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Note by the Chairman 

Having  Concluded i t s  second s e r i e s  of examining 
sessions on economic developments i n  each o f  the Warsaw Pact 
countr ies   taken  individual ly( l ) ,   the  Sub-Committee on Soviet 
Economic Policy  undertook t o  prepare a synthesis  report  
attempting t o  present a consolidated  picture of the economic 
performance o f  these  countries  taken  as a vthole(2). 

2. The attached draft  has been established by the  
Economic Directorate i n  accordance w i t h  the  suggestions made 
a t   t h e  meeting of 7th March,  4968. After an introduction 
showing br ie f ly   the   re la t ive  economic posit ion of East  and 
West the draft report  provides: 

- an account of the  recent economic performance o f  
the  countries  in  question, with some key f igures  
of Inlestem countries f o r  the  purpose o f  comparison; 

- an evaluation of the economic reforms i n   t h e s e  
Communist countries; 

- an account of  the  foreign economi-c . r e l a t ions  of  
these  countries with special   reference t o  COMECON. 

3 .  This  working paper will be put on the Agenda of  the 
nex%  meeting o f  the  Sub-Committee on Soviet Economic Policy who 
rn~y wish t o  send a report on t h i s  subject t o  the Committee o f  
Emnomic Advisers f o r  fur ther   considerat ion and  possible 
transmission t o  the  Council. 

(Signed) A. VINCENT 
OTAN/NATO, 
3russels , 39. 

(-1) See:  Czechoslovakia C-M( 6'7) l and  C-M(68)3; Bulgaria C-N(S7) 39; 
the  Soviet-Occupied Zone o f  Germany C-M(67)45; Hungary 
C-M( 67)67; the  Soviet Union C-i4(67)68;  Rumania C-i,-(68)31 znd 
Poland C -&!l ( 68) 32. 

(2) AC/89-R/104 Item III( 2) 
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-3- NATO CONFI  DEJTTIAL 

ECONOMIC DEVELOPMENTS IN THE SOVIET UNION 
AND THE EAST XUROPEM COUNTRIES DURING 

l966 AND 1967 

DRAPT E P O R T  BY THE ECONOMIC DIRECTORATE 

I. INTRODUCTION: . .  

.- 
l .  To put  recent economic achievements of the USSR and 

the  East European countries  in  perspective  the  following 
comparisons, re fe r r ing  t o  1967, between  East and  West are 
offered( l )  

With a population (337 mill ion) amounting t o  about 
10% o f  the world t o t a l ,   t he  Warsaw Pact  countries(2) 
taken  together  accounted  for,in 1967, about 19% of  
the Gross  World Product and 10% of World Trade. 

This  total  production  corresponds  roughly t o  tha t  of  
the NATO European countries  taken  together,  although 
t h e   l a t t e r   a t t a i n e d  t h i s  r e su l t  wi th  a population 
some 1% smaller than t h a t  of the Warsaw Pact 
countries. 

NATO countries  as a  whole represent  in  terms of 
population some 50% more than  the Narsaw Pact 
countries and are  producing a t o t a l  gross  product 
tno and  a half  times  as  large  as  the Harsaw Pact 
countries  (amounting t o  over 50% of  the Gross Vlorld 
Product) 

The economic performance of the whole o f  the Warsaw 
Pact  countries i s  primarily  determined by t h a t  of  the 
Soviet Union whose Gross Hational  Product amounts t o  
745'. of t he   t o t a l .  The next most important members of 
the  Pact   in  economic terms are;  Poland, the  Soviet- 
Occupied Zone of Germany  and Czechoslovakia, whcs e 
G N P s  represent  respectively  about 9,5%, 8% and 7% of 
tha t  o f  the USSR. 

( 1) See Table I a t  Annex. 
I n  t h i s  paper  the term  "East  European  countries"covers: 
Bulgaria,  Czechoslovakia, Hungary, Poland, Germany and the 
Soviet-Occupied Zone o f  Germany, The term "Warsaw Pact 
countries"  includes  the  Soviet Union i n  t h i s  group.  Although 
s t i l l  a formal member-.of the Warsaw Pact,  Albania i s  n o t  
included  under  either o f  these  terms as ,  since  the  break of 
i t s  diplomatic  relations with the USSR i n  December 1961, 
thds country  has   pract ical ly   ceased  a l l   par t ic ipat ion  in  
Warsaw Pac t   ac t iv i t ies .  
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NATO C0I"IDENTIAL -4- 

(v) If Gross  National  Product  figures  are  considered  as 
indicat ive o f  the  overall economic po ten t i a l  of the 
countries  concerned,  the  Soviet Union ranks second i n  
the world wi th  a GNP amounting,  according t o  American 
calculat ions,  t o  48,8$ of t h a t  of the  United  States 
and about two  and a half  times bhat of Germany and 
Japan, which are   the  next   largest  economic national 
e n t i t i e s   i n   t h e  world. The re la t ive   pos i t ion  o f  the 
USSR is somewhat be t te r   in   t e rms  of i ndus t r i a l  
production, which amounts t o  over 55% o f  t h a t  of the 
United  States and exceeds that  of  the  EEC'by'nearly 
20%. On the  other hand, agr icu l ture ,  which accounts 
f o r  about 20$, of GNP in   the   Sovie t  Union (as against  
7.4% in  France,  12,5$ i n   I t a l y ;  3 . s  in   the   Uni ted  
Kingdom and 3.3% in   the  United  States)  employs  about 
eight  times  the man ower (about 40 million o r - 3 6 , s  
of. t o t a l  employment7 used i n   t h e  United S ta t e s  (5.2 
mill ion o r  7.1% of taU employment) t o  feed a 
population  only 1% l a rge r  than t h a t  of the USA. 

( v i )  The NATO countries of Europe, i f  they are  taken as a 
whole, bave a t o t a l  GNP jus t  above t h a t  of  the Warsaw 
Pact   countr ies   vi th  a population  about 4 6  less. The 
GNP of the  s ix   countr ies  of the  European Economic 
Community i s  roughly  equivalent t o  t h a t  of the USSR, 
The G W  of' Gemany - the   l a rges t  i n  Western  Europe - 
exceeds  that of a l l  the Eastern  European  countries 
taken  together,  although i t s  population i s  only 607:. 
o f  t h e i r   t o t a l ,  

( v i i )  A s  f a r  as GNP per   capi ta  i s  concerned  the  position of 
the  Soviet Union i s  l e s s  glamorous. Per capi ta  GNP 
i n  the  USSR i n  1967 was about-4W of tha t  of the United 
S ta t e s  and about 60-70"/: of t h a t  of  the major  advanced 
economies of NT0 Europe. It was s l igh t ly  above the 
level  reached by I t a l y  and Japan   bu t   a t   l ea s t  10% 
below t h a t  of Czechoslovakia o r  the Soviet-Occupied 
Zone of  Germany. 

( v i i i )  If per   cap i ta  consumption i s  considered  as a  rough 
indica tor  of the  standard of l iving,   the   Soviet  Union 
and the East  European  countries  are.even-rnore 
backward,  given the high proportion of GNP devoted t o  
investment (over  26% i n  the USSR as against 233 i n  
the EEC, ?S$ i n  the  United Kingdom and l ï'$ i n   t he  
United  States).  Thus Soviet  consumption  per  capita 
Was about 30% of  the  United  States   level  and 55% of 
that  of the advanced  Western countries.  I t  was l e s s  
than 905 of the I t a l i an  pe r   cap i t a  consumption. 
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Since  the  share o f  GEP devoted t o  defence i n   t h e  
USSR (10%) i s  double  that o f  NATO Europe a s  a  whole 
( 5 , 1 $ > 9  (United Kingdom  6.859 France 6.2y9 Germany 
5.3$, I t a l y  3,7$) ,  the   share   l e f t  t o  the  individual 
consumer as  compared t o  Nest  European countries i s  
even smaller   than  that   indicated  in   the above 
percentages, (For  instance,   the  share  left  t o  the  
consumer i n  the USSR would amount t o  about 827,; o f  
tha t   a t   the  disposal. o f  t h e   I t a l i a n  consumer) The 
East  European  countries  are  spending  roughly 57; of 
t h e i r  GNP on defence so that  the  relative  advantage 
Of the  Soviet Zone i n  Germany and Czechoslovakia as 
regards GNP per   cap i ta  i s  g rea t e r  s t i l l  i n  terms of 
individual consumption, 

II, :U.VCE~ OF THE SOVIET UNION AND THE 
EAST EUROPEAN COUNTRIES 

2, I n  t h i s  pa r t  of the  paper  indications are given on 
the  general  trend of the economy of the Communist countries of  
Europe, and on developments in   indus t ry ,   agr icu l ture ,  
investment and l iving  s tandards,  Wherever possible,  comparisons 
are  made with the  West. 

( a) General trends 

3 .  The economic  performance of the Darsaw Pact  countries 
during 1966 and 1967 was,  on the whole, an improvement on the 
slower ra tes   no ted   dur ing   the   ear ly   s ix t ies ,  The r e s u l t s  
achieved  during  the first o f  the two years under consideration 
were well above average  while  those  achieved  during  the  second, 
although less impress ive ,   par t icu lar ly   in   the  USSR9 were s t i l l  
s a t i s f a c t o r y ,   a t   l e a s t   i n  most of the  East  European  countries. 
According t o  o f f i c i a l  Communist sources(1) p the  National Income 
(Net  Material  Product) of the  Soviet Union increased by 7.57; i n  
1966 and 6,75 i n  1967, as  compared t o  an  annual  average of 6.8% 
during  the  three  precedi-ng  years, The East  European  countries 
taken  together have off ic ia l ly   c la imed  increases   in .   their  ne t  
material  product of 8,.27$ in l 9 6 6  and 6*6$. i n  1967 as   against  
only 5.3% per year  during  the  period 1963-1965, Continuing 
rapid  progress  over  the  last  two years was of f ic ia l ly   repor ted  
by the  least  developcd  countries  within t h i s  group - Bulgaria 
and Rumania - although in   the  case of t h e   l a t t e r   t h e  1967 
resu l t s  have been less spectacular.  Poland  has shown 
increasing  s igns,   par t icular ly   in  1967, of slowing down i t s  
previous  pace of  growth that had  been above the  East European 
averageg  while Hungary,  which cons t i tu tes  wi th  Poland  the 
intermediate  group o f  East  European  countries,  picked up 
rppidly a f t e r   t he  I965 f a l l .  A s  t o  the more advanced  countries 
the  Soviet Zone o f  Germany had the  lowest grofth- rr.%.tcs of p.l;lp 
while  Czechoslovakia  after  three  full   years o f  stagnation 
resumed i n   e a r l y  1966 i ts  rapid growth. 

(l) See Table II a t  Annex. 
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l 

l 

4. This  overall   picture  derived from Communist s t a t i s t i c s ,  
may be  considered as  a val id   indicat ion o f  the  prevail ing  trends 
but  the  percentage  f igures  given  are  not  str ictly comparable 
with t h e   s t a t i s t i c s  o f  economic growth generally  used  in  the 
Free World. Communist s t a t i s t i c s   based  on the  concept of "Net 
Matcrial  Product" which d i f f e r s  from the  Western  concept of 
"Gross National  Product" i n   t h a t  i t  excludes a la rge  number of 
se rv ices ,  the development of which i n  Communist countries  has 
generally  been  less  rapid  than that o f  o ther   sec tors ,  Some 
f igu res  may be  exa&geraled, e.g. agricultural   output  includes 
varying  degrees.of  impurities,  waste  and  moisture,  generally 
&ducted i n  similar Western s t a t i s t i c s .  A s  a r e su l t  of these con- 
ceptuz-l  differences,  the rates of growth i n  Communist countrics 
would tend t o  be  exaBgerated i f  t he i r   f i gu res  were compared 
without  correction t o  those of the Free World, 

5, Western  experts have made var ious  calculat ions  in  
order t o  reach  rates of growth that  could  be compared wi th  those 
of Western countr ies  by evaluat ing  in   terns  of Gross National 
Product  the  national income of  Communist countrics(1).  These 
estimates show that  the  average rate of  economic growth in   t he  
Warsaw Pact  countries over the 5 year period 1963-1967 has been 
somewhat higher  than  in NATO countries,  5.3; against  bo@?, The 
rate   has   var ied from one country t o  another; i t  has  been 
pa r t i cu la r ly  low i n  Czechoslovakia (2g,) . 

