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ECONOMIC DIMWICULTIES Ti7 THZ SATELLITES

p THE BACKGROUND TO THE PRESENT DIFRICULTIES

Ae 12148 - 1222

1. The attempt by the satellite governments to industrialise
their countries and to estnblish o communist patiern of society was
bound tc lead tc cconomie difficulties. But these diffieultics
were accentuated by the speed with whieh thesSe changes were carried
out and by the deecision to copy blindly the poliecics followed in
Russina in the enrly thirtices, irrespective of whether these rolicies
were sulited to the speecianl problem of cach of the East Zuropean
countrics,

2o The ngriculturol policices of the satellite regimes have
been one of the main causes of popular discontent. The promiscs
mnde after the war that the property rights of the neasents would
be suafeguarded were broken, and around 1948 drives were launched
everyvherz to bring the land under collcctive ovmership. The
collective enterprisces, which had to deliver the bulk of thelr
produce to the state at low prices, remainced poor and inefficient:
the peasants who remained ocutside the celleetive farms were hounded
by the government and frequently deprived of essential supplies of
Turtilizers and machincery. -As a rosult agricultural output suflfercd;
in 1955 focd output did not excecd two-thirds of the pre-war level,

: 3. The industrial workers, the favoured children of communism,
frred little petucr, The 'all in agricultural output made it
imporsitle to provide the rapidly growing cities with sufficient
{'cod, Retail trade was disorganized by the coarpalgn to c¢liminate
private chopn, and the fow goods which were available were badly
distributed, Housing construction remained very low, and in some
coundrics it did not compensnte for the losses through obsoloscence
of vxisting dwellinrgs, £8 the industrial labour forece grew, the
citics beeame badly overcrowdcd, In the factories the workers
sul’fcred 2 preat deal Trom erude incantive schemes, Being denied
the right to strike, they were deflunceloss against sudden increascs
in working hours and arbitrary cuts in waces.

e What mnde these hordships even more intolerable is that
they werc not the result of 2 national revolution, 23 in Russia,
but of =2 provolution impnscd from abrood, The exarperatced praice
given to the Soviet Unlon woe o constant reminder of the subordi-
nate condition of the satellite countries, The stock whrases about
the "renerous help of our preat 3cviet fricend” rust have sounded
ironic to the numercus off'icinls who weire awarce of the cost to
thulr countrics of Sovict cxrloitation and of Towrict Leronod colicicos,

Yo Onc exrmple of thin ¢ost was the heavy burden of military
cxponditurcs impousd on the snatcellites after the outbreak of the
Korear, war, According to Tigures diseclosced by the former chairman
ot the Bungarian planning board military cxpenditurcs may have
appreoachad 20% ol the lungarian natlonal income, This heavy
burden jecvernted any improvenment in standards of living; it
nvortazed produchive capacity in the satellite countrics, in
particular in the cnginecering industrics, and made it cxtremely
difficult {'or them to custain thelr programmes of economic
dcevelopment out of domestic resources,
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6. en the satellites were driven to ack Tor Russian aild,
they received loans and not grants. In addition, she contvinued
to =xzploit them, directly by exactiing reparaticns from her former
enemics, and less openly by sctting up Zlussian controlled joint
companies and by imposing grossly unfavourable terms of trade in
her agrecements with them. Men like Kestov in Bulgaria were executed
for, among other things, bargaining tco hard; the rceent Russo-
Pollish protocol implicitly reccogniscd that low-priced exporits of
conl have cnused Poland to lese zome 600 millien dollars,

7 The nolicy of nutarchy within the Zastern bloe which
Russic has enforcud has also ageravated the economic problems of
the satellites, Wnile it would evidently be wrong te attribute
the whole of the reductions in Zast “est trode tetween 1948 and
1953 to this factor, ther: is no doubt that in important instances
the satellites hnave reduced thelr imports from the wWest against
thelr own advantage. An cxamrle of thiz is the shift of Czech
and Polish iron ore imporis {rem ncarby Sweden, their traditional
suprlier, to the distant TXrainian mine at ¥rivoi Rog.

e Wnile Russion imposed nolicize have subjected the
veononiis of the satellitus to cewvere stresses, it cnnnot be
denicd that there have boon subatantial achievements, In an
erea which was largely agriculturszl, powerful heavy industrics
have boeen ereated, Total producsion has riscen rapidly, at n
rate far excecding nnything achieved in Tro-war years.

