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" SUivIMURY OF ' COjI?ENTS 

The.economic  performance  and  capabilities  of  the 
Soviet  bloc.countries  were  initially  hardly  affected  by  the 
invasion  of  Czechoslovakia and the  measures connected with 
it, It must be expected,  however,  that  the  Soviet 
Goverment will  try,  as  in  the CSSR, to  obtain  greater 
influence  than  in  the  past on the  domestic  economic  policy, 
especially  the  reforms, as w e l l  as  on  the  external  trade 
relations of the  various  countries, 

2. Cautious  measures of rationalisation  within  the 
meaning of the  reforms  will  continue.  Any  basic  relaxation 
of the  central  planning  system  and  the  adoption  ,of  a  system 
of indirect  controls  with  considerably  greater  independence 
for  the  enterprises  and  a  certain  latitude for elements of 
a  free  market  economy  will  probably be opposed  by  the USSR. 
Simil.arly,  Moscow  will  not  permit  the  trade  with  the  West 
to be extended  at  the  expense of t rade with  the Soviet bloc, 
especially  with  the.  USSR.  Bloc  autarchy  will  thus be 
maintained. 

3 .  It mag be expected  that  these  trends  will be encouraged 
by  ,an  expansion o f  those  branches  of the eeoEomy  'which  are 
useful f o r  the  integration by building  up  the  Soviet  merchant 
fleet  and  possibly  also  by  an  exchange  of  manpower  (witho,ut 
the participation of the USSR). . .  

4. In  view  of  the  increased  international  political 
tension  it  is  entirely  conceivable  that  the  S0vie.t  Union  will 
raise  its  defence  expenditures  beyond  the  rate  of  growth  of 
its 

A0 

Gross  National  Product D 
"""'C TILE DIRECT EFFECT OF THE  SOVIET  OCCUPATION ON THE ECONO1VIY 
OF  THE CSSR_ 

. .  

5. ,The economic  performance  and  capabilities of the 
Soviet bloc countries  were  initially  hardly  affected  by  the. 
occupation of Czechoslovakia  and  the  measures  connected  with 
it. Nevertheless,  'dertain".consequences. for the  countries 
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outside  the CSSR cannot be excluded. The l o s s  o f  working 
h o u r s  and dower work i n   t he  CSSR may have had the   r e su l t  
that  ce r t a in  inter-COMECON de l ive r i e s  were not made  on 
schedule., Howevar, the  extent o f  such lo s ses  should be very 
small. The sconornic gyowth i n   t h e  CSSR during  the f irst  half 
of 1968 was a,irea.dy lower th.an  during  the first half o f  lg:;?, 
and the  average  rate o f  growth  during  the second half  o Î . 1 9 6 6  
can be 'exxpgcted t o  be even smaller, but  Czechoslovak de l iver ies  
t o  the oths1k"CCi13iECjiJ countries were p robab ly  less   a f fec ted  by 
this decrease  than  the economy a t  home. 

B. THE EFFECTS ON INTRA-BLOC TRADE 
. .. . . - . . .. . , 

6. Soviet  claims similar' t o  tlïose'"made on the CSSR - 
increasing  influence on h e r   i n t e r n a l   a f f a i r s  - w i l l  be made 
i n  futurep  a l though  in  a d i f f e r e n t  form, concerning  other 
countries of the  Soviet b l o c  and w i l l  have  considerable 
consequences f o r  t h e i r  economiesa This w i l l  a f f ec t   t he  . 

commercial l i n k s  o f  these  countries with Moscow and t h e i r  
own e f f o r t s  t o  r;.form t h e i r  eoonomies. Although Moscow had 
t r i e d  in recerlt years t o  strengtilen and improve the economic 
r e l a t i o n s  - especial ly  i t s  own - between the COMECON countries 
primarily on a b i l a t e r a l  bzsls, i t  has  nevertheless  been 
compelled t o  encourage mul t i la te ra l ,   d i rec t ion  and control 
re la t ively  caut iously w d  mos t ly  through  well-established 
routine  channels. Eiowever, already a t  the  beginning of  1968, 
t he re  were s igns   tha t  Moscow was determined t o  r eve r t  t o  a 
s t r i c t e r   p o l i c y  withj.n COiviECON. A remark made  by l'Ir, Ceausescu 
before- the  invasion o f  the CSSR could be i n t e r p r e t e d   i n   t h i s  
sense. 

