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- KIAIN FINDINGS - 
The main findings o f  this study, which i s  necessarily 

ten ta t ive ,  may be summarised as fo l lows :  

(a) Motives f o r  mili tary  intervention; A s  far as the 
motives €or the  decision of the USSR and fou r  other 
Warsaw Pact  countries t o  invade Czechoslovakia  are 
concerned, while it i s  d i f f i c u l t  t o  assess the  par t  
played by econonic  factors, there is  no doubt that  
there  were a number of f e a t u r e s   i n  econonic  policies 
tind development i n  Czechoslovakia t o  which the  
Soviet Union was bound t o  object: 

(i) It had been clearly  recognised il1 the "Lction 
l?rogramef' by the Czechoslovak Communist ?arty 
i t s e l f   t h a t   t h e  working o f  t he  econony could 
a o t  have been improved vrithout  paying n o r e  
a-btention t o  s t r i c t l y  economic c r i t e r i a  w d  
mithout a fundmental  change i n   t h e   p o l i t i c a l  
system aining,  in par t icular ,   a t   avoiding undue 
interference by the  Par ty   in  economic affairs. 
The economic reforms, as they were enviscsed 
i n   t h e   P r o g r m e " ,  would have  deprived 
the Central   Plaming  Authorit ies o f  a large 
Tart of  t h e i r  powers and delegated  the  essent ie l  
task of short-term planning t o  the  individuel 
en terpr i ses  o r  groups of enterprises.  This 
decentral isat ion would have entai led a reduction 
o f  the rôle o f  the Party i n  economic matters, as 
i t s  influence would be nuch nore d i f f i c u l t  t o  
exer t  on the l oca l   en t e rp r i se s  tllm on the 
Centre. The in ten t ion  t o  choose managers f o r  
t he i r   t echn ica l  competence ra ther   than  f o r  
t he i r   po l i t i ca l   l oya l ty  would a l s o  have curtai led 
the influence of the  Party. In addition,  the 
freedom.which would have  been left t o  individual 
en terpr i ses  o r  groups of en terpr i ses  t o  trade 
d i r e c t l y  with the  outside world could be 
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considered by the  Russians as a dangerous  opening 
of the Czechoslovak economy t o  c a p i t a l i s t  pene- 
t ra t ion .  Even nore  than by the  contents of the 
reforms,  the  Russians may have  been  concerned by.  
the   po l i t i ca l   c l imate  of freedom i n  which they 
would have  been  inplemented i n  Czechoslovakia; 
t h i s  may explain why they were more to l e ran t   i n   t he  
case o f  Hwrgary, who has also resorted t o  fa r -  
reaching economic reforms. The Soviet Union was 
cer ta in ly   a f ra id   tha t   the   re fom novenlent i n  the 
Czechoslovak style, might spread t o  o t h e r  
Comunist  countries, !Rte Soviet Zone which, i n  
many respects;  showed the sarile economic 
charac te r i s t ics  as Czechoslovakia,  might  have been 
among the firs$ t o  be exposed t o  such contamination, 
The Soviet leaders  may a l s o  have  been  concerned a t  
the p o s s i b i l i t y  t ha t ,   i n   Russ i a   i t s e l f ,   r e fo rae r s  
would press f o r  a greater  Liberalisation  than  they 
mere ready t o  grant,  

(ii) T'ne plan t o  re-structure  the economy involved a 
ce r t a in  shif t  i n  Czechoslovakia's  trad-e fron other  
CO&I8CON countides t o  the West, The Russians nay 
have feared  that   they would l o se  a supplier of  
industr ia l   products  and equipment, and of uranium, 
-and that  the economic links which kept 
Czechoslovakia  within the Soviet o r b i t  would be 
loosened,  In so  f a r  as decis ions  re la t ing t o  
production and foreign  t rade would have  been taken 
independently by individual fims i n   t h e  l i g h t  of  
economic c r i t e r i a   r a t h e r  than by po l i t i ca l ly -  
orientated  bodies,  co-ordination  within COMECON 
would have been made more d i f f i c u l t .  All the 
e f f o r t s  nade by the  Soviet Union s ince 1948, t o  
gear the  Czechoslovak  econony t o  lier  needs, might 
have  been  conpronised. The economic  consequences 
f o r  the  Soviet Union would have  been l i n i t ed ,   bu t  
there  was a serious r i s k  t h a t ,  by contagion,  other 
Eastern Europem countries,  following the example 
of Runania a n d  then o f  Czechoslovakia, would have 
sought  their  emancipation fron a Soviet-dominated 
COMECON. 

(iii) All these  fears  of the  Russims, and possibly of  
sone  other COMECOM countries , m y  have  been 
exacerbated by a h i n t  from the Czechoslovak 
Authori t ies  that i f  they  could  not  obtain f r o n  
the Soviet Union the  convertible  currency which 
they wanted in   o rder  t o  buy the  equipnent t o  
revmp  their   industry,   they  night   turn t o  the 
West f o r  f inancial   support .  
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( b )  - Effects of the  military intervention on Czechoslovak 
economy: A s  far as the Czechoslovak economy i s  
concerned, the  n o s t  probable  consequence o f  the  
mil i tary  intervent ion o f  t he  o t h e r  Warsaw Pact ,  
powers i s  l i k e l y  t o  be a slowing-dom of progress. 
Not only has the  occupation caused some damage, but 
the  far-reaching  reforms, which  appeared  necessary 
t o  correct t h e  imbalances o f  t h e  economy and  breathe 
new l i f e   i n t o  it, seem now most unlikely.  There 
may be some reforms but  they w i l l  ce r ta in ly  be 
framed i n  such a way that the  Party, z s 2  inc',irectly  the 
Soviet Union, ca.n control t h e i r  implementation. I t ,  
is  uncertain  whether  they can  be very ef fec t ive  
now that the   l i be ra l i s a t ion  o f  t h e   p o l i t i c a l  system, 
which had s t a r t ed   t h i s   yea r ,  has been arrested,. 

(c )   Ef fec ts  on r e l a t i o n s  between  Czechoslovakia aad  
~ ~ M I X O N :  AS fay as the  economic r e l a t ions  of 
Czechoslovakia with the  other Communist countries 
a r e  concerned, there  appears t o  be an e f f o r t  on the  
pa r t  of the  Soviet Union t o  t igh ten  them, Khat i s  
known o f  the   recent  economic talks i n  Moscow 
(9 th  and  10th September) seems t o  po in t   i n  this 
direct ion.  A s  regards  the economic support 
required by the  Czechoslovak economy, the  Soviet 
Union may be inclined t o  deny i t  u n t i l   t h e   s i t u a t i o n  
i s  korma1isedf f   in  a way judged sa t i s f ac to ry  by 
Moscow. However, i n  the longer run, t he  USSR and 
other Warsaw Pact  countries may assist i n   t h e  
res t ruc tur ing  of  the  Czechoslovak economy, as they 
may r e a l i s e   t h a t  i t  i s  i n  t h e i r  own i n t e r e s t  t o  
maintain  Czechoslovakia as a workshop -providing 
i n d u s t r i a l  equipment and a narket for some o f  t h e i r  
products, They may be anxious, a l s o ,  t o  ensure that  
the  image o f  Communism i s  not   fur ther  damaged  by 
repeated economic f a i l u r e s   i n  Czechoslpvakia. 

