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1. The  slowdown i n  economic  growth which, i n  the USSR 
s t a r t e d   i n  1968  spread l a s t   y e a r  t o  a l l  COMECON countr ies ,  
and the  outlook f o r  1970 seems hardly more fav0urzbl.e. This 
general   trend, which i s  brought   out   in  Western est imates  and 
confirmed by o f f i c i a l  data f rom Communist sources, does not 
apply equally t o  each  country. Whereas i n  Poland and the 
Soviet Union r e s u l t s   i n  1969 were especially  disappointing, 
i n   E a s t  Germany  on the  other  hand a r e l a t ive ly   s a t i s f ac to ry  
r a t e  of  growth has  been  maintained. The less-developed 
COXECON members (Bulgaria and Rumania) made the most ~ e p i d  
progress   but   nevertheless   a lso slowed down somewhat. 

2. There are   several   reasons f o r  this l o s s  o f  impetus, ’ 

I n  a number of  European Communist countr ies   including the USSR, 
unfavourable  climatic  conditions  had a ser ious impact on 
agricul tural   product ion,  and despi te   increasing  industr ia l i -  
sa t ion ,   agr icu l ture  s t i l l  plays 8 decisive  rôle i n  the economic 
development o f  most  of  these  countr ieso 

3* Moreover, what i s  r a t h c r  more serious,   the 
indus t r i a l   s ec to r s  as a whole have over  the l a s t  few yecrs 
shown themselves  increasingly less capable of maintaining 
t h e  r a t e  of grov~ th  which prevai led up t o  1967  thus  drawing 
a t t en t ion  t o  the growing d i f f i c u l t y  which cent ra l ly  
control led economies  have i n  coping w i t h  their  problems. 
Hither to   the Communist countr ies  have r e l i e d  on massive inputs 
of  labour and cap i t a l  to  ensurc  rapid growth. There i s  now less 
surplus labour,  and  investment i s  becoming less effect ive.  Hence- 
forward  thc task must be to  make mos t  e f f i c i en t   u se  of  resources. 

4. Generally  speaking  the Communist countr ies  hzvc  been 
s t ress ing  the need t o  improve the system of central   planning 
and management, but  following the USSR they seem unwilling t o  
f ace   t he   po l i t i ca l  consequences of rea l ly   pursu ing   the i r  
economic reforms  in  the  sense o f  delegating  decision-making 
t o  the  enterpr ises  and  introducing  market mechanisms, Since 
t h e  invasion of Czechoslovakia economic reforms i n  COBZCON 
countr ies  as a whole have  been  marking  time, 

5. Thc r i se   in   the   s tandard  of l i v i n g   i n   t h e  TW?opcjan 
Conmunist countr ies  has been  affectzd by the  general slow 
down i n  economic growth, On the other hand, mili tary expenditure 
o f  the  East  European  countries, ?.S no t i f i e f i   i n   t he i r   o f f i c i a l  
budgets, h2.s r i s e n   f a s t e r   t h a n   n a t i o n a l  income,  and i n  the USSR 
continues t o  absorb an important  shme of resources. 
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6. Trade o f  the European  Comxunist countr ies  as B whole 
scarcely amounts t o  one-tenth of world t rade and over  the 
l a s t  two y e m s  this proportion hzs tended t o  decline,  
Nevertheless, the keen i n t e r e s t  shown i n  Western cap i t a l  
equipment  has  not  flagged and  X:ast/\Yest tmde  probably grew 
about 1% i n  1969. This f igure  must be seen i n  context:  the 
volume of trade  concerned i s  f a i r l y  modest r e l a t i v e  t o  thtlt 
of the  Western  partners, and none o f  the   bas ic   fac tors  which 
hinder  the development of t h i s  trade  has s o  f a r  been elirninF.ted. 

7. The Communist countries  generally  and the USSR i n  
pa r t i cu la r   a r c  now faced with making ser ious economic 
decis ions as they  have t o  work out new Five-Year P l m s  for 
the  period 1971-1975, The decisions  tdcen by the Sovict  lizders 
w i l l  also determine  the  course taken by COMECON countries as O 
whole. 
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A. RECENT X O N O M I C  DEYEIAIPMENTS 

(a)  General  Trends 

8, According t o  o f f i c i a l   s t a t i s t i c s ,   t h e   S o v i c t  Union, 
whose net   mater ia l   product(1)  h2.d r i s en  8% i n  1966 and 8.85 i n  
1967,  had a lower  growth of 7.5% in  1968.and 6.@0 i n  1969. The 
1970 plan  envisages  an  increase of 6.3%. The zountr ics  o f  
Eastern Europe together which,  according t o  Comnunist s o u r c ~ s ,  
had regis tered an increase o f  7.9% i n  1966, shoved m t c s  of g r o r t h  
of  6 . s  i n  1967, 7.0% i n  1958 and 5.4% i n  1969. The 1970 ;?l,n,ns 
envisage  an  increase of 5.8% f o r  the me8 CS c? whole. According 
t o  Western  estimz.tes,  the  growth in  the  Soviet  nation21  product 
.in 1969 ( ca l cu la t ed   i n  Western  terms) was  less thL- 9; m d  tk. t 
o f  the other   countr ies  o f  Eastern Europe  about LC.5:2= 