7. After  the  invasion, IVIoscow's  new tr.ends  becme much 
more clearly  apparent . F i r s t  of a l l ,  they  revealed  the 
pr ior i ty   g iven  t o  c lose   t rade   re la t ions  between the  various 
COWCOiT countries 2nd primal-ily with ~KOSCOW. This maJ be 
due t o  M O S C O W ~ S  f e a r s  with respect t o  the  future  handling of 
Czechoslovakia's  foreign  trade by a reformist  government. '. 

IVIoscow  may have assumed that the  reformers more o r  less 
had Yugloslavia's model in mind, hqdly   one- th i rd  of whose 
foreign  ' t rade i s  with the  Soviet  .bloc, and o f  this only One- - 
t e n t h  with the  Soviet Union, instead , o f  two-thirds and one- 
t h i r d ,  respect ively as i s  usually  the  case.  Yugbslavis's 
foreigu  t rade  or ientat ion i s  regarded as an  attemp$ a t  
separation f r o m  the  community of social is t   countr ies .  If, 
i n   t he   ca se  of the. CSSR, which had s o  far   not   de2arted 
quanti-katively from the  usual model (CORIECOI1 66,570 i n  1967, 
Of which 34.7yO USSR) IvIoscow considered a fu r the r  expansion 
of foreign  trade and the   en t i r e  Czechoslovak foreign  trade 
r e l a t i o n s  with the West -undesirable,  then t h i s  does  not 
necessar i ly  mean t h a t  Moscow invar iab ly   re jec ts  any  expansion 
of t rade  with the West as  a matter of principlec The ,SOVj e t  
view,  however, i s  t h a t  a ce r t a in   quan t i t a t ive  limit whi.ch. 
follcws  the "usual. model" should  not be' exceeded and that a 
c o w t r y  with such  an  unreliable  poli t ical   leadership as the 
CSSR should  not  be  permittedlto  increase  -the non-COMECON share 
i n  i t s  foreign  t rade,  
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8. In  general,  the  share of the  Soviet  bloc  countries 
on the one hand  and  the  industrially developed capitalist 
countries  with a free  market ~economy,on'the other  hand  in 
the  foreign  trade  of  the COMECON member  countries  has  been 
relatively  stable for many  years.  There  were  no  substantial 
changes,  except  for  Rumania  which  has  been  consistently 
turning  to.war,ds  the  industrially developed West  since 1959. 
Two  countries  have  always been tied  particularly  closely to 
the  USSR - the  Soviet  Zone of Germany  and  Bulgaria (1966:: 
Soviet  Zone 41.4"/0, Bulgaria 51$) . In the Soviet  Zone,  the 
share  of  Soviet  trade  rose  even  further  in 1967 (to 42,270)-. 
The  detailed  agreements on economic  co-operation  concluded 
between the USSR and the Soviet Zone in t h e  recer,t past  seem 
' t o  indicate  that  an  attempt ' i s ' % o  be made to avoid a dec'line 
of  this  share by a more careful  division of labour,  although 
it  will be difficult to maintain  the  existing  very  strong 
commercial  links  between  the two'countries in  view  of  the 
rangé of  commodities on either  side. 

9. It results  from  the  discussions  between  the  USSR  and 
the  Soviet  Zone as well  as  the  CSSR  that  for  about  one  year 
the USSR has  tried to alter  the  rarlge of commodities  in  the 
sense'of increasing  her  exports  of  producer  goodsp  especially 
machinery  and  equipment,.and a correspondingly.  lower  share of 
raw  materials  and f o o d  products.  This  trend  is,  however,  also 
a normal  consequence of,the growing  industrialisation  of  the 
USSR. - A  similar trend-exists  in the  foreign  trade o f  other 
C0112ECON countries - whose  indu,stry  has  reached.  the  same or a 
lower  stage.  of  development - with  their more developed  COMECON 
partners. 