6. There  have been f luc tua t ions   in   the  overall performance 
of  both  Western and Communist economies,  which contrwlicts t x b  
claims  that  the Communist system permits  steady growth f r e e  from 

! recessions and reflects  the  great  influence  exerted by agricul ture  
i n  the Gross National  Product in these  countries.  The 
acce lera t ion   in   overa l l  growth not iceable   in  1966 was i n  part due 
to   t he  bumper harvests i n  the USSR, Bulgaria and  Rumania where 
agricultural   output  increased by more than IO$ over t h e  preceding 
year.  During 1967 no comparzble  growth o f  agr icul tural   output  
was t o  be  expected and the maintenance o f  agricultural   production 
a t  the high l eve l  reached i n  l 966  could  be  regarded as a success. 
Industrial   production  picked up i n  the most advanced East  
European countries,  probably averaging  about 5% i n  Czechoslovakia 
and the  Soviet  Zone; x i n  Poland and Hungary, 7.5$ i n   t h e  USSR 
and UP t o  11-12$ in   Bulgar ia  and Rumania( 2). From the  l imited 
information  available f o r  l 968  it would  seem that   the   ra tes  of 
increase  achieved  in 1967 w i l l  not  be  maintained i n  j 9 6 8 ,  

(1) See  Table III a t  Annex, 
(2) The o f f i c i a l  Communist s t a t i s t i c s   i n d i c a t e d  a r a t e  of 

i n d u s t r i a l  growth o f  about 6.57. i n  Czechoslovakia and the 
Soviet Zone of Germany, 7,5? i n  Poland, g$ i n  Hungary, 40% 
in   the  Soviet  Union and about 13.5% i n  Bulgaria and Rumania, 
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7. Because of  the more rapid economic expansion in   t he  
less developed  countries and a slower  growth i n   t h e  more 
advznced  ones the gap between the Xast  European countrics which 
are s t i l l  a t  d i f fe ren t   s tages  o f  economic development has tended 
t o  narrow. However, the   l ead  of the  Soviet Union over  the 
other  countries  has  not been reduced as  can be seen from the 
following  table: 

Bulgaria 
Czechoslovdkia 
Hungary 
Poland 
Rumania 

1967 

6.4 
19.5 
9.9 

27. l 
13.8 
23*3 

100,o 

(b) Industr ia l   product ion 

8. Western  researchers have attempted t o  eliminate  the 
double counting i n  Communist s t a t i s t i c s  of gross  i ndus t r i a l  
output i n  order t o  mzke them comparzble w i t h  ind.ustria1 
production  indicies  in Western countries( 1). Such comparisons 
show tha t   r e l a t ive  t o  1960 industr ia l   output  in 1967 had 
r i s e n   i n  the USSR by 67$, i n  the USA W;, i n  East Europe 56: 
Bnd in   Japan l3l7?* 

9. I n  all the  Communist count r ies   the   fas tes t  growing 
sectors o f  industr ia l   product idn have  been  the  chemical and 
engineering  industries, In  the  Soviet  Union non-ferrous metal 
production  also made s t r ik ing  advances as did paper  products 
and construction  materials.   In  the  East  European countries 
o i l  refining  could  be  counted among t h e   f a s t  growing sectors ,  
The f i e l  and power industry  in   the  Soviet  Union grew, however, 
at a much slower pace  than  the ovcrsil 1 average. On the  other 
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hand in  the USSR there was good perf ormance by the  non-durable 
consumer goods industr ies  which benefited f r o m  egceptionally 
good r e su l t s   i n   ag r i cu l tu re ,  Indeed, one of  the most s t r i k i n g  
f e a t u r e s   i n  1967 in   t he  Communist- countries was the speed-up of 
the consumer goods output, A s  a r e su l t   i n   nea r ly  all the  
Communist countr ies   the  t radi t ional  gap between  the  rates of 
growth of producer  and consumer goods has been  narrowed, b u t  
only  one country - Hungary - actually  recorded a higher   ra te  
of growth i n  consumer goods. The exception t o  t h i s  trend was 
Poland where output of  producer goods increased far more rapidly 
than tha t  of consumer goods. In the  Soviet Union the plan f o r  
1968 provides f o r  the f irst  time a more rapid  increase  in  
consumer than i n  producer goods. 

10, The improvement in   industr ia l   output   during  the l a s t  
two years   in   the  East  European count r ies  was achieved mainly 
through  heavy  investment. I n  Czechoslovakia and the  Soviet- 
Occupied Zone of Germany fu l le r   use  was a l so  made of  the 
exis t ing  capaci ty ,   whi le   in  Poland, Bulgaria and Rumania 
subs tan t ia l   addi t ions  t o  the number of manpower employed 
contributed  largely t o  t h e  s a t i s f ac to ry   i ndus t r i a l   r e su l t s .  In 
the  Soviet Union,  however, the performance of industry has 
been less  impressive and more i n   l i n e  With the  general  trend 
noted  during  the first half  of  the decade, The percentage of 
growth of Soviet   industrial   production remained a b a t  2 points 
below the  percentage  generally  reached  during  the  second h a l f  
of' the fifties. The various economic  reforms i n  the East 
European countries and the Soviet Union seem t o  have  been 
introduced too recent ly ,  and on t o o  narrow a bas is  t o  have 
inf luenced  t rends  in   output   in  1966  and 1967. 

1.1. Growth percentages of output may be  misleading' i n  
that  they  provide no indication as t o  the  extent  that   the goods 
produced  are  actually  uti l ised,  I n  fac t ,   inventor ies  i n  m a n y  
of these  countrics have been r i s i n g  owing t o  t he  poor qual i ty  
and range of  products  available. This  problem is probably 
most acute  in  Czechoslovakia where a large share of t h e  added 
production WQS accounted for by increased  stocks. Whereas i n  
the,   past   the main concern o f  the  Communist leaders had been 
with quant i ta t ive  growth, more recently  the  quali tative  aspects 
of growth have a t t r ac t ed  more a t t en t ion ,  and some progress was 
made i n   t h a t   d i r e c t i o n   p a r t i c u l w l y   i n  t h e  Soviet Union, the  
Soviet-Occupied Zone of Germsay and Hungary. In  Bulgaria and 
Rumania consumers Ere less demanding and these economies  depend 
less on exports o f  f in i shed  goods, 

(c)  Agricultural  output 

12. The 1966 agriculture  output showred most remarkable 
increases Over those of the  preceding  year: more than 1% i n  
Eastern Europe as a whole and 10.55 i n   t h e   S o v i e t  Union, over 
1% in Hungary and  Czechoslovakia and even more than 1%: i n  
Bulgaria and Rumania. T h i s  upsurge was largely duo t o  
Particularly  favourzblc  weather  conditions  but  there are 
indications  that   the  various measures t a k e n  over the  past few 
Years WBrC beginning t o  bear fruit, 
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13. Given the advance i n  1966, no fu r thc r  rp.pid growth 
could norm,dly be  expected  in 1967. Output i n  -1967 remained 
generally  at   the  high 1966 level  although  weather  conditions 
were more normal, the reduction  in  crop  production being 
compensated 'by ga ins   in   the   l ives tock   ou tput ,   pmt icu lar ly   in  
the  Sovict Union and the more indus t r i a l i s ed   coun t r i e s (? ) .  As 
a r e su l t  Czechoslovakia,  the  Soviet Zone of Germany and even 
P o l m d  had t o  import g ra in  t o  support   their   l ivestock 
industries.  Livestock numbers d i d  not  increase i n  the  Sovict 
Union; indeed  there  has been a de l ibera te   e f for t   d i rec ted  a t  
improving y ie lds   ra ther   than  animal numbers. 

14. In  the  Soviet  Union the posit ion o f  ngr icu l turc   in  
recent  years  has been as  follows: 

TN3I.X II 

AGRICULTURE IN THE USSR 

Total Grain  (mil l ion  e t r ic   tons)  

Soviet   Off ic ia l  107.5 
Western estimates ( 90-95) ( 120-1 25) 
of which wheat 
Sovie t   o f f ic ia l  Lc9.7 74.4 

I 152.1 

Western estirnates (40) (60) 

Cat t le  

. .{The 1967 decline i n  grain  production was largely compensated by 
record  hzrvcsts o f  cotton, sugar beet,  sunflower seeds, 2.s well 
as increased  production of potatoes and vegetables, Similar ly ,  
milk, meat,  eggs and wool all reached  unprecedented  levels in 
1967. 

(l) See Table V a t  Annex, 
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1 5 ~  I n  a l l  the  East European countr ies  and in  the  Soviet  
Union  encouragement  had  been  given t o  the  farmers  in the form of 
higher  prices f o r  their   products ,  more freedom t o  choose output, 
improvement i n  investment and c r e d i t   f a c i l i t i e s .  The introduction 
of improved v a r i e t i e s  of seeds,  increases i n  the  use of 
f e r t i l i s e r s  and e a r l i e r  heavy investments  in  terms of i r r i g a t i o n  
and equipment were beginning t o  bea r   f ru i t ,  The 1966 crop 
r e s u l t s  appear  nevertheless above the  normal  production  capacity 
of the  Soviet and East European countries and t o  the  extent  that 
they  affected  ( in  terms o f  good feed  reserves)  l ivestock 
production  in  the  following  year,   the  vulnerabili ty o f  agr icul ture  
to  the  vagaries of the  weather should not be  underestimated. 
Judging by the  incomplete  inf'ormation so  f a r  available i t  would 
seem tha t   t he   l 968   r e su l t s  may be somewhat below those o f  1967, 
The wheat crop  production o f  1967 is believed t o  be more 
indicat ive of' the  average  harvest  capacity o f  the USSR than  the 
records  reached  in  1965 and I 966, owing t o  exceptional  weather 
conditions. Such a crop meets the internal  requirements o f  the 
Soviet Union, covers its export commitments and allows some 
marginal  addition t o  reserves, 

I 6.  The excel lent   resul ts   achieved  in  1966 and 1967 should,  
however, not  hide  the  continued  backwardness of Soviet 
agr icul ture   as  compared t o  !Yestem countries, The USSR employs 
nearly  eight  times more people in   agr icul ture   than the United 
S ta tes ,   bu t  t h i s  huge amount of' manpower has  only  aboat  one-third 
of the number of . t r ac to r s  and about 6% o f  the gra in  combines a t  
the  disposal of the United States '   farmerso  Similarly,   the 
amount of f e r t i l i s e r s   p e r   h e c t a r e  used i n  the USSR is only 36% 
of t h a t  used in   t he  United States, Yields per  acre in the 
Soviet Union i n  1966 amounted t o  about 70% of  the  United  States 
y ie lds  of  wheat and 40% of potatoes,  Soviet  production of 
l ivestock commodities i n  1966 represented some  66% of pork meat 

. produced in  the  United  States and 40% of beef and veal,  48% Of 
eggs. However, milk production in   t he  USSR was nearly 25% more 
than  in  the  United  States,  while  twice  as much bu t t e r  and over 
three  times  as much wool was produced i n  the Soviet Union than 
i n  the  United  States. On the whole there is some danger  that 
the Communist l eaders   in   the  USSR, over-impressed by the   resu l t s  
achieved in   recent   years ,  and hard-pressed by increased  defence 
and other  requirements, might be tempted t o  reduce  the  priority 
belatedly  given t o  agr icu l ture ;   in   fac t   inves tment   t a rge ts   in  
agr icul ture  have  been revised downward in   , the   p resenta t ion  of 
the  I968  plan as compared with those s e t  i n  the  five-year plan, 

( d )  Investment 

17, Because of the  preoccupation w i t h  economic expansion, 
the  Proportion o f  national income devoted t o  investment i s  
consis tent ly  high i n  Communist s t a t e s ;  between 25% and 30% i n  
the  Soviet Union and Po lmd ,  and even higher  in  Bulgaria and 
mmaniae  Along wlth the  slowing down in   the  growth of  national 
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income noted   in   the   ear ly   s ix t ies ,   there  was  a corresponding 
movement i n  investment.  Since  1965, however, the upward  movement 
has  been resumed generally(1  In a l l  East European countries,  
except  Czechoslovakia, the r a t e  o f  growth of  investment 
exceeded tha t  o f  nat ional  income, This i s  especial ly  s o  i n  
Bulgaria and  Rumania where ambitious  Five Year Plans  are  under 
way, I t  must be remembered, however, t ha t  owing t o  differences 
in   the  pr ice   systems  investment   f igures   in   these  countr ies   are  
n o t   s t r i c t l y  comparable. 