9. The gross national  product of  the Un i t ed .3 t a t c s   i n  
constant  prices  rose 4.8% i n  1968  and 2.8% i n  1969, t nz t  o f  
Canada 4.8% i n  each o f  the two years ,   but  the I'JATO European 
countries as 3 whole enjoyed a much f a s t e r  growth: 5.@; i n  1968 
and 7.0% i n  1969. The GNP o f  the  Soviet Union s t i l l  amounts t o  
l e s s   t han   ha l f   t ha t  o f  the United  Statcs and i s  about the same 
as t ha t  o f  the  six Common Akrkct  countries. Moreover, i n  view 
o f  the large  population of the  Sovict Union, any comparison a i t h  
Western coun t r i e s   i n   t e rns  of nat ional  income per  person is 
bound t o  be s t i l l  more unfzvourzble t o  the  Soviet Union, 

10. Within the Communist camp, the Soviet  Union easily 
maintained i t s  economic  preponderance with a national  produzt 
amounting t o  three  quarters  of the to ta l   ou tput  of the -:japscrn~ 
Pact  countries.  Poland which in   r e spec t  of GNP is second i n  
this group h m  a GNP one-tenth that  of the Soviet  Ucion,  Never- 
theless ,  as regards  nation21 income per head, the sov ie t  Union 
i s  w e l l  behind  Eastern Germany  2nd Czechoslovakia  and, n t  the 
Present   ra tes  of growth, i t  seems unlikely  that   she will cat& 
them up in  the  course o f  the  present  decade, 

11, The r a t e s  of growth i n  tho  Communist countr ies  have 
once again  varied  very much, ranging  between 3.5% f o r  Poland t o  
7.7% f o r  Bu lga r i a   (o f f i c i a l   f i gu res  for 1969).  Generzlly 
speaking  the  economically less developed  countries  (Bulgaria 
and Rumania) have  advmced f a s t e r  thm the mGre indus t r i a l i s ed  
(Eastern Germany and Czechoslovakia)  although thi: differences 
i n   t h e   r a t e  o f  growth have tended t o  be less marked over  the 
l a s t  two years. 

12.  The annual   f luctuct ions  in   the  ra tes  o f  gro- .  t h  and the 
differences  between  countries  bring o y t  the importzncc o f  the  
p a r t  which egricul ture   cont inues t o  play i n  the  gent j rd  economic 
development o f  most  of the Communist countr ies ,  Thc p2.r 1969 

. .  

(1) The soc ia l i s t   concept  o f  net  rnZ.teria1 product   d i f fe rs  f r o x  
the  Xestern  concept of nat ional   product ,   mainly  in   thzt  
the  value o f  m o s t  se rv ices  i s  excluded, 
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was d i s t i n c t l y  less favourable f o r  ag r i cu l tu re   i n   t he   Sov ie t  
Union as well a s  i n   c c r t a i n   c o u n t r i e s  of Eastern Europe. However, 
the  pers is tent   s lowing down i n  the   r a t e  o f  growth o f  i n d u s t r i a l  
output  over  the l a s t  few years, and which continued i n  1969 i n  
most Communist countries  (except Poland  and East Germany), is 
probably.  the main concern o î  the Communist leaders,   Indeed,  as 
this loss of  impetus  cannot  be  explained by a fall o f f  i n  demand, 
i t  points  to  the  malfunctioning of t he   ex i s t ing  economic  system. 

(b)  Agriculture 

13. After two consecutive  very good years ,   agr icu l tura l  
output i n  the Communist countr ies  o f  Europe a s  a vhole has hardly 
progressed  since 1 9 6 7 ~  The f a l l  in   ou tput  i n  the  Soviet Union i n  
9 969 (-302%) i n  the Soviet Occupied Zone of Germany (-6@0$) and 
i n  Poland (-4.7%) correspond mom o r  less t o  the increases  made 
i n  1968. On the  o t h e r  hand,  the  increases mode i n  1969 i n  
Rumania (+4.€37:) and in  Bulgaria (+2.4%) only made up, by  and 
l a r g e ,  f o r  the setbacks of the  previous  year.  Indeed, i t  is  only 
i n  Czechoslovakia and Hungary tha t   the  rates o f  growth over the 
l a s t  few years  correspond t o  the  long-term  rates  noted  in  these 
coun t r i e s  (2,5% and 2.7% per year   respect ively) ,  

> Ibo The d i sappo in t ing   r e su l t s   i n  1969 were l a rge ly  due t o  
atmospheric  conditions which, in   d i f fe ren t   degrees ,   a f fec ted  a l l  
t h e  Communist countries  except Hungary. Thc e a r l i e r  investment 
effor ts ,  the increased use o f  f e r t i l i s e r s  and t h e  se l ec t ive  use 
of seed  have,  nevertheless,  helped t o  reduce  the  effect  o f  bad 
c l i rmt ic   condi t ions  on crop  production. On the other  hand, thcre 
was l i t t l e   p r o g r e s s   i n  aninal husbandry, The  number of  
c a t t l c   h a s  been declining  over the las’c three o r  f o u r  years i n  
most  of the Communist countries  including the USSR and,  although 
yields  have  been r i s ing ,   suppl ies  arc inadequate   in  view of the 
increased demand f o r  neat and dairy products. 