10, The USSR is still  determined to maintain  Soviet  bloc 
autarchy.  For  this reasoni-she wi.l.1  continue  her  efforts to' 
obtain  credit  for  her  commodity  imports  from  the  various 
COMECON  members so as to open  up  her  raw  material  deposits; 
in  other.words, to ensure  the  prefinancing of her  raw  material 
deliveries,  The  two most-important creditors  up to now  have 
been  the  Soviet  Zone  of  Germany  and  the CSSR. It  is  by  no 
means  clear  whether  the  present  unfavourable  economic 
situation  in  the  CSSR  will  compel  the USSR to abandon,this 
procedure.  Most  probably  it  will  not be possible to change 
the  existing  agreements  sufficiently  quickly.  The  USSR  may 
perhaps  grant  more  favourable  conditions for the  period 
1971 to, 2975, to  the extent that  the o l d  agreements  are  not 
fully  'liquidated  during  this  period  by  Soviet  dfiiliveries. 

C. SOVIET  BLOC  AUTARCHY 

11, Lconvincing illustration  of  the  continuing  bloc 
autarchy  in  the  coming  years  is  the  opening up of  further 
mineral  oil and natural gas reserves  in  the USSR, The 
same  conclusions  may be drawn  from  the - at  present not ~. 
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unsuccessful - Soviet   agricultural   policy:  the USSR w i l l  be 
ab le  t o  produce g r a i n   i n  such quant i t ies   thabthe  requirements  
of the  Soviet  bloc  countries  can be  met o r  a t  l e a s t  t h a t  the 
Soviet Union can  take  over a higher  share  than  before.in  the 
g ra in  impor t s  o f  these  countries,  

1 2 .  Moréover; Moscow can..note with sa t i s f ac t ion   t he  
existence o f  ce r ta in   condi t ions   in  EastfWest t rade which seem 
t o  ind ica te  that  the o t h e r  COMECON members w i l l . b y  no means  be 
eas i ly   ab le  t o  get  r i d  o f . t h e '  commercial t i e s  which bind them 
t o  the USSR and the.bloc,   unless  genuine  revolutionary  trends 
break  through in   the  var ious  countr ies ;  this, however,'can 
hardly be expected fo r   t he   nea r   fu tu re   a f t e r   l a s t   yea r t ' s  
events   in   the CSSR, 

. I  

13. At present  moreover,  these  countries  are h a r d l y  able 
t o  o f f e r   t he  .West any acceptable goods i n  exchange f o r  i t s  
deliveries  of. . investment goods. The c r i t i ca l   deb t   1 ine .wi l l  
now be reached relat ively  quickly.  The d i f f i c u l t y  o f  ' .  

increasing  East/West  trade would  become even more apparent 
i f  a l l  COYIECON countries  except '   the .USSR were t o  . fo l low th i s  
t rend  par t icular ly   act ively.  . For9 t he   i ndus t r i a l ly  developed 
West. might be prepared t o  make ava i lab le   suf f ic ien t  money f o r  
the   c red i t s   requi red .by  one o r  tw .0  o f  these.   countries,   but.  
hard ly  more, lvIoscow, however, wants t o  avoid  any-  excessive 
indebtedness o f  a COMECON country  vis-a-vis.  the West since it 
believes that  t h i s  w i l l  g ive . r i s . e  t o  the  danger of future  
p o l i t i c a l  dependende. on the  'West. The CSSR t r i e d   a l r e a d y .   i n  
the  first half-year o f ' 1 9 6 8  t o  reduce  her  indebtedness towards 
the  West  by l imi t ing  i m F o r t s  from the  West and expanding  her 
exports t o  iies48;m countries. 

D. ADDITIOHAL INSTRUlflENTS OP INTj3GBATICM 

14 .  As fa r  as M O S C O W ' S  r e l a t i o n s  w i t h  the  CSSR a r e  
concerned - and ' th i s   app l i e s   i n   p r inc ip l e  a lso t o  the  
r e l a t i o n s  of the  other COMBCON countries with Prague - one 
wonders m&.% these  countries w i l l  be able t o  do t o  repay  the 
amounts owed t o  the CSSR. It seems hardly  probable that  
foreign  currency w i l l  be released f o r  t h i s  purpose9  except 
p o s s i b l y  small amounts-  v i a   t h e  COMECON bank. Moscow might 
make an e f f o r t  t o  de l iver  as rapidly a8 possible  and.on 
acceptable  conditionS.those  machines and equipment which a re  
required f o r  the  modernisation of Czechos1ovakia''s  industry 
and a re  produced i n   t h e  USSR. The Soviet Zone of Germany 
might a l s o  be made use 'of  f o r  t h i s  purpose. 