18, There is the  tendency  in  these  countries  to  base 
expansion l e s s  on ex t r a  manpower  and  more  on  modern techniques, 
improved equipment and prefabricated  materials. This implies 
heavy capital  investment, However, the question o f  the  correct  
pr ic ing o f  output so  a s  t o  take  account of qua l i ty  and that  o f  
the   rea l  c o s t  of expansion have not  been  solved, I t  is 
general ly   recognised  that   in   the  industr ia l ised  countr ies  of the 
West a b e t t e r   r e t u r n  on investment i s  achieved, Some of  the 
changes i n  investment  policy  are examined i n  the p a r t  of this 
paper which deals with economic r e f  orme 

19. The question o f  resource  allocation  remains a 
fundamental  issue of policy. It was again  brought  into  the 
limelight when the   t a rge t s   i n i t i a l ly  fixed i n  the  Soviet  plan 
f o r  the  period 1966-1  970 underwent a reduct ion   in   o rder   to  
all3w  an  increase of mi l i ta ry  spefiding and the  production of 
consumer goodso The Soviet   Authorit ies have  apparently 
abandoned the  idea o f  publishing  the  f inal   version o f  the 1966- 
49-70 Five Year Plan, and have  adopted the simpler  procedure af 
annual   plans,   Li t t le  change is, however, t o  be envisaged s i n c e .  
Mr. Kosygin s ta ted  recent ly   that  i t  would be impossible t o  
increase  the  share o f  consumption a t  the expense of investments 
because this might slow down economic development,  nor would i t  
be  possible t o  reduce  the  share of nat ional  income devoted  to 
defence, The evqlution of the resource  allocation i n  the 
Soviet Union can b e  seen i n  Table VI1 a t  Annex, 

20, During recent   years   in  most ai' the  East European 
countries  the  share o f  t o t a l  investment  devoted t o  industry  has 
been  decl ining  s l ight ly   in   favour  o f  construction and services,  
with the exception o f  Hungary  and  Rumania where the   indus t r ia l  
sector  has  been  receiving  increasing  priority.  Housing has  also 
received  increased  attention  in most  of the East European 
countrieso 

(e)  Standard o f  l i v i n g  

21 Considerable  expansion of i ndus t r i a l  and agr icu l tura l  
production in  those  countries  has  been accompanied by a 
re la t ively  smaller  improvement in   l iving  s tandards,  The cost  of 

(1 ) See Table V I  a t  Annex, 
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l iv ing   has  been r i s ing   qu i te  s lowly  (something  around 1% per  year) 
so t h a t  the r i s e   i n  money wages does  not much exaggerate  the  rise 
i n  real wages, According t o  f igures  given  in  the ECE publication - 
The European Economy in 1967 - the   f igures  f o r  r e a l  wages are a s  
f o l l o w s  : 

TABLE III 

ANNUAL RISE I N  REAL WAGES ($1 

l \ 1963 1964 , f 1965 1 1966 1 1967 
I 

I 
USSR 

30.3 - 20 1 204 Poland 
3-3.5 200 30 0 4. 0 Hungary 
n.8. 200 209 3.2 I e 6  Soviet Zone 
309 2 0 3  102  2.4 -Oo 6 Czechoslovakia 

500 ' na a. 300 2 e O  Bulgaria l O 0  
40 0 2 - 0  400 2.0 O 0  

6.0 1 noa. Rumania 500 2. O 6.0 
2a5 

Judging by these   f igures ,   rea l  wages have r i s en  most consistently 
i n  Rumania and Hungary, but  because of the d i f fe ren t   l eve ls  of 
income t o o  much should  not be read into  these  internat ional  
comparisons, What does seem f a i r l y   c e r t a i n ,  however, is t h a t  
peasant incomes  have r i sen   fas te r   than   those  of  other  workers; 
the gap between  urban and rural   labour  i s  thus  closing,  Social 
benef i t s  and services  provided by the s t a t e   cons t i t u t e  a 
s ign i f i can t  element i n   r e a l  incomes in   Eastern Europeo On the 
whole these  have  continued t o  expand a t  a bout  the same r a t e  as 
the  real  wages, 

22. Retail   trade h a s  been  expanding a t  about the same r a t e  
a s   na t iona l  income, The figures  given below are   no t   s t r ic t ly .  
comparable a s   i n  some cases  trade  outside  the.socialised  sector 
is excluded, 

TABLE I V  

EXPANSION O F  RETAIL TRADE (%) 

USSR 
Bulgaria 
Czechoslovakia 
Soviet Zone 
Poland 
Rumani a 
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23, Savings  deposits  increase  in  Eastern l3urope a t  lO-ZO% 
a year   but   in  most countries  the  yearly  increase i s  only a 
modest f r a c t i o n  of the  trade  turnover  ranging  in 1967 f r o m  106% 
f o r  Hungary t o  6,3% f o r  the Soviet Zone e The ccumulated 
deposits represent   in  most countr ies  between 20% and 50% of  trade 
turnover  except  in  the  Soviet Zone where i n  1967 they amounted t o  
70%. In  recent  years there has  probably  been a certain  accumulation 
o f  purchasing power a s  the r e s u l t  of the  increase  in  peasant 
incomes, g r e a t e r   f l e x i b i l i t y  of wages in   industry and the e f f e c t s  
of  increased  investment. Consumer  demand has not   been  sat isf ied 
in   respec t  o f  quant i ty ,   qual i ty  and range o f  product. The 
leaders  recognise  that  standards o f  l i v i n g  must be improved and 
recent  declarations  about  increased  output of consumer goods 
r e f l ec t   t he i r   dec i s ion  t o  tackle  .this problem a s  does .the 
increased  attention now being  given t o  services  such  as  laundries,  
repair  shops and pe t ro l   s t a t ions ,  

24. Housing s t i l l  cons t i t u t e s  one o f  the most formidable 
problems f ac ing  Communist leaders.  The annual number o f  newly- 
b u i l t  dwellings in   t he   Sov ie t  Union decreased f r o m  1960 t o  1964, 
since when i t  has remained p rac t i ca l ly  unchanged, A s imi la r  
trend is d i sce rn ib l e   i n  Rumania  and Bulgaria.  In 1967 progress 
i n  t h i s  f i e l d  was reported  in  Poland,  Czechoslovakia and the 
Soviet Zone of Germany, b u t   t o t a l   f l o o r  space  per  inhabitant 
remains clear ly   inadequate   in  most o f  these  countries,  including 
the  Soviet Union,, 

25. A l l  i n  a l l  the bas ic   charac te r i s t ics  of Communist 
economies  have no t  much a l t e r ed*  A s  a r e s u l t  o f  the emphasis 
on maximum physical   output ,   the   re la t ively low y i e ld  m 
investment,  the  cost of defence,   especial ly   in   the  Soviet  Union, 
economic expansion  has t o  a very modest extent  indeed  served 
the  well-being of the population, F o r  instance  Western  observers 
have calculated  that   the   average German family of four  persons 
earned i n  the Federal  Republic in 1967 an income of  DM 926, To 
buy the  equivalent i n  the USSR an income of  350 roubles would be 
needed, The average man and wife would, together,  earn  only 
about ha l f  this amount s o  t h a t  consumption in   the  USSR can  be 
said t o  be about  half o f  vrhat it i s  i n  Germany, Obvioualy the 
pr ice   s t ructure  is very  different-; . ren ts   in   the  USSR are  very 
low, a 'bent " rouble  being  equivalent t o  DM 19 i n  Germanyp but 
housing  conditions  in the USSR are  very bad. Clothing is much 
more expensive and a rouble w i l l  buy only  as much a s  a mark i n  
Germany. In   p rac t i ce  the Russians have t o  be satisfied 
w i t h  less of the  essent ia l   products   and 'pract ical ly  go without 
some of the more sophis t icated ones, This  poor   deal   for   the 
consumer i s  i n   s t r i k i n g   c o n t r a s t  with the West where  economic 
progress i s  measured i n  terms of consumer sa t i s f ac t ion ,  
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( f )  Prospects f o r  the fu ture  

26, I n  the USSR the   pat tern o f  production f o r  the current  
f i ve   yea r  period i s  now se t  and i t  i s  unl ikely t h a t  any  serious 
setback will be  experienced: the r ev i sed   t a rge t s   fo r  1970 
published las t   year   should be achieved, 

i 1 Increase 1 Annual  Yearly 1 
1 1965-70 i 
i I I Increase 

National Income 1 39% 
Real Income per  head 30% 1 
- Industrial   Output 53% 
Investment  (centrally  controlled) 41% 1 I ie ta i l  Trade 44%% 1 

2Te It  is real ised,  however, t ha t  the r e a l  problem of the 
Soviet economy involves  certain  structural   changes,  TO some 
extent   these are  already  prepared  but the main  work i s  scheduled 
f o r  the seventies,  The changes  envisaged a r e   ( a )  overcoming the 
lag i n  consumption r e l a t ive  t o  production, i t  being  realised 
tha t  a h igh   s tandard   o f   ' l iv ing   grea t ly   a f fec ts   sc ien t i f ic  and 
technical  progress,   productivity o f  labour, economic effectiveness,  
social  consciousness and the world revolution,  (b) a shift i n  
emphasis  from fur ther  r i  extensive"  development t o  other  aspects 
of development  such as   qual i ty ,   ra is ing  the  technical   level  of 
production and economic e f fec t iveness ,   (c )   fur ther   indus t r ia l i sa t ion  
which implies  mechanisation of agr icu l ture ,  and subsidiary 
industrial   processes,and the introduction of automation where . 

appropriate, (d)  improved working o f  the economic system s o  a s   t o  
reconcile  individual  incentives and public  interest,,   Conditions 
fostering  technical  progress and g r e s t e r  economic effectiveness 
should be the object  of planning and cont ro l ,   p r ice   po l icy  and 
finance and the whole system of economic relat ions  in   product ion 
and trade e 

28, As regards the other  European Communist countries  the 
economic problems  facing them depend t o  a large  extent on the 
stage of development they have reached, I n  3ulgar ia  and Rumania 
what i s  termed extensive development is  s t i l l  going on  and there 
is l i t t l e  urgency  about  structural  changes. A t  the  other end Of 
the  scale  Czechoslovakia and the Zone are  highly  developed  areas 
i n  which the s t r u c t u r a l  problems of which the  Soviet  leaders  are 
becoming conscious  are  already  acute.   For  poli t ical   reasons  these 
have been  ventilated  in  Czechoslovakia  but  trscted much  more 
d i s c r e e t l y   i n  the Zone. In  Poland the re  i s  l i k e l y  t o  be some 
d i f f i c u l t y  i n  absorbing a l l   t h e  new labour  presenting i t s e l f ,  
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29,  A l l  proposals f o r  economic reforms i n  Communist 
countries have stemmed from the  reElisation  that  the 
central ised system o f  economic control is cumbersome and 
unsuited t o  the  tasks  ahead, Even under S ta l in   t he  
deficiencies of the  system  had been  noted  but open cr i t i c i sm 
was banned,  and  changes undertaken wepe mainly administrative, 
aiming a t  overcoming  temporary bottlenecks  without  questioning 
the  overall   efficiency of the  system, 

30.  During the  period of g'de-Stalinisation", which 
s t a r t e d   e a r l y   i n  1956, the improved in te l lec tua l   c l imate  
favoured more open discussion of economic policy t o o .  After  
the 1957 reform introduced by Xhrmshchev, public  debate  in 
t h i s  mat ter   pract ical ly   ceased  in   the USSR for several   years 
though discussion was car r ied  on i n  a quiet way by a few 
economists. The revival o f  i n t e r e s t   i n  economic reform i n   t h e  
USSR - associated  in  the West with the name of Liberman - 
s t a r t e d   i n  1962 and undoubtedly wes stimulated by the  slowing 
down of economic growth i n   t h e  USSR in   the   ear ly   s ix t ies ,   the  
s tagnat ion  in  many East  European  countries and a real   recession 
i n  Czechoslovakia a t  a time whea i n  the United  States and most 
Western countries economic  performance was improving r e l a t i v e  
t o  t h e   l a t e   f i f t i e s ,  

31. In   the  fol lowing  paragraphs,   af ter  a b r i e f  examination 
of the  purpose of  the  reforms, a d i s t inc t ion  i s  d r a m  between 
the  conservative and the inore libepaf: reform programmes and a 
shor t  appreciation of the  prospects of  economic reform in   t he  
Communist countries i s  given. 

