
_Report, by th&g-g@ttee o f  Economic Advisers 

SunINIAIIY 

A t  i t s  meeting on  Wednesday 12th  February(l ) ,   the  
Council,  taking  note o f  the   report  by the Chairman o f  the 
Committee o f  Economic Advisers on the COMECON meetings i n  East 
Berl in   in   January 1969 (C-M(69)4), invi ted  the Committee o f  
Economic Advisers t o  continue t o  watch  developments i n  COMBCON 
and t o  repor t  on the  expected Summit Meeting. The present 
paper  is an  assessment o f  this meeting, which was h e l d   i n  
Moscow (23rd-26th A p r i l )  t o  consider a var ie ty  o f  problems 
viewed d i f f e ren t ly  by the meabers i n  accordance  with  their 

' sepa ra t e   i n t e re s t s  and aims. 

2. The problems facing  these  countries  include:  the 
degree t o  which  East-West t rade ,  which t o  some extent  i s  an 
a l t e rna t ive  t o  intra-COMECON trade,  should be encouraged;  the 
d i f f i c u l t i e s  stemming from centralised  planning - the  arbi t rary 
element in   planning and unce r t a in ty   i n   cos t s ,   t he   d i f f i cu l ty  of 
moving f r o m  the   p rac t ice  o f  b i la te ra l   se t t lement  t o  mu l t i l a t e ra l ,  
the  problem o f  agreeing on what measures of economic reform are  
appropriate b 

3. The main Sov ie t   i n t e re s t   i n  COMECON i s  t o  r e t a i n  i t  
as an i n s t i t u t i o n  which  encourages  the  other E a s t  European 
countries t o  co-ordinate  their  production and t rade   po l ic ies  
i n  harnony with Soviet   principles and object ives ,  A t  the 
moment the  USSR i s  pr imari ly  concerned t o  obtain a demonstration 
o f  un i ty  among  members towards Communist China and t o  use 
COM3CON wit11 a view t o  neu t r a l i s ing   t he   a t t r ac t ion  of the  
Common Market on some European Communist countries.  The 
i n t e r e s t s  o f  the   other  members diverge by reason o f  t h e i r   l e v e l  
o f  economic development, t h e i r   p o l i t i c a l  aims, and the  type of 
economic r e f o r m  they  intend t o  pursue. The Poles want more 
integration,  not  only by plan  co-ordination,  but a l s o  through 

(1) C-R(69)6, paragraph 25 
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more advanced  commercial  methods. The Soviet Zone favours 
very  extensive  re la t ions  with  the USSR but is  l e s s  keen 03 
c lose   l inks  with her  less-developed  neighbours. The Bulgarians 
want higher   pr ices  f o r  the i r   p roducts ;   the  Rumanians wish t o  
remain f r e e  t o  determine  the  pattern o f  production and t rade  
with a l l  countries.  The Hungarians and Czechoslovaks a r e  
i n t e r e s t e d   i n  economic decent ra l i sa t ion  and favour  co-operation 
a t  en terpr i se   l eve l .  

4. The  communiqud agreed by the  conference  dealt  with . . 
economic i s s u e s   i n  a rather  cautious  mmner. The t r a d i t i o n a l  
po l i c i e s  o f  central ised  planning,   industr ia l isat ion,  
specialisation,  co-ordination of nat ional   plans,  and mutual 
t rade  were  approved,  though  the  existence o f  new problems and 
the  need f o r  new methods of  dealing  with them was recognised. 
Measures s p e c i f i c a l l y  announced a r e  concerned  largely  with 
improved plan  co-ordination  not  only i n  production but a l so  i n  
investment,  research,  development and marketing. This problem 
of plan  co-ordination is  o f  particular  importance a t  the  
present   juncture ,   s ince  plans for the  period 1971-75 a re  
currently  being worked out   in   the  var ious  countr ies .  
Improvements i n   t h e  working o f  the   ex is t ing  COMECON Bank a r e  
envisaged, and i t  i s  proposed t o  s e t  up a new Investment Bank 
t o  f inance COMECON projects .  The idea o f  more t rade with non- 
COMECON countr ies ,  Communist o r  o ther ,  was also approved. 

5. Reports from East European cap i t a l s  throw aome l i g h t  
on a document consis t ing o f  25 points  said t o  have  been signed 
a t  the  conference. It would appear that decis ions i n  pr inciple  
were  taken  affecting  not only mat ters   referred t o  i n   t h e  
communiqu6 but a l s o  a number o f  other   issues .  Thus i t  i s  
reported tha t  a more f l e x i b l e  method of  negot ia t ing and 
conducting intra-COllLECON t rade  w i l l  be adopted:  an  attempt 
w i l l  be made t o  make GOI\IIECON currencies  mutually  convertible, 
and clearing  balances  exceeding a ce r t a in  limit w i l l  be 
conver t ib le   in to  hard currencies;   the COMECON Bank w i l l  lend 
money a t  r e a l i s t i c ,  commercial r a t e s  of i n t e re s t .  

