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SUB-COMMITTEE ON SOVIET ECONOMIC POLICY , 

THE YUGOSLAV ECONOMIC EXPERIMEBT 

Note by the Chairman 

In  accordance  with  the  decision of  the Sub-Gommittee(l), 
the Economic Directorate  has  prepared  the  attached  draft summary 
report i n  the   l igh t  o f  the exchange of views on economic develop- 
ment i n  Yugoslavia  held on 24th  February, 1966, 

2. This d ra f t  will be put on the agenda of the  next  meeting 
o f  the Sub-Committee, t o  be held on 24th March,  The Sub-committee, 
a f t e r  having examined i t ,  might  wish t o  forward i t  t o  the Committee 
of  EconorAc Advisers f o r  further  consideration, 

(Signed) A, VINCENT 

OTAN/NATO, 
Par is ,  XVIe 
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SUB-COMMITTEE ON SOVIET ECONOMIC POLICY 

TH% YUGOSLAV ECONOMIC EXPZRIKENT 

Draft  report t o  the Committee of Economic Advisers 

INTERNAL SITU1,TION . 
. .  

1, Yugoslavia is ,  a f t e r  Poland,  the  .largest  country of 
Eastern Europe both in  area  (255,800'sq,km0) and population  (19.5 
million). It  is a mountainous land, of which only  about 30% is  arable. 
With around one half  of the active  population  occupied  in  agriculture,  
i t  is  s t i l l  one of  the   l eas t  developed  countries i n  Europe and 
comparable i n  t h i s  respect t o  Runania and.Bulgari-a. Na*ional 
and religious  differences  are  accentuated by c o n t r a s t s   i n  ec'onomic 
develJpment, especial ly  between  the more advanced  Northern  regions 
(Slovenia and Croatia) and the s t i l l  backward Southern  ones. To fac i -  
litate the  Co-existence o f  the  various  national  groups,  Yugoslavia 
has  adopted a federa l   cons t i tu t ion  ( 6  republics and 2 autonomous 
regions, 

2, The break with the COXINFORM i n  mid-1948 brought t o  an end 
the  .implementation of  the f i rs t  five-year  plan (1947-1951) wh.ich had 
been drawn  up according t o  the Soviet model  .and was based on close 
economic l i nks  with the  bloc,  After  three o r  four  years of economic 
crisis,   important  progress was  made in   t he   i ndus . t r i a l i s a t ion  of the 
country;  the  second  five-year  plan (1957-1961) was ' f u l f i l l e d  one 
year  ahead of schedule, During., the  period 1957-1960 t h e  annual 
average  rate o f  growth of  the Net Material  Product  reached  1108$,  that 
of industr ia l   product ion l 4 J y O  and t h a t  of agricul tural   preduct ion 
ll.l$, This development  took  place i n  a rapidly  changing 
i n s t i t u t i o n a l  framework, 

3 ,  In  industry,  striking  experiments were carr ied  out ,   not  
only t o  overcome the economic . d i f f i c u l t i e s ,   b u t   a l s o   a s  a r e su l t  
o f  the  concern of the  rdgine t o  discover a new road t o  socialism, 
d i f fe ren t  from tha t  of the  Soviet  bloc, The Federal Government 
retained, i n  pa r t i cu la r  through its pr ice  and cred i t   po l icy ,  

. considerable  control  over  the economy. On the  other  hand,' there has  
been since 1950 a gradual development of workers'  self-management 
through elected  counci ls   a t   the   level  of the   enterpr ise ,  and of 
administrative  dscentralisation:  the  republics,   the communes, and 
the  enterprises were granted a large  degree of autonomy, T h i s  
brought  increasing  opportunities f o r  market forces  t o  come. into  play.  

4, From 1353 onwards, agr icu l tura l   po l icy  was a l s o  ,changedo 
It w & s  recognised  that   collective  farming  should be the   r e su l t  Of' 
persuasion,  not of coercion. Farmers  were  allowed t o  withdraw  land 
and l ivestock from working  co-operatives;  obligatory  sales t o  the 
State  were abolished;  guaranteed minimum prices  introduced and land 
taxation  reformed, The peasants who joined  general  Co-eperatives 
were g iven   spec ia l   fac i l i t i es  t o  finance  investments, which 
consequently  increased, Qn the o t h e r  hand,  the maximum s i z e  Of. 
private  holdings was lowered from 25 t o  10 hectares ( l 5  in   except ional  
cases).  Private  holdings - the   s ize  of which  average 3&. hectares - 
occount f o r  87A of total   arable   land,  Such fragmentation  seriously 
hampers modern farming. 
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5. The ' t h i r d  five-year  glan (1961-1965) which had s t a r t e d  
under  favourable  auspices  quickly  got hogged d o - m  i n  nounting 
economic d i f f i c u l t i e s  and was quiet ly  dropped i n  1963: 