__e* 

( a )  Effects  """ on Czechoslovakia's  relations witht_heJe&: 
The futurc  economic r e l a t ions  of Czechoslovakia wi th  
t he  West depend la rge ly  on the  Soviet   a t t i tude a n d ,  
i n   t h i s r % p e c t ,  the USSR may very  well be i n  a dilemma. 
She i s  l i k e l y  t o  prevent a sharp  expansion o f  t rade  
with  the West  and any resor t ing  t o  Western loans o r  
d i r ec t  Wcstern  in-vestment. On the  other hand,  she 
must r e a l i s e  that nodernisation of ths  
Czechoslovak industry could b e s t  be carried  out by 
drawing on T?estern  equipment a n d  know-how, She 
might  conclude tha t   pu t t ing  hard currency at thc  
d i s p o s a l  o f  Czechoslovakia was t h e   l e s s e r  evil, 
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( e )  Future o f  East-West economic re la t ions :  Thc future 

of East-West economic r e l a t ions  depends on the 
a t t i t u d e  o f  t h e  Communist countries and  on that of 
t he  West. 

Ci) The Soviet Union w i l l  certainly  seek t o  
reinforce  cohesion  within COMECON a n d  could 
even take  advantage of present  circumstances 
t o  make n e w  attempts t o  control,  through t h i s  
organization, East European t rade  with the 
Wcst. She w i l l  probably be more suspicious 
of  c e r t a i n   i n i t i a t i v e s  which some East European 
countries m i g h t  take t o  s t rengthen  their  
economic links with the  West. 'Moreover, t he  
military  intervention  in  Czechoslovakia and 
certain  adjustments which might f o l l o w  i n   t h e  
economic r e l a t ions  between  Czechoslovakia and 
the  other  meabers o f  COMECOH might aggravate 
the  problem o f  resource   a l loca t ion   in   the  
invading  countries.  Consequently it cannot  be 
excluded t h a t  the European Oommunist countries 
might i n  f a c t  wish t o  obtain more i n d u s t r i a l  
goods and c red i t s  f r o m  the West, s o  as t o  
r e l i eve  t h e  pressure on t h e i r  economies. 

. -  ' . (ii) Although  Western countries have  not s o  far 
. .  decided any change i n   t h e i r   b a s i c  commercial o r  

credit pol ic ies  towards Communist countries 
they a r e  adopting a very  caut ious  a t t i tude 
until thc   s i t ua t ion  becomes clearer .  In 
practice,   nevertheless,  it i s  probable that ,  
i n   t h e  short run at least ,   recent  events will 
increase   the   d i f f icu l t ies   in   deve loping   t rade  
with Communist countries. The uncertain 
s i t u a t i o n  which kas been  created in   Eas te rn  
Europe  could  be  considered t o  have  increased 
the  r isks   involved  in  economic relat ions  with 
the  countries  concerned. From a p o l i t i c a l  
point of view, it would hawever  be paradoxical 
t o  show more caut ion  in   deal ing with 
Czechoslovakia and  Rumania while ,   in   the  case 
of thc  other Communist countr ies ,   t rade a n d  
c r e d i t s  were being  stepped up. 

( f )  Correlation between t rade  and c r e d i t s  on the one hand 

hnmmUniSt countries on the  other:   Until  "the 
Committee of Economic Advisers has completed i t s  
study of t h i s  question,  only  very  tentative  ideas 
C a  be of fe red .  East/West t r a d e  by highlighting 
c e r t a i n  shortcomings i n  the Comuni s t  economic 
system seems t o  have contributed t o  t he  reform 
movement. P o r  t h e i r  par t  t o o ,  the  reforms  are 
likely t o  f a c i l i t a t e   t r a d e  between East and West. 

" 
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Howeverg i f  they  are t o  be effect ive  they would 
e n t a i l  a cer ta in   re laxa t ion  o f  Party  control  over 
the econony; t o  that   extent   they might contribute 
t o  t he   l i be ra l i s a t ion  of  the whole p o l i t i c a l  system, 
Credits  stirilulate  trade and create  a ce r t a in  geegree 
of econonic  interdependence  between East and West: 
their   sett lement  implies tha t  growing exports f r o m  
Comunist  countries  can  enter  Western  markets, 
EastbIcst  trade  has  also been a disturbing element 
i n   t h e  working of COMECON by demonstrating i n  
naay cases  Western  superiority  as regards the 
qua l i ty  of goods, 

O O 

2: The economic causes and implications 
intervention  in  Czechoslovakia are exmined  in  
i n  the following paragraphs.. Previous t o  t h i s  

of t h e   n i l i t a r y  
greater d e t a i l  
event  three 

main trends  had-energed i n  Czechoslovak  econonic  policy: 
-~ 

- renewed a t tenpts  t o  apply  econonic r e f o r m ;  
an  attempt t o  revise  the  econonic  relations w i t h  
the USSR and t o  i n t roduce   f l ex ib i l i t y   i n   t he .  
working o f  COMECON; 

- a g rea t e r   e f fo r t  t o  expand econonic r e l a t i o n s  with 
the West. 

3. It has  been thought appropriate t o  consider t o  what 
extent  these  trends nay have  influenced  the USSR and the  other 
four V?arsaw Pact   countr ies   in   their   decis ion t o  invade 
Czechoslovakia and t o  what extent  they may  now have  been 
al tered,  The future  prospects of  East/VVest trade a re  also 
considered, It has t o  be  emphasised that a t  the  present 
juncture  future  developnents are still shrouded with uncertainty, 
Not nerely i s  infornation  lacking on resent  econonic talks 
between the Czechoslovaks and. the  Soviets ,   but   the   pol i t ical  
outlook of Czechoslovakia i s  doubtful ,   In   these  c i rcuxtances 
the future i s  considered  here i n   t h e  fo rn  of p o s s i b i l i t i e s  
rather  than  forecasts,  

I. THE EFFECTS OP THE SOVIET INTERVENTION ON THE CZECHOSLOVAK 
ECONOMY 

4, The novenent  towards eccnoraic r e f o r r i s  i n  Czechoslovak 
as i n   o t h e r  CoLmunist countries,  was primarily prompted by the 
shortcoraings o f  the   central ised econollzic system i n  coping with 
the  needs G f  an increasingly complex indus t r ia l   soc ie ty .  It 
seens  appropriate,  therefore, t o  describe  briefly  the  perfor- 
inance o f  the econony before  considering  the  effects o f  the 
recent  events on the movenent towards reforms. 
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(a) Evolution o f  the  econony 

5 .  While before  the war Czechoslovakia mas i n  the  fore- 
f ron t  of noder11 industry,  with a s t a n d a r d  of living  conparable 
t o  t h a t  of t he  nore advanced  European nat ions,  it has  certainly 
slipped in  the post-war period, It night  be said that i t  i s  
now confronted with two technological gaps, one by conparison 
w i t h  the West and the other by comparison with the USSR. 
Hence the   fee l ing  o f  f rus t ra t ion '  in the  population, 

6, I n  the  period 1961 -1 965 , the   nat ional  'income d i d  not 
r i s e  by More than 1.8% on the  average; i t  evexi dropped somewhat 
i n  1963, and there  was hardly any increase in 1964, There has 
been some recovery  since 1965 with an apparent  high  rate o f  
growth: more than 10% i n  1966 and 8% i n  1967, However, as 
was s t a t ed  by the Czechoslovak  Central S t a t i s t i c s   O f f i c e   i n  
July 1968, the economy was s t i l l  Itcharacterised by a s t a t e  o f  
prafound economic inbalance". The r i s e   i n   o u t p u t  was very 
deceptive as par t  o f  the goods p,roduced were not   sui ted t o  
the  requirenents .of  the  customerss a t  home o r  abrbad,  and 
served o n l y  t o  swell stocks. 