6. The Poles a r e  reported t o  have  been dissat isf ied  with 
the outcome o f  the  meeting,  possibly  because  their p roposa l s  
as t o  price  reform were not  accepted,  but most other members 
a r e  said t o  be reasonably  content o r ,  a t  any r a t e ,   l i k e   t h e  
Hungarians, re l ieved.  F o r  the  Russians  the  conference,  after 
the  events  in  Czechoslovakia, was of  great   pol i t ical   importance 
and t h e   f a c t  that  a s h o w  of un i ty  was achieved may have  been 
considered by them as a sa t i s f ac to ry   r e su l t .  

X 
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TKE COMECON l!lEETING I N  MOSCOW 

7.  Three months a f t e r   t h e  22nd Session of  t'ne Council 
f o r  Mutual Economic Aid he ld   in   Ber l in(1)   the  2 3 ~ d  '?dxtraordinaryE' 
Council  Session,  attended by heads o f  pa r t3  m a  government, was 
h e l d   i n  Moscow on 23rd-26th A p r i l ,  followed by the  40th Meetlag 
o Î  the  Executive Committee. In   the  past   these summit meetings, 
cal led  infrequent ly  t o  discuss  important  issues,  hcve  been  held 
outside  the C O m C O N  framework. A t  this Apr i l  meeting, 
delegations  consisted o f  party ch iefs  and govermnent lezders  
as well as normal o f f i c i a l s .  Only the  eight  active  menbers(2) 
of  COMECON attended.  Yugoslavia, which holds  a spec ia l   s ta tus  
within CONECOM, a l lowing  her   par t ic ipat ion  in   selected 
a c t i v i t i e s  o f  t h i s  organization, w c s  p resec t   in   .Bas t .Ber l in  b.Jt 
d i d  not   a t tend  the Noscow meeting. 

80 The purpose o f  th i s  meeting seems t o  have  been t o  
discuss   future  pol icy,  including means o f  co-ordinating  national 
plans, the  questi.on o f  economic integrat ion,  and currency 
problems. The decisions  takan 60 not  appear t o  have  been  very 
important,   but,   despite  differences of view along members, 
agreement in   p r inc ip l e  on a number o f  other  issues  appears t o  
have  been  reached and some s o r t  o f  timetable  agreed. 

meeting t 
9 .  A br ie f  survey o f  the background o f  the  COMEGON 

Part I below) may t h r o w  l i g h t  on what i s  known o f  i t s  
r e s u l t s  Par t  II). 

Io BACKGROUND TO THE C O E C O N  MEETING 

10.  Although  the  dist inction i s  t o  some exten t   a rb i t ra ry ,  
it m,y be  convenient t o  deal  f i r s t  with t h e  b m i c  problems of 
COMECON and then t o  out l ine what i s  thought t o  be the  various 
na t iona l   a t t i t udes  

&sic  Problems o f  C O l d E ~ O N  

11, For  the USSR the  organization a t  t h i s  s tage has 
g r e a t e r   p o l i t i c a l  than economic s ignif icznce.  Because of the 
Communist system of national  planning,  the  procedurcl  features 
of COMECON i t s e l f  and var ious  pol i t ical   c i rcumstances,   the  
Soviet   objective o f  a s p e c i f i c   s o c i a l i s t  economic community i n  
Eastern Europe has not  been rea l i sed .  On the  other h a d ,  
COMECON has been of service t o  the USSR i n  ensuring ?;hat the  
bulk of the  tratle of the  East Europe'm countries has been 
carr ied on  with other  menbers o f  the  organization  while t h e i r  

(1) C-"I 69 )L? 
( 2 )  Bulgaria,  Czechoslovakia, Hungary, ?#Tongolia, POlcWd, 

Fkmania, the  Soviet  Zone o f  Germay and the  USSa 

-5- NATO C O ~ I D E n T T l A .  
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t r a c e  with t h e   r e s t  o f  the  w o r l d  i s  kept a t  a modest l e v e l 9  
lower t%mn would be the  case if they were completely  free t o  
develop their   t rade  in   accordance with t h e i r  own econornic 
i n t e r e s t s .  In  partic?ular,  a large share o f  t h e i r  t o t a l  t rade  
i s  with the  USSR i t s e l f ,  which seeks t o  use  these  countries as 
workshops o r  mrket-  gardens. F o r  t h e i r  part ,  the East European 
count r ies   f ind  some t r a d e  p ro tec t ion   i n   t he  COIJECON arrangenents 
i n  s o  fa r  as they would n o t  be able ,   in   the  short-run,  t o  
w i ths t and   t he   fu l l   f o rce  of  competition on world markets. 