( a )  Main aspects of  Economic  Reform 

32. The  movement o f  econonic  reform which i s  common t o  
a l l  the  European Communist countries  comprises a number of  
elements  each of which can be applied t o  a greater  or. . lcsser 
degree,  Given that  the  Countries  concerned  are  in  different 
stages of  development, that   the  current problems facing  the 
countr ies   are   different ,  and tha t   the   po l i t i ca l   s i tua t ion  
d i f f e r s  f rom country t o  country it is not   surpr is ing  that  
thcre i s  considerable  variety  in  the  solutions  proposed,  not 
t o  mention  the  results  obtained, 

33,  Among the  elements of economic  reform the  following 
are  perhaps  the most important: 
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(a.). some .decentralisation of con t ro l   i n  order t o  r e l i eve  
the  p&anners of unnecessary work and  place mom 
respons ib i l i ty   a t  l o w m  levi;.ls. T h i s  can take  the 
form of decentral isat ion on a gcogra.phica1 basis as 
in   t he   ca se  of the 1957 rcform in   the   Sovic t  Union o r  
the  delegation o f  some power t o  key  enterprises,  a 
number of enterpr ises  grouped in   assoc ia t ions  o r  
t r u s t s ,  o r  even t o  enterpr ises  as  such. I n  any case 
enterpr ise  managers are  supposed t o  cxercisc  nore 
ini t ia t ive  but   whethcr  o r  not  the  entrepreneurial  
function i s  exerc ised   a t   en te rpr i se   l eve l  i s  one,of 
the major  issues of  the reform movement; 

(b)   c lear   recogni t ion  that  economic laws have an ob jective 
existence and  cannot be wished away t o  s u i t  
ideological views.  Aspects o f  t h i s  realism  are 
recognition of the   va l id i ty  of profits, i n t e r e s t  and 
financial   control;  

(c)  incrcased stress on incentives as regards  enterprise 
management, s t a f f  and workers, and an attempt t o  link 
bonuses t o  forms  of  production  which  genuinely conform 
t o  public i n t e r e s t  and  consumer sa t i s fac t ion ;  

(a) acceptance of a coherent pr ice  system ref lect ing  the 
r e a l   c o s t s  o f  production. There is ,  howeverp a very 
big  difference between  those who favour  constant 
p r i ces  and are content with periodic  revisions t o  
br ing  them i n t o   l i n e  wi th  current   costs  and those who 
are  ready t o  accept  the  concept of the  market 
mechanism where pr ices ,  however fixed,  are  intended t o  
influence  the  producer and be  influenced by the  user.  

34. Taking the area as 8 whole, the  reforms  adopted SO f a r  
i n  the  European Communist countries fall i n t o  one of  two 
categories: 

(i) an attempt t o  streamline  the  existing  system, making 
concessions t o  economic r ea l i t i e s ,   bu t   f i rmly  
maintaining  central   control   not  only  o f .  general 
economic  development but a l s o  of the   en te rpr i ses   in  
their   product ive  funct ion.   Li t t le ,  i f  any, scope 
allowed t o  the market mechanism; 

(ii) a more far-reaching  loosening  up of  the   t rad i t iona l  
system, the cen t r a l   au tho r i t i c s ,   i n   p r inc ip l e  a t  
least,  contenting  themselves with guiding dorncstic 
development b u t  allowing  considerable powers t o  
en terpr i ses  o r  groups of en te rpr i ses  and permitting 
the market mechanism t o  funct ion t o  a grea te r  o r  
lesser   extent .  
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. .-  

It would appear  that  the USSR, the  Soviet Zone o f  Germany, 
Poland arLd Rumania have accepted  the first t y p e  of  reform 
while Hungary, Czechoslovakia and even Bulgaria have  wished t o  
apply  the  second  type. 

(b) Orthodox-type R e f  o m s  

35. In   the  USSR, a f t e r  a great  deal of discussion, some 
experiments were t r i e d   o u t   i n  1964 but  the  reforms  as such 
were only approved by the  Party  in 1965 and  implementation 
s t a r t e d   i n  4966 in   the   indus t r ia l   sec tor .  By the end of 1967 
some 7,000 enterprises  accounting f o r  about 4 0 %  of t o t d .  
industrial   production and employing one-third of a l l  i ndus t r i a l  
workers  had  becn  converted t o  the new economlc  methods. By 
mid-l968 l 3 , O O O  indus t r ia l   en te rpr i ses  were working under the  
new system,  accounting f o r  half  the t o t a l  industr ia l   output  
and about 60:; of p r o f i t s .  

- 

36. The Soviet  reforms are of  two types. The first 
concerns  the  planning and control. The 1957 regional system 
has  bcen  abolished and t h a t  of production  sector  control by 
ministry  restored. Changes of t h i s  kind have taken place i n  
t h o  Sovict Union boforc and cer ta in ly  do no t   cons t i t u t e  any 
bas ic   a l tc ra t ion   in   the  economic system. The c r e a t i o n  of 
intermediate  bodies, such as producer  associations  along  thc 
l i n e s  expcrimented with i n  t h e  Soviet Zone, i s  still  under 
consideration by the  Soviet   planners,  The second  type of 
reform  aims a t  improving the  eff ic iency of t he   i ndus t r i a l  
enterpr ises  by extending somewhat t h e i r  autonomy. Thus the 
number of  indicators  t o  enterprises  has been  decreased from 
20 t o  8 ,  Considerably less importance i s  attached t o  the 
volume of production and more t o  sales. Somc l imi t ed  freedom 
has  been  given t o  managers with regard t o  labour, cFsyitjl is  in- 
crcasingly; t o  bc obtained  through bank cred i t s ,   In   genera l  a 
6 s  charge  per annum on en terpr i se   cap i ta l   sups l ied  by thc  
govcmunent has been  introduced. A new f i x e d   p r i c e   s t r u c t u r e  
has  been  laboriously  calculated f o r  several  mSllions of 
different  products by the ccntr,al ..planner.s. and  o f f i c i a l l y  .-. 
imposed. 

c, 

37. The Sovict  reform,  therefore, i s  h a r d l y  l i b e r a l  O r  
revolutionary. There i s  c l ea r ly  a dctcrmination t o  r e t a i n  
central   control  and hardly any concession t o  marlget clcments, 
Within t h i s  framework the Party would  no doubt wish t o  saddle 
enterprise managcrs with more i n i t   i a t i v e  and  xaesporssibility 
but  d i rec t ives  arc s t i l l  imposed from above with sgnct ions 
f o r  non-compliance. Very g rea t   s t r e s s  is l a i d  on i.nccntivcs, 
Prices have  bcen recast   but  the new s t ruc tu re  i s  s t i l l  r igid:  
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consumer demand will not   a l te r   these   p r ices  and they w i l l  t o  a 
most unsatisfactory  degree  guide  enterprise managers a s  t o  
output o r  rcward them f o r  introducing new products o r  technology 
at  t he   qp ropr i a t e  moment. Moreovero qui te   apar t  from the 
hes i ta t ions  by the  Pzrty which fcars tha t  i t  might l o se  i t s  
g r i p  on the economy i f  centrzl   control  i s  rc laxcd ,   in   the  
shor t - tcm at l eas t   t he   i ne r t i a  of the  bureaucracy i s  an 
obstaclc  t o  the smooth introduction of reform designed t o  
improve  thc  existing system. 

38, In   thc   Sovie t  Zone general   d i rect ives  f o r  the  revised 
cconomic system were adopted as  ear ly  as Ju ly  1963, and t h i s  i s  
the f irst  Zast European  country  (Yugoslavia  excepted) whdrc a 
new system i s  fu l ly   in   opera t ion .  New p r i ces  were introduced 
but  they  are  f ixed by the  central   authori t ies .  A s  might be 
expcctcd  the  Soviet Zone reforms have  been conservztive. 
En tc rp r iws  Ere controlled by organizations o r  T rus t s   a t  a l eve l  
between them and the  minis t r ies .  

39. In  Poland early attempts a t  reform came t o  nothing, 
and ncw discussions mere s t a r t ed  by the P a r t y  i n  1963. A 
programme was accepted i n  pr inciple  by the Party  Congress in 
1964, and the  Central  Committee was t o  introduce  gradually 
during  the  years 1965-1968 reforms of a nature  broadly 
s imi l a r  t o  those  envisaged  by  the  Sovict Union. T h a t  is, an 
attempt is being made t o  rctain and streamline  central   control 
SO as  t o  reduce i t s  ineff ic iencies .   Pr ices  remain f ixed,  
associations of enterpr ises  are being  introduced and the number 
of indicators  imposed on management i s  being  reduced, 

: A  

M ,  I n  Rumania discussion on reform s t a r t e d   l a t e r   t h a n   i n  
other  countr ics ,   largely,  no doubt,  because of the   d i f fe ren t  
cconomic circumstmccs. The issue was f irst  ra i sed   a t   the  
Party Congross i n  July 1965 and d ra f t   d i r ec t ives  on improving 
management and planning were adopted i n  December 1967, They arc 
e s sen t i a l ly  measures t o  streamline  the  existing system  on 
orthodox l i n e s .  I t  was intended t o  s e t  up 1tccntr81stt o r  trusts 
between minis t r ies  and cnterpr ises   but  i t  is doubtful  whethcr 
t h i s  proposal will be carried  out.  

(c) Liberal-type Reforms 

41. The most  s t r i k ing   a t t empt s   a t   r ea l  reform  have  been 
made i n  Hungary and  Czechoslovakia, I n  thc l a t t e r  country  thc 
ncw system of Planning and Msan~gement was approved i n  January 
1965 by the  Party  Congress md t e s t e d   i n  t h e  course of  the  year 
by  about 20$ of the  industpia1  enterpr ises .  On 1st  Janu;.JY, 
1966 the reform was introduced  in  industry as a whole and on 
1s t   Jmuary ,  1967, together with new wholesale  pricesp 
throughout  the economy. However, the  pract ical   s ignif icance of 
the reforms was not  expected t o  b e   f e l t   s e r i o u s l y  bcfore 1970. 

. I _  

MATO COMFIDEHTIAL -1 7- 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



.- 
. 

-1 g- NATO CONE'IDENTIAL 
AC/ 89-VyP/ 258 

Q2, The Czechoslovaks  intended t o  c rea te  a s o c i a l i s t  
market model l imit ing  the i-ole of the  centre t o  s e t t i ng  
overall g o a l s  a d  a small number of spec i f i c  investment  projects 
2nd production  targets.   Enterprises  grouped  in  vertical  "trusts" 
o r  horizontal  "combines" were t o  be allowed t o  opera te   in  
market conditions. A 6$ charge on capital   obtained lmge ly  
from banks was t o  be lev ied  as well 8s a 122, tax on the  wage 
fund. . The chief  success  indicator was t o  be l'gross income", 
E category  corresponding t o  thc Vkstern concept of "value 
added". A th ree- t ie r   p r icc  system was envisaged.  Prices of 8 
number o f  basic materials and foodstuffs were t o  be  f ixed 
ccntral ly .  A second category o f  p r ices  would r-ulge between * 

upper  and lower limits, F ina l ly  a t h i r d  group concerning  the 
less essen t i a l  consumer goods mould be f ree  t o  f luctuate .  
Although i t  'IVRS intended  that   prices of consumer goods would not 
be affected by the  chmgCs,  they did i n   f a c t   s t z r t  t o  r i s e  and 
there vzs concern lest the new system would c a s e  the  cost o f  
l iv ing  t o  mount and perhaps  even  occasion some unemployment. 
In  F.griculture, improvements i n  ci-edit f a c i l i t i e s  2nd the 
cost  accounting system and more freedom of choice i n  production 
hcve already benefited  the fzrmers whose earnings have 
increased. 

43. It was re,Qised in  Czechoslovckia  that  in  addition t o  
reforming thc economic  system a restructuring of industr,v VRS 
necessary and t h a t  real progress   in  both spheres dcpcndcd on a 
new pol i t ic21   a t t i tude ,  The changes which took  p lace   in  
Czechoslovakia i n   t h e  first p s r t  of  l968 seemed t o  open the  
door t o  far-reaching  chmgcs: c? gradual   a l te ra t ion   in   the  
production  pattern and m introduction of market  elements 
including  enterprise links with abroad, flexible pr ices ,  
convertible  currency, though there  was some concern l e s t   t h e  
costs of the change should h i t  the  public  before  the rdv,mtagcs 
had had t i ne  t o  mako themsclves felt. 