7 ,  There a re  many reasons f o r  th i s .  One of the  ms t  
important was, no doubt ,   the   ar t i f ic ia l   gear ing of the 
Czechoslovak industry t o  Soviet  needs and, i n   p a r t i c u l a r ,   t h e  
neglect of t r a d i t i o n a l  Czechoslovak indus t r ies ,  which  used t o  
work f o r  foreign  markets ,   in   order  t o  pemi t  the  sett ing-up 
o r  the expansion of the indus t r ies  favoured by the Soviets. 
A-t; the srne tiix, Czechoslovakia was l a rge ly  cut off from 

. Western  technology,  without  having  real  access t o  the  Soviet  
technology  where it i s  most advanced, i.e. i n   t h e  defence and  
space  sectors. The central ised and bureaucratic  systen 
imposed o n  the country  discouraged  init iative,  hampered 
progress i n  s c i e n t i f i c  and technical training and l e d  to the  
Lzisuse of  the ta lents   avai lable .  Investment was of ten mis- 
directed,  with the   r e su l t   t ha t  much o f  the  present  nachinery 
and equipnent i n  Czechoslovakia i s  obsolete, 

8, The Soviet  military  occupation can only add t o  
t hese   d i f f i cu l t i e s ,  I t s  actual  cost  i s  still  d i f f i c u l t  t o  
estimate.  According t o  a statement made by the Pres.ident of 
the  National Bank on 30th  August, sho r t f a l l s   i n   p roduc t ion  
mounted t o  250-500 million, crowns per day ( indus t r i a l  
production  per day vias 'valued at 1.3 b i l l i o n  crowns before 
the  il?vmim) + Total danage t o  buildings and roads-was 
i n i t i a l l y  s e t  a t  about 5 b i l l i o n  crowns. Czechoslovak 
o f f i c i a l s   a l so 'po in t ed  t o  the  precarious  posit ion o f '  
Czechoslovak foretgn t r a d e ,  t he   d i f f i cu l ty  in meeting long- 
term  COmitï2ents and to the  problens of econolilic r e l a t ions  

(9 th  and 10th September),  Cernik is sa id  t o  have raised 
with h i s  Soviet counterpart  the  question of conpensation 
f o r  damages caused by the  occupation.  Reportedly  the 
RUSSiElns have turned down such  requests, 

' w i t h  COl.@X2ON par tners ,  m i n g  h i s  r e c e n t   t a l k s   i n  MOSCOW 
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(b) The novenent towards econcnic refoms 

9. One of the nain solutions contemplated  by the 
Czechoslovaks  to solve their economic problems, was the 
inplener,tation of economic reforInsg but progress had been 
rather erratic, even before the Soviet intervention, 

IO. Econonic difficulties had led, as early as in 1958, 
to  the first timid reform- After 1962 the level of output 
.began. to 'fall-. and nore radical changes were envisaged. A new 
system of planning  and managing the econony was approved  by 
the Party in 1964, tested in the course of 1965, applied in 
industry f r o =  the beginning of  1966 and, extended throughout 
the whole econony on 1st January, 1967. When, however, signs 
of inflation appeared, the authorities restored nost of the 
previous  administrative  controls. There was obviously a 
conflict between those who thought that the difficulties were 
due  to  the boldness of the reform and those  mho  believed that 
they resulted fron their inadequacy and from  the  fact that 
they  consisted 0iil.y of  half measures. 

11. In the wave of liberalisztion, which in nany fields 
started at the beginning of 1968, the  econoaic rafomers 
prevailed. The Czechoslovak leaders were prepared to accept 
the risk involved in the substantial transfer of responsibility 
for economic  decision-making f ron the Centre to subordinate 
bodies whose political and economic independence n o u l d  be 
guaranteed,, F o r  this purpose the plenum o f  the Central 
Cormittee of the Czechoslovak Comunist Party adopted in 
A p r i l  1968 an lllcki.on Progrmetl, which should have served as 
a guide to t h e  Party in inplenenting this new policy,  This 
'!Action Programef1 was very outspoken as to trie causes of 
Czechoslovakia's econolric decline, It emphasised that the 
nain purpose of the '!new society" was  not  the growth of 
production in purely quantitative terns which haCi led-  to m 
ovsr-rapid expansion of heavy industry, severe Itenmds on 
nanpower m d  ram materials, and  costly  investments. The 
authoritarian systen o f  nanagenent was responsible f o r  the 
introduction ancl the continuance of the deficioncies of the 
econony. In particular, the interference of the Party stifled 
initiative at a l l  levels. 

12, The econonic part o f  the l!Jlction ProgrsaaeE1 
envisaged the following developments: 

(a) To ensure that a11 people working in an enterprise 
should f e e l  responsible for  its nanage~lcnt, deno- 
cratically  elected organs with special nanagenent 
functions, including the power to appoint executives, 
were to be set up. This forcl of Vorkers' Council 
would be distinct frow. trade unions ,and would 
include eleuents from outside. 

-7- 
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Enterprises  nust  be given an opportunity t o  f o r a  
voluntary  associations on the basis of  t h e i r  
economic i n t e r e s t s  and needs  (but  they  should  not 
leave  the  conbines and f o m  new associations until 
the  goverment has l a i d  down the   ru les  f o r  t h i s  
procedure) 

Scope should be provided f o r  econonic  conpetition 
mong enterpr ises  and snall  pr ivate   enterpr ises  
should  be allowed t o  operate   in   the  services  
sector ,  

In   dea l ing  with COMECON countries nore enphasis 
shou ld  be placed on econonic  considerations of  
costs  and p r o f i t  on both sides. 

Foreign  trade  should be conpletely and peruanmtly 
f recd  f r o n  purely administrative  interference,  

Enterprises  should be given  the  r ight t o  operate 
independently on foreign  narkets.  

The gradual open ing  up o f  the  Czechoslovak econouy 
t o  the  world narket (with a view t o  achieving con- 
v e r t i b i l i t y  f o r  the  Czechoslovak  currency) should  be 
carried out i n  such a way as  not t o  create  t o o  nany 
soc ia l   p roblem or jeopardize a rise i n   l i v i n g  
standards, 

I n  order t o  s t i nu la t e   i n i t i a t ive   a t   t he   nanagmen t  
and engineering levels,  subs t an t i a l  wage d i f f e r e n t i a l s  
should be introduced  (which  night  have  caused 
d i s s a t i s f a c t i o n  mong the  workers). 