- there  was a s e r i e s  of poor  harvests;   these were 
mastly due t o  bad weather,  but  partly  also t o  vac i l la -  
t i ons   i n   t he   po l i cy  of the  authorit ies  towards  private 
versus  coJJective  farming; 

- wages  were ra i sed  by norlcers' counc i l s   a t  a f a s t e r   r a t e  
than  that  of  the  growth of yroducSivity which was 
dampened by t o o  g r e a t   e q u a l i t y   i n  wages; 

excessive and i l l -dis t r ibuted  investments   resul ted  in  
sinultaneous  shortages and g lu t s  of various  products; 

- u n r e a l i s t i c  and arb i t ra ry   p r ice   f ix ing   (pr ices   a re  s t i l l  
.controlled  by  the  State for 8% of the  industrial   pro- 
duc ts )   l ed  t o  ineff ic ient   use  of p-oductive  cdpecity. 

These d i f f i c u l t i e s  were p a r t l y  due t o  the  fact   that   Yugoslavia had 
kept   several   features  of an  orthodox Communist economic system, 
while  she was introdiucing  elenents of one o f  a market economy; 
she kacl re l inquished  the  correct ive of  the  former  system 
(i.e.  coercion)  without  having  ~"ully  acquired  the  corrective of the  
market fo rces -   In  such circumstances,  strong  inflationary  tenden- 

c ies  appeared i n   t h e  Yugoiîlav economy; t h e  c o s t  of l iving  index 
increased  by 3% f r o m  1959 t o  1962. 

6. To correct  t h i s  s i tuat ion,   the   authori t ies   took  def la-  
tionary  measures which were prematurely  relaxed o r  removed  when 
the economy began t o  f ee l   t he   p inch"   In   pa r t i cu la r ,   r e s t r i c t ions  
on  c oi'.Sumer c red i t s  and investm:nt  were a p p l i e d   i n  1962, and 
aga in   in  October 1964, and fu r the r  measures,  including  freezing 
of prices, mere introduced i n  Biarch 1965* Such a policy  involved 
some re turn  t o  a more central ly   run economic system. It did not 
succeed i n   s t a b i l i z i n g   p r i c e s  : f rom 1962 t o  1964, the  cost  of 
l iving  index  rose by 18$v Although it  r e s u l t e d   i n  wide f luctua-  
t i o n s   i n  the pace of  economic expansion  during  the  period 1961-1964, 

as a yearly  average,  the  net  material  product  rose by 70%t 
industrial   production  .by lle3%, but  agricultural   product, ion by 
only 2.6%. I 

7. These short   term  s tabi l izat ion measures  ,were f olloned 
i n  July 1965 by  an economic reform, vvhich, i n  view of  i t s  scope 
and effects ,   has  been  considered  by some as a revolution. It a ims 
a t  making market forces  play a growing rôle   in   product ion and 
inve-stment  orientation.  Rather  than solving t h e   d i f f i c u l t i e s  
inherent   in  2 developing economy by a re turn  t o  r ig id   cen t ra l iza-  
t ion ,  it fos t e r s   t he  autonomy of the  enterprise and r f2l ies  on 
competitian t o  introduce a memure of discipl ine  into  the econornic 
decisions o f  the wol-kers' councils. .The main steps  taken were the 
following : 
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A revision of the  tax system, which reduced  the  share 
of finds e t .  the  disposal o f  the  Federation,  the 
Republics and the Cornanes, leavin , a h r g e r  percentage 
of the p r o f i t s  (7% instead of 5l$ 7 t o  t h e   e n t e r p i s e s  
f o r  self-financing. 

The chief   responsibi l i ty  f o r  distributing  inv9stment.  
funds  has nov devolved  onhnks; t h i s  i s  l i k e l y  t o  
leave nore,  scope f o r  .purely  econocic  considerations as 
the bznlcs may show greater   discr inimtion  than  the ' . 