4.4. Reccnt eve- i n  Czechoslovakia have made i t  v c r y  
unlikely  that  thc  reforms 2 s  reccntly  envisaged will i n  fact  
be  carried  out, The ncv p o l i t i c a l  ztmosphere will m,&c such 
projects  as massive aid frorn..the_ WLst t o  re-equip  the 
Czechoslovak  industry and the  creat ion of  real  mrrkets f o r  
goods, lcbour  etc.,  untenable. It i s  t o  be feared  that   the  
reform movement will degrnerate   into something s imi l a r  t o  
that   applied  in  the  Soviet  Zone, 

45. I n  Hungary the  reform  system hsls been  introduced 
gradually  since  the  beginning of 1968 . It is t o  be  bascd on 
an  ssc?ctivc  market" wi th  e l a s t i c   p r i ces  and f luc tua t ing   p ro f i t s .  
No msociat ions o r  trusts  arc  planned,  but as i n  thc case of  
Czechoslovnkiz a "three-tierit  pricc  systcm i s  being  introduced. 
I t  i s  not  out Of the  question now that  the  Hungarians may comc; 
under pressure t o  tone down somcsvh2.t t h e i r  economic  reforms ,and 
bring thcm i n t o   l i n e  with othcr   countr ies :  Bulgaria  adopted i n  
Apcil 4966 a type of reform copged m?.inly from the Soviet Union 
but  adding  the  Gzechoslovak ' ' t h r e e - t i ~ r ~ '   p r i c e  System0 
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(d) Prospects of the Economic Rcforms 

46. Compared with the  long drawn out  discussions on 
economic reforms i n   t h e  Zuropcan Communist countries,  the 
resul ts   obtained have  bcen rather mcagrc. The d i f f i c u l t i e s ,  
hovmvcr , are  considerzb.1e. 

47. There has b e e n   r c l n t i v c l y   l i t t l e  problem  about 
cccepting economic concepts  such as p r o f i t ,  i n t e r e s t ,  o r  thc 
al locct ion of invcstment funds by means of banks ra ther  t h L a  
the  budgct,  though  incidently it  i s  proving  ncccssary t o  
create  o r  t r a i n  a race of bankers. 

48. The granting of frccdom t o  enterpr ises  i s  a more 
d i f f i c u l t  problem. I t  implics a lirnitction of the  authority 
of  the   cen t ra l  power,.  and necess i ta tes  an a l t e rna t ivc  method 
of  co-ordinat ing  enterpr ise   act ivi t ics  - such as the market, 

49. The experience o f  Yugoslavia shows the   d i f f icu l ty  of 
running  a mixed economy i n  which the  markct mechGmism is 
p e r m i t t e d   t o   p l w  an increasingly  important role.  The f a c t  i s  
that when markct  elements are introduced ( i  .e , where 
individuals may influence  production and investment)  in a 
country where h i t h c r t o  the  dominmt  Pclrty h2.s been useG t o  
dcciding  the  pace of development,  the pa t t e rn  of production and 
thc scope o f  social   services , there  is almost  bound t o  be 
excessivc  prossure on rcsources , resu l t ing   in   in f l r t ion .  
Momovcr,nhere market clcmcnts bccome strong, changes i n  
employmcnt m e  l ikcly,  which m c y  give r i s e  to  social   unrcst  2nd 

i jcopmdizc  the  succcss of  thcl reformsI 

50, I n  addition t o  thc doubts by each  Nfltional  Pcrty 
about the rcsults of economic reform, there  is i n  thc: USSR 
some concern  about  the  overall long-term c f f c d t s  on the Sov ie t  
area as such. The Soviet   leaders  zre ready t o  accept same 
experiments a t  home 2nd i n  the  neighbouring  states t o  the 
extent  thzt   they are l i k e l y  t o  improve the  efficiency o f  the 
existing  system,  but  thcy ?.re predictably concerned  about 
the  effect   cdvmced thinking clsewhere will have both on t h e i r  
o m  c i t i z e n s  and on the  economic po l i c i e s  of  the  other 
Europe'm Communist countries. 
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5 I e  Just  as  the  system o f  economic control and the pat te rn  
o f  production  and  investment lmve d i s t i n c t i v e   f e a t u r e s   i n  
Communist c o u n t r i ~ s ~  s o  t rade  re le t ions w i t h  the  outside world 
and among themselves d i f f e r  somewhat from what i s  usual   in   the 
West. This pa r t  of the paper deals with the  significcnce o f  
foreign  t rade  in   these  countr ies ,  c a l l s  a t t en t ion  t o  the  special  
problems o f  COMECON and attempts t o  assess  prospects f o r  the 
futureo 

(a) Significance of Foreign  Trade i n  Communist Countries 

52, The significance o f  t rade  natural ly   var ies  From 
country t o  country as a function o f  its s i z e ,  wealth o f  
resources,  stage o f  development  and economic policy,  Trade, 
as a percentage of GNP is grea te r   in   the   count r ies  o f  Eastern 
Europe than i n  the  Soviet Union, a s  i t  is also grea te r   i n   t he  
case o f  Western  European countries  than  in  the  case o f  the 
United States ,  Both the  United  States and the  Soviet Union 
have a great   var ie ty  o f  resources, and the  significance o f  
trade for t h e i r  economies is l e s s  than in   smal le r   count r ies (  l) 

53e I n  the  period 1955 t o  "1967, the  trade  turnover o f  the 
Communist countries o f  Eastern Europe has t r eb led ,   ( i n  the 
case o f  Bulgaria the increase is  six-fold(2)), T h i s  r a t e  of 
growth is only s l i g h t l y  fastcr than  that  of world t r ade  as a 
whole, The share of these   count r ies   in  t o t a l  world trcde i s  
.IC% - about  the same a s  the i r   share   in  world population, The 
share of  NPiTO count r ies   in  t h i s  ,is 15s9 while   their   share   in  
world t rade   reaches   a t   l eas t  55%. Relative t o  the more 2dvanced 
lMestern countries,  therefore,  the  importmce o f  t rcde  in   the 
European Communist c o m t r i e s  i s  only  moderate, 

54. The system o f  economic planning  in  force  in  the USSR 
and Eastern  Europe does no t   yar t icc la r ly  favour  foreign  trade,  
The basic  task of the plannins   authori t ies  is  t o  organize n n t i o n a l  
resources  in  accordance with the national economic programme 
decided by the  par ty .   In   pr inciple  t h i s  could be done i n  such 
a way that   nat ional   poduct ion was adjusted t o  world production 
i n  accordance with  the  pr inciple  of comparative costs,  b u t  i n  
pract ice  this hardly happens. National  sroduction is  p l m . s d  
according t o  other  c r i t e r i a ,  and foreign  trade f i t s  in   wi th  
the  overall   prcduction  pattern.  

5Z0 These countries have  been greatly  concerned t o  develop 
industry,   especial ly   the  capi ta l   sector ,  and  would  have pefer- ied 
t o  export machinery rather   than  agr icul tural  produce and raw 
rnrtcrials,  This general disposi t ion has natural ly   nffccted  the 
pat tern o f  t rade,  

See Table I X  a t  Annexo [L] See  Table VI1 a t  Annex. 
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56,  Poli t ical   considerat ions have also played  an 
important   par t   in   the t rade  policy and foreign  trade  patterns 
of these  countries. The newly established Communist regimes i n  
Eastern Europe  were somewhat d i s t r u s t f i l  of  t rade   re la t ions  with 
cap i t a l i s t   coun t r i e s  and were i n  any case very exposed t o  Soviet 
pressure t o  limit contacts  with  the West, In   the  ear ly  post-war 
years  therefore  there was a shrinkage in   t he   t r ade  o f  East  
European  countries  with  the West and a mpid  growth o f  t rade 
with  the USSR and each o ther. 

5Te Over the   l as t   year  o r  s o  there were s igns  that   the  
East  Europeans were f ee l ing   f r ee r  t o  s t e p  up trade with the 
West and that  the  convention o f  directing  cbout two-thirds o f  
one's  trade t o  other   social is t   countr ies  was being  relaxed, 
Certainly, Rumania was not adhering t o  i t  and had in f a c t  made 
e f fo r t s  t o  reduce  her  dependence on COMECON, I n  1965 as much 
as 6% o f  Rumania's tradc was s t i l l  with COKCON, o f  which 3% 
with the USSR alonc; by 'i967 the  corresponding  figures were 
47$ and 28ko Recent  events now make i t  urdilrely  that 
Czechoslovakia  and Hungary will follow t h i s  exam2le, In the 
case o f  other E a s t  Europan  countries  the  geogrcphical  pattern 
of trade  has  not  greatly chznged, as can be sccn from the 
following  table which compares 1960 and q966, t he   l a s t   yea -  
f o r  which comparable f igures   a re   ava i lab le  f o r  a l l  thess 
countries.e 

TABLE V 

Trade with the  non-socialist  countries ($1 

! 
i countries f 1 countries i ~ 

j ~2:~:",ov,,, 10 l 20 23 . 3t5 5 18 13 

I I 96e i 
- 7  

1966 
l 

l 
1 
c 

Indus t r ia l i sed  i Others . Indus t r ia l i sed  i Others 

1 
! USSR 12 21 8 19 

i Hungary 

6 32 7 22 f R~~m.nfa  
8, 29 7 30 I Poland 
8 25 6 23 

] Soviet Zone , 21 4 23 4 

58. I n  par t icu lar ,   espec ia l ly  on the part  o f  the East 
European countries,  them has  been a growing i n t e r i s t   i n   t r a d e  
with the  industr ia l ised  countr ies  of the  Vest, which  indeed is 
rec iproca ted   in  many -&st European countrieso The East Europeans 
are anxious t o  ob ta in   cap i t a l  goods from the  ;,Jesto Most of them 
arc  s t i l l  industrialising and there is a big dcmnnd f o r  cap i ta l  
equipment pa r t i cu la r ly  of the most  modern tme s ince  one of 
the  consequencies of the  drive f o r  maximum output i n   t he   Eas t  
h m  been t o  f a l l  behind in   r e spec t  of qua l i ty  ana know-how-  The 
eagerness o f  the &stern  countr ies  t o  buy J e s t e r n   c a p i t a l  
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equipment has  been  stimulated by c r e d i t   f a c i l i t i e s   g r m t e d   i n  
The West, This has enabled soms Eastern countries t o  i n p o r t  
i n  excess o f  t h e i r  exports t o  the  Nest and thus t o  incur 
medium term debts,   Credits  granted by NilTO nations  rose f rom 
$326 mil l ion  in  A959 t o  $3,134 mi l l ion   in  19670 The o v e r a l l  
European NLTO countries '   trade with %stern Zurope h a s  grown 
as f o l l o w s :  

TABLE VI 

. *^ ".. 

59. Apart f rom commercial consideraticns,  the  smaller 
countries of Sastern Europe, with the  possible  exception o f  the 
Zone, are i n t e rc s t ed   i n  East/VJest trade 2s a means o f  increasing 
t h e i r  independence,  Conversely, the  Soviet Union which sees i n  
t r ade  an important means o f  bo ls te r ing  i t s  influence  in  Eastern 
Europe would prefer   that   the   other   countr ies   in   Eastern Europe 
did not  trade t o o  much with the   cap i t a l i s t  'Jest, 

(b ) C O M X O N  

60, Economic re la t ions  between  the  countries o f  Eastern 
Europe  have been  inst i tut ional ised i n  the Council for hlutucll 
Economic Relations - COMECON o r  CIYIEA - an organization  set  up 
i n  answer t o  Marshall hid. 