The Soviet Union has not  acauiesced i n  the  ltAction 
Prograrme", The comuniqu6 of 28th AÛgust af ter   the   Soviet-  
Czechoslovak negot ia t ions   in  Moscow promised  l'conprehension and 
support" o n l y  of the  resolutions of  the  January and May Plenum 
of the  Central   Comittee of the  Czechoslovak  Cornwest  Party. 
The f irst  stressed  the  urgency o f  econonic  reforis and the 
second was nos t ly  concerned with the  preparat ion o f  the 14th 
Party Congress. The  Moscow comuniqu6 does not  nention  the 
Comunis t  Party  Plenun of April which  adopted the  ''Action 
Prograrme". 

l$.= It i s  d i f f i c u l t  t o  say t o  what extent   the   progrmm 
of  econonic reforms has influenced  the Soviet decision t o  
invade  Czechoslovakia. There were ce r t a in ly  sone f e a t u r e s   i n  
the  r e f o r m  which  were bound t o  cause worry t o  t h e  Soviets. 
T'ne transfer o f  au thor i ty  as regards short-term plaiuing- f r o 3  
a Central boriy t o  ind iv idua l   f i rns  o r  groups of fimm was 
cer ta in ly  one o f  then. This would have  ueant  that  inportant 
decis ions  in   the  econonic   f ie ld  would have  escaped  the  control 
of the Party. The freedom  which would have  been l e f t  t o  

-8- 
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individual   f i rns  o r  groups o f  firms t o  e s t ab l i sh   d i r ec t ly  
t rade  re la t ions with the  ou3side world was uost  probably a l so  
considered as dangerous by the  Russians. They could  see i n  i t  
ail opening of the  Czechoslovak economy t o  c a p i t a l i s t  pene- 
t ra t ion ,  1% night  be asked why in   the  past   the   Soviet  Union 
showed s o  l i t t l e  concern  about  the  econonic  reform which i n  
f ac t  have  been  envisaged and  partly  inplenented  in  Czechoslovakia 
s i sce  1964* The zeason s8eTzs t o  be t?mt = o r s  emphasis m m  
place*d  in..1968  than  previously on the  features   just   descr ibed.  
Even nore, in  1968,  the IIAction Progranne" i t s e l f   c l e a r l y  
s t a t ed   t ha t   t he   d i f f i cu l t i e s  of  implenenting  the  measures 
adopted i n  1964 v:ere l'the  persistence o f  obsolete  nethods o f  
nnimging the cconony caused by the o l d  pol i t ical   systen ' t ,  
There was9 in   f ac t ,   r ecogn i t ion  by the Czechoslovak Sormuni s t  
Par ty   that  an e f f i c i e n t  working of the re fo r ra s  implied that  
the  Party  i tself   should  largely abstain f roc l  i n t e f c r i n g   i n  
econonfc n a t t e r s ,  The whole pol i t ical   context  was also 
d i f f e r e n t   i n  1968 from tha t  o f  previous years. The reforms 
would have  been  il:lplenented i n  a climate of p o l i t i c a l  
freedom. Not only less power  would have been l e f t  t o  the 
Party in   con t ro l l i ng   t he  econony but, t o  the  extent   that   the  
Party would have  kept sone say, i t s  preoccupations would have 
beer1 d i f f e ren t ,  The change o f  leadership which had talcen 
place a t  the  beginning o f  the  year would have  reduced  Soviet 
influence on it. This nay  explain why the  Russians were rauch 
nore concerned  about the r e f o r m  planned i n  Czechoslovakia 
than t h o s o  adopted i n  Hungary, although i n  this l a t t e r  . 

country  they were certainly  far-reaohing(7). The Soviet Union 
was a f m i d  tha t   t he   r e fo ra  movenent, i n   t h e  Czechoslovak s t y l e ,  
might  spread t o  other  Col-mmist countries. The Soviet Zone 
which, i n  l;ia,ny respects ,  shows the  sade  econonic  characterist ics 
as Czechoslovalria, night  have  been amor-g the f irst  t o  have 
becow exposed t o  such  contanination, The Soviet   leaders may 
also have bee2  concerned a t   t h e  p o s s i b i l i t y  that ,  i n  Russia 
i t s e l f ,  r e f o r m r s  would press  f o r  a g rea t e r   l i be ra l i s a t ion  than 
they were ready t o  grant, 

150 Khat nay be s a i d   a t  t h i s  stage is tha t   the  need f o r  
econorlic reforn has certainly  not  disappeared  in  Czechoslovakia, 
These reform  involved naay  changes,  including wage d i f f e r e n t i a l s ,  
t ransfers  o f  rmnpower , closing-down of i n s Î f   i c i e n t  en-berprises 
reduction OP t he  r6 l e  o f  the  Party,  which were cer ta in ly   nc t  
favoured by everybody before  the  Soviet  occupation, Sone nay 
have also feared  that   the  move towards l i be ra l i s a t ion   n igh t  
increase  the  econonic  irabalance between Slovakia and the 
Bohenian lands by en ta i l i ng  a slowing-down o f  investnent i n  
Slovakia where the re turns  are  lower than   in   o ther   par t s  of 
the  country, These various  factors  explain  previous  hesitation 
in   the   inp lcncnta t icn  of the refarns, Hov~ever, i t  night be 

(1  ) See bC/S9-\W/258, paragraphs 41-45 
"- - 
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wrong t o  conclude tha t   the   n i l i t a ry   p resence  o f  the   other  
Warsaw Pact  countries  has  strengthened  the hand o f  the opponents 
t o  the reforms; as fa r  a s  public  opinion i s  concerned the e f f ec t  
could well be the  opposi te .  It is not to be excluded t h a t  sone 
de facto  inprovcncnts i n  the working o f  the  econonic  systen  nay 
be achieve6  without  waiting f o r  off ic ia l   sanct ion,  Perhaps  the 
Soviet Union i t s e l f  w i l l  leave sone r o o n  f o r  manoeuvre t o  the 
Czechos lovdqauthor i t ies   in   th i s . f ie ld .  She hrts herself  
inpleuented sone l b i t e d  econonic r e f o m s  and, as already 
nentioned,  she  has  not opposed the  aore  far-reaching  raforns 
adopted by Hungary, But even i f  sone o f  the  econonic  reform 
envisaged .are , Lnplenented  the  features  regarded. as esse.ntia1 
by the Czechoslovaks  thensolves, i n  pa r t i cu la r   t he  loosening 
of Party  control,  can  hardly be acceptable t o  the  Russians. 
To what extent econonic  reform  enasculated i n  this way could 
inprove the working o f  the  Czechoslovak  econocy i s  an opel? 
questiox, the nore S O ,  8s one inportant a b  o f  the economic 
reforns - the  overconing o f  low working  morals and widespread 
fee l ing  o f  f r u s t r a t i o n  - can be achieved  only i f  a goverment 
i s  allowed t o  e x i s t   i n  which the  Czechoslovaks  have  confidence, 
and with which they can identify  themselves, 1: fundcmental- 
problcn i s  whether  ccononic  reforus,  whatever  their  contents, 
can be effcc-tive  without sone corresponding  l iberal isat ion of 
t he   po l i t i ca l   sys t en   i n  which they  are  applied. 

II . 
16, It i s  na tura l ly  very d i f f i c u l t ,  a t  t h i s  stage,  t o  

forecast .   the   effects  of recent  events on COE3COfJ r e l a t ions ,  
but sone indicat ions of the  inportance of the  Czechoslovzk 
econony f o r  other  UOMECON countries, and of the nain causes of 
d i s sa t i s f ac t ion  o f  Czechoslovakia with CONECON arrangments,  
nay  help t o  understand  the  Soviet  reaction t o  t he  nem 
Czechoslovak  econonic  policy and t o  discern  the  future  
developnents i n  th i s  respect:  