15. Factors  common t o  most of  these count r ies  are L 

i n f l e x i b i l i t y  o f  planning,  backwardness i n  and s low development, 
of mechanisation, 2nd t he   i nab i l i t y  of the svstcp t o  mobilise 
t h e  e f fo r t s  of the persantry,  with i t s  Mclc of t rz ininE and 
i$s egeing labour force,  I n  consequence,, there i s  verjr s low 
progress  i n  modernising the agr icu l tura l   sec tor ,  which is  
indispensable i f  needs9 bo th  quantativc and qual i ta t ive,   are  t o  
bc metc Relative t o  other  countries  such  as the US and Canada, 
wnich  use  extensive methods in   ag r i c  ulture, the Soviet Union is 
backward, Vcry much norc  labour i s  used f o r  smaller  yields.  
Sapplies remain  inadequate,  whereas i n  Western  countries  the 
problem i s  r e a l l y  how t o  dispose o f  surplus  produce, 
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Industry 

16, Over the   l a s t   t h ree   yea r s   i ndus t r i a l  growth  has 
gradually s1owe.d down i n   t h e  Communist countr ies . .  According t o  
o f f i c i a l   s o u r c e s   t h e   r a t e  of  growth o f  gross indus t r ia l   ou tput  
in   the   reg ion   as  a whole was 9.6% i n  1967, 8 .S$ i n  4 968 a d  
7.1% i n  1969. This  s low down mas l e s s  marked in   t he   coun t r i e s  
of Eastern  Edrope where i n  l 9 6 9  the   ra te  was 7.5% as  against  
8.@ i n  1967. In   the   Sovie t  Union, on the  other  h a d ,  the 
slow down-was more rapid.  I t s  r a t e  of growth of gross  indust;-ial 
output which was l O$ i n  1967 was 8 . l% i n  1968 and 7.0:; i n  1969. 
In   po in t  of f ac t   t hese   r e su l t s  were  below  those  envisaged 'UT 
planners who had  fixed a t a r g e t  of 7.3% f o r  i n d u s t r i a l  g r o r t h  
in   the   Scvie t  Union i n  1969 and of 8.1% in the  countries of 
Zastern  &urope. Two COKECON members do not conform t o  t h i s  
trend,  Soviet-occupied Zone of Germany and Poland, where planned 
targets  were r ea l i s ed  and even  surpassed. The c o u n t r i e s   i n  
course of  i ndus t r i a l i s a t ion ,  Rumania and Sulgaria,  continued t o  
mark  more rapid r a t e s  o f  growth than  the  other Communist countr ies  
(+IO:< i n  1969). The l e a s t   s a t i s f a c t o r y   i n d u s t r i a l   r e s u l t s ,  
pa r t i cu la r ly   r e l a t ive  t o  plan,   are  those o f  Czechoslovakia 
(. l969 plan 7.27; achieved 5.27;) and Hungary (1969 plan 6.0,L;, 
achieved 3.07:) . 

17. The reasons f o r  t h i s  slow down 8 r e  various and di2fer  
from country t o  country.  Generally  speaking i t  appears t h a t  
industr ia l   product ion has suffered from a se r i e s  o f  bot t lenecks 
as regards supgly .of fuel, e l e c t r i c  power and raw mater ia ls .  
Climatic  conditions,  on the' other  hand, slowed d o m  bui lding 
and t ransport  and t h e i r   e f f e c t  on agr icu l ture  was fo l lowed by 
r epe rcuss ions   i n   ce r t a in   i ndus t r i a l   s ec to r s .   I n   t he  Communist 
countr ies  as a whole the  leaders  continued t o  be worried by the 
over-&ong d d a y s  between the  decis ion t o  set up new i n d u s t r i d ,  
capac i t ies  and t h e i r  corning into use .   In  t h e  past   the  
development of  industr ia l   product ion was based on regular suppl ies  
of new labour. More recent ly  thel-e  .has  been a decrecse   in  the 
inf lux  of Labour t o  the indus t r ia l   sec tors .  Communist au tho r i t i e s  
are  everywhere faced with the problem of making be t t e r   u se  o f  
resources  available.  I t  i s  now a quest ion of increasing 
product ion  intensively  ra ther   than  extensively.  Hol::everi, the  
Communist countr ies?   as  a whole growth in   p roduct iv i ty   hzs  n o t  
reached the l eve l  envisaged in   t he   p l ans  and even f e l l  
i n  1969 in   Bulgar ia  end Hungary. 

