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Note by the Chalirman of the Committee of
. dconomic Advisers

The attached report on the organization and activities
of the Council of Mutual Economic Assistance (COMECON) has been
prepared by the Sub-Committee on Soviet Economic Policy on the
basis of studies and information provided by several delegations.
At their meeting of the 30th July, 1962, the Committee of Econcmic

Advisers examined this report and agreed that it would be submitted
to the Council which may wish to take note of it,

24 All information available suggests that the Soviet
leaders are attempting to give a new impetus to COMECON, This
economic organization amongst Soviet countries was created in 41949
as a response to the Marshall Plan and the setting up of the OEEC.
It seems thatg taking account of further progress in economic
co§operation in the free world, in particular within the Buropean
economic community, Communist countries are intensifying their
efforts towards closer economic integration.

3s At the last Plenary Session of COMECON in June, 1962,
the COMECON charter was revised with a view to sirengthening its
direction by the creation of a supra-nationsl executive committee,
The fact that both the USSR and Czechoslovakia have appointed the
Tformer Chairmen of their respective State Planning Commissions as
their representatives on this Committee, is evidence of the
importance that they attach to its activity. .

L, At the same meeting it was decided to admit
non-European nations to membership. So far the only new entrant
is the Mongolian Peoples Republic., It remains to be seen whether

China and the Asian Satellites or any of the neutral nations will
seek admission.

5. The attached document has been brought up to date as far
as possible in the light of the latest Plenary Session of COMECON
in June 1962. However, it is too early tc fully assess all the
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implications of this meeting. Therefore the Committee of
Economic Advisers and the Sub~Committee on Soviet Economic Policy
propose to continue to follow as closely as possible the future
activities of COMECON and to report as appropriate to the Council,

{Signed) F.D. GREGH

OTAN/NATO,
Paris, XVlie,
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The Council of Mutual Economic fAssistance {(COMECON),
set up. in 1949, has substantially increased its activities since
1956, Until recently, it was theoretically open to all Buropean
countries, but its actual membership was restricted to the USSR
and its Buropean satellites. The charter of COMECON was revised

- &% the'latest meeting held in Moscow on the 6th and 7th June, 4962,

te allow admission of non-guropean countries, and Outer Mongolia
was accepied as a member,. Yugoslavia lost her status as an
observer in 1958, and Communist Chine, who had attended previous
meetings as an observer, has been absent from plenary sessions
since December, 1961.  Albania, who is still Fformally a member,

- was. completely. ignored. during the last two sessions.

. 2.°. The highest authority of COMECON is the Couneil Plenum

.ffwhi@h;mee%S'%wiceia'yeap-infthe‘capitals'of member states, in -
. rotation, ~The preparation of these meetings, as well as the

running of current business, is entrusted to a Council of Deputies
who meet regularly in Moscow once a fortnight, and to a = -
Secretariat located in Moscow. Standing Commissions with

" headquarters in various capitals specialise in various industries

, ,or econcmic problems; they have established sub-committees and

' working groups, = In June, 1962, it was decided that a supra-
‘national directing orgsn be established but so far there is no

Anformation aveilable on the sctual implementation of this
“gecision, A s

3 CCMECON pays special attention to science, technigue

"?and"economic.cbaoperation.in each industry, 'The Standing :

‘Commissions provide®for exchanges of information, standardisation

of methods and.formulation of recommendations, Economic

- relations with the ocutside world and especially trade in complcte

plants and assistance to less-developed tountrics are also
considered, It is to be noted that co-operation on special
subjects, such as research on nuclear energy and railway transport
is also conducted in specialised bodies outside COMECON; the Nusclear
Research Institute at Dubna (USSR} and the Organization Ffor

~Railway Co-operation,

4. ';Although prbgress seems. to have been‘SIOW, significant
results appear to. have been recently obtained. The implementa-
tion of technical and scientific colleboration appears to have

- been left to bilateral agreement, Countries retain, in

principle, the right to grant or: refuse the information requested,

- but it is difficult to say whether, in fact, they are not obliged
~ to yleld to pressure from the USSR, As a whole, however, the

~3~ - HATO CONFIDENTIAL
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USSR seems to have given in this ficld more than she has received,
Specialisation has been attempted: the production of certain types
of industrial goods is allocated to certain countries (e.g. power-
producing units in Czechoslovakia, refrigerator cars with
mechanical refrigeration in the Soviet-occupied Zone of Germany,
etc, ), or the manufacture of different sizes of the same product

is sllocated to various countries {e.g. the USSR has reserved the
right to build turbines above 400,000 kw),

5. Several common projects are carried out 901nt1y by
COMECON countries, the mosi conspicuous being the "Friendship"
pipelinc system which is intended to transport Russian oil to
several Furorean satellites, and possible other countrics.

Efforts have also been made to co-ordinate economic plansg first
within the framework of annual stages of each country's long-term
plans, and more recently in dovetailing as far as p0831b1e the
longer-term plans themselves,

6. As a whole, it is difficult to assess the 1mportance and
value of COMECON as an instrument of integration of the economies
of the various countries of the Soviei bloc. Such an assessment,
always difficult in the case of international organlzatlons
endowed with influence rather than the wielding of power, is still
more uncertain in a Communist - system, owing to lack of reliable
information, - In partlcularg it is not absolutely clear whlch

has more weights

(i) between COMEGOH and Communist parties, the latter having
probably a strong impact on decisions, both at national
levels and at the level of the Sovict bloe as a whole;
this wns again emphasised as o conference of Seccretary
Genernls and high poarty officials, together with heads
of governments was held in Moscow recently before the
16th session of the Council Mecting in June, 1962,

(ii) between countries acting»indiﬁiduallyy'paris:of countries
negotiating bilateral agrcements, and COMECON itself; and

(111) between the European satellites and the USSR, as the
: latter enjoys an overwhelming political and economic
power with the bloc.