61, 11 feature  o f  CQMECON i s  the  dispar i ty  between  the 
Soviet Union on the one hand and the  other Eurosean Communist 
s t a t e s  on the  other(4).  Among themselves, t o o ,  the East 
European s ta tes   represent  a range of r aces9   t r ad i t i ons  and 
stages o f  econoruic growth, Thus the Zone Y X  once an in tegra l  
part o f  one of the  most highly develo2ed indus t r i a l   coun t r i e s   i n  
the world,  Czechoslovnkia was also well Gevelo;!!ed before  the 
war  and plsycd Zn im2ortant rôle in   internat ional   t rade;   during 
the war indus t r ia l i sa t ion   cmt inued ,  and desiruction was 
re la t ive ly  smcll, so t h a t  by 1945 i t s  potent ia l  was considerable. 
Poland and Hungary mere not s o  well  developed, Rumania and 
Bulgaria even less s o  b u t  the  difference between  even  these 
last two and ce r t a in  reg ims  o f  Southern Gurope was not s o  large 
as t o  precludc them f rom taking part i n  common European 
development had they  been  allowed t o  do s o o  

" "~-..- 

(l) In  t h i s  paper no account i s  taken o f  Mongolias a fil1 
member since 1962, i Jbania  which has not   par t ic ipated i n  
COMECON a f f a i r s  f o r  several   years  o r  Yugoslavia which 
s ince 1964 has  had a s p e c i a l   s t a t u s   i n  COMECON, 
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62. COMECON 3s such was largely dormant f rom i ts  
foundetion i n  1949 u n t i l  the mid-fiPtiese iLt t h a t  time when i n  
Western Xuro2e the  foundations o f  thc Z C  were being h i d ,  the 
Russians came out  against the  cc?ncept o f  notional  autarky, which 
had  been  accepted i n  the earlier period, and sought t o  im2ose 
the  ide-: o f  in.Lernationo1  division o f  labour  within a s o c i a l i s t  
world market. In  practice  this  has  not  been fully acceptzd, 
res is tance t o  the concept  being  justif ied  in  the name o f  national 
sovereignty. In the fo l lowing  paraGraphs  sime of the problems 
o f  COMECON - t rade  and sett lement,   prices,   specialisations - 
are  examined. 

(i) C O A W O N  Trade 

63. Intra-bloc  trade  has always been  the most important 
aspect  of COMECON, and the signing of  long-term t r ade  agreements 
the main guarantee o f  i t s   cont inua t ion ,  By planning  bi la teral  
intra-COECOiT trade well i n  .advance i t  is  possible t o  ensure 
tha t  a high  2roportion of each  country's  trzde is with  other 
members.  The USSR cccounts f o r  cbout  one-third o f  the trade of 
the   other   countr ies ;   in   the  case of  the Soviet Zone  2nd Bulgsri'cl 
the  proportion is d is t inc t ly   h ighere  

T~IBLE V I 1  
sovie t  -re in   t he  Trade of the East Curopean COUntrieS (:-l 

For pol i t ica l   reasons   t rade  with the  3ovict Union is i n  a category 
o f  its owno Lxpor t s  t o  that  country  have  the  highest  priority. 
On the other hand, deliv'eries t o  o thcr  CO1,GCON members m e  
regarded a s  l ess  important  than sales to Xestern  markets where 
convertible  currency can be earnedo 

-. 

Go .It has been the p r a c t i c e   i n  COMECON countries to aim 
a t  a bi la teral  balance of payments with each t rading  par tner  and 
t o  use Exchange Clearing as 8 method o f  settlement. Though 
t ransact ions  are  now ef fec ted   o f f ic ia l ly  i n  valuta  roubles, th i s  
does not mean t h a t  8 debit  balance with one par tner  can be 
automatically  offset  by an equal   credi t   balmce w i t h  another, 
These so-called  transferable  roubles  serve as a  measure of 
value,  but lack the  other   character is t ic  o f  r e a l  money, 
acceptabi l i ty ,  as a meens of exchangeo The f a c t  i s  that  C C E C O N  
members do n o t  pa r t i cu la r ly  want rouble  balances,  they  prefer 
d e f i c i t s  even  though they now have t o  pay   in te res t  on them. 
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65. Considerable  importance w m  a t t r ibu ted  t o  the  creation 
o f  the C C K C O N  Bank, the  International Bank for Economic 
Co-operation,  which started  operakions  in 196b0 The  Aumanians 
ensured  that  the B& would have no investment  function i n  s o  
f a r  as common funds are  concerned, b u t  i t  was intended,  apart 
from taking  over  the  clearing  f'unctions  previously  exercisecl by 
the  national  banks, t o  promote mul t i la te ra l  exchanges  betileen 
the members, In   p rac t i ce ,  extremely l i t t l e   t r a d e  i s  donc on a 
mul t i la te ra l   bas i s  and i t  can be s a i d  t h a t  no progress has been 
achieved i n   t h i s   r e s p e c t ,  There  has  been some pressure, 
especially on the  par t  of  Poland, for making the  clearing 
balances at  least   par t ly   paysble   in   convert ible   currencies ,  It 
was. agreed  that  one-tenth o f  a cauntry's   contribution t o  the 
Bank's capital   should be i n  gold or convertible  currencies, bu t  
t h i s  has not   resu l ted   in  making the  valuta  rouble  convertible 
o r r  indeed,  transferable i n  the   fu l l   sense  of the term, L few 
months ngo ,  the Czcchoslovkks !i'crc even tnlkiw o f  working 
uni loteral ly   tpmyds a convert ible   crum st 3 rc2.listic - r a t e  of 
exchange 

66. The question of pr ices  :-as always bedevilled CGMZCON 
relations.  Since none of these Communist economies  has 2 
rational price  system9 i t  has zlvmys been  the custom t o  use 
pr ices  quoted on c a p i t a l i s t  markets a s  the  s tar t ing  >oint  f o r  
inter-country  bargaining. COMXCjN pr ices  have tende2 to 
be somevriiat higher  than  the  outside  prices on which they are 
based. As the Communist p lmners   p refer   p r ices  t o  rcmain 
constant  over a period o f  years9 whereas pr ices  on ;;estcm 
markets m e  constantly  f luctuctuating,  inevitably a Giscrepancy 
develops  between  current world pr ices  and the COIECON system 
base4 on wo-ild p r i c e s   a t  a given  dctc. The most recent 
reappraisal  o f  COMECON p r i ces  was i n  -1964--1965 a s  a r e s u l t  
of which the  pr ices  o f  many raw materials were scaled down, 

67, The Russ ims  now complain that  the  prices  they  get 
f o r  their   materials  are  not  high enough, lis an a l te rna t ive  t o  
higher  prices  they  are  pressing  the East Europeans t o  invest  
i n  Soviet  extrae%.ive  industries. The  more developed  Zast 
European countries have already  entered  into  several  engagements 
o f  this  kind,  the most recent o f  nhich is the agreement by the 
Czechoslovaks  and the  East G e r m s  : to  provide  large  credi ts  t o  
the  3oviet Union, ( in   the   case  o f  Czechoslovakia i n  the form of  
o i l  equipmmt and consumer goods)  , against  payment i n  o i l  i n  
the  seventies. The Russians  are a l s o  complaining that  - their  
COMECOM partners buy Soviet raw material  such as pig  i ron  instead 
of taking  processed  material  like s t ee l ,  which  would be more 
economic f o r  bo th   s ideso  I t  i s  sometimes  argued that   the  
solution for t h i s  i s  a separp.te p i c e  system proper t o  the 
Socia l i s t  wor ldc  tha t  is, pr ices  bzsed on costs ac tua l ly  
obtaining  in   the COMECON arc,?.. This would appear t o  im:?ly eithep 
developing 2.n objective price system over  the whole 8 r o a  or 
simply extending  the  Soviet  system t o  the  other  countrieso 
Howevcr the  former  solution would be d i f f i c u l t  t o  achicve  while 
thc 1 a t  Lcr! would ce r t a in ly  meet with  opposition. 
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( i i i )   S p e c i a l i s a t i o n  

68. Specia l i sa t ion  is perhaps  the most i n t r ac t ab le  o f  
COMECON'S d i f f i cu l t i e s .  For more than a decade  the  Russians 
constantly, and others   intermit tent ly ,  have  been  proclaiming 
Socia l i s t   in te rna t iona l   d iv is ion  o f  labour as an idea l  t o  work 
for .  For themselves  the  Russians  claim the r i g h t  t o  produce 
the whole range of proclucts, which indeed i s  rezsonablc enough 
given  the huge s i z e  o f  the  country and the  wealth o f  resources, 
matcrial  and human, but  they  argue that i t  is not   ra t iona l  f o r  
smaller  countries t o  emulate them and that f o r  p o l i t i c a l  and 
ideological reasom the  Social is t   countr ies  should set  up t h e i r  
own "world market I' 

69, Everyone i n  COM3CON admits  the  theoretical  advantages 
of spec ia l i sa t ion ,  'Dut there  is no agreement in   pu t t ing   the  
pr inc ip le   in to   p rac t ice .   In   the  West specialisation  develops 
regionally and a t   e n t e r p r i s e   l e v e l   a s  a result o f  pa r t i cu la r  
cos t   s i tua t ions  which, although  they may be  affected  by.  
pol i t ical ly   motivzted meesures, are hard f a c t s   d i f f i c u l t  t o  
circumvent.  In  centrally  controlled economies,  however, 
decis ions  as  t o  enterprise  output and regions1  pat tern  are  
made administratively;  planners may refuse t o  be bound by 
considerations of cost which indeed  have  been so disregarded 
that nobody quite knows what the t rue   cos ts   a re ,  In the 
absence of an  objective  cost  and p r i ce   s t ruc tu re  t o  guide 
decisions as t o  reg iona l   spec ia l i sa t ion   the   a l te rna t ive  has 
been t o  negotiate them at  COMECON l eve l ,  Such recommendations 
inevi tably have a p o l i t i c a l  flavour. 

. 70, It was real ised  ear ly  on that nat ional  plans would 
have t o  be  "co-ordinated" i n  order t o  achieve  social is t  
special isat ion,   Since I 956, more than  twenty  commissions 
concerned  with  different  sectors of  the economy o r  economic 
functions  have  been  set up t o  study aspects o f  spec ia l i sz t ion  
and t o  make appropriate recommendations. Thc commission 
dealing  with  engineeriw  questions was par t icular ly   act ive.  
The usual  Soviet C r  Estst European a r t i c l e  on C O K C O N  gives  the 
impression  that a great  deal of work has  been done by these 
commissions, but from time t o  time i t  i s  admitted a l s o  t h a t  
the national  planning  bodies,  have  not  been  presared t o  accept 
recommendations  which did not  s u i t  them, I n  1962, Khrushchev 
made his  attempt t o  circumvent "economic na t icndism" by 
proposing ce r t a in  reforms. hn economic  committee  comprising 
deputy  national  planners was t o  meet a t  f requent   intervals  t o  
consider the recommen3htions of the commissions and t o  guide 
G Joint  Planning  Board whose function was t o  work out  an 
economic plan f o r  COMZCON m a whole. This would have made 
COMECON 3 supra-nF.tiona1  organization. Rumania r e s i s t e d  th i s  
solution  pointing  out t h a t  t h e  COMECON charter  recognised  the 
eConomic independence o f  its members. 
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71. In   Ju ly  -i963 i t  was agreed  that members need 
par t ic ipa te   in   jo in t   ac t ions  only i f  they  judged i t  t o  acccjrd 
with  their  own interests.  Since  then  the  Russians have 
encouraged b i l z t e r a l  arrangements  and  the  co-ordination  cf 
long-term  plans and  have  sought t o  ensure a high  level  o f  trzde 
in   the  sevent ieso The Rumanians are   vigi lant   les t   a t tempts  be 
made t o  re-open this  questicn.  Recently f o r  instance  2umania's 
economists re fu ted  arguments  advanced by Aoviet wr i te rs   thz t  i t  
wbuld 'be desirable t o  co-ordinate  the exports o f  COMZCON members 
t o  avoid  competition in   cases  where spec ia l i sa t ion  had been 
agreed. The Rumsnians regard such a scheme 3s an infringement 
o f  national  sovereignty. 