Sta t e   i n   t he i r   s e l ec t ion  of enterprises  wishing t o  
expand. . .  . .  

t lPol i t ica l l '   p r ices  for raw materials,  production bonuses 
and State  subsidies t o  unprodxctive  entergrises have 
been  abolished. 

Agricul tural   pr ices  have been  increased  substantially. 

,%orkers'  councils have been  urged t o  ensure  that  wage 
increases   re f lec t  a .growth productivity,  and t . o  .a'dmit 
greater mage d i f fe ren t ia t ion .  

8. The first r e s u l t s  of the  reform seem t o  be of  2 
somevhat nixed naturc. The nost  spectaculsr one mc2s a sharp 
r i s e   i n   p i c e s  which vas t o  be  expected, as a r e s u l t  o f  the, 

October 1965, the  cost of l iving  index was nearly 5% above 
i t s  l e v e l  of October, 1964, and wages as well as most other 
personal incomes gradually f'oUoned su i t .  There has a l so  
been 8 r i s e   i n  unemployxient a s   en t e rp r i se s   l a id  o f f  redundant 
labour   in  an e f f o r t  t o  reduce  their-produc-tion  costs. T h i s '  ' -  

h r s  tended t o  encourage  emigration which, as   fa r  as sk i l l ed  
manpower i s  concerned, m y  creetc problems f o r  the Yu-gos lm 
economy, The rcduction of  State  funds w.dc avs î lab le  t o  
industry may have  sharpened  the  rivalry 5otween the nope 
developed  republics and the less developed  ones, t h e   l a t t e r  
fear ing  f o r  their  investment  projects,  although a special  
regional rUnd, comparable t o  the "Casa del Mezzogiorno" hzs 
been  crcated t o  help them. On the  other hand, the  authori t ies  
have  been firm enough t o  maintain budget exjcndi turc   a t   the  
same l eve l  as tha t  of! 1964,. The balance of -paymznts  has 
shown favourable s i p s  and in   pa r t i cu la r   t he   go ld  and  exchange 
reserves  rose from W108 mil l ion   a t   the  end o f  1964 t o  $150 
mil l ion   a t   the  end of Novmber, 1965. Also production h& 
mûde further  progress:   industrial   output  has  increased by 870. 
f r o m  July t o  December, 1965* Although  the r isk of a relapse.  
i n t o  economic  and f i n a n c i a l   d i f f i c u l t i e s  cannot  be ruled 
out ,   observers   cons ider   genera l ly   tha t   f i tu re   pospec ts   a re  
f a i r l y  gcod and t h a t  Yugoslavia mill be 2.ble t o  s t a b i l i z e  i t s  
prices,  while  -maintaining a sa t i s f ac to ry   r a t e  of e a  nonie 
gr o e t h  

. upward adjustment. of ag r i cu l tu ra l   p r i ces  and the   abol i t ion  
. o f  aakeshi f t s  such as p o l i t i c a l - p r i c e s  and subsidies .   In  
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9. I n  1951 the   State  abandoned i t s  monopoly of Yugoslavia's 
external  trade;  since  then  there  has been a gradual, i f  slow, 
re laxat ion o f  the many controls and r e s t r i c t i o n s  imi2osed  by the 
au tho r i t i e s  on fore ign   t ransac t ions .   In  1961 a s ingle  exchange 
r a t e  (750 dinars  = $1) was introduced. as well  as a new customs 
t a r i f f ,  The. economic reforms of July 1965 were a fur ther   s tep  
towards the l i b e r a l i s a t i o n -  o f ,  ex te rna l   t rade .   Ho~ever ,   a t  this 
s tage,  government control  over pr ices  and iclpcr ts is  s t i l l  f a i r l y  
extensive, 

10. The Feographical  pattern o f  Yugoslavia's,  foreign.  trade 
has been strongly  influenced by the  viciss i tudes o f  i t s  relations 
w i t h  the Communist countr ies ,   In   the immediate  post-war years 
e f f o r t s  were made by Yugoslavia t o  d i r ec t  as much as possible o f  
i t s  trade  toncrds  the COHIXFOPJi countries;  i n  1947 these .accounted 
f o r  about 54% o f  t o t a l  Yugoslav foreign  t rade.   Mter   the  break 
w i t h  the  Soviet   bloc  in mid-1948, t rade with tha t   mea  was brought 
t o  a complete h a l t  within a yearo  not t o  bc resumed u n t i l  1955. 
During  these  years o f  economic blockade  by  the Communist countries,  
Yugoslavia  depended heavily on t rade with the major  Western Powers 
as wel l   as  on the i r   g ran ts ,   loans  and  defence aid. Since 1955, 
commerce with the COJiECON countries has grown s t zzd i ly ;  f rom about 
10% of  t o t a l   t u rnove r   i n  1955, i t  rose t o  about 35% i n  1965e 