. 'All these qualifications make very tentatlve the
following appreciation:

{i) It seems that after several years of stagnatlon during
the period immediately after the war, when Russia was
mainly concerned with exploiting the satcllites in the
form of reparations for war damageg COMECON has promoted
a new and more balanced form of co-operation within the
Soviet bloc, It is most 1likely that thls activity will
continue to expand in the future.

{(ii) Practical results of the increased acﬁ1v1ty of GOMECON
in recent years, although perceptible in many cases, may
seem limited owing mostly to the natural tendency of
countries to resist forms of co-~operation implying loss
of some& of their political or economic independence, and
also owing to the complexiity of the machinery set up.

by
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In addition, since the cost-price structure within
COMECON precludes the calculation of real costs of
production, either within the association as a whole

or within its component members separately, there is

no means for securing the optimum allocation of
resources., However, it should not be excluded that work
done recently will bear frulit in the near future. Common
projects, such as the "Friendship” pipeline system and
also the co-ordination of long-term plans, are probably
among the most important attempts to integrate gradually
various national economies within the Soviet dloc,

(111} The countries of COMECON appear to have participated in
varying degrees in the economic co-operation within the
Soviet bloc and aliso benefited from such co-operation

o - rather unequally. Firstly, owing to its size,

- . population and variety of natural resources, the USSR is
not requested to specialise in production. Secondly,
European Satellites are in various stages of industrial-
isation and the co-operation has becn easier and faster

- anong the most advanced countries, such as the
- Soviet-occupled zone of Germany, Czechoslovakia and Poland,
than among the relatively more backward countries:
- Rumania, Bulgaris and Albania. Thirdly, political
-factors have played a very important part in economic
- co=operation within the bloc, As far as credits are

. concerned for instance, the USSR has provided the bulk,

- .owing partly, it seems, to her anxiety to maintain her
grip on the satellites, Among these¥ the Soviet-occupied
zone of Germany has received the lion's share although

. she has one of the highest incomes per head within the

.Soviet blog, both owing to the economic difficulties she
~experienced as a result of the outflow of manpower and

to the political need to build up Bastern Germany as much
as possible in the face of the prosperous Federal Republic.

8. In spite of the expansion of economic relations with the
outside world, inter-communist trade remains predominant. This
trade has increased, as a whole, over recent years more rapidly than
the growth of the economies of Soviet countrics, which indicates
that division of labour betwecn them has made progress. One

.important aspect, from the point of view of the Western world, of

COMECON .activities is, of course, the co-ordination of foreign trade
and forecign assistance between various members.

-19@' CAS a»whoie, ih spite of many remaining uncertainties, it

- emerges from the study that COMECON is playing an important and

growing part within the Soviet bloc. Success should not be
over-stated nor the serious difficulties it meets exaggerated.
CCiZC0N certainly deserves, owing to the implications of its
activities both in the political and economic field, not only with
the bloc, but also outside, the closest possible attention of NATO.
In particular it will be of great interest to follow any possible
attempts by the Soviet bloc to attract non-Duropcan members to
COMECON, following the recvision of its charter last June.

o
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Further develcpment of co~operation in the frce world is bound to
have some influcnce on the econcmic co-operation with the
Sino-Soviet bloc. COITEBCON was crented as a response to the
cstablishment of the OEEC which was charged with implementing the
Marshall Plan for Europe, It is not to be cxcluded that further
progress in cconomic co-operation in the free world both within

the European Economic Community and also in the form of closer
partnership between Burope and America nay induce comnunist leaders
to make renewed efforts 1o inprove their own economic rclations.

THE COUNCIL OF MUTUAL ECONOMIC ASSIS
COMNECON

TANCE

1. The Council of Mutual Economic Assistance {COMECON) was
set up in January, 1949, originally as a countermneasure against the
Marshall Plan, but became seriously active only after 1956, when
its orgnnization began to ramify. Its official aim was described
in the 1959 revised version of thc COMECON Charter as follows:

"The Council for Mutual Economic Assistance has in view,
through the union and eco-ordination of. the cfforts of the
member countries, thc systematic development of their
economies, the speceding up of cconomic and technical progress
in these countries, the raising of the industrial level of
those countries with a less highly-developed industry, the
continuous growth of productive labour and the steady rise of

. prosperity among the peoples of the member countries.”