2. However, the policics through which these achlevements
have heen secured have been nartially self-defeating. The
coneentration on investment and on defence has left the people
with the fecling thet they could derive ne benelits from the
wovernment's policies. There s little doubt that failure to
provide for a gradual bettecrmens of the consumcrs' lot in the
years preceding the denth of St2lin has gravely jeopardiced the
chances whieh the communist regimes might nave nod of winning
over the nllegiance of *the gatollite peorle,

B. Changes in ecoriomic -olicies sinco 1953

10. By 1953, it was beeeming evident thnt the burden of
re—armament and of sharrly inercased crograrmes of investment
wag rroving too heavy to bBuar, ~nd tha®t the inecrcased production
targets onnounced aftor the outtreolr of the Xerewn war would not
be reached, Feavy induztry woz harrered by shertages of cnergy
in several countrics cof the Soviet bloc. Porular rcsistance was
increasing and in the first scren months of 1953 there werc workers'
or peasants' ricts in Eant Gerrnny, Czuchoslovakia, Hungary and
Rumania,

11, The fired "thaw', ass
was hactoned by the doeath o S6
ceonomic molicics would rrobnbl 2
Within a ©=w monthe *ho povermrent: of the USSR and of nll the
satellites announced reductions in rotail prices, some changes in
the vattern of investment in favour of light industrics, and in
some: countrics, c¢ven reductions in investment, The cxisting
diseriminations ngainst indcrpendent pecsants, troaders and artisans
were reduced in moast countriss,
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satellites have riot been 2ble to sell within the bloec all their
exportable suroluses, 4 greater volume of East “est trade would
provide alternative outlets and sources of sunply in the Free
#orld, and give more flcxibility to cconomic rlamming.

C. The 1956 econoriic crisisz in Hunsary and in Peoland

17. At the start of 1956, the satcllite governmenis began to
irmplement the harsher policies nrovided for in their plans for
1955-60. Substantisal increases in investments were decrecd,
ranging from 30% to LCP) in most countries, The renewed drive to
collactivise agriculture rcesulted in =2 substantial risc in the ares
und:r collective ovmershiv, The greatest nrogress was reported
vy Bulgaria, whcre by April 1956 socialised ~griculturc accounted
for Tour~fifths of the avoilable land aren,

18, This shift to horsher policies wos particularly ili-timed
in Poland and in Hungary, where the political situation wes alrcady
beecoming unstable. Inside the Polish Tentral Committec there was
open disagrecment between those who advocated continued cconomic
nusterity and those who wished to grant concessicns to the population,
The latter poliecies, advocated by Cyrankiewicz in the Committee and
Gomulka outside 1it, enjoyed wide ropular support. In Hungary the
dctate over the five-year plan provided Inmre Nagy and his supporters
with an opportunity to criticisc the leadership of Rakosi. In both
countrics the governmcnts were forced to make toxken reductions in the
rive-year plan targets, though they remained unwilling to make
substrntial concessions to the public,

19. This reluctance to make concessions is largely explained
by the cconoinic difficulties expurienced by both countries during
1956, Both countrics aoppear to have been in the throes of severe
balance of payments difficultics. Poland’s exports of coal, which
account for close to half of total exportszs, rcmoined substantielly
below the planned level, The first instalment on repayment of
loans received from Russia In 1¢L9 and 1951 was duc during the year.
It ic reported that the pressure on her balance of poyments cven
forced Poland to rofuse delivery cf 3ovicet equipment and raw
materinls econtracted for ot an carlicr date, Less is xnown about
Hungary's belancce of payments, but officinl spokesmen have stressed
the burden which the country's indebtcdness laid on her economy.

In addition, Hungarien irdustry surfered from a scvere shortage of
cnurgy, due to a reduction in Polish coal supplies and 2z fall in
domestic cil productien.