11. This  expansion of trade with other 3k.rope2.n  Communist 
countr ies  i s  l a rge ly  due t o  an  increase o f  Yugoslav  exports. The 
USkiR, f o r  instance,   has  placed  substantial   orders with Yugoslav 
ship:ra.rds which otherwise would have  been i d l e  m d  it has  helped 
o t h e r   l o c ~ J  inCiustries by buying their   products  which could.not 
f i n d   o u t l e t s   i n   t h e   F r e e  World, Bowever, Yugoslov leaders  have 
s t resse 'd   the   d i f f icu l t ies  of trade with the CObiEC03T; i t  is hard 
t o  f ind  a SatisfacLory method for f ix ing  conmod-ity pr ices  and the 
non-convertibility o f  foreign exchange  earnings reduces the i r  
v d u e  They do not  wish  Yuboslavia  trade'  with  the COUiXON t o  
exceed a ce i l ing  o f  40% of t o t a l  t urnover, 

120 The Yugoslavs  .have f o r  many years  now endeavoured t o  fo s t e r  
t rade mith the  developing  countries by grant ing  credi t  on generous 
terms; &Uiqing the l z s t  f o u r  years  the ' share of these  countr ies   in  
t o t a l   e x c h a g e s  hzs fluctuated  betneen 15 and 17.5%. 

13. One o f  t he   min   . f ea tu re s  o f  Yugoslavia's  external  trade 
h2.s been  thc  persistence of a t rade   def ic i t  ( $430 m i l l i o n   i n  1964 
1x1965, the   s tabi l iza- t ion  pol icy 2nd the  devaluation of the   dinar  
brought  about a reversa l  of t h i s  trend;  folloming a sharp  r iSe  in  
exports and a s l i g h t  drop in  imports,   the  trade  deficit  narrowed 
t o  $196 mil l ion and f o r  thc first time  since  the war the  overal l  
balznce o f  pa3ments showed a small surplus  (estimated a t  $8 mil l ion 
Hmever ,   th i s   resu l t s  mainly from a substant ia l   t rede '   surplus  with 
the CONECOJT countries;  the  balance o f  payments posi t ion wi th  the 
hard currcncy  countries  rensins  strained. . .  
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14, Western  economic aid has played a g r e a t   p a r t   i n  
Yugoslavia's economic  developme,.nt, The trade  deficits ,  which 
u n t i l  1965 exceeded  net  earnings from sërv ices   and-pr iva te  
t r a n s f e r s ,  were financed  mainly by grants and c r e d i t s  from t h e  
United  States ,  Western  Europe,  the,IMF and the  IBRD. The 
la rges t   cont r ibu t ion  came frbm the  .United  States and amounted 
t o  $ l s9  b i l l i o n  f o r  the  period.1946 t o  l963 inc lus ive ,  t o  which 
should  be  added $694 mil l ion wor th  o f  mi l i ta ry   ass i s tance .  
,Other contributors  included  the  United Kingdom, I t a l y  and 
Prance. To help  in  the  implementation o f  the  present  reforms,  
I t a l y ,   i n  1965, extended a loan of $45- mil l ion,  and the  
United  States   a l lowed  credi ts   in   var ious forms t o  t h e  amount 
o f  $ 97 mill ion.  