NATO CONPIDENTIflL -4- 
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has  been made t o  work out a comon  plan, and IChrushchev's 
scheme i n  1962/63 t o  s e t  up a supranational  pïmning organ 
within COliIECON was f r u s t r a t e d ,   l a r g e l y  by R~xnania. The fommla 
subsequently  adopted w a s  b i la teral   co-ordinat ion o f  na t iona l  
p lans ;  what mul t i la te ra l   co-ord ina t ion   ex is t s  i s  o f  a rud-iraentary 
charac te r   l a rge ly   a f fec t ing   fue l  and power. Some recormendations 
for spec ia l i s a t ion  o f  production  have  been  accepted, a nurdber 
o f  comon  services  have  been  set up ( o i l  and gas pipel ines ,  
railway wagon p o o l ,  e l e c t r i c   g r i d )  , and there   are  a few j o i n t l y  
owned enterpr ises .  Trade  between  each pair  o f  countries i s  
arranged by government o f f i c i a l s  on a basis o f  five-year 
agreeaents -md year ly   t rade  p r o t o c o l s ,  w h i c h  a r e  s t i l l  more 
detai led.   Great   s t ress  i s  l a i d  on  t h e  exchange o f  comparable 
categories  of goodso the   p r ice  o f  which i s  a secondary 
consideration, 

lh,, I n  a l l  COMECON count r ies   there  i s  an arbitram 
elernent i n   i n t e r n a l  , which are   f ixed  by planners-; 
Generally spe,&ing t ere  1s a l a c k  o f  coherence i n   t h e   p r i c e  Fices 
sys tem o f  cOl!"N countries - except  perhaps in   t he   Sov ie t  
Zone pad Hungzry, and the  nalional  systems  are  not  conparable, 
For th i s  reason, COMECON p r i ces  - now expressed i n   l l v d u t a  
rubles"  - a re  broadly based on pr ices   prevai l ing on world 
nwke t s .   P r i ces  i n  pr inc ip le  remain f ixed f o r  E term of y e a . s ,  
but   in   pract ice   negot ia tors   can  agree t o  nodify  then f o r  
pa r t i cu la r   t rmsac t ions .  

15. There i s  some d i s s a t i s f a c t i o n  with the  COPlIECON p r i ce  
system.  Naturally  the  agreed  prices  tend t o  get   out  of phase 
with current   pr ices  abroad,  and  one o r  o t h e r  of the   par tners  ,. 

f e e l s  at n disadvantaged Sone Comunist  economists  have 
argued t h c t  COMECON should  adopt a p r i ce  system d i s t i n c t  
from "world1' prices  based on average c o s t s  i n   t h e   a r e a 9  
which i n   p r a c t i c e  would mean imposing  the  Soviet  system on a l l  
COKECON countr ies .  This solut ion  appeals  t o  the B u l g ~ i a n s  
who a re   p ,a r t icu lar ly   d i ssa t i s f ied  with the   p r ices  they g e t  f o r  
t h e i r   a g r i c u l t u r a l  produce.  Recent  Soviet  articles  inciicate 
that  on balance  the  Russians  are probably s a t i s f i e d  with the  
p r i ce  system introduced  in  1965 though, no doubt  t o  coxnter 
conplaints f ron other membersp they sometimes point  out that  
they get t o o  l i t t l e  for t he i r   va luab le  raw materials  while 
they  have t o  pay r e l a t ive ly   h igh   p r i ces  f o r  E m t  European 
nc?nufactures which a re   o f ten  p o o r  i n   q u a l i t y .  

1 6 .  O f f i c i a l s  i n   t hese   t r ade   nego t i a t ions  a i m  PrirAmibT 
a t  a bilaterql.   balance with each pa r tne rp  s o  th2-t i n  
princi 'ple t h e  value of  t rade  moving fron one country t o  
mother  should equal that  flowing in   t he   o the r   d i r ec t ion .  
Allowance i s  nade f o r  long-tern  credi ts  of c a p i t a l  equipment 
granted by the  nore  developed  countries t o  t h e i r   l e s s -  
developed  neighbours,  though a l s o  by Czechoslov&ia  the 
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Soviet  Zone t o  the USSR. Apart f r o m  these  planned  credits,  
m unclanned  imbalance on tmde  account nay a r i s e  should one 
par txer  f a i l  t o  del iver  i t s  f u l l  quota o f  goods; n o m d l y  
imbalance o f  th is  kind i s  c leared  in   the  course of  the  next 
ye3.r e i t h e r  as the   r e su l t  o f  extra  Cieliveries on the p a r t  of 
t'ne  debtor  country o r  by reduced  deliveries by the  credi tor .  

