i c u l t  t o  dispute i s  t h a t ,  ovcr the ncxt twenty years,  the 
USSR i s  l i h e l y  to  a t t a i r .  the  a b i l i t y  t o  intervene i n  world t r sde  
on a formidable sca le ,  

CONCLUSIONS . 

23. However t en t a t i ve  the above discussion of poss ible  devel 
ments by 1975 may bc, the î ü c t  remains t ha t  s o  long o s  the Soviet 
bloc economies expand so much f a s t e r  than thosc OS the NATO 
countr ics ,  the improycd r e l a t i v e  economic s t reng th  of the Soviet  
bloc and of the USSR i n  pa r t i cu l a r  w i l l  a l t e r  subs t an t i a l l y  the 
m i l i t a r y  c a p a b i l i t i e s  of East and l e s t  ovcr the next twcnty yeürs, 
I t  w i l l  a l so  incrcase the a b i l i t y  o f  the USSR t o  cmsloy cconomic 
measures f o r  extending i t s  irirlucnce i n  underdeveloped a rcas  and, 
more general ly ,  intervening i n  world t rade ,  

OP- 

24. The ûuccess of the Soviet bloc inmain ta in ing  high r a t e s  
of growth might have an imsorta.nt psychological e f f e c t  on the  under- 
developed countr ics  by prescnt ing an example o f  r cp id  economic 
development achieved under Cornmunism. Recent events i n  Poland and 
Hungary should serve a s  a worning to  undcrdeveloped countr ies  of 
the hcovy pr ice  which has t o  bo pnid f o r  the Comunist way of 
dcvelopment; but mernorios ore  short.  I n  the long run,  the 
a t t r a c t i o n  excrted by China on the underdcveloped cowit r ies  w i l l  
become grea tor  a s  she grows in to  n major i n d u s t r i a l  power. Indeed, 
the  p o s s i b i l i t y  cannot bc excludcd tha t  i n  the years to  corne China 
w i l l  compete t o  an increasing extent  with the USSR t o  win the 
a l leginnce of the underdeveloped coun-tries, 

25. Accordingly, the NATO countr ics  cnnnot e f ford  t o  neglect  
any measures, compatible with the maintcnancc of t h e i r  f r e e  i n s t i -  
t u t i ons ,  t o  f  o s t e r  t h c i r  cconomic developmcnt. Thc f r e e  countr ies  
cannot expcct t o  devotc the samc proport ion of t h e i r  r e sowccs  t o  
investment a s  do the Comnunists, but the cxperience o f  the  l a s t  fcw 
years  shows thn t  i t  i s  possible t o  achicve f a s t e r  r a t e s  of growth 
if t h i s  i s  a conscious aim of policy. The strengthening of 
economic CO-operation c m  play on important p a r t  i n  a s s i s t i n g  
countr ies  t o  makc the bcs t  use of t h e i r  rcsources and to  maintain 
h igh r a t e s  of expansion without constant ly  running in to  balance of 
payrnents d i f f  i c u l t i e s .  I n  add i t ion ,  the strcngthcning of economic 
t i c s  with the  undcrdcveloped countr ies  i s  v i t a l  t o  the economic 
progress of the NATO Community. 
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PROJECTED GROWTH OF GROSS NATIOITAL PRODUCT 
1 Q K K  , 1 a7E; 

(1) 

1. Tota l  NATO 
USA and Cûmda 
O thcr  NATO count r i e  s 

2. Soviet  bloc 
USSR 
Eastern  Europcan s a t e l l i t e s  

3. Comunist China . 

Indices 1955 = 100 

RELATIVE ECONOMIC STRENGTK O F  THE NATO AN! SOVIET COUNTRIES 
I N  1955 AND 1975 

(1) 

1. Totsil NATO 
USA end Canada 
Other NATO countr ies  

2. Soviet bloc 
US SR 
Eastern Europccln s a t c l l i t e s  

3 .  Cornrnunist China 

Indices NATO GNP = 100 
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