18. The s low d o m  i n   t h e   r a t e  of growth of  i ndus t r i   a l  
production i s  p r t i c u l a r l y  marked i n  Hungary , Czechoslov~kia 
and the  Soviet  Union. I n  Hungary i t  nould  appear t o  be 
essent ia l ly  a temporary phenomenon the   resu l t  of  t he   d i f f i cu l ty  
which indus t ry   has   i n   ad jus t igg   i t s e l f   t o   t he  ceonornie reforms. 
I n  Czechoslovakia   the  unsat isfactory  industr ia l   resul ts  8re the 
r e su l t  of the  general   zpathy which has affected the population 
since the Soviet  occupation. On t h e   p r a c t i c c l   l e v e l   t h e  main 
industri2.1  branches  are  surfering from the  lack  of  supplies 
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which prevents them from meeting  the demand o f  var ious  sectors .  
In   the   Sovic t  Union the  resul ts   obtained  in  1966 and 1967 were 
mainly due t o  the  use of the   reserves   ava i lab le   in   indus t ry  
when the  reforms  started.   Since  then 1~:bour  product ivi ty   has  
not   r isen as f a s t  as was envisaged i n   t he   p l an ,  

( d )  Invcs  tuent s 

19. Economic progress   in   the  Communist cou.ntries  has 
traditionp.lly  been  based on massive  investment, which has - .  . 
tended t o  grow fas te r   than   the   ns t iona l  income. This  process 
has  continued  over  the l n s t  few years  and the  porcentage o f  
nat ional  incomc invested  hasg on the whole,  been g rea t c r  th,-;n 
in   ! jes te rn   count r ies ,  T h i s  t rend h2.s been  par t icular ly  m F b i 2 k e d  
Qver the l a s t  four  years  in  the  Soviet-occupied Zone of ; c r m m y ,  
i n  Poland 2nd i n  Rumstnia. I n  the Soviet Union t h t  sh&-c of 
nat ional  income &evoted t o  invsstment which wns already  very 
high h3.s rcmained a t  about  the same l e v e l ,  

20, The economic reforms which have  been  applied  in 
the Comzmnist countr ies  d.1 tend towmds  8 cer tzin  d .cccntmlis2. t ion 
i n  investmcnt. The investment  funds l e f t   a t   t h e   d i s p o s a l  of 
en t e rp r i se s  have grown and- the   ro le  Of bank credi t s   has  
inc remcd  which has meant n diminut ion  in   direct   budget  
f i nanc ing   i n   t he  form of subsidies  which  had been one of thc 
charce tc r i s t ics   o f   the  regime. I t  appears t h a t   t & s e  mmdxs 
are   begiming  t o  have a fmourzble   inf luence on the 
re lc t ionship  between cap i t a l  and o u t p u t   i n  which thc re  scans t o  
have 'betn somc improvement i n  a c e r t a i n  number of countr ics  
particularly  Czcchoslovakia,  Sovict-occupied Zone o f  Germany 
a d  Hungcry. On the  other hand, i n   t h e   c a s e  of  the  Soviet Union, 
there  are growing d i f f i c u l t i e s   i n   e x p l o i t i n g  new resources of 
r2m m a t e r i d s  owing t o  the  dis tancc from the   indus t r iLa   ccn t res  
and t o  d i f f icu l t   c l imat ic   condi t ions .  On the whole investment 
y i e l d  seems l o n e r  than  in   the !$'est and the problem of 
d i s t r i b u t i o n  of resources  continues t o  be one of t h e  major 
preoccupations o f  the  planners, 

( c) Dcf cnce  cxpendi t u r e  

21 . According t o  the of  f i c i  al defence  budget,  military 
expcnditurc of the  countr ics  of Jks te rn  Europe  has  apparently 
inc reased   i n  1969 faster  than  the  nt . t iona1 income of these 
countrics.  This  trend  should  not be so marked in 1970, 
As rcgards the soviet  Union the  delence  budget i n  I970 i s  
only l$ 2.bovc t .hct  of 1969 which was &out 6% higher  than 
i n  1968, T h o m  o f f i c i a l  f igures,  however, do not  give P. cle7.r 
p ic turc  o f  t o t a l  mili tary  expenditure  nor o f  i t s  trknd. 

f\?A TO UNCLASSIFIED - 8 -  
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22, According t o  Wstern   es t imates  which seek t o  t a k e  
into  account  mili tcry  expenditux  accounted f o r  i n  th6 budgi;t 
under  headings  'Other thm deï'i'ence' the  Sovict  Union i n  1969, 
might  have devoted b$ t o  g$ of Its GKF t o  mili tary  cxpenditure,  
This  f iyurc  has   probzbly  not   a l tcrad  in   the  course of tho  1s.st 
two years. On the  other hmd,  it is not  out of the  question 
that   thc   Sovict  Union may have demandcd incremed effor ts  on 
the p r t  of i t s  Narsaw P a c t   a l l i e s .   I n  most of these  countri6.s 
military expenditure has pro5Sbly  risen more rapidly and m ~ y  
have rcachcd i n  1969, say 5% t o  53h of GNP i n  Poland, t h e  
Sovict-occupied Zone o f  Germany and  Cz'echoslov&ia,  about 
4,5$ i n  H u r m g m y  2nd Rumania m d  I s l i g h t l y  lower f i g u r e   i n  
Bulgaria,  These  estimates  can  only  be  considered  approxirw.tc 
i n  view of t h e   d i f f i c u l t y  of . eva lua t ing   r ea l  militmy 
expenditum m d  the gross national  product of  the Communist 
countries,  

( f )  Living Stmdards 

23. The slow down i n  economic  growth in   gene rc l  md 
of  ag r i cu l tu re ,   i n   pa r t i cu la r ,  has had a decis ive  effect   on 
the devslopment 02 l iving  s tanderds.  On the whole output has 
not  been s u f f i c i e n t  t o  mcct t he   r i s ing  demand clnd various 
shortages i n  consumer goods, have  bcen  noted i n  most count r ics ,  
causing r i s e s   i n   p r i c e s  which are unusual f o r  the   cen t rd- ly  
control led  countr ies ,  Housing conditions s t  ill rcmain 
inadequzte  rad  the  f ive-year  targets will probahly  not be ne t ;  
i n  CzcchoslovLakia and i n   t h e  USSR new housing i n  l 969  'cFms on ly  
&out 80$ o f  what was envisaged f o r  the  year.  Moreovcr, 
desp i te   cer ta in  progress achieved i n  services ,   these s t i l l  
f a l l  s h o r t  of  s r t i s fy ing   the  most elementary demands. 