T2 With a view to assessing as far as possible the recal

-significance of COMECON, it is attempted in the present note:

{1) to describe its structure and functions;

{2) to examine the progrcss it has so far achieved and
its future prospectse ' 3

I. STRUCTURE 4ND FUNCTIONS

(a) Membership

3. Lecording to its statutes, COHMECON is now open to all
countries, Europcan and non-BEuropecan, Bulgaria, Czechoslovakia,
Hungary and Poland were with the USSR among the founder nations,
Rumania, Albania and East Germany joining the organization shortly
afterwards, In June, 1962, the necessary modifications in the
Charter of COMHECON were made to allow adnission of non~European
countrics and Outer Mongolla was accepted as o nember. Yugoslavia
was never a full member, but occasionally sent observers. to COMECON
neetings in 1956 and 1957. In 1958 she lost her observer status
and applications to recover it have so far apparently met with
refusal, Communist China, although invited as an observer, has
been ostcentatiously absent from the two last Plenum Meetings in
Decermiber, 1961 and June, 1962, although she seems to havec resumed
participation in some of the COMECON Committees, Albania, although
not formally excluded, was completely ignorced in recent months and
protested at her exclusion, - The attitude of thesc.countries gives
ggrthcr proof of the internal difficultics within the Sino Soviet

OC.

NATO CONFIDENTIAL =6~
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L,  The extent of participation of Conmunist bloe countries
in the work of COMECON is uneven. Hungary and Czechoslovakia seen
to be most active, according to the record of astiendance at the
neetings of wvarious bodies of the organization. East Germany
appears to be more inclined to favour its direct links with the
USSR, while Poland sitill maintains important ties with the free
world. = The group of less-developed ﬁountries {Rumania, Bulgaria
and. Albanla) is rather suspicious of COMECON 8_tendency to recommend
specialisation and an international division of labour within the

‘blocg which might result in the preservation of existing differences
~in the degrees of industrlallsation, thus limiting the economic
hfreedam in the development process of these countries., Communist

~ China is clearly most interested in what COMECON can offer in the

spheres of ‘electric power, ehemlcals and bullding, and is least
1nterested in 1ight 1ndus%ryc _

(b) Organlzatlon _ S _ _
"5, The highest-authority of COMECON'is the Council Plenum,

which, ancordlng to the statules, meets twice a year in the

capitals of member states in- rotatlon, the" ‘host country providing

‘the ‘Chairman, . -Fach member sends ‘a delegation to the plenum,

usually led by the Chairman of the State Planning Commission., . In
the intervals between plenums, COMECON is run by a Council of .
Deputies and a Permanent Secretariat. At its Slxteenth neeting

 in June 1962 in Moscow, COMECON decided to set.up z. new directing
. orgon, the Executive Committee, which will consist of deputies to

- the Heads of Government of each member country. -  This Execubive
A_jComnlttee will carry out som¢ of the functions so fap entrusted
“‘ either “to the Gouncvl Plenum, the Ounell of Deputies. or ‘the.

Secrctariat,

;§,consists of the permanent

puti

.mfrcppeSentetlves of member statesy and meets regularly in Moscow

. ..once a fortnight, It reviews all. ppoblems in order to find a

'[jcommon position of member countries, prepares the agenda, policy
" proposals and drafts of resolutions for the plenum meetings., It

- deals with’ questzons of a ‘current nature9 ‘fixes the limits of

.- competence of the Standing CommiSsz.onss orders prov1sional enact-
" ment of their. rccommendatlons, and directs’ the work of the
_”Secretarlat, :

7.. ~ 'The staff of the Secretarist, located in Moscow, and

: j7whose size has sometimes been exaggerated, especially during the
' early years, can be estimated at about 200, The Secretariat is
héaded by a Permanent Secretary with two assistants. Each '

Standing Commission has its own sedéretariat, Whlch is a constituent
part of the COMECON secretariat.

8@_' The first type of ‘collaboration introduced by COMECON

;;between nenber countries was the exchange of scientific and
‘te¢hnical info:matlonD "Joint sc1ent1fle and techniecal bilateral

conmissions have been formed between all combinations of pairs of

f'_member countrics, Morc recently, bilateral co-operation has been

expanding in the economic field betwecen COMECON medbersg Hungary,
Czechoslovakig "and Poland seem to be thce most active in this ¢esneeta

" - The newest form of bilateral collaboration consists of the

eombination of ‘both prev;ouslyamant;oned fields. Joint committees

ey S NATC CONFIDENTIAL -
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for economic, scientific and technical collaboration have so far
been set up only between pairs of countries that have reached a
relatively advanced stage of development. ERast Germany,
Czechoslovakia and Poland have established bilateral committees of
this kind between thenmselves. ‘

" 9. The Standing Commissions are concerned with chemical
industry, foreign trade and delivery of complete plant units,
building, engineering, economic gquestions, transport, oil and gas
industry, non-ferrous metals, agriculture and forestry, coal
industry, ferrous metals, light and food industries, electric power,
defenice industry, and atomic encrgy for peaceful purposes {(set up
in 4960).  BScience, technicue and economic co-operation are -
invariably prominent objects of attention, = The headguarters of
the Standing Commissions are located in the various capitals (six
of them are in Moscow) and the Chairman and Secretary of each
Commission are nationals of the country where the seat of. the
Commission 1s located, In other respects, the Commission fre-
quently have varied organizational forms. They appear to hold a
~position within COMECON somewhat analogous to that of the Ministries
within the Soviet system: they represent a specific field'of
economic activity within which they are responsible for general
administrative action. =~ In June, 1962, it was decided.to create
the following standing commissions: for standardisation, for
co-ordination of scientific and technical research and for-
statisties. B o ' '

- 40. = PBach of these Standing Commissions has set up a mumber of
‘Sub~Committees and Working Groups, whose freguency of meetings has
steadily increaseds Those subordinate to the Standing Commissions
for agriculture and forestry, building, chemical industry, ferrous
metals and the light and food industries account for the vast
majority of reported meetings.