15.  It i s  not  clear  whether  the  credit o f  300 mil l ion . 

d o l l a r s  granted by ISiIoScow t o  Prague as announced in   the   p ress  
w i l l  be a commodity c red i t  o r  a foreign  currency  credit .  If 
a government  were i n   o f f i c e   i n  Prague  which is  agreeable t o  
Noscow, Soviet  conditions would probably  'be more.favourable' 
than now. M O S C O W ' S  p r o p o s a l  made before   the  invasion  in  
connection with Czechoslovakia's  credit  request t o  the USSR, 
i o e . ,  that it was prepared t o  replace  the  grain which had SO 
far been  bought from the West  by Soviet   grain might  bring a 
c e r t a i n   r e l i e f  t o  the CSSR. In  1969, a t  any rate ,   Soviet  
- NATO CONFIDENTIAL -4- 
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de l ive r i e s   a r e  t o  be increased. The USSR is fu l ly   ab le  t o  
make these  deliveries  because o f  the good harvest   in  1968. 
She could a l s o  repay  her  debts'  vis-a-vis  Czechosl'ovakia by 
delivering arms. Several  procedures would  be ,possible   in  
t h i s  respect,  f o r  instance  %he  sale o f  weapons a t  high pr ices  
s o  that  the  bi la teral   balance o f  payments would  be almost i n  
equilibrium. However, t h i s  measure would only be a burden 
f o r  the CSSR since  she would then be compelled t o  de l iver  
more goods f rom her own production. But the USSR could  also 
sell weapons at . 'very low prices.  However, i t  appears  highly 
doubtful,  whether  the  Soviets a t  the moment have any i n t e r e s t  
a t  all i n   f u r t h e r  apming t h e   p o l i t i c a l l y  s t i l l  unstable CSSR, 
A t  a l a t e r   d a t e ,  however, these  considerations  might be of 
more topical  importance. " 

16. The USSR w i l l  t r y  t o  catch  up, a t   l e a s t  t o  a ce r t a in  
extent,  with this delay  . in i t s  overa l l  .economic  .developm.ent 
by using  other means which a r e  a t  the same time t o  strengthen 
the  Soviet  influence on the  other  Soviet  bloc  countries., 
Closer economic co-operation  within COIVIECON w i l l  therefore  be 
g-iven spiecial p r i o r i t y .  - Since  the  effor ts  of  recent  years 
have shown that  t h i s  goal  cannot be reached  without  detailed 
agreements, it is l i k e l y  that  these w i l l  be pa r t i cu la r ly  
emphasised, especially  in  the  enginee*ing,  electrotechnical 
and electronics   sectors .  

17. The plan f o r  co-operation  in  the  production o f  one 
single  product w i l l .  a l s o  be takeri up again, as cah be seen 
from a number o f  COMECON suggestions  during  the f irst  half-year 
o f  1968. Such in ten t ions   requi re  complex  and complicated 
methods o f  co-operation  but also require  the  observation of 
the  agreements  .unless  the  defaulting  party  wants t o  put up 
with extremely  high  losses, This method o f  d iv is ion  o f  
labour makes co-operation  necessary  also a t  ' the   l eve l -of   the  
enterpr ises  o r  a t  l e a s t   a t   t h e   l e v e l  of indus t r ia l   assoc ia t ions ,  
This has   the   inevi tab le   resu l t  that  decentralised  decisions 
must  be taken  which$  under  the  dogmatic  aspect o f  the  systemp 
should  have  been  avoided. 