15. Comnunist  economic ass i s tance  has been  modest.  Before 
the   b reak   in  l948 only some $23.7 m i l l i o n  had ac tua l ly  been 
drawnby Yugoslavia on the  substant ia l   investment   credi ts   extended 
by the  bloc.  After  resumption of p o l i t i c a l  and  economic r e l a -  
t i o n s ,   t h e  USSR granted a l o a n  i n   f o r e i g n  exchange  amounting 
t o  $30 mil l ion  and c r e d i t s   t o t a l l i n g  about $40 mi l l i on   t i ed  t o  
purchases of commodities.  Poland,  Czechoslovakia  and  Bulgaria 
also granted some mall c r e d i t s .  It is believed tha t  a 
Czechoslovak  tender f o r  a nuclear power s t a t i o n  w i l l  be  prefer- 

credit   terms it contains. 
.. red by  Yugoslavia t o  Nes te rn   o f f e r s ,   i n  view of the  favourable 

16. I n   t h e  commodity composition of t r a d e   i n  l9W,  . 
a g r i c u l t u r a l  produce r e p r e s e n t e n @ &  of t o t a l  exports,  raw 
mater ia l s  13% and  manufactured  and  semi-manufactured  products 
57%. On the  import side, the  share  of  a g r i c u l t u r a l  produce 
equalled130/0, that  o f  r a w  mater ia l s  and  mineral  fuels 21%, and 

' that of  manufactured  and  semi-nanufactured  goods 66%. I n   t h e  
l a s t  few years,  manufactured  products  have  found  relatively 
b e t t e r   o u t l e t s   i n  COULECON and developing  countries  than i n  

- - Vestern  Europe o r  i n  North Amerirca. This is  of s ignif icance 
f o r  t he   fu tu re  as Yugoslavia's  expanding  industry  will.continue 
t o  . require  new export  markets f o r  i t s  production. On the  
other h&, t h e   p o s s i b i l i t i e s  f o r  Yugoslavia t o  expand  exports 
o f  a g r i c u l t u r a l  produce to'OECD/Europe, i ts  largest   purchaser  of 
foodstuff ,  seem l imi ted  by the   i nc reas ing . in t e rna1  demand 
accompanying the  iniprovement i n  standards of  l i v i n g ,  and  by the  
common ag r i cu l tu ra l   po l i cy  o f  EEC member countries.  Yugoslavia 

t o  f a c i l i t a t e  i t s  exports. 
. ' has been  seeking  special  arrangements  within  the EEC and EFTA 

17. During the last  few years  t o u r i s m  has grown i n t o  a 
major Yugoslav  industry..  Together with e m i g r a n t s '   r a i t t a n c e s  
(about $60 mil l ion  in   1965)  it represents  a subs tan t ia l   source  
of  invisible  revenue.  For l965 r e c e i p t s  from tourism. have  been 
estimated a t  about $110 mi l l ion ;   the  Yugoslavs  have g r e a t  hopes 
that  t h i s  f igu re  w i l l  increase fou r - fo ld  by 1970. .Such a growth, 

r e s o r t s  'whi'ch  compare. poorly w i t h  those '  o f  Yiestern  Europe; with 
t h a t  end i n  v iew,   the   au thor i t ies   a re   se r ious ly   cons ider ing   the  
p o s s i b i l i t y  of encouraging  foreign  investors t o  f inance a 
s u b s t a t i a l   p a r t  of their   ambit ious  projects .  

. .  . .  however, involves  important  investments t o  improve the t o u r i s t  
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. . 18. Yugoslavia ' is '  a f u l l  member of several f r ee  J-$orld_ 
in te rna t iob .1   o rpaniza t ions ;   in   pmt icu lar  of IhLF, IBRD and 
B.I.S. which have  provided it wi th  substant ia l   technical  and 
f incnc ia l   a id .   I t -has  a spec ia l   pos i t i on   i n  two dther   inter-  
nat . ion6l  orgmizations : 

(i) Yugoslavia h.as been a provisional member or" GATT 
since 1962 and z-pplied f o r  f u l l  membership i n  

' October 1965. A spec ia l  working  group s e t  up 
'Co consider t h i s  appl ic r t ion  h r s  .recently 
recommended that   the  GATT Council  rcccpt itP 
T o  receive  the f u l l  bznefi ts  of  GATT, Yugoslavia 
will have t o  make concessions on t a r i f f s  and the 
use of quotas   in   b i lz tc ra l   negot ia t ions ,  which 
m e  expected t o  be conpletsd before the end of 
the  year. 