17 .  A s  theoret ical ly   " t ransferable"   rubles  c a  be used 
t o  byy goods  throughout  the  area3  there should be scope for 
n u l t i l , 2 t e ~ ~ t r ~ . n s a c ~ i o n ~  even  though the  bulk o f  t rade i s  
'PT,?Yed b i l a t e r a l l y   i F y h e  f i r s t  place.. A COMECON B a n k  was 
s e t  up  il1 196.4 t o  pronote  multi lateral   trade and grant c r e d i t s ;  
in f a c t  i t  has not   l ived  up  t o  expectations and i s  l i t t l e  more 
thgn 8 t r ade   c l ea r ing   i n s t i t u t ion .   In   p rac t i ce  goods  which 
pl.finners  desire  tend t o  be s ca rce   i n  a l l  the  countries,  and 
there  i s  a marked reluctance t o  s e l l  goods f o r  rubles  
accumulating in   the  c lear ing  accomts.   Countr ies  which have 
nccmulated  bakances o f  this kind would l i k e  t o  be able  t o  
convert  then t o  gold o r  hard  currencies  but,   underst ,?~ldably,  
the  debtor   countr ies   are   not   wil l ing t o  accept th i s  solut ion.  

18. The economic reforFs which have  been SO  ch discussed 
." " W..-. j.n Eastern Europe a d  t o x e x t e n t  implemented  have not  

h i t h e r t o  had nuch inpF-ct on COMBCON prac t ice  and organization. 
Their   implicat ions f o r  foreign  trade,  however, are  considerable 
md were in   f ac t   d i scussed  a t  this  meeting. The bas ic   i s sue  
i s  the  choice between centralised  planning and control and 
enterprise  freedon. If, f o r  instance,  the  Prot,2gonists of 
cent ra l i sed   cont ro l  of the econoQy gained  the daiY i n  al-1 the 
com-tr ies  02 Eastern Europe9 i t  w m l d  be eas i e r  f o r  the 
Russi,uls t o  press  for far-reaching  co-ordination o f  p l a n s ,  
amounting t o  the s o r t  o f  comon plan advocated by Khrushchev 
i n  1962,  m d  the  cdoption of  a single  price  systen.  This would 
b r ing   ou t   t hc   d i s t i nc t ive   cha rac t e r i s t i c s  o f  COMECON as being 
not  nerely  econooic  cornunity o f  geographical  neighbours 
but  a pol i t ica l ly   mot iva ted   en t i ty ,   d i f fe ren t   f ron   the   ou ts ide  
w o r l d  both i n  i t s  economic organization and i n  i t s  ideological  
pr inc ip les  and ains.  A s  the  planners presumably would s t i l l  
appreciate  the  value of  econoaic  relations  with  the  outside 
w o r l d ,  fo re ign   t rade  would not  necess-aril7 be reduced, indeed 
it night continue t o  increase,   but i t  would r e f l e c t   t h e  
r i g i d i t y  of the planning  system and be subject  t o  the non- 
econouic c r i t e r i a  of the   p lmners .  I f ,  on the  other hand, the 
co11cePt of enterpr ise  freedom and a degree o f  respect f o r  
consmer  preference,  expressed  through  the  Darket m~chmism, 
were accepted, as proposed i n  Czechoslovakia a d  Hungary, Y l i s  
would imply rather di f fe ren t  economic po l i c i e s  a t  the  nat ional  
l e v e l   i n  COIMECON; l i n k s  with the   ou ts ide  world would a l m o s t  
c e r t a in ly  be extended and the  inf luence of wor ld  pr ices  on the 
cos t  and pr ice   s t ruc ture  o f  COMECON countries  strengthened. 
A t  the  mment  the  tide  appears t o  be running  against  the more 
" l i b e r a l "  reform i n   Eas t e rn  Europe. The i ssue ,  howevero i s  
not  Net  decided. 
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(b)  Nationa.1 Att i tudes t o  COL\ILECON 

19. Not  n e r d y  i s  there  a basic   difference between the 
i n t e r e s t s  Of the  Soviet  Union on the  one hand Z-nd the sa$Jler 
s t a t e s  on the  Dther,  but anong t h e   l a t t e r   t h e r e  i s  a wide 
range of views slad aims. In  econonic  terms  speci?,lisa-ikion 
has l i t t l e  neaning for the USSR. The Soviet TTnion 112s Lm 
extrenely wide range o f  nater ia l   resourcEs,  and-the 82Ja has 
slw,zys been t o  bui ld  up a balanced economy moyc o r  l e s s  
independent o f  the  outside w o r l d .  Seeing i.;? CONECON a 1xeL-s 
of maintaining  control  over  the econonric pol ic ies  0 2  the 
countries o f  Eastern  Europe,  she  constantly  stresses  the 
ideo log ica l   j u s t i f i ca t ion  f o r  the  organization,  the obliga-kion 
t o  n a i n t a i n   s o c i a l i s t  forms o f  econ-omic control  2.nd. the  need . 
f o r  the  P a r Q  t o  have   the   f ina l  say i n  economic na t t e r s .  !I'h 
Soviet Union i s  concerned t o  limit the   e f fec t  of Western 
i d e a s  on econoaic  thinking  in  Eastern Europe ,2nd t o  neu t r a l i s e  
the   a t t rnc t ion   exer ted  by t he  Common Market on sone countries 
i n   t he   a r ea .  The prospect i n   t he   l onge r  term of negot ia t ions 
between the  European  Cornunity and COMECON countries has no 
doubt a l s o  pronpted  the  Russians t o  aim a t  a uai tcd  f ront .  
F u r t h e r ~ o r e ,  a t  the  present  raornent the   Russ iws   a re   t ry ing  t o  
use COMECON not merely t o  get  rnernbers t o  pxrs'ue a c m m n  
policy as regards a i d  t o  Vietn,m and the ci.eveloping countr ies  
but also t o  a d o p t  EI coimon p o l i t i c a l   a t t i t u d e  t o  China. The 
Soviet Union has never  been  able, and probably has not 
expected t o  be able ,  t o  obtain  unaninous  support f o r  a l l  her  
pol ic ies   put  forward within COMECON. This does  not  ne=, 
however, that  having on a part icular   occasion  fa i led t o  
ob tc in   fu l l   suppor t  for a given  policy,  she will not at  a 
l a t e r   d c t e ,  when c i rcmstances   a re  more propi t ious ,   t ry  once 
agcin t.o ob ta in  agreement t o  t h i s  policy.  