(a) The inportance  of  Czechoslovakia t o  the  other 
LOMECOX _ c o u n t r a  

17, If the  econonic  relations between  Czechoslovakia a d  
the other  COMEWN countries  are  looked at   f ron  the  Czechoslova 
Wgle, it nay be noted that  about 70% of  Czechoslovak  *rade 
was conducted i n  1966 with  Comunist  countrios  and, i n  
Par t icu lar ,  more th= 33% with the USSR herself .  The P O l i C Y  
of expansion o f  trade with the West, envisaged by the  
Czechoslovak leaders ,  would no doubt  have  sonewhat  reduced 
these  percentages i n  the  future. However, i t  i s  doubtful  
whether  the s h i f t  would have been spectacular.  In  the  case 
Of R-cu-lania, which enbarked a few years ago on a policy of 
ccononic  independence, 47% of foreign  t rade was s t i l l  conducted 
i n  1967 with OOMECON countries and 28% with the  Soviet  Union 
alone. 
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18, Fson the  point o f  view o f  the  other CONECON 
countries,   trade with Czechoslovakia , neasurcd i n   s t r i c t l y  
quant i ta t ive   t e rns ,  docs  n o t  seem t o  be of overridin3 
inpor tance ;   in  the case o f  the  USSR, the  Soviet Zone ancl 
Poland9 this tradc  has  been,  over  recent  years, o f  the o r d e r  
o f  10% of  total  foreign  trade.  Nevertheless,  Czechoslovakia 
proviclcs the  nain  t ransport  links f o r  the   industr ies  o f  Polwid.  
and the Zone v i th   t he i r   cus tone r s .   i n  South and Central. Europe. 
F0.r her   par t ,  the Soviet Union h2.d derived subs ta l t ia l  
advaltagc f rom her  policy of in tegrat ing  the Czechoslovak 
econony in to   the  COMECON frmework, In   the   ear l ie r   per iod ,  
the  Russians  obtained from Czechoslovakia vit&. supplies of 
uranium and a grea t  deal of equipnent and i n d u s t r i a l  goods, 
su i tab le  f o r  re tool ing and developnent,  not  easily  available 
elsewhere.  Czechoslovak  equipnent  played a no tab le   pa r t   i n  
the   indus t r ia l i sa t ion  o f  ce r t a in  COMECON clenbers, which eased.  
the   Sovie t 'pos i t ion  and nade  recourse t o  the West unnecessary. 
Czechoslovak arms and equiprent,  nade  available t o  developing 
countries,  also helped. I n   m r e   r e c e n t  years?  t h i s  CzechoS~ovak 
rô l e  nay  have declined  sl ightly,   but  she s t i l l  supplies l a rge  
quant i t ies  of cap i t a l  goods,   as  well   as  relatively lligl? 
qual i ty  consmer goods9 t o  the USSR and all other  nenbers of 
COMECON, 

19. As already  indicated,   the  econoBic policy of  
Czechoslovakia by i t s e l f  d i d  not  involve an in te r rupt ion  o f  
trade with other  COMECON countries,  o r  even a very   d ras t ic  
reduction i n  this  trade,  This could  only  have  resulted from 
a decision o f  the  Soviet  Unionp and possibly other Warsaw 
Pact  coUntr3es9 t o  i n f l i c t  economic sanctions on 
Czechoslovakia, I n  this case,  these  countries would thus 
have deprived  thenselves o f  a rrzarket f o r  the i r   expor t s  and 
also o f  inportant  engineering  products. They could  have 
reaedied  these lo s ses  r e l a t i v e l y   e a s i l y ,   e i t h e r  by step2ing 
up t h e i r  own output o r ,  possibly, by buying  elsewhere, But 
it must be enphasised  that this would have been an  extrene 
s i tua t ion  aiid a n o s t  unl ikely one. 

20. Viithin COIIECON there   are  a number o f  co~mon 
ins ta l la t ions ,   such  as the  pipeline and power g r i d ,  in vrlnic11 
Czechoslovdcia  participates. These would not have been 
jeopazdised i f  Czechoslovakia had succeeded in   d ivers i fy ing  
her  trade  geographically. On the  other  hand,  the  significance 
of sone organizations,  such as  In t e rne ta l ,   n igh t  have  been 
weakened sonevfhat, More generally,  Czechoslovak aspirat ions 
t o  change the  pat tern of industry and trade  could  have been 
disrupt ive o f  CODUXON; they would have m o u n t e d  t o  a 
condennation o f  Soviet  policy and reinforced  the Rumanian 
argwent ,  This i s  probably  the  nain  reason w11y the  Soviet 
Union and sone  other  COMECON countries  objected t o  the  recent 
Czechoslovak  policy, 
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Czechoslovak d issa t i s fac t ion  w i t h  COMEOON ru". arrangenents 

21. Until  quite  recently  Czechoslovakia was a p l ian t  
col laborator  of the USSR and a loyal nenbcr O €  COKECON, The 
share of her t rade ,d i rec ted  t o  s o c i a l i s t  and non-socialist 
count r ies   in   the  post-war per iod i s  as  fo l lows :  

Geographical  distribution o f  Czechos lovLtradg  ($1 
- 7 948 1952 1960 1966 

USSR 16.2 35.6 34.4 33.5 
Others 23.4 42.9 37.4 36.7 

Social is t   countr ies  

Non-socialist  countries 
Indus t r ia l i sed  45.7 14.9 17.8 20.0 
Developing A4.7 6.6 10.4 9.8 

22. As f a r  as Czechoslovakia was concer11ed, the prc- 
occupation with raassive  output  generally and i n   p a r t i c u l a r  
with engineering goods o f  the  type wanted i n  o t h e r  COMECON 
countries hail the   e f fec t   tha t  though production rose there  
was no conparable advance i n  technology. The fairly high 
l e v e l  o f  teclmology which Czechoslovak industry hac? a t   t h e  
s t a r t ,  has gradual ly   fa l len back during this period, A t  one 
t i n e  soue Czechoslovaks  derived  consolation f r o n  the hope t h a t  
within  the COUEOON comuni ty   a t   l eas t   they  mould have the  task - 
along with the  East  Gernans - o f  providing the  nore 
sophis t ica tcd   indus t r ia l   p roducts .   In   fac t ,  owing no cloubt 
t o  t h i s  re la t ive   dec l ine   in   the i r   t echnologica l  protmss, the  
other countr ies ,  while re lying on then f o r  a grea t  deal of 
rout ine equipment  began t o  look  t o  the  West f o r  the nore 
sophisticated  products, 

23. The excessive  enphasis  placed on capi ta l  goods 
resu l ted  i n  a fall i n   l i v ing   s t anda rds   i n  Czechoslovakia. 
This i s  not t o  say tha t   the  Czechoslovaks are worse off  than 
t h e i r  neighbours,   but  relative t o  the   pas t  ancl r e l a t ive  t o  
their   productive  capacity,  living standards have  evolved i n  a 
nos t   unsa t i s fac tory  narmer.. A t .  one t ine   there  was much 
discussion whether the  standard o f  the  nore advanced s o c i a l i s t  
countries shou ld  be held back un t i l   t he   o the r s  caught up , . 
sonewhat, The S o - d e t  Union eventually  cam  out  amainst this 
concept  advanced by the Chinese, but i n  practica %he 
Czechoslovaks  have  seen t h e i r  own p o s i t i o n  within CO3IECON 
progressively  deter iorate .  

24, Over the  years  the  Czechoslovaks,  heavily  cormitted 
t o  capital   production, have delivered t o  t h e i r  ClOn'lECON neigh- 
bours,  including  the USSR, goods considerably i n  excess of 
Czechoslovakia's  purchases in   these   count r ios ,  Moreoverp 
l a rge ly  i n  response t o  Soviet  suggestions,  they have done the 
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s m e  i n  many developing  countries,  sending wns  and indus t r i a l  
equipnent i n  excess of  their   purchasesI None o f  these  countries 
appear t o  ha9e  er~ough o f  %he goods  which the Czechoslovaks 
would wish t o  use, and as  the  balances(1) are  inconvertible 
they  cannot be used t o  buy i n  those  countries which  have 
sui table  goods. 