(ii) Relations  betwean  Yugoslavia and t h 2  OECD are 
governed by the Agreement of 30th  September, 1961 
conferring on it observer  status,   cxccpt  in 
c q r t a l n - f i e l d s  where i t  is on an  equal  footing 
with member countries:  annual  examination af 
economic policies,  2.griculture and f i she r i e s ,  
sc ien t i f ic   research  and technicel  co-operation, 
It bencfi ts  from the  orgcmizations's  technical 
assistance  projccts.  Yugoslavia i s  c l ea r ly  
concerned  not t o  l e t  its p r r t i c ipa t ion   i n   t he  
OECD conpromise a posi t ion  equidis tant  from 
b o t h  the West md thc  Xast. . -During the economic 
survey of t h e i r   c o n t r y ,  the  Yugoslm  reyrcsen- 
tatives  accept  joining i n  frank  discussion  with 
Western expmts on t h e i r  economic problems (1)e 

19* YGgoslavia has  been  participating, as f rom 17th  
Sc;ptember, 1964-, i n   c e r t a i n  COLCCON activities ( 2 ) .  Although 
it enjoys a r e s t r i c t e d  mcmbcr status  in  certP.in  committees,  it 
carmo"s attcnd  ' the.   ncetings of the  Executive  Cormittee  unless 
inv i ted  to do  s o .  The Yugoslavs do  not seem t o  bc: f u l l y  
s a t i s f i e d  iTrith the  naturc o f  t h c i r  links with COLECON. Thuy 
would l i k e  t o  p a r t i c i p a t e a s  f'ull members in   t he   ac t iv i t i e s  of 
the. Committees which zwc o f  real i n t c r e s t  t o  tb.6~1 (non-ferrous 
rnctals md e l e c t r i c  power) ,  and  withdraw from the other 
Comnïttees  (Iron and Stee l ,  Chemical industry, machine industry, 
s c i e n t i f i c  and t,echnical,  foreign exeha33ge and finance  questions)* 

III CONCLUSIONS - 

20. Both the  experiments  carried  out by Yugoslavia t o  
re-organise  her economy and the dc;vzlopnents i n  her  ,foreign 
economic rc la t ions  are of grea t   in te res t  t o  the  Ll l iancc and 
sf, a nat&e t o  encourage helpful  Western a t t i tudes .  

' n e e  AC/127-D/196 
( 2 )  S e e  AC/89-E'3P/'l~'j(Revised) 
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I 21. It must be  recognised that in   s eve ra l   r e spec t s  
Yugoslavia has kept   the  featwas of an orthodox Communist 
system. In   agr icu l ture . ,   the   s ize  o f  private  holdings i s  very 
l imi t ed .   In   i ndus t ry ,   co l l ec t ive  ownership o f - t h e  means o f  
production i s  the  ryle.:. .Also, the  .menbers of  the  League o f  
Comunisbcontinue t o  hold key  pqsit ions i n  the  Councils  at  
the  var ious  levels  where  economic decisions  are  taken, The 
League of Communists is  s t i l l ,  though i n  a diminishing way, a 
fac to r  of cohesion i n  this f e d e r a   s t a t e , .  where t h e   l o c a l  
cornuni t ies  and the  enterprises  themselves  enjoy a large  degree 
autonomy, On the  other  hand, Yugoslavia has rel inquished 
coercion as an  in'strument of ecolzaaic  administration. 1.t has 
launched an experiment i n '   i n d u s t r i a l  democracy i n   t h e  form "of 

early as the  second half of t h e  19501s, econonic   decentral isat ion 
hzd gone far  beyond  what other  Comunist   countries  are now:. 
t rying  out  o r  even  contemplating.  Although  price  control  has 
temporarily  been  retained f o r  many products.,, it is  the   i n t en t ion  
of t h e   a u t h o r i t i e s . t o   r e s t q r e  %he  market.mechanism  and t o  
subuait the Yugoslav economy t o  the  challenge of competition, both 

adjustments were introduced  the.  economic achievements o f  . 
.Yugoslavia have  admittedly  been  uneven . 'On the average, 
howe.ver, they were r a t h e r  good. From 1955 t o  1964, the  annual 
growth r a t e  of the  net  material  product  reached 8.90/0;.this . 

compared with 9.1% i n  Rumania and 7 D 9 " / 0  i n  Bulgaria, 

. workers' sel-g-s kind. . As 

- 

. . a t  hone  and abroad. Over the  . l as t  decade,  while  these  various 

22. It is i n   t he   i n t e re s t  of the ),Vest that t&e econsmio 
. reforms now implemented i n  Yugoslavia  should be successful, They 

are   ap t  t o  modify the Yugoslav soc ie ty   fur ther   in  6 way which' is 
l i k e l y  t o  f a c i l i t a t e  economic - and probably  .other  relations - 
with the West, The sucess of these  reforms is a l s o  bound t o  en- 
courage the &stern  European Communist countries t o  proceed with 
t h e i r  own economic reforms and even t o  in tens i fy  them. Obviously, 
f a i l u r e  of Yugoslavia's  experiment m i g h t -  r esu l t   in   res tor ing   the  
influence o f  the  hardest  elements of  the Communist p a r t i e s ,  bo th  
i n  t h i s  country i t s e l f  and i n  Communist Europe. 