11« In addition, there are a few multilateral bodies which
are not included in COMBCON, For instance, all Communist countries,
. including Chine and the Asian satellites, participate in the joint
nuclear research institute at Dubna (USSR), Inmilway transport
there is scope for better co-ordination, as in COMECON countries
railways were constructed according to a variety of systems and are
still using different gauges and various types of current {(A/C and
D/C). An "Organization for Railway Co-operation' was set up in
- 1956-1957, Communist China has been more interested in this body
than in COMECON, and non-bloc experts have occasionally attended
conferences, The special Standing Commission for transport, created
by COMECON in January, 1959, keeps in touch with the "Organization
for Railway-Co-operation” by exchanges of information and reciprocal
participation in conferences. ' -

(¢) Functions

12. 1In general, the Standing Commission exchanges information,
standardises methods and formulates recommendations, On the whole,
it would secm that the two subjects which now reccive most attention
in COMECON arec the chemical and construction industries; +trade in
complete plants either within the bloc or outside is considered as
specially important. COMECON is supposed to co-ordinate defence
production within the Soviet bloc, and a Standing Commission for the
gefence industry has been in existence at least since 1958, although
its activities have never been reported publicly. A "Buropean
Communist Agricultural Confercnce' held in Moscow in
NATO CONFIDENTIAL -8
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February 1960 urged COKECON to study possibilities of further

agricultural specialisation. Interest in agricultural matters
had until then been focussed on foreign trade in agriculturil
products, on agricultural mechanisation and electrification,

and, more recently, on rural building. As a whole, COMECON

seems to have been less concerned than might have been expected
with defence and agriculture, two subjects of political signifi-~
cence. In general, however, there has been progress from
discussions and exchanges of 1nformatlon to the solution of
concrete problems..

13. In recent years, growing atbtention has been given %o
consultaulon9 co-operation and exchanges of information on
economic relations with non-Communist countries. Some co~ :
ordination.of economic:assistance plans to the less-developed
countries of the free world seens to be undertaken, and progress
is checked on implementation in areas where more  than one COMECON
member has projects under way.. Market research and data on trade
opportunities are shared, and an effort has been made to eliminate

- competition between bloc suppllers in selllng to free world
'countrles@ - S .

B LR For formal purposes, CONECON is. a committee of equals
and no recommendations are legally: blndlnv unless confirmed in

“subsequent bilateral agreements. Never‘theless9 the USSR's.
leadership is tacitly accepted and through direct representation,
~as well as through the Communis® partles machinery, the USSR

has often used her dominant position .o induce or enforce co-
operation on matters of particular-importance to Soviet interests.

II.  FPROGRESS ACAIEVED AND FU”URE PROSPECTS

15 leflcultles of a general nature encountered by the

©‘Boviet” oloc in its move towards economic ‘integration must be

kept in mind when examining the achlevements and the future

_Drospects of COLECON@”-.Hm

»

(a) DlLflcultleS encountered

16~’ nhe predom1qant role. played by the USSR in the process
of the economic integration of the European Communist countries
turhs COMECCH more 1nbo -machinery for arbitration in the hands
of the USSR than for genuine co-ordination in favour of COMECON
as such, although an evolution seems to be taking place in this
respect. Up %o 1°5L the USSR was able to drain the resources
of its satellites to its own proiit, and attempts at direct
econoimic co-operation between the satellites were originally

‘opposed by the Soviet Union. Since 1955/56, the Soviet Union

seens to have accepted the idea of taking 1nto account the require-

rcgto of econonic development of the European satellites in order
$0 allow the functioning of an industrial area which constitutes
one of the most important assets of the Soviet bloc; but the

USSR intends to maintain her cortrol over the satell¢tes and to

-9~ - WATO CONFIDENTIAL
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derive the highest possible benefit from the economic co-ordination.
The system inaugurated in the peoples’ democracies is entirely
dependent on the political support of the Soviet Union and the
functioning of tTheir economies decpends on the supplies provided by
the USSR: 97%% of the furopean satellites’ petroleum comes from
the Soviet Union, 84% of pig iron and cereals, 75% of iron ore,
67% of cotton and €0% of non-ferrous ores. COMECCH has no execu-
tive power, and the meetings of the heads of the Cormunist parties
and officials constitute the real top authority, passing on
directives to the specialised technical commissions of COMECON,
thus subordinating economic requirements to political considera-

tions.

17. The disparity of the level of development between the
various member. states constitutes by itself a serious obstacle

to economic integration, as the interests of the less-developed
countries are often in contradiction to those of the more advanced
ones. For instance, the less~devcloped countries may find it
difficult to protect their new industries from competition from
highly-industrialised neighbours producing the goods at a much
lower cost. The more advanced countries may find it difficult o
align themselves to the standardisation imposed by the Soviet
Union, when their methods are much more advanced than the Soviet
ones. Foland has occasionally complained about the economic |
privileges derived by the countries which are well-endowed with
natural resources. The profitability of investments in countries
where raw materials are to be produced may be inferior to the
rentability of investment in countries developing capital goods'
industries, and specialisation may tend to stratify the prevailing
inequalities between member states. :

18. The Conmunist camp has so far proved unable to overcome
the paradox of being compelled to conduct trade between Communist
countries on the basis of the "capitalistic" free world market
prices. The unrealistic fixing of exchange rates for the various
Furopean satellite currencies adds to the price irrationality.
The rouble and the Bulgarian lev devaluations may be indications
that a more rational price system is being considered, but numerous
adjustments are still indispensable before any real progress in
this particular field can be nmade. These obstacles have so far
prevented any success in the attempts to establish a multilateral
clearing system inside CCLECON. It is questionable whether any
real degree of multilateralism is consistent with the type of
national economic planning prevalent in the bloc countries, and
convertibility may prove incompatible with the orientation of the
economy towards a maximum rate of growth.