25 .  Final ly ,   there  i s  the  circwstance  - that   the 
Russians  after  persuading  the  other COMECON members t o  r e l y  
on then f o r  raw nater ia ls   conplain  that   these are cos t ly  t o  
produce n t t t h c  agreed pr ices  and have  asked their partners 
t o  invest  in Soviet   extract ive  industr ies .  Not a l l  COMECON 
menbers have reacted t o  t h i s  suggestion w i t h  equal   a lacr i ty ,  
but  the  Czechoslovaks  have  dutifully  participated  in several 
o f  these  arrangenents, The l a s t  one entered  into was an 
agrement t o  supply the  USSR with o i l  equipnent and consmer 
goods t o  a value o f  sone 500 mill ion  roubles t o  be r epa id   i n  
Soviet o i l  i n   t he   s even t i e s ,  

26. &gins-t the background of these  facts  it can be ssen 
why so  lyang Czechoslovaks,  including  party  nenbcrs,  have cone 
t o  believe  that   they, as a nation, have been exploited by t h e i r  
ideological  brethren. This explains why they slowly but alnost 
un,aninously have cDne round t o  wanting new econonic  policies 
which  would remve the dead hand o f  bureaucracy f r o u  the  
enterpr ises  and bring  about a new s t ruc ture  o f  industry 
r e s u l t i n g   i n  2 new pa t te rn  o f  foreign  trade.  Though these 
aias are essentially  econonic i n  character,   they  are  directed 
aga ins t   ins t i tu t ions  and arrangenents o f  p o l i t i c a l  sigiiif icance. 

( c )  Future  qwospects o f  Czechoslovak  selatioz- e 
27. It has been  noted  that  mong  the  nany and various 

c r i t i c i s n s  of  Czechoslovakia by the  invading  s ta tes ,   re la t ively 
l i t t l e  was said about  the  econonic  aspect. !Phis does not 
necessarily man, however, tha t   the  t h r e a t  t h a t  Czechoslovakia 
night  urmncipate  i tself  f r o n  CONECON arrangenents d i d  not 
cause scrious  concern t o  the  Soviet Union and other  Varsaw Pact 
countries.  In  the..Brakislava cormuniqui. there  mas a br ief  
rcfeyence  given t o  CONECON as   the  instrwlent  f o r  pronoti2ng 
production and spec ia l i s a t ion  anong the   soc ia l i s t   count r ies  
and i t  was sa id  that  a t o p  level   neet ing t o  discuss wags of 
improving the  organization  should  beheld. 11 Pravda a r t i c l e  
o f  2211d L.u:y”Lst touched on  another  aspect o f  COhIECON, nanely 
t h a t  i t  d i d  no t   nwely  serve the  econonic  needs o f  the 
individual  countries  but  reflected  the  international  si tuation. 
The a r t i c l e  added t h a t  the USSR was responsible f o r  the  
securi ty  and econonic  independence o f  t he   soc i a l i s t   cmp ,  
In  Soviet eyes CJOX‘IECON i s  obviously  an  essential   part  o f  the 
s t ruc ture  o f  the  Soviet  sphere o f  influence. 

( l  ) See C-liI(68) 29 , Annex I, Table III 
U””” 
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28,  The short-fall   in  production,  caused by the  invasion 
and. subsequent  events, w i l l  no doubt be r e f l ec t ed  i n  foreign 
tradeg but this  i s  not likely t o  be all t ha t   s ign i f i can t ,  
Future  dcvelopncnts o f  Czechoslovak relat ions witlxin COMECON 
will c lea r ly  depend  on the  Soviet  Union's  attitude.  Since 
Czechoslovakia's  passive  resistance  has n o t  ye t  been  broken, 
and the  people  are s t i l l  s o l i d  with the i r   l eade r s ,   t he  
Russians xay f e e l  disposed t o  turn the ec rw  rather   than 
a s s i s t .  On the   o ther  hand, i t  could be argued t h a t ,  once the 
Russians had achieved  Czechoslovak  agreenent t o  %orrmlisel' , 
they wot~l t i  theil show thenselves  will ing t o  help  res tore   the 
Czechoslovak econony as  they d i d  i n  the case o f  Hungary( 1) c 

29. The real issue  facing  the Czechoslovak nation .is.- 
the   unsa t i s fac tory   s ta te  of  the econony as  a r e s u l t  of the 
def ic iencies  o f  the  comand  system and the gearing t o  
s o c i a l i s t  neighbours. Tke Russians and the  other nernbers 
c o u l d  ease t he  Czechoslovak posi t ion by t r ea t ing   syL3a thc t i ca l ly  
t h e i r  wish t o  open out more t o  the w o r l d  a t  large l l k e  the 
Runanians and Yugoslavs. It seem  ra ther  u ~ l i k e l y ,  however, t h a t  
either  the  Eussia1s o r  the  East Gemans would care t o  risk t h i s  
solut ion,  ancl a% the  nonent  the  likelihood i s  t h a t  pressure will 
be aut on Czechoslovakia t o  renain a leading ueraber of the  
s o c i a l i s t  world comunity.  Arrangenents nay be  nade  within 
this franeworlc Lo nake things  easier f o r  Czechoslovakia;  the 
o ther  r?enbers night  undertake 'to give some p r i o r i t y  t o  
Czechoslovalr requirements, t o  deliver  pronptly and t o  o r d e r  
high qua l i ty  goods from Czechoslovakia ra ther   than f rom the 
'?!est. Sone r e l i e f   n igh t  a l s o  be given by freeing  Czechoslovakia 
f r o n  thc  o b l i g a t i o n  of invest ing  in   the  Soviet  Union, 

30. Greater  use  night also be nade o f  Czechoslov& 
f a c i l i t i e s  f o r  research and developuent. I n  respect of research 
and production, new f o r m  of spec ia l i sa t ion   n ight  be accepted 
by those nenbers of  COIVIECON which c m  be induced t o  conply, I n  
the present  cireunstances  Yugoslavia would a b o s t   c e r t a i n l y  
remain a l o o f ,  How the R u a n i a n s  would r eac t  t o  pressures of 
this kind would preswmbly depend on the  degree which the 
Russians consicter i t  wise t o  apply. 

31* There i s  a special  issue which i s  r e l evan t   i n   t he  
COmCOM connection; that  of the  credi t   balances  held by 
Czechoslovakiz  with  other  Comunist  countries. A t  sone point,  
Czechoslovdcia uay i n s i s t  on the i r   l i qu ida t ion  and, if there  
was al econonic  conference,  she  could  present a strong Case f o r  
s p c i a l   t r e a t m n t  by other nenbers, On the other hand, the 
Sovie% U n i o n  cight argue t h a t  these  balances do no t   ra i se  =Y 
urgent problens.   In any case ,   the i r   l iqu ida t ion  will necessarily 
take soue t ine.  
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32, During the  recent   ta lks  i n  Moscow between the 
Czechoslovak €)rine  Minister and Soviet   leaders (Wh and 
10th  Septenber), i t  seeas   that  a wide  range o f  econonic 
p r o b l e m  m r e  discussed, It has  been  re2orted  that  the  Soviet 
Union  would deliver  natural   gas t o  Czechoslovakia, who f o r  her  
pa r t  would he lp  t o  construct a gas pipeline on Soviet 
t e r r i t o r y ,  The mounts  involved  in  these  operations are not 
known, n o r  are the   t e rns  o f  the  transactions. lit first s igh t ,  
it seem  tha t   the  agreement i s  o f  the  sane type as  that  re fer red  
t o  above (paragraph 25)  under  which  Czechoslovakia  provicles 
o i l  equipncnt t o  be paid f o r  at a l a t e r   da t e  by o i l  del iver ies .  
It seeus indeed that there  is a de l ibera te  atter2i.t on the   par t  
o f  the  Soviets t o  s t rengthen  their  econonic l i n l r s  n i th   t he  
Eastern European countries. h exauple o f  this i s  the recent 
Soviet/Bulgarian  long-tern agreement f o r  econoaic  co-operation, 
also involving  Soviet gas de l iver ies .  