23. A s  f a r  as   ex te rna l  economic r e l a t ions   a r e  concerned, 
a f t e r  a swing towards the USSR and h e r   s a t e l l i t e s  immediately a f t e r  
the war, there was, after  the  spectacular  break with the COMINFORM 
i n  1958, another swing towsrds the  Kest,  which f o r  some years rnono- 
polised  Yugoslavia's  foreign  trade and provided it w i t h  abundant 
f inancial   ass is tance.  Gradually, however, a f t e r  $ t a l i n ' s  death, 
economic re la t ions  were re-established with the Ehropean Communist 
countries,  s o  t h a t  a cer ta in   equi l ibr ium between East and West h a s  
now been  reached. While some people may regret   that  Yugoslavia 
re-established t o  some extent  economic t i e s  with her former Commu- 
n i s t  par tners ,   o thers  may consider t h a t  a t  l eas t   the   p resent  sit- 
uation shows tha t  a former s a t e l l i t e  need not  break  completely with 
the COIVIECON countries t o  fo s t e r   l a rge  and f r u i t f u l   t r a d e  with th2  
Viest, This may encourage  the e f f o r t s  of some Eastern European 
countries  to  extricate  themselves from the  Soviet  bloc, Yugoslavia 

I .  

1 J - .  . 
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i s  conscious o f  the  danger  that t o o  heavy a dependence on the 
Cemmunist coun t r i e s   i n ' t he  economic f i e l d  would c rea te ;  i t  intends 
t o  limit trade with 'COMECON countries  to  about 35-40$ o f  i t s  t o t a l  
trade, I t  has already  reduced t a r i f f s  and is preparing a .further 
removal o f  t rade   bar r ie rs  t o  comply with the GATT rules ,  ~ I t  intends 
a l s o  t o  make the  dinar  convertible'by 1970, Such a policy  should 
benefit  Yugoslavia's economy and  promote c loser  economic r e l a t ions  
with the West . .  

24, The maintenance o f .  the Wes%' S' present  share o f  Yugoslavia' S 
t rade  as   wel l   as   the  success  of the 'economic reforms W i l l - ,  t o  some 
exten t ,  depend on the atJAtude o f  NATO countr ieso  Unti l  now,  Yugo- 
s lavia 's   balance of payments d e f i c i t  with the  Free World has  been 
financed by Western  grants.,  loans and c red i t s ,  Yugoslavia is un- 
l i k e l y  ,to4 be able t o  do without this kind of economic assis tance 
f o r  some time,  Eut, i f  the debt  burden i s  not t o  be become excess- 
i ve   i n   . r e l a t ion   t o   expor t   ea rn ings ,  the Eest will have t o  take due 
account.of  Yugoslavia's  need f o r  keeping  substantial,  and, if possible, 
growing o u t l e t s  f o r  'its ag r i cu l tu ra l  produce  (mafz?, beef,  pork,  eggs, 
f r u i t ,   e t c , )  and t o   f i n d  ways o f  accepting a growing  prop.ort.ion of 
Yugoslav m a n u f a c t u r e d  goods on its markets,  In the absence 'of  such 
develppments.,  Yugoslavia may f i n d   i t s e l f  compelled t o  seek new .out le ts  
i n  the Esst a t  the risk of  beconing economically t o o  heavily dependent 
on the COJVIECON countries '  and  compromising i ts  non-aligned  position, 
There may  e,ve'n be g r e a t e r   i n t e r e s t   f o r  the Al l i ance   i n  promo3ing 
c lose r  ecoriomi'c r e l a t ions  with the West i n  the case o f  Yugoslavia 
than   i n   t ha t  'of -other  Eastern European countries,  However, such a 
pol icy  should not   prejudice the leg i t imate   t rade   in te res t s  of Free 
World countr ies ,   in   par t icular   those  in   the  course of  development. 

. .  

NATO CONFIDENTIAL 

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