24. Although  nominzl wages have r i s e n   i n  most 
. Communist countr ies  more rapidly  than was expected, z. teiidcncy 

par t icu lar ly  marked i n  Czechoslov,&ia, Hungary and PolF.i?d, 
t he   r i s e   i n   t he   cos t  of l i v ing  has mopped up a lFLrge p a r t  of 
the  increase i n  vI!c?ges, I n   B u l g u i z .  znd Rumania t h c   r i s e   i n  
rea l  wages hrs  . b c m  much slowcr thcn  previously and t h i s  s l o w  
down i s  also cqjpai-ent i n   t h e  Sovic;t Union. I n  practicr.13-y ?,l1 
the  Communist countr ies   inf la t ionary  tendencies  a re  much more 
evident thZn i n   t h e  p,o.st. I n  Czechoslovakiz. i n   p a r t i c u l z r  
inf lz- t ion wcs more open i n  l 969  2nd z t  the momcnt i s  t h c   m i n  
concern o f  the Authorities. I n  most of tho  other  countrics 
as in.  the  USSR excess  purchasing pov~r   no t   absorbed  by the 
market  has  brought  about a fas ter   increase  in   s ; rvings,  

B., ECONOXTC REFORMS 

(a). Genercl  Trends 

25. Thcre has been a slow down in   t he   i n t roduc t ion  o f  new 
measures i n  most of the  East  European coun t r i e s  and at tempts   a t  
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decentral isat ion  and a t  making planning more f l e x i b l e  have  been 
half-hearted. Most of the  East  Europezn  cormtries  have  tended 
t o  take  greater  account o f  t h e   a t t i t u d e  o f  the  Soviet   leaders 
as t o  t i e i r   p o l i c y   i n  t h i s  r e spec t .   I n  the Soviet  Union i t s e l f  
the  present   t rend i s  towards'delay if not  towards a l e s s  
f l e x i b l e   a t t i t u d e .  Moreover, the   th rea ts  o f  i n f l a t ion   e r e   no t  
such a s  t o  encourage relaxat ion of control  by the cermtr3.1 
au tho r i t i e s .  

26. The se tback   re la t ive  t o  ear l ier   tendencies  is most 
evident  in  Czechoslovakia where measures previously  envisaged 
particularly  those  concerning the introduct ion of three  types 
of pr ices   (m- thor i ta t ive ly   f ixed ,   f luc tua t ing   wi th in  ~ p p e r  
and l o v e r  limits, completely  free),   while  not  being  rescinded 
have in   e f f ec t   been  made inoperative by other  mec?.sums, 
I t  appears t h a t  the leaders   are   resor t ing t o  con t ro l s   i n  
pract ical ly   every  sphere.  

27. At the moment Hungary is  the  leading  country as 
r ega rds   e f fo r t s  t o  f ree   the  system of planning and adninis t ra t ive 
management from its t o o  grea t   r ig id i ty .   In   par t icu lar  the 
system of  pr ice   f ixing  based on the Czechoslovak e::mple has 
been  adopted. No new departure  has  been  tr ied  out  in the 
course o f  the l a s t   y e a r  and the Authori t ies  Will use 
instruments such a s   t axa t ion ,   c r ed i t ,   r a t e  o f  i n t e r e s t ,   p r i c e  
and mage policy with prudence and a f t e r   p r i o r   c o n s u l t a t i o n  
with the o t h e r  Communist count r ies   espec ia l ly  t h e  UCX. 

by enterpr i ses ,  The present  trend is more towcrds a r a t iona l i -  
s a t ion  of central   planning than towards decentral isat ion,  

29. The f a i r l y   s a t i s f a c t o r y   r e s u l t s   o b t a i n e d   i n   t h e  
Soviet  Occupied Zone o f  Germany in   r ecen t   yea r s  a r e  not  
zrompting the l eaders  t o  devclop and go f u r t h e r   i n  l31c economic 
reforms which  have been  progressively  developed  sincc 1953. 
Up to now e f fo r t s  have  been mainly concerned with adminis t ra t ive 
decent ra l i sa t ion  and simplifying the planning  system.'  In ikese 
respects  the East Germans have lead  the way. Homver, freedom 
o f  decis ion a t  en terpr i se   l eve l  and the introduct ion of ce r t a in  
aspects  o f  the  market economy arc not much i n  evidence  except 
8s regards  commercial r e l a t i o m  with abroad. A t  the  present 
moment no change in the d i r ec t ion  of e conomic reforms ES 
envisaged and appl ied   in   Eas t  Germany seems l ike ly .  The c m t r a l  
oïagans whose j ob  it is t o  f i x  pr ices  have  been  trying t o  takc 
into  account  both costs of production and world prices ,  

- 10 - 
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30.  Up t o  now Rumania h a s   t a k e n   r e l a t i v e l y   l i t t l e   p a r t  
i n  discussions  about economic re form.  The p o s s i b i l i t i e s  o f  
growth due e s s e n t i a l l y  t o  abundant  labour end t o  the L v e l  o f  
economic development which could  be much improved  have induced 
Rumania merely t o  aim a t  improving the ef f ic iency  of the  system 
of  planning and management which has  remained  very  authoritarian. 