- 

20. I n   t he   r ecen t  p a s t  F o l P d  has come out  nost   strongly 
in   favour  o f  " i n t e g r a t i ~ n ~ ~ ,  and l n  t h i s  respect  i s  often 
regarded as l i n i n g  up  behind  the USSR. I n   f a c t   t h e  P o l i s h  
i n t e rp re t a t ion  o f  in tegra t ion  i s  somewhat d i f f e ren t  Xron t h e .  , 

Russicm. The P o l e s  have  often  naintained that the USSR carnot 
be  expected t o  t&e nuch part in   spec ia l i s a t ion  schemes, a d  
they probztbly do  not   bel ieve  in   the  ul t imate   nerging of the 
Soviet 2nd the  E a s t  European  econonies. They r?re s t rcngly  i n  
favour o f  c lose   in tegra t ion  of  t h e s e   l a t t e r ,  however, as they 
hope t o  get   investnent   capi ta l   f ron  the  Soviet  Zone a~1d 
Czechoslovdcia and they  expect  their  CONECON neigilbours t o  be 
rel iable   buyers  of Polish  products. They profess t o  favour 
e f fo r t s  t o  c l o s e  the gap between the   l eve l s  o f  econonic 
development reached i n  member countr ies .  The Poles Cornplain 
that  the  decis ions aJ2egedLy. taken id  l964 t o  cO-Or+dtil%.f;S Pl- 
r ; lul t i la teral ly  znd t o  introduce 0 n u l t i l a t e r a l  system of c lear ing 
bo th  f a i l e d .  They ca,re i n  favour of long-tern  agreenents as t o  
spec ia l i sa t ion  a d  trade  but  they a l s o  stress that CL r c ~ t i o n d -  
pr ice  system ,ad proper  currency  arrallgenents,  including  the 
creat ion of swn internat ional   social is t   currency,   are   necesSam9 
i n  which  the USSR lias l i t t l e   i n t e r e s t  a t  the  mment* 
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21. The a t t i t u d e  o f  the   Sovie t  ?&.le i s  more cautiousLy 
expressed  than Po1,and's. The Zone can  normally be r e l i e d  o n  
t o  s L q p x " p  s t ou t ly  S o v i e t  poll t ical   views,  but  econonic 
i n t e r e s t s  a re  a different   mat ter .  The economic leaders   a re ,  
natul-ally enough, anxious t o  na in ta in  2 s  long as possible  t h e i r  
i ndus t r i a l   supe r io r i ty   ove r   t he i r  C0l~'LECON neighbours and' they 
z.rc?. n o t  over-enthusiastic  about  very  close  links  with l ess  
e f f i c i ec t   pa r tne r s . -  The a t t i t u d e  of  the Zonal lezders  i s  
=bivalen%. On t h e   m e  hand they boas t  of very  extensive 
econonic  relations with the  Soviet  Union. On the  other ,  no 
6.oub-t f o r  s o l i d  economic reasons,  they  quietly  maintain 
i n 2 o r t a t  t rade  lirks with the  Federal  Republ-ic, 

subservience t o  t h e   S o v f i n i o n  though i n   t h e  past there  have 
been  brief mornents o f  def iance.   In   pract ice   the econor;ly i s  
closely  l inked t o  the  Soviet  Union. Most induS.tria1 equipment 
cones f r o a  the  USSR, which has granted  large  credi ts ,   but   the  
Bulgarians  have also bought relatively  large  qu,anti t ies o f  
equipnent f ron  the West, Within COMECON the Bulg'arians a re  
denanding  higher p;'ices f o r  t h e i r   a g r i c u l t u r d  produce. 