III. - THE EFFECTS OP SOVIET MILITARY INTERVENTIOIT ON TEE 
ECONOMIC~U~TIOITS OF C Z E C H O S ~ V A K I A  WI" yu 

33*  In   order  t o  discuss the e f f ec t s  o f  :~ i l i t r r ry   in te r -  
vention on econonic r e l a t i o n s  with the West i t  appears 
appropriate f irst  t o  r eca l l   b r i e f ly   t he  r ô l e  these   re la t ions  
have played h i the r to  and the  place  accorded t o  t hen   i n   t he  
plans o f  the  Czechoslovak reforaerS. 

f o r e i g n  trade  than o f  the   t rade o f  the USSR, o f  the  f o u r  other  
invading  countries and ,  o f  course, o f  the  trad-e o f  Runania. 
In  1966 thc share o f  t he   i ndus t r i a l i s ed  West was 20% i n   t h e  
case c f  Czechoslovakia,  21$.i.n  the USSR, 23% i n  the Soviet 
Zones 23% in   Bulgar ia ,  25 *5$ f n  Hungary, 29$ i i x  Poland- and 
34% iiz Runania.,  Bekveen.1960 and l966  the  West's  relative 
share o f  Czechoslovakia's  trade  increased by 2% as i t  did. in 
the USSR, Hungary and the Soviet Zone, In   the  s~li ; lc 11eriod., 
t h i s  share increased by  10% in   Bulgar ia  and Runania. 

34* The West takes a snal ler  share of Czechoslovakia's 

35, kmong NATO countries,  the  Federal  Republic o f  
Gernany i s  by f z r  the raos t .  inportant   suppl ier  o f  Czechoslovakia. 
I n  1967. i t  accounted f o r  39% of the European ITAT0 countries 
exyorts( l )  and. f o r  about a quarter o f  the  exQorts of  Western 
D u o p e  as a whole. However, this share i s  o n l y  very s l i g h t l y  
higher  timn  the Federal  Republic's  share o f  Lbropecm ITAT0 
countries'   exports t o  Hun arg 2nd sna l l e r  than her  sha re   i n  
these csports t o  2wxmi.a $49$). The Federal   Repbl ic 's   share  
i n  a l l  European ITliTO countries '   exports t o  the  East  3uropcm. 
countries, o the r  than  the  Soviet  Zone, i s  37$. 

36, Conparcd t o  nost   other  East  European countries 
Czechoslovakia s e e m  t o  have  Seen  cautious in   tdc inS up 
Western export   credi ts ,  At the end o f  1967 the  oiJtstmding 

( l )  See Table I V  i n  Annex I t o  C-M( 68 )29  
" "- 
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goverment  guaranteed  private  ex o r t  c r e d i t s  t o  Czechoslovakia 
auounted Go $152 nillion( 1) o r  B 10,6 per inhabitant,  This 
.figure is  lower  than i n  the  other  Eastern European countries 
with the  exception of the  Soviet Zone m d  in the USSR, as 
shovm in  %he table below. It has, howeverp t o  be noted that  
the real Czechoslovak  indebtedness nay be grea te r  than these 
f igures  suggest as no inforaation i s  avai lable  on pr ivate  
.credits  not  guaranteed by governnents and c r e d i t s  f ron 
countries outside NATO, 

f Outstanding 
f credi t s  on 
3 31.12.1967 
f ( n i l l i o n  US $) 

Country 

Soviet Zone o f  

Czechoslovakia 

Poland 
Ruania  

Outstanding 
c r e d i t s  per 
inhabi tant  

($1 

8.2 

Outstanding 
c red i t s  as 
percentage 

o f  GNP 

0 0  3 

3.5 
3.3 

O. 6 

Sources:  Outstanding  private  credits  guaranteed by goverrments: 

Population and GNP (Western estincltes): AC/89-W/258, 
Table I, page 35, 

AC/I 27"D/254 

37. 111 view of these f a c t s  i t  would seen d i f f i c u l t  f o r  
the USSR t o  argue  that  Czechoslovakia's  present  trade with the 
vkst should be reduced  although  they Bight press f o r  a 
reduction of the re la t ive   share  of the  Federal  Republic on 
p o l i t i c c l  grounds, 
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lozm and credits this would make  necessary,  exports  to the 
~~1es-b were to  be  promoted  and in.the long-term  the  competitive- 
mss of Czechoslovak  industry was to be stimulated  by a 
g ~ a d u a l  opening up 02 the  Czechoslovak market. 

39. Before  the  nilitary  intervention,  Czechoslovakia 
c?.slcccl the  Soviet  government for a hard currency  loan. The 
Soviets  seem  to have evaded  the  issue  and  it was at  that 
s h g c  that  the  Czechoslovak  leaders  started  probing  .into  the 
possibilities of obtzining a loan from  Western sources. The 
idee?. of attracting Z'Tcsteern investments  through  joint 
iïl&wtrial ventures Y J ~ S  also broached  by  the  Czechoslovaks. 

40. Apparently the Russians fear the  political  and 
cconomic  consequences of an expansion of Czechoslovak.trade 
wikh %he  West  while, so fa r ,  they  have reluctantly  resigned 
%henselves  to  such a development in the  case of Rumania. On 
2i1d September, VreWvd.af1 carried an article by a certain 
V, Ivanov, who reminded  Czechoslovakia of  her dependence on 
t h e  supply of Sovie-i; ra.w materials  and o f  her r81e in creating 
-the naterial and teclmical  basis for Communism in the  Soviet 
U n i o n .  The writer slipped in a warning  that  only  political 
simpletons in Czechoslovakia  could  dream of widening  the 
frmevork of Czechoslovakia's  economic  exchanges with the 
cqf'l-alist  countries9  since  this  could only lead to  economic 
c?epxdence on foreis1 capital, 

41. However,  should such considerations  lead  the 
2Lmsians  to  prevent a .  expansion of trade  between 
Czechoslovakia  and -2hc West,  this would, t o  some  extént, be 
coiiCrary to  the  economic  interests, not only of Czechoslovakia,, 
but d s o  of the  Soviet  Union,  The  Russians  themselves have 
.called f o r  an increme  in deliveries of manufactured  instesd 
of cqyital goods fron Czechoslovakia.  They  therefore  clearly 
hmc their own interests in the  reconversion and nodernisation 
02 Czechoslovak inaustry. The trouble  is  that  this 
nod-eraisation  could best be carried  out by drawing on 
Vcstcrn equipment a i d .  know-how. 

42. It is not possible, at the  moment,  to  predict what 
!rini?- of compromise  thc  Russians will arrive at between  their 
poli-Lical and their  cconomic interests. It would  seem 
improbable  that  they Trill allow  the  Czechoslovaks to go 
chccd in seeking Wes-kern loans o r  experimenting with some 
k ind  of direct Western investment. On the  other hand, it is 
i1o-L; to  be excluded - % h a - b  they  might  consider  it  preferable  to 
p~rb the hard currency  necessary for the  modernisation of 
Czcchoslovakiafs inih--s-Lry at  the  disposal of that  country, 
r~-klmr than have her plan  for an increase of exports  to  the 
Xes% which could  evcntually pay f o r  the  imported  machinery, 
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Such a policy would obviously  imply some increase in the USSR's 

find this  to be  in -:heir political  interest, to  the  extent 
tha-b they would prescilve their  economic hold over 
Czcclloslovakia, who would  continue t o  export  to COMECOH 
countries  instead of having  to  direct her future  sales 
tovmrds the West in order  to  refund  capitalistic loans. 