19. Furthermore, within the centrally-planned economies, the
tendency towards vertically-integrated industrial organization con-
stitutes an additional difficulty hampering economic co-operation.
Bach bloc country still relies mainly on its own system of indus-~
trial standards, which are rarely identical to those used in other
countries. In addition, the application of standards varies greatly.

NATG CONFIDENTIAL -10~
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Bach failure in the so far agreed system of specialisation and
standardisation reinforces the argunent for increased sel;-
sufficiency.

(b) Various achievements

Technical and scientific collaboration

.20. The main progress achleved by COLECON has taken place
in the field of technical and scientific collaboration. iowever,

. recomméndations of the Council have to be implemented throug

bilateral afreements? and some countries benefit more than
others from the collaboration. The large number of bilateral

‘relationships also creates organizational complications.

o027, In p;lncr_ple9 technical documentation is supplied by
one bloc counury to another on specific request, and the
country possessing the documentation can decide Whetber or not
to: grant it; 4if granted, it is to be supplied free of charge.
In practlce, ‘documentation .is probably often handed over in

 :compl1ance with Soviet.pressure, but.it appears that not all

requests are in fact granted. Manufacturing licences are pro-
vided only on the basis of special’ agreements@ The existence
of CCOMZCOKN does no¥ 9reclude member states from negotiating

"separanely either with member or non-member states. to buy

licences or krnow-how for their individual use.. For instance,
the Poles have maintained that they would not have %o divulge
any secret information obtained under licences from the West

. to the Soviet Union. Individual countries are not precluded
- .vfrom selling manufacturlng licences to foreign fleS¢

22. As a whole, the U3SR appears t6 give more than she
receives, but on balance East Germany and Czechoslovakla ‘extended

- to .the USSR at least as much information as they were offered.
' Poland and Hungary would appear to gain slightly, while docu-

mentation extended to the less-advanced member countries

. (alvania,’ Bulgaria, ‘Roumania) is .probably greater than what can
be provided in return. More recently, direct large-scalé co-
operation between enterprises and institutes in research,

development, design and production between the industrialised
menber coantrles has become increasingly prominent, probably
as a result of the activity of the bilateral economic co-
operatlon commissions. : :

ppe01alluatlon

-25@ The flrst attempt to 1ntroduce some form of specialisa~

. tion started at the end of 1955. Progress in this field would

aypre2ar to have been rather slow up to now, and is encountering
some resistance, or at least reluctance. It will be noted that
measures of SPEClallSdtlon and standardisation do not apply to
the USSR, which (like Communist China) is considered to be able

-11- ' Nh“O CONAIDENTIAL
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to develop its own industries without limitations. In 1955 and
1956 COMECON formulated a number of recommendationg for dis-
tributing the production of wvarious types of machinery between
the member ccuntries; coalmining equipment was to be produced
in the USSR, East Germany, Poland and CUzechosloveakia; power-
producing units onlj by Czechoslovakia; equipment for the
concentration and brigquetting of lignite, and refrigerator

cars with mechanical refrigeration, to be made only by East
Germany. Foland was assigned additional tasks in mining coal.
In December 1958, the tenth Flenum adopted recommendations on
specialisation and co-operation in the production of plastics,
chemical staple fibres, and synthetic rubber based on the
utilisation of petroleum and natural gases. It also took
decisions oa the manufacture of mineral fertilisers and on the
production of various types of rolled metal and various metal
tubing. The supply of raw materials for the various metal-
lurglcal industries and power distribution was examined in:

May 1959, and further measures of specialisation in the prdduc-
tion of machine tools, drilling rigs, oil-refinery equipment
and excavators were adopted.  liore recently, ball bearings; wire
mills, equipment for steel rolling mills and for the dairy iand
canning industries, in addition to further specialisation in
the production of chemical equipment have been considered. ' The
production of agricultural machinery, land amelioration equip-

. ment, insecticides, artificial fertilisers, synthetic fodder

and specialisation in seed husbahdry and livestock breeding

have also been mentioned. Specialisation is often based on %the
size of the final product; for instance, in the production of
turbines, the Soviet Union reserved the right to build units
above 100,000 kw. Those built in East Germany and Czechoslovakia
should range from 50 to 100 kw., and those produced in Poland

-and Hungary should not exceed 50,000 kw.