22 ,  The o f f i c i a l  Bu1 arian a t t i t u d e  i s  generally one of  

23. The R.~kxn-in~ a t t i t u d e  t o  COMECON has been  proclaimed 
f a i r l y   c l e a r l y .  They n&e the  point  that  the COl5ECOi.J s t a t u t e  
cons t i t u t e s  a new w d  special  approach i n   i n t e r n a t i o n a l  
r e l a t i o n s ,  They are  a l l  f o r  flexible  co-operation  but  against 
giving UOI1'IEUON sup ras t a t e   a t t r i bu te s ,  endowing it with supra- 
nztional  organs o r  accept ing   na jor i ty   dec is ions   in  place o f  
unaniraous oneE. A t  the  nornent they show no pa r t i cu lc r  
enthusiasn f o r  F o l i s h  ideas  about an international  currency. 
SO long as tiley a r e   f r e e  t o  determine  their  ovm investnent ,  
l?rodu.ction and trade  policy,   they  are  will ing t o  co-operz*te with 
~ O N E K ? O N  partners  but  they a l s o  pa in ta in  that  the  organization 
should  not a5~1 a t  beconing  exclusive;  trade with other 
s o c i d i s t   c o u n t r i e s  and with t h e   r e s t  of the world nust  be 
accepted. 

24*  The Hungarians  have  gradually  connitted  thenselves 
t o  a r a the r   l i be ra l   t ype  o f  reform and the i r   cu r ren t   i deas  on 
COXEOON r e f l e c t  t h i s .  They hold that .  t he  econoqy should be 
na t iona l ly  deterr-zined ,and t h a t  COMECON members shculd  re ta in  
the  freedon t o  decide what kinds o f  co-operation  they  should 
engage i n .  They i n s i s t  that  this should  take  into  account  the 
l e v e l  o f  development  achieved by the  country and. the  degree o f  
enancipation f r o m  adminis t ra t ive  res t ra ints   achieved.  They 
s t ress   the  importance of t he   rô l e  o f  the  narket cad of noney, 
which f o r  them i s  the   bas i s  of fu r the r  advance, They favour 
co-operation  between COMECON members a t  various l e v e l s  , national, 
depaxtmcntd and enterpr ise .  
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2 5 .  The pos i t ion  of  Czechoslovakia, in   theory  qui te   c lose 
t o  tha t  o f  Hungary, i s  a l i t t l e  obscure i n   p r a c t i c e .  It i s  
s t a t e d  that there  has been. serious  discussion  about COMECON 
over the l a s t  18 nonths  but i t  i s  doubtful  whether  the  vievs 
recently  put fo rward  quite  coincide with those  expressed l a s t  
spring, It would seera that  the  Czechosl.ovaks fcvour -th9 
co-ordination o f  long-tern p l a n s  aad in-Testment i n  connon but 
they also s u p p o r t  the   Poles   in   their   proposals  as regmils 
currency and prices.   Their  basic problem i s  t o  have an 
i n d u s t r i a l   p a t t e r n  which w i l l  correspond t o  their   needs and 
poten t ia l .  

,P 

II, THE RESULTS OP T g  MOSCOIV MIZEml 
2 6 .  If the  comlVniqu6 i s  t o  be  regarded as m cgreed 

s ta tenent  o f  views, it i s  unl ike ly  that  o t h e r  documents  which 
nay have  been signed would d i f f e r   g r e a t l y   i n  sp i r i t  f ron  the 
communiqug though  they  could, of caurSep l i s t  nunber of 
issues  scheduled for l a te r   d i scuss ion .  1% i s  widely  reported 
that  a document cons is t ing  o f  25  points mas signed, 
Credence i s  l e n t  t o  %he  view that t h i s  includes some i s s u e s  
decided in   p r inc ip le   bu t   requi r ing   fur ther   e labora t ion  by the 
reference o f  the Czechoslovak delegate t o  decisions  about which 
the public will l e a n   i n  due coursa.   In  the  rcnaining 
pzxzgraphs  the  contents o f  the  comnuniqcé are  exmined and 
fur ther   in forna t ion  2nd coments  f r o n  various  sources  are 
considered 