I cqorts to the West, or sales of gold, but the  Russians  might 

IV, T U T W  OF EAST/?fi2ST ECONOMIC RELATIONS 

45. The future OP East/West  economic  relations  depends 
on the  attitude o f  bo%h  Communist  countries  and  the  West. 
The  Soviet Union wi13 certainly  endeavour  to  reinforce the 
collesion o f  COMECON and may  even  take advantage o f  present 
circumstances t o  makc new attempts to control through  this 
organization trade between East Europe and the West. She 
v111 probably be morc suspicious of certain initiatives 
 hi hi ch East European countries  might  take  to  strengthen their 
economic links with t-he.West. She might  calculate  that the 
example of Czechoslovakia will inhibit, at least for some 
'cine, the resistance of  other COMECON countries to her 
dcmands. The exten-l- to which she would succeed in this 
respect is difficult Lo foresee  and  may vary from  country t o  
co~mtry, Rumania being probably  the  most  reluctant one. 

4-4. Moreover, the intervention in Czechoslovakia. 
inevitably  involves  certain  increases in the  expenditure o f  
the invading  countries  and to this  extent  aggravates  the 
c?..lrcz,dy acute problem of  the allocation o f  resources between 
ailitary efforts,  investment and consumption. In so far as 
the iavasion o f  Czechoslovakia has involved  troops and 
trmsport which nornslly help to bring in the harvest in the 
USSE it can also have an unfavourable  effect on the cereal 
crop. Furthermore, it is not ruled out that certain  economic 
arrangements may be arrived at between COMECON and 
Czechoslovakia so as not to expose  the latter's economy to 
-fur-:her failures. In these  circumstances,  the European 
Communist  countries  might wish to have more industrial goods 
and credits  from  the  Vest so as to lessen the tension which 
these burdens will inpose on their  economies. 

$5. The econoaic  and financial measures taken by 
nembcr governments OP the Alliance towards the five Communist 
countries which intervened in Czechoslovakia continue to 'De 
followed fron a stri.c-i;ly economic angle, by the  Committee  of 
Gconomic Advisers(1). Information so far available  indicates 
that some official  econonic  contacts have  been postponed and 
there has been no official representation at some trade fairs 
in the invading  countries. The members of the  Alliance are' 
adop-b'ing a very  cautious  attitude until the situation 

(1) SC/127-R/232, Item I 
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bccomcs clearer.  Ln this respect a distinction  is  made 
bchrcen CzechoslovaBia,  Rumania  and  Yugoslavia  on  the one 
hmd end  the five ?“.f;pessors on the  other.  The  uncertainties 
of the  situation acy, apart from any  political  chacge, 
agamate the  practical  difficulties o f  contacts  and  lead to 
G ’L‘cmporary slow-dovm  in  the  conclusion o f  new  deals. 

$6.  In  the  long-term no western  country  has so far taken 
%I?c decision to al te?  basically  its  commercial  and  credit 
pol-i.cy,.towards,Ithe. Comunist countries. On the  basis. of 
rcccat  trends in 3as’cfifes-t  trade  and o f  volume of credits 
already granted to Comunist countries9 it was  foreseen, 
bc2orc the  events in Czechoslovakia,  that  trade  between 
mc-ïbcr countries  and  Commwist”.Europe,  especially  the USSR, 
vould substantially  expand  in 1969. Unless  the  political 
si-Luation  deteriorates  further, a certain  increase  seems 
li1ccI.y as contracts  C-lready  signed  will no doubt be implemented. 

4-7. A special  problem  arises f rom the  uncertainty 
crec-l-ed  in  Eastern Brrope by  the  events in Czechoslovakia, 
Gcoi?onic  relations T r i t h  the  countries of this  region  night 
~ O T ?  be considered 2s involving  additional  risks.  Some  might 
think,  for  instance,  that  these  risks  have  increased  more in 
the  csse of Czechoslovakia  and of Rumania  than in that o f  the 
invd-ing countries.  However,  from a political  point of view, 
it would be  paradoxical f o r  the  West to show  more  caution  in 
its dealings with these fisst two  countries,  while  in  the  case 
OP %he other  Commuais%  countries  trade  and  credits  were  being 
st c:>p c d up e 

4-8. The  Commi-itce of Economic  Advisers  has  also 
d-ccided(1) to study  whether a correlation  exists  between 
.L~LOIC?-C and  credit  agxcrnents  on  the  one  hand, and trends 
’Low,zds liberalisation i n  Evcropean  Communist  countries  on  the 
o’;.lzcx. This  study will necessarily  take  some time and it 
~ s o u l d -  be rash,  at -i;llis stage, to venture  acre  than  very 
-bcn-t;z.tive ideas on  $his  matter  inspired  by  previous  studies 
O Z  -;lie Comittee: 

(i) It seems - i 3 m %  East/West  trade  has  highlighted 
certain  sho2lcomings in the  Communist  economic 
system an4 hzs thus  contributed to the reform 
movement, T h i s  is a cumulative  process to the 
extent  thc-i;  -the  economic refoxms - at  least if more 
freedom is I -cf t  to individual  enterprises  in  the 
field of c::”i;ernal  trade - foster  the  expansion  of 
economic  relations  between  East and West. It 
appears c . 1 ~ 0  that  the  reforms  cannot be effective 
unless thcx is  some  relaxation of the  grip of the 
Party on .Ihc working  of the economy.  This is 8 
case were economic  necessity  may  lead t o  some 
liberalis?,-tion  in  the  broader  political  context. 

~. 

(l) bC/127-R/232, IJccm I 
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(ii) A s  t o  c r ed i t s ,  ovcr recent  years  they  have been an 
important  stimulant t o  East/West trade.  They have 
a l s o  resu l ted   in  some economic interdependence 
between East and West: t o  repay  these  credits 
Communist countries have t o  s t ep  up their   exports  
and the West, i f  i t  wants t o  be reimbursed,  has t o  
open i t s  markets t o  more  Communist goods. 

(iii) East/West trade has a l s o  been a dis turbing element 
i n   t h e  working o f  COJ!ECON: i t  has introduced a 
yardstick f o r  comparison  which  proved t o  be 
detrimental  t o  the Communist economic system, . i n  
p a r t i c u l a r  as regards  the  quali ty o f  goods. East/ 
West t r ade  o f f e r s  also an   a l te rna t ive  t o  which  both 
the USSR and the  Eastern  European  countries  have 
increasingly  resorted over the  l a s t  few ‘years. 

However, t h e   r e a l  problem raised by the   cor re la t ion  ijetween 
t r ade  and c r e d i t  arrangements and the  trends towards 
l i b e r a l i s a t i o n   i n  European Communist countries i s  perhaps less  
economic than   po l i t i ca l .  Among  many others, two relevant 

g0 Qn t o l e r a t i n g   l i b e r a l i s a t i o n   i n   E a s t e r n  European countries? 
How f a r  i s  the  Soviet  Union prepared t o  go i n   l i b e r s l i s i n g   h e r  
own society? 

. questions Seem t o  be:: How far i s  the Soviet Union wil l ing t o  

(Signed) A. VINCENT 
Chairman 

OTAN/NATO , 
Brussels, 39. 
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