20, In the light cof these difficulties it is evident that the
Polish and Hungnrian governments were uneble to promise an irmedinte
rise in standards of living. Soviet 2id alone could hnve eased
their preblem, but this wos not fortheoming on a suff'ieient seale,
Russia agrecd to postpone the first repayment on the loans to Poland,
but it was not until the uprising in Poznan and after three Polish
requests that the Soviet government agreed to grant a2 small loan,
amouniting to 25 million dollars, At the same time, PBussia continucd
to import Polish coal at less than market prices, and required Poland
to participate in her programme of aid to Yugoslavia, Hungary was
even more badly treated, and rzceived no aild until October Lth, 19
days before the Budapest revolt,
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De Tuture poscibilitics

2l. In the light of last ycar's cvents, Russia seems to have

:cected that hard fisted wolicies may not be Lthe mest 2conomic ones

1 the long run. She has cancelled Polish debts amounting to )
M35 million dollars to make up for the losses incurred oy Poland in
irlier years when she was compelled to ccll coal to Russia at low
‘ices, The USSR has also abandcned part of her claims arising out
' last year's sale %o Tumania of her share in the, Soviet Rumanian
1 Cormany (Sovrompetrol)(l), and agrced *to sell her share in another
Pviet Rumanian company producing uranium ore. The price of uranium
H.e supplied by Czechoslovakia has been raised. Within a Tew weeks
5'land; Rumania, Bulgaria, Zast Germany, and Hungary have becn granted
Hans amounting to over 500 million dollars (2).

UBLIQU

R

22, The total cost of the conecessions made by Russia since last
tober may approach 2 billion dollars. It is to be expected that
rther concessions will be made within the rext few months; Hungary,
. particular, will require additional help, and the Polish government
s let 1t be understood that more aid was wanted to help Poland solve
r present difficulties, The cost of scconomic assistance to the
tellites is rroving substantial, Indeed the possibility cannot be
cluAded that the Soviet leaders will try to revert to Stalinist
thods, refuse t0 make more concessions or to grant additional =zid,

d again rely on force to impose their will,

23. Up to now there is, however, nc sign that Russia iz giving
her attempt to prop communist regimes in Eastern Burope by sconomic
A ans, The Soviet economy is strong encugh to support quite o large
~ograrre of aid, though in particular respects existing plans will

affected, The conmitments to deliver five rillion tons of zrain
5 Eastern Burope are bcund to cenflict with the rlans %o build up
© ate rescrves of grain, The reduction in Hungarian coal outnut

4 in Polish deliveries tc Eastern bloc countries is affccting “he
Oready 4i9ficult ecal supnly situation, and will foree the ceal
Ldustry in West Russia to make an extraordinary effort to solve
Re rucl shortages in the Baliic States, in Zzst Germeny and in
Ongary.
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24, There is little doubt that thc five-year plans announced

pls year by the satellites will be medified substantially to maxe
'om for additional concessions to the consumers, It has been
ready announced that the Tolish rplan would b¢ revised; and

=carly the Hungarian plan is obsolete. Lecording to some rerorts,

Smania and ¥ast Germany will announce shortly the revision of their

S ans. Even Russia has announced a forthecoming revizion of the
xth five-year plan, which providcs for somz reduction in invest-

ont and in a number of output targetse

m .

a

} Ruszsia has agreed that Rumania need not pay for German assets in
Rumaria worth S700 million, which Russia had siezed after the war
and which had Tormed the major part of her contribution to the
capital of the Company.

) Including £275 million to Poland, Z50 million to Eungary,
285 rillion in free foreign exchange to East Germany, £50 million
in frce foreign exchange to Hungary, wheat and investment goeds
worth £11C million to Rumania, and a small grain lecan to
Bulgaria, :
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25. However, both reviclon of the five-ycar plan and Soviet
aid can provide only temporary r2licf, A decizive irprevement in
living conditions can probably bt< achisved only through the rclease
of some of the latent cncroics which have boon suopressed by an
excessively cerntraliscd system of rlanning. Though any statecment
on this is, of course, pure spcculation, it may well be that other
courtrics will follow Poland's lcad in giving ur cellectivisation
of agriculture, reducing discriminations agsinct artisans, and in
giving precetly increasced rosponsibilities to workers® councils in
the direetion of factories,
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