(a) The Comuniqu6 

27. The conrmniqu6 r e s t a t e s   t he   p r inc ip l e s  ,and aims of . . a 

COMECON, ,and deals  with fu tu re  work. It i s  pointed  out that  
a11 members mknowledge the same ideology and have  the same 
class   interest .   Their   co-operat ion i s  based on the   p r inc ip les  
o f  s o c i a l i s t   i n t e r n a t i o n a l i s n ,  eqca1it.y o f  r i gh t s ,   r e spec t  f o r  
sovereignty and n a t i o n a l   i n t e r e s t ,  and the   pursu i t  o f  czutud 
advantage. It i s  claimed that  the nember.s have  brought  =?bout 
r a d i c a l  changes i n   t h e i r  econonic and soc ia l   s t ruc tu re ,  
have aclxieved sustained economic growth,  advanced i n  science 
and cul ture  p and r a i sed   t he i r   l i v ing   s t anda rds ;   t he i r  2 0 l i C . Y  
of industri&i.sation has strengthened each country  SeParatelY 
mit the  soci,?,list  commnity as a whole, a n d  has enhawed  the 
p o s i t i o n  of s o c i a l i s n   i n   t h e  w o r l d ,  Socialist   Planning 
co-operz-tion has reduced the d i f f e r e n c e s   i n   t h e  levels of 
econonic  development ?Dong menbers. Economic co-oPeration 
%&es  the f o r m  of co-ordinating  national  plansp  SPeCialiSation 
i n  production and i n   s c i e n t i f i c  and technOlOgiC3.l reSeEL??che 
In   fo re ign   t r ade ,  nembers r e l y  on each o’cher f o r  t he  bulk of 
the i r   nore   s ign i f icant  i m p o r t s  and as Markets f o r  t h e i r  
products. 
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28. As regards the future, the  cornunique'  states that 
OOMXCON nembers are  seeking  better  nethods o f  soc i a l i s t   con t ro l  
s o  3s t o  take  attvantage o f  t h e   s c i e n t i f i c  and technical  
revolut ion,  a d  t o  achieve  higher  productivity a n c i  l i v i n g  
s'canclardls; they  are  exmining  ceans of improving  existing 
devising new ways o f  economic co-operation, . s o  CS t o  reduce 
the  discrep,mciss   in  the l e v e l  of economic  development  between 
thenselves ,  t o  bui ld  up a powerful  socialist; com1unity of f r e e  
sovcre iga   s ta tes  and t o  he lp   soc ia l i sn   p reva i l   aga ins t  
cap i t a l i sn ,  The task  therefore  i s  t o  decide on l i n e s  of 
development m d  work out  measures t o  achieve  then. 

29, The measures  envisaged aim a t  inproving  the  co-ordination 
of na t iona l  p l a n s ,  i n   r e sea rch  and developnent,  production, 
marketing,  investment ,?;na i n   t h e  work on forecast ing 
developnents i n   t h e   s c i e n t i f i c ,   t e c h n i c a l  and economic f i e l d s .  
These  raeasures  inply  accepting  effective and f i r d y  establ ished 
d iv is ion  o f  labour and t r ade ,   e spec ia l ly   i n   l i nes  o f  prodv.ction 
nost   decis ive f o r  future  progress.  This p r o g r m e  &so includes 
spec ia l i s a t ion  among e x i s t i n g   s c i e n t i f i c  and technical  
i n s t i t u t e s  and t h e   s e t t i n g  up of  i n t e rna t iona l   i n s t i t u t e s .  

30,  The neet ing gave considerable   a t tent ion t o  the problem 
o f  t rade  and ' t o  questions o f  currency and c red i t ,  It s t ressed 
the  need t o  strengthen  the  contractual basis of COMECON 
re la t ions ,   espec ia l ly  as regards  long-tern econorxic links 
between countr ies .  It was agreed that an Investrxnt BanZr should 
be s e t  up pad the a c t i v i t y  o f  the   ex is t ing  COMECON B Z ~ C  
inproved, "Inbers were i.n  favour of the  expansion of r e l a t i o n s  
betmeer,  Izix-Lstries , econonic   crganizat ion  t rusts  and 
en terpr i seso  It was decided t o  exmine  suggestions t o  improve 
CONiECON organs and enhance t h e i r   r ô l e .  

31. As a concession, no doubt t o  those vgho crgued t h a t  
COMECON should n o t  be a closed  conuunity,  the  canference 
agreed t h a t   t r a d e   r e l a t i o n s  should be fostered with s o c i a l i s t  
countr ies   outs ide COMECON nnd indeed with other  countries,  
i r r e spec t ive  o f  the i r   soc ia l   sys ten .  

. 32. In  conclusion,  the menbers  un,aninously agreed  that  
closer  econonic  relations among thenselves  corresponded t o  
the  wishes of the  peoples who were bui ld ing   soc ia l i sn  and 
cormmisnA ,und that t h i s  would be achieved by mcintaining  the 
l ead ing   ro l e  o f  the   par ty ,   increasing the power o f  the 
s o c i a l i s t  s t a t e s ,   con f i r a ing   t he   p r inc ip l e  o f  econonic  planning, 
and secur ing   po l i t i ca l   un i ty .  