24, It is difficult to ascertain how far these specialisa-
tion agreements have been implemented. Initially, there was
some resistance for national and prestige reasons, since
previous po icy tended towards the establishment of auvtarchy
within cach iadividual country. More recently, it would appear .
that this reluctance has been overcome. lost of the speclallsaﬂ
tion that has occurred so far represents a development of
traditional industries and specizlities which would have been
brought about by the normal interplay of market forces.
Division of labour is now being appliied as a deliberate ‘
policy to ncw branches and techniques, and some benefits are
already perceptible in such industries as motor vehicles,
machine tools and chemicals. The relatively slow progress of
specialisgsation appears to have been due to several factors
the lack of sound methods of comparison of costs in a Communist
system has considerably increased the complexity of the task,
and the absence of realistic exchange rates between the
Communist currencies adds to the confusion.

NATO CONFIDENTTAL 12—
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25, In agriculture, it is generally agreed that East Germany
and Czechoslovakia will cover their own needs in meat and livestock
products, but will import cereals and conccntratcd fodder. Poland,
Hungary, Rumania and Bulgaria are expected to have large guantities
of vegetable and animel procducts for export. In addition, Bulgaria
is to provide agricultural raw natcrials, The USSR will remain an
cxporter mainly of cercals and cotton.

Standardisation

26, Although standardisation is less likely than specialisa-
tion to give rise to difficulties between COMECON members,
significant progress has only been made in a limited range of products
" and manufacﬁuring processes, = Until 1956 collaboratlon on industrial
standards was carried out malnly tbrough the "International
Organlzation for Standardisation”.,  In addition, since 1956, various
‘standards®. institutes of bloc countries meet annually, and a number
of working groups have becn se% up to submit recommendations in
various ‘branches of’ 1ndustry® - They study such subjects as steel
‘‘specifications, rolléd steel’ sectlons, raw. materials for the
- metallurgical industry, mechanical teésting of metals, chenical
analysis of metallurgical materialsy ‘diameter and pitch of screw
threads, machining tolerances, pipes and tubes, cngineering draughts-
-manship practlces and clectrical equlpment@ The numbcr of types of
equipment have been reduced, intér alia, in- coalmlnlno, cenent
- manufacture, machine tools and: agricultural machincry, - The draft of
- a single nodular system for designing.and erccting bulldlngs was
approved by the middle of 1960, < - The influcnce of the Soviet :
Pcprcscnfatlves at the meetings has led to the adoption by sone
countrics of ecertain Sovict state stamdards, Dut-this iendeney has
been ' opposed by countries with 'well-established industries, because
- they would usually lead to a deterlopatlon df tae quallty of th01P
productsg-" . _

27@» Sﬁandardlsation of accounting practices in order to pvov1de
comparablé- statistical data, which are esscntial for bloc-=wide:
planning, has'been promoted. - Unifordm methods for conplling
statistics on productlon and on utilisation of naticnal income, and
also for measuring the effectiveniess of investments and costs of
production have all been considered, dbut they are still far from being
fully implemented. '

J01nt 1nvestment progocts

28 Among the falrly nunerous 301nt 1nvcstment ppojects, the
most 1nportant one is undoubtedly the network of pipelines - the
_so~called "Friendship" pipeline - to supply Soviet oil to Poland,
East Germany, Czechoslovakia and Hungary. . The other - less~advanced -
countriecs. of COMECON will not benefit directly from this project.
Indeed, Rumania has shown some ‘signs of anxiety as to the disposal of
her petroleum products, sinte the completion of the oil pipelines
is bound to intensify Soviet conpetitlongxwhlcb had already becone
apparent in outside markets. ~The interlinking of thc clectric
power grids of East CGermany, Poland Rumania, Cgechoslovakia and
Hungary with the integrated powerﬁgzud.of the European part of the
USSR is another major project planned to be achieved by 1965. The
Danube Basin development scheme (eleetric power, flood control,
transport facilities and fishing) has bcen under consideration since
1956, although it is not guite clear if this regional project is to
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be considered as a result of COMECON recommendations. Enterprises
have been set up in COMECON countries with the assistance of other
member stutesS for instance, atomic reactors have been built with
Soviet aid in Poland, Czechoslovakia, East Germany and Rumania.
Many -other examples of 301nt projects could be mentioned, but the
overall impression remains that the less-developed countries -
Albania, Bulgaria, Rumania -~ have not been particularly favoured.

Co-ordination of economic plans

29, TFor a long time there has been at least some Kind of co-
ordination of the gnnual economic plans of member countries,
Although there are “few accounts of the process of co-ordination, it
may be assumcd that these plans had somehow to be approved by the

. USSR, which was expcctcd to supply a proportion of the basie

materlqls required by the various satcllites, COLIECON . also
attempted to weld togethcr the annual econonic plans drawn up by the
individual countries, Infact, up to 1958, this was its main task
in the field of co-ordination of:economic plans. However, it
appeared that such retrospective co~ordination was extremely com-
plicated in nmany respects. Therefore, since 1957, attenpts have
been made to synchronise and co-ordlnate the various national

 longer-term economic plans.. . The. Standing Commissions of COMECON

have been made -the starting polnt for the preparation of effective
long-term plans covering an agreed uniform period up to 1980. The
Communist leaders have repeatedly stressed that this does not mean
that each Conmunist couniry's econcmic development is t6 be worked
out in accordance with a prefabricated overall plan for the
Communist bloe as a whole, Some progress seens. to havc been made
in mcthodologyg but so far no single all-embracing plan has been

produced. Nevertheless the appointment in July 1962 of .