(c)  Future  PTosgects 

72. The f'uture developments of COKZCOD, and more generally 
o f  the  foreign  trade o f  Communist countries,   are  especially 
d i f f i c u l t  t o  visualise  in  the  present  circumstanceso It seems 
that there are two main p o s s i b i l i t i e s :  

(i) One would be  t o  consolidate COMECON more o r  l e s s   i n  
its ?resent form, while   a t terqt ing t o  improve i ts  
workm& i n   p a r t i c u l a r  as regards Px-ices, 
spec ia l i sa t ion  and paymentso  Such secms t o  be the 
in ten t ion  o f  the USSR, the  Soviet Union and, perhaps, 
Poland, This would be of some economic advantage 
t o  the USSR, which is  still  dcpendcnt t o  some extent 
on the  del iver ies  o f  i ndus t r i a l  goods f r o m  Eastern 
Europe,  mainly from Czechoslovakia and the Zone, On 
thc  other  hand,  such a system is  not  entirely  without 
economic inconvenience f o r  the U3SR i t s e l f ,  which has 
sometimcs t o  accept from othcr COIECON countries goods 
o f  an in fe r io r   qua l i t y  t o  those o f  the West,. and 3150 
t o  su2;;ly Eastern  European  countries  with raw materials 
whosc cost  i s  higher  than  in  the  ', 'icst and  scmetimes 
excecds  the  prices  paid f o r  i t  % y  the  importers, The 
production o f  such raw mntcrials  involves  large 
capital  investment which the  3oviet  Unionp i n  sGme 
cases, would f i n d  more prof i tab le  t o  d i rec t  to other 
scctorso I n  fact, f o r  the USSR, the main advantages 
o f  CCM2CGN arrangements are of  pol i t ical   nature;   they 
contribute t o  keeping some cohesion in   t he  Communist 
camp and help  the USSR t o  maintain  her  influence  over 
E:estcrn  Suropean countr ieso For this  very  reason, 
COMZCON i s  an obstacle t o  those members  who, following 
the examgle o f  Yugoslavia. and Rumania, would l i k e  t o  
emancipate  themselves from the  Soviet  gripo From 'an 
ecollornic point o f  view, it is also, t o  a large  extent ,  
a l i a b i l i t y  f o r  the  Eastern European countries,  a s  i t  
maintains a pa t t e rn  of t rade  which is excessively 
geared t o  Soviet  needs, limits the   poss ib i l i t i e s  o f  
expansicin o f  t rade  with the '{Jest and, probably, 3150 
hampers the  implementation o f  economic reforms, On 
the  other hand, the  present system, w i t h   a l l  i ts 
shortcomings, i n a y  be favoured by some Eastern European 
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countr iesp o r  a t  l e a s t  by some elements in   these  
countr ies ,  f o r  the  reason  that  it dispenses with, o r  
a t  l e a s t  delays somewhat, the need f o r  th,em t o  
introduce the fundamental  changes which would be 
required for the  integration o f  t h e i r  economy in to  
the system o f  the wor ld  trade. 

integratiGn of the economy o f  Communist countries  into 
the world pat tern o f  production and exchanges. I n  
recent yearsJ there has been a ce r t a in  movement i n  
this di rec t ion ,   no t   on lg ia  3ome E s s e  European 
countries,  %ut K L S O  i n thc .  Soviet union, iyhme trade 
with  the West has  increased  and which, among the 
Communist countries, i s  the main r ec ip i en t ' o f  
Western'credits.  However, progress has so f z r  been 
l imited,  and the bulk o f  the  t rade o f  European 
Communist countries is conducted amongst themselves, 
As very significant  expansion of  East/V?est trade, 
from an economic p o i n t  o f  view, would cer ta in ly  
provide some advantages for the  U3SR i t s e l f ,  by 
giving  greater  access t o  Western  manufactured goods 
and indus t r ia l  equipment, and dispensinx with the 
need t o  produce a t  excessive  cost some raw materials 
f o r  her   par tners  i n  COMECON, However, a s  c r ed i t s  
could not be indefinitely incremcd and have t o  be 
repaid sometime, such  an  expansion would  imply a 
sharp increzse i n  Soviet  exports t o  the Free 7iorld. 
The Soviet  Union m i g h t  take a growing pa r t   i n   t he  
su2plies of some raw materials t o  the  'ilest, bu t  she 
would have also t o  produce  manufactured goods o f  the  
qual i ty  which  could f ind   ou t l e t s  i n  the indus t r ia l i sed  
West and, a t  the same time,  expand her  exports t o  
develoying  countries. For the  Eastern European 
countr ies ,   in tegrat ion  into the world pa t te rn  o f  
t rade  wculd necessitate  an  adjustment o f  t h e i r  
economies t o  world requirements  end, f o r  several  o f  
them, a dras t ic   e f for t  t o  modernise their   industryo 
As they would probably  experience  difficulty i n  
exporting enough t o  be able t o  gay in   convert ible  
currencies for their imports o f  raw materials,  they 
would depend even more than now on export   credi ts  
and possible financial a s s i s t ance   i n   o the r  forms 
from t h e  West. In both the USSR and the Eastern 
European  countries a subs tan t ia l  development of 
trade  with  the  Free World would probably a l s o  involve 
the  introduction of g r e a t e r   f l e x i b i l i t y   i n   t h e  
working o f  the economy, tha t  is  t o  say the  speeding- 
Up o f  economic reforms. 

(ii)- The second poss ib i l i t y  would be precisely such an 

73. . If is unl ikely  that  a l1  these  conditions will 'be 
f u l f i l l e d   i n  the immediate fu tu re  and, therefore,  the  best 
t h a t  C m  be  expected will be only a gradual expansion o f  
Eastfiest   trade.   This has been made c lear ,  i n  par t icu lar ,  by 
NhTO C ONFIDENT LU, -2a- 
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the Cxechoslovck cr i s i sp   tha t   the  USSii i s  concerned a t  the 
loosening o f  economic t ies   with  her  COMECON par tnars ,  which 
would r e s u l t  from a f a s t  growth o f  t rade  with  the Vest. i'dthough 
this  paper i s  essentially  concerned  with economic problems, i t  
may be  in   order  t o  note  here  that.,  while East/West trade may 
make a contribution t o  the  general  detente  between  East and 
West, i t s  growth i s  i n  i t se l f   l a rge ly   condi t ioned  by the 
existence  cf a favourable  poli t ical   cl imate,   This means tha t  
developments are  unlikely t o  be always i n  the same direction. 
There will probably be, i n  the expansion of  economic r e l a t ions  
o f  the West with  the Communist countries and i n  the 
implementation o f  the ec nomic reforms i n  this  area,  pdrîo.ds 
o f  progress and periods o f  zause and even regression. 

, .  
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SUUNiARY 

74, The USSR and the  countries of Eastern Europe account 
f o r  about 10% o f  the world population and 19% of  world output. 
NATO countr ies   as  a whole, with 15% of the  population,  produce 
5-t% of the world output, The economic po ten t i a l  of NATO 
Europe alone,  in  terms o f  GNP, matches tha t  of a l l  the European 
Communist countr ies ,  and t h e   t o t a l  GNP of the s i x  countries of 
the European Economic  Community is about  the same a s  tha t  o f  
the  Soviet Union, The USSR has a GNP s l i g k t l y  less than half of 
tha t  o f  the USA;  she is in a r e l a t ive ly   be t t e r   pos i t i on   fo r  
indus t r ia l  oGtput (55% o f  the U S A )  but much weaker f o r  
agriculture,   In  l iving  standards,   both  the USSR and other 
Communist countries  lag  behind the West, although on each s ide  
there  are  obvious  variations from country t o  country, In 
Communist countries  the  share  of  the consumer has  been  kept down 
as  large  resources have  been directed t o  investment  and, i n  the 
USSR a t  any r a t e ,  t o  defence, 

75. After some slowing down i n  the ea r ly   s ix t i e s   t he re  
has  been  an  increase  in the r a t e s  o f  growth i n  these countries,  
due pa r t ly  t o  the   exce l len t   agr icu l tura l   resu l t s   in  1966/67. 
Off i c i a l   r a t e s  o f  growth o f  Communist countries are not s t r i c t l y  
comparable with Western f i g u r e s  and tend somewhat t o  exaggerate 
achievements. However, Western  calculatians s.how that  the  yearly 
increase of GNP over  the p e r i o d  1963/67 was 5,3% i n  the Warsaw 
Pact  countries,  taken  together, and 4.6% i n  the NATO countrieso 

76, Indus t r i a l  growth i n  the Communist area  continues  to 
be f a s t e r  than i n  the :?Jest, though not   in  Japan. A r e l a t i v e l y  
new fea ture  i s  the  emphasis a t   l a s t  being  given t o  the consumer 
sector. I n  the context of economic reform r a the r  less 
importance is  being  attached t o  maximum output alrd more to  
quality,  but  complaints on this score s t i l l  abound. 

77. In  the  Soviet  Union the 1956 harvest was abnormally 
good, The e f f e c t s  were s t i l l  apparent i n  1967 i n  t he  improved 
l ivestock  s i tuat ion,  There are   s igns  that  the excel lent  
r e s u l t s  may not  have  been e n t i r e l y  due t o  good weather and t h a t  
a more f l ex ib l e   con t ro l  of agricul ture  may have contributed 
somewhat.  However, Soviet  agriculture  remains backward; too 
much labour,  too l i t t l e  machinery and fe r t i l i se r  are  used, 

78, The ra te  o f  investment i n  the Communist countr ies  
remains high, the   absolu temounts   increas ing   annual ly   a t   ra tes  
generally  higher  than  the  growth i n   n a t i o n a l  
income(li) c Hov,revep, the re turn  from investment  in  these 

countries is tho-aght t o  be less than i n  the West, Resource. 
allocation  remains a major  preoccupation of the  planners,  the 
consumer sector  (including  servicesm  the  importance of  which i s  
being  belatedly  recognised)  competing more obviously with 
c a p i t a l  and defence. 

(l) See Table V I  a t  Annex 
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79. Real wages are slowly r i s ing ,  and the gap between r u r a l  
and urban  incomes is closing,  r ietail   trade i s  expanding a t  about 
the same ra t e   a s   na t iona l  income, but i t  is realised  that   the 
qua l i ty  of goods,  the  standard of services and housing  are all 
inadequate. I t  h a s  been  calculated t h a t  consumption i n  the USSR 
i s  only  about  half  the German standard. 

80. I t  is real ised  that   the   basic  t a s k  a s  regards  the 
Soviet economy is  t o  e f f ec t   s t rucWra l  changes: t o  ra i se   l iv ing  
standards, t o  go .over t o  intensive  development,. t o  complete the 
mechanisation of processes t o  improve the  working of  the 
economic process. Tasks in  the  other  countries depend la rge ly  
on the stage o f  development  reached. 

81 e The weaknesses o f  the   central ly   control led economy have 
made reform  necessary.  Previously  only  administrative measures 
could be considered,  but the decline  in  the  rate of growth made 
more fundamental  changes  acceptable. The main reforms  envisaged 
are :   decent ra l i sa t ion  of  production  control,  recognition of  
economic laws, more s t r e s s  on incentives  geared t o  public 
i n t e r e s t ,  a coherent  price system. Two types of  reform programme 
appear t o  be envisaged: an orthodox,  conservative programme as 

” in   the  USSR, the  Soviet Zone , Poland and Rumania, designed t o  
,. streamline the exis t ing  system, and a more l i b e r a l  approach, 

as  in  Czechoslovakia, Hungary and even Bulgaria,  accepting some 
market elementso 

82, I n  the USSR the  system  approved  by  the Pa r ty   i n  1965 
i s  being implemented. Regional control of  industry,  introduced 
i n  1957, has  been  abolished and the o ld  minis te r ia l  system 
restored. The question whether enterprises  should be grouped 
into  larger   associat ions i s  not   se t t led ,  A t  en te rpr i se   l eve l  
ra ther  more freedom h a s  been  given t o  managers who are  expected 
t o  pay more a t t en t ion  t o  sa les   ra ther   than  maximum output;  great 
emphasis is put on incent ive  a t  this leve l ,  New prices  have  been 
worked out  and introduced. They are, however, still fixed 
cen t r a l ly  and are   no t   l ike ly  t o  affect  production  decisions. 
Managers are s t i l l  controlled from above rather   than exposed to  
the  discipl ine of market forces. 

83,  The Soviet Zone of‘ Germany introduced. i t s  r a t h e r  
uninspired new system  already i n  1963 with a new se t  of p r ices  
and  some freedom f o r  large  trusts  grouping  producer  enterprises.  
In  Poland,  after  the  earlier  at tempts a t  reform had come t o  
nought,  progress  has been par t icu lar ly  slow, The  Rumanian 
leaders  have  remained sa t i s f ied  with economic  advance, and it 
is  only  recently  that  they have  espcused  the  idea of ce r t a in  
f a i r ly   l imi t ed  reforms, 
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84, I n  Czechoslovakia, on the other hand, the  intent ion 
was t o  introduce market elements,  Central  planning was t o  be 
l imited,   enterpr ises  grouped in to   Trus ts  which have some 
autonomy, c a p i t a l   t o  be al locatedlargely by banks  and paid f o r ,  
Some p r i ces  were t o  be f ixed   cen t ra l ly ,  some to   f luc tua te   wi th in  
limits, and others  were to   be   f r ee ,  The reforms  envisaged in  
Czechoslovakia  could  involve  price  increases  in consumer goods, 
some redundancy and  unemployment  and there i s  a risk o f  soc i a l  
unrest  before  the  reforms  begin t o  y i e l d  s o l i d  benefi ts ,  Recent 
events i n  Czechoslovakia call   into  question  the  reform programmeo 
The  new system which was introduced a t  the beginning of this year 
i n  Hungary i s  s i m i l a r   i n  many ways t o  the  Czechoslovak model, 
but  trusts  are  not  envisaged. 