18. Moreover, i t  might become necessary t o  t ack le  a 
problem whic'h has been a l m o s t  completely  suspended up t o  now: 
the  problen  of , internat ional  manpower equalisation, The 
s i tua t ion  o f  the  Czechoslovak economy has shown the speqia l  
importance o f  this problem.  Czechoslovakia  has a considerable 
manpower shortage which has been a decis ive  factor  f o r  her ' s low 
economic growth over nany years,  In the summep o f  1968, 
Yugoslavia  offered  the  Czechoslovak  Goverment  the payment o f  
p a r t  o f  her i m p o r t s  from the  CSSR by providing manpower; 
recently even Po land  has made similar p r o p o s a l s .  This exchange 
would  be prof i tab le  b o t h  f o r  the   countr ies  with a manpower 
shortage,  such as the  Soviet  Zone of Germany and the  CSSR, and 
f o r  countries  l ike  Poland, Rumania and-  Bulgaria, t o  a l e s s e r  
extent and f o r  a short  time  perhaps a l so  Hungary,  where there  
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i s  a manpower surplus. Moreover, t h i s  might  help  Yugoslavia 
t o  in tens i fy 'her   t rade   re1a t ions :wi th   the  CSSR and - f f " t h i s  
is  not  rendered  impossible.for  politica.1  reasons - a lso  with 
the  Soviet  Zone, It i-s unlikely,  ,however, . tha t   the  USSR 
would pa r t i c ipa t e .   i n  this exchange. It therefore.remains  an 
open question  whether  she w i l l  n o t -  t r y  t o  prevent  such ' 

manpower exchanges  which would have been possible 'and 'useful 
f o r  a long  time. . .  

19.  Better  transport   conditions f o r  the development of 
Soviet trade and, in  the  long  run, a ' l s o ' . f o r  COIbIECON t rade 
with the Tiest r e s u l t  f rom .the  build-up, o f ' t h e  .Soviet  merchant 
f l e e t .   I n  t h i s  connection,  the  Soviet  .merc,hant  fleet 'will.be 
ab le  t o  exercise a considerable  integration  'effect  on the . . 

Soviet  bloc . 
. .  

E. TH3 FUTURE OF THE ECONOIUC REFORl'liS 

20. The Soviet  tendency t o  prevent economic reforms which 
aim a t  a r e l axa t ion   o f . t he   i n f l ex ib l e ,   , c en t r a l ly   c sn t ro l l ed  
economic system,have become clearly  apparent i n  recent  times. 
Soviet comments on,Ota Sik as the   i n t e l l ec tua l   o r ig ina to r  o f  
the  reforns  'in  Czechoslovakia  are  unequivocal.  Although h i s  
or ig ina l   ideas  l o s t  much o f  their  impetus  during  the  experiments 
o f  the last  two years,  they  might, i n  "the long  run,  have been 
successful t.o a certain  extent,   notwithstanding  the  fact  that 
the  year  1968 by no means produced the   des i red   resu l t s  *- .and 
even some which  were  completely  unexpected. . '  

21.: . Apar t  'from this. ,   poli t ical   questions  were. 'so  'clearly 
predominant d u r i n g  the ' f irst  months o f  1968 thaf 'nany  decisions 
which had been -planned-in  the  f ie ld  o f  economic reforns were 
deferred f o r  the  time  being. Howev'er, the   theore t ica l  d-emands 
o f  the   pract ical   reformers  were c learer  and more uncompromising 

- during this period. The l o n g  struggle f o r  p o l i t i c a l ,  power i n  
1968 whose outcome was in i t i a l ly   unce r t a in   has   no t ,  however, 
permitted any concrete  decisions up t o  now.  The 'government 
has always  emphasised that i t  would carry  out  the  planned 
reforms;  theoreticians and prac t ic ians  o f  reform  have 
repea ted ly   s ta ted   in   the  Czechoslovak press  that  they  maintained 
the   essent ia l   ideas  o f  the reform,  I n   s p i t e  o f  ce r t a in  
promises that  they d i d  not  intend t o  i n t e r f e r e   i n   t h e   i n t e r n a l  
affairs  of the CSSR, the  Soviets w i l l  be determined t o  prevent 
the  following  measures: 

- granting of  g rea te r  independence t o ,  the  enterpris 'es,  - crea t ion  o f  genuine  workers' and producers'  councils, 

- price  formation on the basis o f  supply and demand'; 
- oontrol o f  the  economy p r i m a r i l y  by ind i r ec t  means, a l d  

expansion as well as in t ens i f i ca t ion  o f  economic 
r e l a t i o n s  wi th  the' West .at  the  expense o f  the  share 
of the  Soviet  bloc and espec ia l ly   the  USSR. 
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22. It will srti.11  be.-po.ssi,b.le  to  put  into  practice  some 
other  measures  of  reforr,;,,  such as the  concentration  of 
enterprises  in  larger  units,  measures  of  rationalisation, 
price  reforms  within the.  central  price  fixing  system, 
organizational  changes?  'improvement of'the accounting and 
planning  systems  with  the  aid of modern  data  handling 
techniques,  expansion  of  the  private  sector  in  the  field of 
the  crafts  and  services. 