31, Bulgaria is above d l  anxious t o  cor@crn t o  the 
a t t i t u d e  adopted  by t h e  Soviets. The b o l d  ideas  put f o r m r d  i n  
A p r i l  1966 and vhich were paztly  inspired by Czechoslovak 
concepts a s  regards  pr ice   f ixing have been abandoned. A scheme 
has  recently  bsen  adopted which aims w i . t h  the support  of  the 
Soviet Union, a t   s e t t i n g  up a model .of cen t ra l i sed  economic 
programming with  the  aid o f  computers which, if successful, 
could  be  used as  an example by the o t h e r  Communist countries. 

(c)  Soviet  Union 

32. The Soviet   leaders who are  about to  produce the i r  new 
f i v e   y e a r   p l m   i n  1971-1975 seem t o  be faced ::,ith a number o f  
f'undamental options and do not  yet   appear t O hzve made t h e i r  
f inal   dccis ions.  The economic reforms b v h i c h  were zdoptcd i n  
Septembcr 1965 have now been  applied to  all major  indu, 0 t r i a l  
enterpr ises .   After  making possible some spectacular   resul ts  
over  the  years 1966-1967 they nom seem unable t o  infuse 2. new 
dynamism into t h e  economy.  The economic r e s u l t s  of the  past 
year have  given , r i s e  t o  severe   c r i t i c i sm  but  i t  does  not-secm 
tha t  the Soviet Union ha.s i n  m l . n d  any important development 
i n  the reforms  applied so far. The leaders   are  aware o f '  the 
need t o  hc rness   i n i t i a t ive  EI t en terpr i se   l eve l  which  would 
ensure  the Z-doption of new technology and the  eliminF.tion of 
waste of resources and the inef f ic ien t   use  of  labour, 
Nevertheless, they are n o t  ready t o  accept t h e  l og ic  o f  t h i s  
S i tua t ion  which points  towards a system l e s s   d i r ec t ly   con t ro l l ed  
from the ccntre, 

G. FOREIGN TRADE 

(a)  Forcign  trcde  general   trends 

33. The total   trade  turnover o f  a l l   t h e .  European 
Comxnist  countries  has  over  these l z s t  two years iacrcnsed 
more r a p i a y  (8,6$ i n  1968, 9.55 i n  1969) than their m t i o n a l  
product. These r a t e s  are s t i l l  l o v e r  than those of' ?-.:orld tsctde 
as a  whole, The importance o f  forcfgn trade i n   t h e  Communist 
w o r l d  i s  very d i f r c r e n t  f r o m  one country t o  another: whcreas 
i t  i s  very d i g h t   i n  the  Soviet  Union,  given the v ~ ~ s t  créa  of  the 
country and thc s i ze  o f  i ts  resources ,   fweign  t rade  re la t ive 
t o  GBP is  much m o w  important   in  t h e  countr ies  o f  Eastern 
Europe,  Thus, &thou@ t h e  t o t a l  o f  t h e  national  products o f  
these  ,countries i s  4% below that  of S:;viet GNP the v24ue o f  
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their   imports  has  been more than 50% grea te r  than t h a t  o f  Soviet 
imports,  

34* Over the l a s t  few years,   trade with thé non-Commnist 
world  has  accounted for about  one-third o f  Soviet   trade and 
about 3Oyd of t h a t  of all Eas t  European countries,  Rumania, 
hovaver, i s  an exceptior!  here  since i t s  t rade  with ilo.II-Communist 
count r ies  i s  more than ha" i ts  total .   Contrary  to  the trend 
noted  during  the two previous  years (1967-1968) trade  between 
European Communist c o u n t r i e s   i n  1 g@ developed more s lowly thar, 
with the res$ of  the wor ld ,  Nevertheless,  trade  between COUECON 
member countries  continues t o  account f o r  by f a r  the g rea t e s t  
p a r t  o f  the trade o f  the European Communist countr ies* 

35- The growth i n  trade i n  1969 is due e s s e n t i a l l y   t o  the 
rapid development of trade o f  the Soviet Occupied Zone, Hungmy 
and Poland. I n  -I 969, there was an increase of 9.8% i n  the t rade 
of all East  European  countries a s  against  9% f o r  the  Soviet 
Union. The lowest  rate  achieved was by Bulgaria, which was due 
pr imar i ly  t o  thc  fall   off   in  imports,   Czechoslovakia which i n  
l 9 6 8  had had an  except ional ly   rapid  increase  in  imports devoted 
its main e f f o r t  i n  1969 t o  t h e  expansion of  exports. 