¥r. V. Novikov and Mr, O. Simunek, Deputy Premiers and’ former
Chairnen of the State Planning Commissions of thc Soviet Union and
Czechoslovakia, respectively, as their countries' permahent
representatives on the Ixecutive ‘Committee of COMECON, suggests
that a new impetus may be given to the fuller 1ntegratlon of :
long-term pl“n within the bloee,» o _

Irade and credits
30, The influence of COMECON on the trade plans of menmber

-states, which started only after 1956, has since been growing

stegdily»as the original quest for econonic autonomy, mainly based
on ideoclogical grounds, and including the development of major
1ndust?ies in each of the countries, has given way to increased
emphasis on the division of labour among COMICON mcmber states.

- The activities of COLECON and of the various other multilateral

and bila?eral bloc organizations help to knot the bloec into closer
1ptegratlon@‘ However, so long as intra-bloc trade continues to be
directed through an intricate network of bilatcral trade agrcements,
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detailed negotiations will have to be delegated to the parties
directly concerned, and it remains an open question how far
such negotiatvions reflect the recommendations of COMECON.
Complaints have been voiced at various Plenum meetings about
the non~applicavion of agreed recommendations. So far it would
seem that the "Socialist world market" grew up empirically,
rather than according to a prefabricated design.

31. Although the proportion of trade of the Sino-Soviet
bloc directed to the outside world has increased from less than
20% of all transactions during the early 1950s to over 25% in
1960, the predominance of intra-bloc trade remains the most
salient feature. Trade with other COMECON countries is more
important for the Zuropean satellites than for the USSR.
Conversely, trade with Asian Communist countries forms a
larger proportion of the USSR's trade than of the European
satellites' trade (with the exception of Albania since 1960),

- notwithstanding a serious reduction of the USSR's trade wit
. Communist China in recent years. , ~

Trade of COMECON countries with each other
B and with the bloc

- (as a pefceﬁtage of total frade)

Country Percentage of total tradedlPercentage of toval trade
unsry with COMECON countries Jlwith all Sino-Soviet bloc |
, 1. 1958 1959 1960 1] 1958 1959 I 1960
USSR , 52.4% 52.0 53.1 72.8 P44 70.6
Poland S 1.50.7 1 56.2 56.6 55.8 | ©60.7 .] .60.7
 East Germany .- 65.4 . |..69.8 - 1 72.9 76.0° -
Czechoglovakial 61.1 6%.8 63%.8 i 69.0 71,3 70.2
ngary . 6034 6/% s.q‘ ~ 62@3 ‘ 67@8 N 703,4 N 6765
fdoumania 1 75.1 72.7 . 66,8 || 77.2 79.3% . 71.1
Bulgaria 4 81.8 } 78.7. . - - ii. 84.8 . 82.0 -
Albania . 4 95.9 - . - - 1 96,1 Com -

DECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE - MISE EN LECTURE PUBLIQUE

i 32. The overwhelming proportion of reciprocal trade among
COMECOH countries, excluding the USSR, is carried out by four
of them: East Germany, Czechoslovakia, Poland and Hungary.
Roumania, Bulgsria and Albania have been conducting the largest
_part of their intrs-bloc trade.with the USSR. From the point
of view of the USSR, the main bloc trading partners arc East
Germany, Communist China and Czechoslovakia, followed by Poland
and Bulgaria. In 1960, the USSR's trade with Communist China
dropped by sbout 19% as compared with 1959.

- 33,  3Between 1955 and 1959, theé average annual increase of
trade ‘between member states was about 9%, but the rate of growth
“has been.very uncven, the years 1957 and 1959 being "boom" years.
Reciprocal trade betwecn the more advanced member countries
‘expanded even more. In 1960, Hungary, Poland and Czechoslovakia
increased their exports to the other COMECON countries at a
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higher rate thaa their world exports. Hungary and Poland increased
their exports to the Soviet Union faster than their exports to

“sther satellite countries. Roumania, on the other hand, reduced . . ..

her trade with COHECON countries (this reduction resulting mainly
from the evolution of her exports to the USSR).

34,  According to what has been planned for the period
1960/65, the main trends may be cinaracterised as follows:

USER: is expected to increase her trade with Poland,
Czechoslovakia ané Hungary faster than with
East Germany and the other less-developed
European satellites.

East Germany: will increase her trade primarily with Czechoslovakia,
and, in the second instance, with Roumania.

Czechoglovakia: 1is expected to give priority to trade with East
Germany, and thereafter to Poland and Hungary.

Poland: will increase her trade mainly with Hungary
and next with Bulgaria and Roumania.’

Hungary: will incfeaée-héf-tréde primarily with Poland,
and next with Bulgaria and Roumania.

Roumania: . will increase her trade-primarily with Bulgaria,
‘ S "~ and then with Hungary and Poland. =~ = - -

Bulgaria: - will increase her trade mainly with Roumania,

and then with Hungary and Poland.

‘55@ Thus, the relative importance of trade relations.

Cinvolving the USSR may slightly decline in favour of increased

.trade between lesser-developed member states, although it may

be questioned whether the planned increases will in fact be
achieved. The USSR is to continue to provide the satellites with
very subsbantial amounts of crude oil, iron .ore and octher basic
materials required for their industrial development. The present
dependence on rTaw materials from the USSR is probably not con-
sidered by either side to be a satisfactory solution in view of
the USSR's own increasing demand for raw materials, and possibly
the wish to increase exports of raw and basic materials to non-
bloc countries. Nevertheless, the political advantages for the
USSR of maintaining satellite dependence on her supplies will
probably outweigh any economic inconveniences involved.