23. This  means  that no measures  can be expected which 
might  lead to a  basic  change  in  the  existing  rigid  system 
of  a  centrally  planned  economy  in  the  sense  of  decentralisation 
and the  introduction  of  essential  elements of a  market 
economy.  Although  the  CSSR  has-recently  decided  on  the 
expansion of private  trade,  this  should be taken to mean 
anything more than  mhat is at  present  being done in  Poland. 
Measures  of  this  kind  will  doubtlessly  facilitate  the  daily 
supply of the  population  but  contribute  very  little to a 
change  in  the  economic  system. 

24. The  Soviet  position  vis-a-vis  all  efforts to achieve 
economic  reforms  liable  to  ease  the  system of central  planning 
becoriles  clearly  apparent  both  in  the  cautious  measures  taken 
by  the  Soviets  themselves  and  in  the  sharp  attacks  of  the 
Soviet  press  against the reforms  in  the  CSSR  and  in  Yugoslavia 
as  well  as  in  the  Polish  and  Soviet  Zonal  critioism  which 
follow  the  same  line.  Clear  decisions  have  also been taken 
with  respect to the  economic  control  system  in  the  Soviet 
Zone; the  "economic  levers"  which  were to guarantee  indirect 
control  at  least  up to a  certain  extent  are  hardly  ever 
mentioned  today  and  it  is  only  the  plan  which  is  mentioned 
as  the  almost  exclusive  instrument.  The  reform  in  Hungary 
which  started  at  the  beginning  of 1968 is  also  being  pursued 
with  great  caution.  If  Bulgaria  and  Rumania  talk of the 
economic reforms  proceeding  normally  then  this  does  not mean 
very  much  since  the  measures  which  have been partly  realised 
and  partly  planned  are  neither so comprehensive  nor so 
far-reaching  that  a  basic  change  could be expected of them. 

25. It was  the  intention  of  the  reformers to apply  the 
internal  econornic  reforms also on  co-operation  within COMECON. 
In  this  case  the  wishes of the  reformers  were  partly  in 
conformity  with  those  of  some  countries,  especially  as  far  as 
price  formation and greater  flexibility in foreign  trade  were 
concerned.  Many  questions  in  this  context  have not yet  been 
settled  in  theory,  method  and  practice.  These  uncertainties 
as wel l  as  the  Soviet  opposition to these  reforms  had  the 
result  that  the  decisive  meeting  of the COMECON  Council  was 
repeatedly  postponed. In view  of  this  situation,  it wen 
appears  doubtful  whether  decisive  results  may be expected 
of  a  meeting  commemorating  the  20th  anniversary of COMZCON 
in  January 1969. 
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F. THE DEVE%OPMENT OP DEFENCE EXPENDITURES 
-.Iy. 

2 6 -  A s  a . r e s u l t  o f  the  Soviet  invasion of Czechoslovakia, 
tension between the w o r l d  powers has’increased. The USSR w i l l  
pres&ably draw the  conclusion,from t h i s  that  her own 
armanents and those of  her   re l iab le  a l l i es  w i l l  have t o  be. 
improved and increased. This could  have  the  resu1.t that  the 
armaments expenditures will grow a t  a f a s t e r   r a t e   i n  1969 than 
the Gross National  Product. This would l ead  t o  a slow-down 
i n   t h e  development of other  branches o f  the  economy, especially 
,the  planned improvement o f  the  service  sector.  Thus, the 
adjustment o f  the economic s t ruc ture  o f  t he   i ndus t r i a l ly  
developed.  Soviet  bloc  countries t o .  t he   i ndus t r i a l ly  developed 
vllestern countries would  be delayed even more than.had been 
expected. 
- .  

. .  

OTAN/i?ATO , 
Brussels, 39. 
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