( b )  Further. Infomat ion  and Conmen-ts 

33. Comparing the  cornunique with t h e  problems o f  COMECON 
,and the   na t iona l   a t t i t udes  t o  then, i t  would appear that no major 
changes  were  decided and that  the  organization  should  carry on 
m c h  3s before.  Judging, however, by reports   f ron  East  European 
cap i t a l s ,  i t  would seen that the  neet ing gave sppa the t i c   hea r ing  
t o  ideas  not  stressed  in  the  cornunique' .  These were put forward 
mainly by the  Poles ,ad no doubt  generally  supported by the 
Hungarians and the  Czechoslovjks . 
NATO CONFIDENTIAL -10- 
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34.  P1,uming was reaffirmed as the  nethod  rppropriate 
f o r  s o c i a l i s t   s t a t e s   c a d ,   l o g i c a l l y  enough, this  i s  associated 
wi th   the   o ther   po l i t i ca l   pos tu la tes :   the   n ight  o î  the  
s o c i a l i s t   s t a t e s 9   t h e i r   u n i t y ,   t h e   r ô l e  o f  the  party. 
 integration^^, a word which rLeans d i f fe ren t   th ings  t o  d i f f e ren t  
peoplc?, was not  mentioned in  the  corxnmiqu6~  but  the need f o r  
p l an  co-ordination  including  invesment,   resezrch and 
developnent, was heavi ly   s t ressed.  This problen of  ;31an 
co-ordination i s  o f  par t icular   inportance a t  the  present 
juncture,   since p l a n s  f o r  the  period 1971-75 a re   cur ren t ly  
being worked ou t   i n   t he  various countries.  Considerable 
a t ten t ion  i s  l i k e l y  t o  have  been  given t o  the  trade  elenent o f  
nat ional  plans. The plans f o r  the  1971-75 period are l i k e l y  
t o  be nore  closely  co-ordinated  than in  the  previous  f ive-year 
periocls, and f r e sh   dec i s ions   a f f ec t ing   spec ia l i s j t i on  may haye 
been tdren. Thus i t  i s  reported tha t  Czechoslovakia r-lay 
special ise   nore  in   cheraicals  and cer ta in   aspects  o f  engineering. 
It i s  t o  be noted, however, that  H ~ D O U Z ,  the  Czechoslovak 
de lega te ,   s t ressed   the   fac t  that  p l a n  co-ordination i s  purely 
v o l u n t a q .  The Hungarians  were  apparently  relieved  that  their 
progr,we f o r  econonic r e f o m  was n o t   c r i t i c i s e d  at t he   me t ing ,  
which i s  evidence o f  a t o l e r a n t  a t t i t u d e  and 8 willingness t o  
consider new neYnods 
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38. There  aspears t o  be no iranediate  prospect of  tzcjrling 
the difficult but  fund,mental  question o f  p r ices  t o  which the 
Pclles attach so  mch  inportance,  and t h e  intent ions  regarding 
currency  are sonewhat obscure. It i s  repor ted   tha t   in   p r inc ip le  
i t  has been  decided t o  make COi’IIECON cur renc ies   nu tudly   conver t ib le  
a t  r e d i s t i c   r a t e s  and tha t   c l ex r ing   b r lmces  be;yond a c e r t a i n  
agzeed I l n i t  should be coxvert ible  t o  hard  currencies. The 
convertible  currency  holdings o f  the   ex is t ing  COMECON B a n k  
would be raised f ron   the   p resent   l eve l  of $30 mil l ion t o  
$100-150 ra i l l ion,  and short m d  nedim-tern commercial c r e d i t s  
would be grznted. a t  s t r i c t ly   co rmerc i a l   r a t e s  - a f igu re  of 6% 
has been  mentioned. In   these  var ious  ideas  COMECON neabers 
have  the  cxmple o f  the   forner  European  Paymmts Union i n  nind. 

39. Further   reports   indicate  that  the  funds o f  the CONECON 
Investnent Bank which i s  t o  be s e t  up will contain an element 
o f  h a r d  currency, m d  t h a t  i t s  funct ion w i l l  be t o  f inance: 

(i) projec ts   in   the   l ess   deve loped  COPIECON countr ies ;  

(ii) pro jec t s   i n  two o r  more COMECON countr ies ;  

(iii) COMECON p r o j e c t s   i n   t h e  less developed  countries 
o f  the Third WorlCiq 

The B,ulk may t o  some extent  help t o  remedy the problem stressed 
by the  Polesp n,mely tha t  t o o  l i t t l e   c a p i t a l  has been  available 
f o r  spec i f ic   spec ia l i sa t ion   p ro jec ts .  It  i s  reported that 
Wos.tern c a p i t a l  would be welcomed by the new Bz12ke 

40- There  appears t o  have  been no discussion o f  j o in t  
ecomcmic assis tance t o  Czechoslovakia and the  reports  that the 
Russians agreed t o  grLant a hard  currency l o a n  w o r t h  500 n i l l i o n  
rubles have  not been  coufirmed. 

41. To sum up,  the COMECON S u m i t ,  which had been  promised 
f o r  s o  long ,  has come and gone without m y  imraediate spectacular  
results,  but  not  without  sone  promise o f  interesting  developnents 
in   the  future .   Discussion i s  said t o  have  been  genuine and far- 
reaching,   Past   pol icy was approved and pl,zn co-ordination 
confirmed; sone concessions were nade t o  countries which wmted 
nore f l e x i b i l i t y  and o t h e r ,  more inpor tan t  ones a r e  t o  be 
exmined   fur ther .  That even limited  agreements were reached and 
t h a t  menbers went away f a i r l y   s a t i s f i e d ,  each f o r  h i s  own remon,  
represents   a f te r   the   events  o f  Czechoslovakia, EL p o l i t i c a l  
Success f o r  the  Russians. 

OTAN/NATO p 
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