(b)  Enstfilest  Trade 

36, Communist countr ies  are increasingly aware tha t   the  
technological gap which sepapates them from  the  countries of 
Western Europe and Nor th  America has   been  get t ing  larger .  This 
considerat ion h a s  increased the i r  i n t e r e s t  f o r  Western c a p i t a l  
goods. Over t h e   l a s t  two years  the Soviet  Union and  Czecho- 
slovakia have led  the Communist count r ies  i n  expanding their 
impor t s  o f  Western or igin  (a lmost  20$ per year of t:le two years )  
Rumania which i n  4967 had  imporzed  massive q u a n t i t i e s  o f  VVestern 
products and capi ta l   has   s ince  found i t  necessary t o  balance i t s  
t rade  with non-Communist Europe by reducin.g somewhat its imports 
and attempting  without greet success to  develop i t s  c-: l o r t s .  

37. The European Communist countries  purchases  in the 'iflest 
s t imda ted  by the p o s s i b i l i t y  of obtaining l a r g e  C c m w r c i a 1  

credits,  I n  1969 they  received $1 ,.!+&,grnillion new export c r ed i t s ,  
of which 66% was of  a durat ion o f  more than 5 years,  Although 
reimbursements on e a r l i e r  credi ts  a l s o  rose, *&e t o t a l  amount 
o f  outstanding credi ts  grew considerably, i n  p a r t i c u l a r ,   i n   t h e  
case of the USSR (+39.8%), Czechoslovakia ( + N 0 8 % )  and the 
Soviet  Ocaupied Zone of  Germany (+41 *g%). 

3 8 ,  Total. t r ade  between  Western E'urope  and COMECON 
countries  probably grew some 12% during I 969, But as growth 
i n  i m p o r t s  was about the same a s  f o r  exports  the  balance o f  
'trade of Communist countries a s  a whole  remains largely  unfavour- 
able.  The d e f i c i t  i n  1969 could  be  about $4.00 million, The 
" problem of supplying  industrial.  produc.ts which cou ld   i n t e re s t  
destem count r ies  s t i l l  remains  unsolved and the  bad harves ts  
i n  most o f  the Communist c o u n t r i e s   i n  1 969 d i d  nothing t o  help 
the exPort of agricul tural   products .  The expansion 
of trade  between E a s t  and West European  countries seems t o  be 
causing l i t t l e  concern t o  the Soviet  Union in so fa r  a s  t h e   l a t t e r  
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has  reinforced  the  control  over  the  foreign  trade o f  the  other 
Communist countr ies  and insofar   as  this expansion  does  not 
call   into  question  the  shore of  trade  going t o  other Communist 
countries. 

( c )  Economic Relations with Developing  Countries 

39. Commercial r e l a t i o n s  between  the T h i r d  Worldand 
the  European Cornmun.ist countr ies  which had developed  modestly 
over the  years 1966-1968 im2roved i n  -1969, In   t he   ea r l i e r   yea r s  
the main e f f o r t  had been i n  the  export t o  the  -developing 
countries of c a p i t a l  equipment  supported by development c red i t s .  
The  more rapid development of  t rade   in  1 969 (about 1 O$) was due 
largely t o  increased impor t s  (13%) by the Coramunist countr ies  o f  
products f r o m  developing  regions. 

40, The fact   remains,  however, t h a t  both a s  regards   t rade 
and aid  the  role  played by Communist countr ies  is small campared 
w i t h  t h a t  o f  Yestern  countries:  4% o f  Third World trade i s  done 
w i t h  the  European Communist countries and economic aid  granted 
by them scarcely  mounts  t o  5% of t h e   o f f i c i a l  a i d  granted by 
Western countries. The Communist countries  seek t o  make good 
this weakness by concen t r a t ing   t he i r   e f fo r t s  on a small number 
of  caunt r ies  where they  can have a greater  economic  impact  than 
the  general   f igures would lead one t o  suppose. Deliveries of 
arms and mi l i t a ry  equipment,  mainly from the USSR, t o  8 small 
nuqaber.:of csjuntrieB, noot.-ofLivhiah belong .to the  Arab World, 
exceed in   va lue   de l iver ies   in tended  t o  promote  economic  develop- 
mento Mi l i ta ry  a i d  is unquestionably one of the most disquiet-  
ing  aspects of' ,-elations  between Communist and developing 
countries. 

( 4  3mic . z la t ions  Between the  Countries of Eastern Europe 

41. Within  the Communist  camp trade  expansion is  grea t ly  
hampered by the exclusivezy  bi la teral   character  o f  this trade 
end the  non-convertibility of Communist currencies. Far more 
%han  twenty  years  the  Council of Mutual Economic Assistance 
(COIJIECON) has  been  looking f o r  asolut ion t o  this fundamental 
problem, h i t h e r t o  wi thout  much success, Trade  arrangements 
continue t o  be made within  the framework of the  five-year  plans 
and are  fopmalised a t  the  beginning of each  year.  Settlement 
of commercial balances is effected thr.ough the  clearing.  Despite 
a l l  e f fo r t s   t he re  has.. been little progress made tawards m u l i t -  
l a t e r a l i s a t i o n ,  and s tudies   envisaging a limited  currency 
convert ibi l i ty   are   .oncemore on the agenda although  the  chances 
of success do not  appear t o ,  be much greater   than  in   the p a s t .  
I t  should be noted  that i n  this respect  the Communist regimes 
have shown themselves l e s s   ab l e  t o  cope wi th  divergencies   in  
nat ional   interest   than  the  countr ies  o f  the Common Market. The 
eeonornic preponderance o f  the USSR as   wel l  a s  the new doctrine 
of  limited  sovereigncy go f a r  t o  explain why c e r t a i n  Eas t  
;European countr ies  a re  l o a t h  t o  increase  the r o l e  of COMECON0 