36. Trade between COMECON members is conducted mainly on a
bilateral basis, and each country seeks to balance bilaterally
her exports and imports. Nevertheless, East Germany and
Czechoslovekia regularly earn surpluses with the group as a whole,
while Hungary barely breaks even, and Poland has in recent years
been in deficit. Among the less-developed COMECON countries,

NATO CONFIDENTIAT ~16-
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Roumania and Bulgaria have often been in deficit in their trade
with other member countries, and Albania invariably runs a
huge deficit.

~ 37. Intra-bloc credit and grant commitments from 1956 to
the middle of 1961 amount to the equivalent of about %5 billion.
With the exceptions of the USSR, which provides about 70% of
total intra-bloc aid, and Albania, which is only a borrowing
country, all the cther Communist countries are at the same time
lenders and vorrowers. Coumunist China, for instance, between
1956 and July 19671, reportedly extended credits and grants to
other bloc countries amounting to nearly 8700 million (or
about 14% of the total), but had herself received 420 million
on loan from the USSR. Among the Luropean satellites, most of
the credits were extended by only two countries ~ Czechoslovakia
and FEast Germany. The latter, however, had received (almost
exclusively from the USSR) about three times more than she had
extended. All the other European satellites had received much
- more than they had given, VWithin COMECON, .the largest borrowers
are East Germany, Poland and -Hungary, accounting for over two-
thirds of the total credits extended. Per head of population
Czechoslovakia is the biggest lender, while Albania received
per capita nearly three times ‘as much as Hungary, her closest
rival. Aid to Albania has, however, been cancelled since the
end of 1961. o ' R ‘ : :

(c¢). - Prospects and future trends in intra-bloc economic
' relations o —== :

38. The process of economic integration, which was started
in 1956/57, is slowly gathering momentum, and tends to develop
its own inherent non-reversible dynamics. It may be expected
that the existing network of bilateral and multilateral commit-
tees and commissions will be further extended, and that partici-
pation of COMECCH countries in such organs will become increasingly
active. The extension of bilateral relations may have profounder
results than any adjustment in the central organization of
CCHMECON.

39, This is not to say that the process under way is not
encountering considerable difficulties. The member countries
of COMECCN still present a spectacle of considerable economic
diversity and the attempts at integration crezte new strains
resulting from nitional feelings and resentment of existing
inequalities.

0. It remeins at present a moot question as to whether
future increases in complexity and in the extent of partici-
pation will convert COMECCN from a consultative council into
some kind of supra-national organization. This seems unlikely,
for COMECON is not the only link binding together the econonies
of member stabtes.  As bilateralism has so far developed
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most between the U3SR and the Buropean satellites, continuation
of this trend will tend to bring the economies of the satellites
closer together, rather than to bring them closer to The Soviet
economy . Trade between IEuropean satellites is expected to
increase faster than their trade with the USSR, and this trend
will reinforce the interdependence of the European satellites.
But that extended trade should be achieved under the auspices

of CCHLCON, or under increascd bilateralism makes little
difference. 1In any case there is so far no sign tc suggest

that the influence of COMECCON is likely teo declinea

" Tables:

1. OCverall indicators of the diversity in economic and social
aspects ol the 'COMECON countries.

- 2. Intra-bloc trade of;COMECON member countries in 1959.

3. Intra-bloc trade of some COMECON countries in 1900.

4. Intra-bloc aid (credits and grants) 1956 to July 19671.
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ANNIX to
INTRA~BLOC_AID (CREDITS AND GRANTS) - 1956 to July 1961
(million US4 )
Tending Borrowing Countries
Countries ’ : Total T Czooho- | Tast China
Grand Total| European |Albania Bulgaria slovakia | Germany Hungarxy Poland | Roumania ;and Asian
, ' |Satcllites | . - NIRRT L SR A s , . A Satelliites
0) @)y Loy 1 (3) L) _5) &) ) . (8) L9) (o)
USSR 3,422.1 | 2,271.9 | 139.3 371.1 13.5 1,015.0 338,0 300.0 95,0 {1,15042
Conmunist Ching 60h,5| 192.5 | 60.0 | - | - | - 32,5 - - 502,0
| Diflgaria 18,3 5.8 | W5 | - - 5,9 5ak - - 2.5
Gzechoslovakia|  383.1 373.4 26.1 - 15.1 - - 27.5 27.8 212,5 6links 9.7
East Cermany 336.8 225.8 16.5 - - - 16,6 164, 0 28,7 111.0
Hungary 16.2 3.7 3.7 - - - - - - 12,5
Polond 43,1 18.1 6.9 - - - 11.2 - - 25,0
Roumania 62.8 18.3 1.5 - - - 10.8 - - b5
TOTAL BLOC 4,976.9 | 3,119.5 | 36k.5 | 386.2 | 13.5 | 1L,048.% 42,3 676.5 188.1  |1,857.4

"NOTE: There are a number of intradblbc~creditsuand»grants.which.are not included because the amounts involved have
™™ not been reportcd and adequatc data are not available to estimate the value of the aid.

SOURCE: United States Department of -States . Research. Memorandum. RSB-6, 15th S¢ptember, 1961 (unclassified)
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