85. The results s o  f a r  achieved are meagre, but  the 
problem i s  great,  The concept of  economic  law and r a t i o n a l i t y  
i s  generally  accepted but the  granting o f  freedom to   en te rpr i ses  
involves  both a l o s s  of power a t   t he   cen t r e  and the need f o r  an 
alternative  oc-ordinator  such a s  the market mechanism,  The 
mixed  economy a s   i n  Yugoslavia i s  liable t o  i n f l a t i o n  and the 
market forces  can  involve  redundancy and social   unrest .  Moreover, 
the  Soviet  leaders  are  concerned a t   t h e   e f f e c t  advanced ideas  
can have on t h e i r  own people and on the economic policj.es of the 
other   countr ieso 

860 Like w o r l d  trade as  a whole,  the  foreign  trade of these 
countr ies   has   t rebled  in  the period 1956/67* Like the  US-4, the 
Soviet Union,  because o f  i ts  great   s ize  and the  extent of i t s  
resources, is not  very  dependent on fore ign   t rade ,   bu t  the 
smaller Communist s t a t e s   a r e ,  and the i r   t rPde ,  measured a s  a 
share of t h e i r  GNP, is considerable, 

87. The  Communist system of economic  control,  does  not 
ad jus t  t o o  well t o .  world  trade  based on comparative  costs. 
Fo r  pol i t ical   reasons,  t o o ,  trade with the kVest i n  the e a r l y  
post-war  period was limited, and even now the USSR i s  unwilling 
t o  see its Communist neighbours  trade  too much w i t h  the Nest, 
However, f o r  some years   there   has  been a great and gmwing 
i n t e r e s t   i n   c a p i t a l  equipment from the West which has  been 
stimulated  by  the  granting of l a rge  credi ts ,  

880 The i n s t i t u t i o n a l  framework f o r  economic r e l a t ions  
between the  countries o f  the  area is COMECON - the  Council  for 
Mutual Economic Relations.  In i t s  ear ly   years  i t s  r o l e  was 
passive,  but  since the mid-f i f t ies   the  ideal  of  t he   soc i a l i s t  
divis ion o f  labour  has  been  preached  though hardly practised. 
Detailed  arrangements for   t rade  are  made w e l l   i n  advance and 
specif ied a t  the beginning of the year,which makes i t  eas i e r  
t o  maintain  the COMECON pattern.  

89. Trade settlement i s  thrmgh the Clearing,  valuta 
roubles  being  used  as  the  unit of  account. There is no urge 
t o  h o l d  these  roubles, however, as they are  not  convertible. 
The COMECON Bank has   not   l ived up to   expectat ions,  It operates 
a s  a c l ea r ing  bank but  has  not promoted mul t i l a t e ra l   t r ade  o r  
moved towards currency  convertibil i ty,  
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90, COMECON prices,  broadly  based on those  prevailing 
outside  the  area,  are  fixed f o r  a period  during which  time 
they  naturally  tend t o  get  out of l i c e  with world prices. A t  
the moment the  Russians  are  dissatisfied with the  low pr ices  
they  are  gett ing f o r  raw materials. 

91 Intra-COMECON specialisation  cannot  develop 
spontaneously and has t o  be arranged, which tends t o  become a 
po l i t i ca l   i s sue ,  Khrushchev's p l a n   i n  1962 t o  impose a supra- 
national  planning  ,function on COMECON f a i l e d  owing t o  Rumanian 
resistance,, 

. .  

92, There appear t o  be two main p o s s i b i l i t i e s  for the 
future  economic r e l a t ions  of Communist count r ies :   e i ther  t o  
continue with COMECON i n  i t s  present form w i t h  some improvements 
as  regards  prices,   trade  sett lement and special isat ion,  o r  t o  
make the  radical  changes  necessary t o  become p a r t  of  the wor ld  
trade system.  For the USSR, against  the  advantages  derived 
under  the  present system in   ob ta in ing   indus t r ia l  goods from 
some of her  COMECON par tners  must be  counted  the  drawbacks of  
having t o  provide  costly raw materials and t o  accept sometimes 
lower qua l i ty  goods. The main gain f o r  the  Soviet Union is of 
a po l i t i ca l   na ture ,   i . e .  the  maintenance of her influence  over 
other COMECON members. These countr ies   are   inhibi ted  in   their  
attempts t o  emancipate  themselves from the  Soviet g r i p  and, i n  
addition,  they have t o  maintain a pa t t e rn  of trade which is  
excessively  geared t o  Soviet  needs and which may hamper their  
economic rer"orms. On the  other hand,  even in  these  countries,  
the  present  system may be favoured by some who would fear   the  

4 r ad ica l  changes  required f o r  f u l l   p a r t i c i p a t i o n   i n  world trade, 

93, Such par t ic ipa t ion  is , i n   f a c t ,  the  second a l te rna t ive  
offered t o  COMEXON countrieso There  have  been s t eps   i n  t h i s  
d i rec t ion   bu t ,  s o  f a r ,  they  have  been l imited,  and the  
Czechoslovak c r i s i s   h a s  shown that  the  Soviet  Union would frown 
a t  a sharp  expansion o f  economic r e l a t i o n s  o f  her COMECON 
par tners  w i t h  the West, This second a l te rna t ive  would provide 
greater   access  t o  the USSR herself  for Viestern indus t r ia l  goods 
and equipment,  but  she would have t o  achieve a d ra s t i c  expansion 
Of her  exports and this may be d i f f i c u l t ,  The d i f f i c u l t y  would 
be even grea te r  f o r  Eastern European countries,  .which would 
therefore depend largely upon Yestern  credi ts  and assistanceo 
In both the USSR and Eastern Europe the  speeding up of economic 
refOrms would also be necessary. 

94. A l l  these  condi t ions  are   unl ikely t o  be f u l f i l l e d  and 
there w i l l  probably be only a gradual  expansion of EastbJest  
trade.  Since, moreover, this is contingent t o  some e x t e A  on 
po l i t i ca l   f ac to r s ,   t he re   a r e   l i ke ly  t o  be period6 of progress 
and periods of pause and even  regression. 
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TABLE I 

MAIN ECONOMIC INDICATORS - COMMUNIST  COUNTRIES 
SELECTED NATO COUNTRIES 

" 

l 
- 

POPULATION 
( m i d -  1.967) 

East European  Countries 

1. Bulgaria  . 8.3 
2. Czechoslovakia 14.3 
3. Hungary 10.2 
4. Poland 32.0 
5.  Rumania 49.3 
6. Soviet  Zone Germany 17.3 
East  European TOTAL .l01 02 

7 . Soviet  Union 235 05 
Warsaw Pact TOTAL 336.7 

Se lec ted  NATO Count r ies  

l. France 49.9 
2. Germany 59.9 
3 .  United Kingdom 55.1 
4. I t a l y  52 - 3  
5. Greece 8 07 
6. Turkey 33.8 

I NATO Europe TOTAL 299 7 

7. Uni ted   S ta tes  799.1 
NATO TOTAL 518.8 

I WORLD TOTAL 13,410.0 

6.9 
9.9 

5.8 
15.2 

100.0 

GROSS NATIONAL  PRODUCT - I967 
~ ~ ~~ 

(marke t   p r ices  - US $ 1966) I 
B i l l i o n  U! 

f purchas- 
.ng power 
!quivalentE 

8.4 
25.5 
12.9 
35 05 
18.1 
30* 5 
130 0 9 

372 *O 
502 9 

(2,662.0) 

(% of 
world 
to t a l )  

(US ;d p e r  
head  pur- 
chas ing  powe 
equ iva len t s  

7,010 
'I 'I 780 I, 260 
1,110 

940 
1,760 

Sources : "Soviet  Economic  Performance 7956-67" 
J o i n t  Economic  Committee - Congress of the   Uni ted   S ta t ,es  May 1968. 
- IJIonthly B u l l e t i n  of S t a t i s t i c s  - United  Nations - May 1968. 
( Est imates  by t h e   S e c r e t a r i a t .  
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TABLE II 

3 
( O f f i c i a l  Communist Sources) 

change over preceding  year  

country 

Bulgar ia  
Czechoslovakia 
H u w a w  
Poland 
Rumania 
Soviet Zone of  G e r m a n y  
Soviet Union 

I I 
, Source: Economic Survey 1967 EICE Geneva, 
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1967" 

9 a 0  
8 .O 
7.0 
6.0 
7.5 
5.0 
6.7 
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T,I;Bm III 

GROWTH RATES OF GR9SS NA.TION& PRODUCT 

(GNP a t   cons t an t   marke t   p r i ces  US 8) 

r: change  over  preceding  year 

5 years  
average 
-l 963-67 

1965 1966 1967 

4.3 
1.7 
0.0 
6.9 
8.2 

4.4 
3.7 

A. COMIVITJNIST COUNTRIES 
East European  Countries 
l . Bulgaria  
2 . Czechoslovakia 
3 .  H w a w  
4. Poland 
5. Rumania 
6. Sovie t  Zone of GemnarU; 
East Europe TOTAL 

7. Soviet  Union 
Warsaw Pact TOTAL 

6.6 
-1 .8 
4.8 
5.9 
3.9 
2.0 

2.9 

4.3 
4.4 

3.8 
-1 .O 

. . -1-5 
5.5 
6 ,  O 

10.0 
2 .O 

B, WESTERN COUNTRIES 
Selec ted  NATO C o u n t r i e s  
I .  France 
2. Germany 
3 .  United Kingdom 
4. I t a l y  
5. Greece 
60 Turkey 
NATO Europe TOTAL 

7. United S t a t e s  
NATO Tota l  

LC.0 

4.2 

6.7 8. Japan 

Source: ' 'Soviet  Economic Pzrformance 1966-67" - Congress of t h e  US. 
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TBLE IV 

INDUSTRIAL PRODUC TION 

Communist and selected Western countries 

1963 - 1967 

(Index : 1960 = 100) 

1964 1965 1966 1967 1963 

A. COMMUNIST COUNTRIES 
1. Bulgaria 
2, Czechoslovakia 

B. _SECTED WESTERN COUNTRIES 

162 
116 
14-4 
151 
171 
122 

l 7 9  
122 
152 
161 
l 90 
l 26 

1 45 

144 - 
l 28 
131 
116 

131 
171 

143 
194 

%ivi l ian   p roduct ion  only. Production of mi l i t a ry  goods is excluded. 

Sources: Communist countries:  "Soviet Economic Performance" 
Joint Economic Committee, Congress of the United States .  

Western countries: OECD - S t a t i s t i c s .  
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TABLE 
" 

AGRICULTURAL OUTPUT 

1960 = IO0 

EASTERN EUROPE 
Bulgaria 
Czechoslovakia 
H u Q w - Y  
Poland 
R u m a n i  a 
Soviet Zone of Germany 

116 
1 38 
108 
I l 0  
114 
130 
108 

I 116 
I39  ' l41 

I I10 
1 113 
~ -127 
I 112 

TABLE PI 

INCREASE IN FIXED ImSTPVIIENT 
(current   pr ices)  

Soviet  Zone of Germany 

TABLE VI1 

INVESnaENT I N  THE SOVIET UNION 

SECTORIAL DISTRIBUTION OF GROSS FIXED INVESTMENT 

(selected  years  - y: of t o t a l )  

?TA TO C: CT'F _1__yIi*,&> I PEP\TT A-. "."S- ILL 
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TABLE VI11 

TRADE TURNOVER. OF COPXECON COUNTRIES 

(mill ion  roubles) 

USSR 
Others 
Soviet Zone of Germany 
Czechoslovakia 
Poihand 
Hungary 
R u m a n i a  
Bulgaria 

1965 

Source: Soviet  periodical  llForeign Trade" 

TRADE PER HEMI OB POPULATION 
AND AS PERCENTAGE OF GNP 

Bulgaria 
Hwaw 
Soviet Zone of Germw 
Czechoslovakia 
Poland 
Rumania 
Sov ie t  Union 
USA 
Germr-Lny 
United Kingdom 
France 
I t a l y  

Turnover  per 
head ,@ 

367 
340 
403 
396 
160 
154 
80 

289 
660 
582 
475 
352 

Sources: O E D  and Soviet Publications - 

36.3 
26,9 
22.5 

j4.5 
16.2 
4.9 

28.3 

21 84 

786 

28 .l 
20.8 
24.3 .- 
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