42, During the Z3rd session of COMECON, held i n  Moscow 
i n  A p r i l  1969, l i t t l e   r e a l  progress seems t o  have  been made but 
i t  w s s  decided t o  seek means of improving  the  system o f  payment 
and t o  s e t  up an investment bank alongside  t.he .one already 
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ex i s t ing   i n   o rde r  t o  f i n m c e  common p ~ o  jects   requir ing pcyticulcx-aly 
l a r g e  investmcnt. The question o f  .,::rha.t pr ices  t o  usc i n  inter- 
COMIEON t rade was no t  ent i rc ly   solved  in   the  vay  the  Soviet  
Union would have  wished  but i t  Iaj7.S decided  that 2,s 8 gellerttl 
rule  'modified wor ld  pr ices '  , as obtaining  in   the  per iod 1960- 
j964, should cons t i t u t e   t he   s t z r t i ng   po in t  ii? negot ia t ions 
betwcen pmtncrs  . Final ly  sl;rcss wz.s l a i d  on t h c   p a r t  which 
COPIECON should play in   f i ve -yem  p l ans  ,and i n   t h e  longer-t2-m. 
Nioreovc;y, intvrested  countr las   could  undertrke  joint   p lzming 
o r  s e t  up o r g m s  common t o  scveral   countries  concerned with 
industry,   science and technology and the   fore ign   t radc   aspwt  
of cer ta in   mmufactur ing  industr ies ,   Certain East EUPO~C?:A 
countr ies  (Poland and Hungary) declared  themselves i n  fzvoui- 
of s'trcngthcning COI!ECON but   the  re?.sons f o r  t h i s  a t t i t u d e  vxrc 
d i f f e ren t  o r  evcn contradictory,  The Sovict Union appears t o  
havo  adopted Q mi t - and- see   a t t i t udc   i n   f ace   o f   t he  problans 
which e f f o r t s  t o  increase t h e  eff ic iency o f  COMECON hcbve created.  

43. R ncvl mceting o f  COi?fECON has  bccn  cmounced f o r  
13th  and 14 th  hiGay, 1970 t hc  sgenda of which w i l l  probL?bly 
include  the  set t ing up of t he  Investment Bank which was decided 
in  p r inc ip l e   i n   Apr i l  1969. Despite  the  publicity which 
might  surround t h i s  occ?.sion, it seems t h a t   l i t t l e   i n   t h e  wz!y of 
p r a c t i c a l   r c s u l t s  c m  be expected in   t he   nea r   fu tu re .  

D, CO$TCLUSI ONS 

4.4, On the cve o f  thc new five-ycar plan period ( Iyï ' l -1975) 
the EuropLan Communist countr ies   arc   faced wi th  sar ious 
economic  problcms. I n  the  Soviet  Union,  the  falling  inCiustria1 
$rowth rate  has  given r i se  t o  c r i t i c i s m   a t  a moment  whcn thc  
cconomic 1-cforms  scem t o  h?.ve run  out of s t e m .  I n  
Czechoslovakia t h e  major problem is inflc".tion.  In  E2stc;rn 
Germany the  leaders arc conccmcd  with  the  iilclestic  supply 
of l&our ,  Hungary i s  faced wi th  the  need t o  improve rcpidly 
labour   product ivi ty ,   Bulgar ia  has j u s t  run in to   sc r ious  
d i f f i c u l t i c s  in ag r i cu l tu re ,  Po lznd  is  suffer ing from over- 
investment and may have t o  face  lzbour prob1c;ms. I n  Rumania the 
p e r s i s t e n t   d e f i c i t   i n  i t s  t radc biLni1cc wi th  Ycstern  countries 
2nd i t s  indebtedness t o  them cons t i tu te  one of i t s  major problems. 
I t  secms l ike ly '   t ha t  cconomic  growth i n  .the European Communist 
cciuntrics vil1 dec l ine   fu r thu r   i n  19-70. 

45, T h e  eff icacy of t h o  ncw economic e f f o r t s   i n   t h c s e  
c m n t r i s s  which should be implied  in   the new five-year plailc 3 G W  
bc ing   p rep red  will depend c s sen t i c l ly  on tho  economic policy 
which the  Soviut Union will adopt, Gencrally speLking, i t  sc;c;ms 
thcre  will bc: a tendency t o  more au thor i ta r im  ? . t t i tudcs  m d  t o  
what the- Communists c a l l   ' s o c i a l   d i s c i p l i n e '  a It i s ,  however, 
d x b t f u l  whether, i n   t h e  long-run,  such  expedients will resolve 
the  internal  problems which the Communist system i s  facing. 
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