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Short Summary of Contents

After the failure of Khrushchev's attempt in 1963 to
reach the optimum aim in the extensive COMECON market - i.e. to
crecate a central economic plan and supra-national authorities -
Moscow has increasingly placed the accent on bilateral relations.
This means that the USSR has to take the interests of each COMECON
partner more into consideration than some years ago. Moreover, the
COMECON countries are no longer prepared to have their economic
interests represented collectively outside the Soviet bloc - which
means in fact under Soviet pressure, which still exists.
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International Economic Co-operation in Zast and Viest

The methods of economic co-operation within o group of
countrics having a free market economy, on the one hand, and within
a group of countries having a government-controlled economy, on

the other hand, will necessarily differ widely. Normally, there

is a steady flow of capital, labour and goods between countriecs
having a free market economy. Co~operation tekes place at the
level of the various economic units, General economic policy mokes
use of specific arrangements such as common market recgulations,
Agreements arc made between the major industrial branches which
lead to sharing-out of markets, the limitation of future capacities
etec., At the lowest level, the individual enterprises co-operate
directly as independent elements of the economy.

2. Co-operation among countries having a government-controlled
economy - these countries do not use the word "integration'-is
necessarily centrally controlled, Even though lower lcvels of the
economic hierarchy have also been permitted to take part in this
co-operation, their initiative has been very limited, However,
it may be expected that, as a result of the economie rcforms, these
lower levels will play an increasing rdle in future,

Optimum Solution and Real Situation in the East

3. From the point of view of a government-controlled economy,
the optimum form of economic co-operation is the common central
economic plan for all partner countrics. In view of the existing
division of power in the Soviet bloe, such a solution would at
the same time offer the most favourable conditions for the
dominating power, i.e. the USSR, to assert its will, At the
institutional level, this unified planning would correspond to
supra-national authorities which would represent COMECON os a
regional international orgonization vis-a-vis the non-COMECON
countries, It was these economic and procedural concepts which led
to the establishment of COMECON in 1949, i.e. at a time when the
political, military and economic supremacy of the USSR wos
uncontested while the Soviet Union hereelf was ruled by an absolute
dictatorship,

L, This form of co-operation - the optimum solution from
the point of view of strict government control - has never been
realised., In the first ycars aftcr the establishment of COMECON
neither the theoretical nor the practizal technical conditions for
such planning centralism existed; the "new coursc" of 1953 and the
revolutionary movements in Poland and Hungary in 1956 parclysed
the COMECON's activities generally, Vvhen the first possibilities
for economic co-operation in fields other than foreign trade
appearcd in 1958, this was initiated very cautiously through the
"permanent commissions" which were designed to ensure the
participation of each menmber in factual and sometimes even only
in technical decisions, Thus started a development which offcred
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at least a certain guarantee that the partners would be consulted
by Moscow. The results did not come up to expectations. However,

it should have been clear from the beginnling that satisfactory
results could only be expected after some time had elapsed.
Knrushchev was determined to reach the optimum aim of cooperation
as quickly as possible. Fcr this purpose, the executive organ; the
"Meeting of the Representatives of Mewber Countries in the Council”
was replaced at the XVIth Ccuncil meeting on 6,7 June 1962 by the
YCOMECON Executive Committee' which was to ensure a streamlining
of the supreme COMECON authorities. A Central Planning Bureau was
then to be established within the Executive Committee.

5. This optimum solution - the creaticn of a central O MICON
- plan and the corresponding supra-national authorities - failed in
the summer of 1963, and the Soviet Union ceased to object one year
later. The decision against the central plan and the supra-
national authorities was due to protests by Rumania and probably
other countries as well. Rumania's objections were directed
against the principle to fix the position of each partner within
the framework of the economic and especially the industrial division
of labour on t he basis of the economic level attained by each
rartner at that period Rumania consldered that this policy would
prejudice the development of a diversified industrialization of
her own. .

6., The result of this hard discussion was very serious.
Moscow was now compelled to give much more consideration than
before to the specilal interests of each partner and to allow them
to participate in the concrete cooperation in various industries.
The result was that from 1963/6L4 Rumania withdrew from cooperation
in the roller-bearing industry and the rolled-stock production.
However, no other country has followed Rumania up to now. At the
same time; Moscow became extremely cautlous in proposing such large-
scale cooperation projects, and no further technical commissions
have been established, Moreover, Moscow now followed a pragmatic
bilateral policy and tried to preserve its own interests in this
way. It was to Moscow's advantage that the partner countries whose
econonic structure is of special importance for Soviet economic
developments — the Soviet Zone of Germany and the CSSR - also count
to a large extent on the Soviet Union for her support in foreign
policy matters. At that time Poland was also ready to cooperate more
closely with the USSR for reasons of foreign policy, and Hungary
for reasons of domestic policy. The Soviets tried to commit Bulgaria
by granting credits. Thus, although Rumania's action has hardly - . .
affected the practical cooperation between the other COMECON countri:ss
and the USSR, the extension of Soviet ecoromic relations with Eastern
Europe began to stagnate visibly, Of all the basic conflicts, the
routine coordination of the production programme within the various
branches was least affected, but only meagre rdsults were obtained
as far as concrete division of lsebour in industry is concerned.
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T Forcipn trade remains the strongest gconomie tic among

the COMECON countries, but especially with the USSR. Long-term
trade agrecments with strict commitments regarding the delivery

of estoblished quotas, concluded in accordance with planned
production targets, determine from the outset the economic cnpacity
of all conccrned to a high degree. Their dependence on the USSR
for raw matcrial supplies and an assured market for copital goods
determine the relations of the more industrialised COMECON

members with the USSR and leave them only little latitude for on
independent trade policy. 1In view of the existing power situntion,

the customary routine which has now been followed for almost 20

years seems to appear not too unprofitable even to the rotionnlly-

thinking top-level managers in the industrialised countries
outside the USSR, If this way is consistently followed, it will be
possible to reduce costs by mass~production methods,

Bi~ and multilateral Co-operation

8. A review of the results of multilateral and bilateral
agreements, arrangements aond actions in the economic field within
the Soviet bloe, taking into account earlier developments and the
present situation, shows the following general picture:

(a) Principles of Multilateral Co-operation

COMECON has not reached its optimum oim to become o single
large market with a central economic plan and supra-
naticnal authorities, Under the conditions prevailing

in the world and in the Soviet bloe, this is now to be
expectecd less than ever., This.estimate of the situation
does not exclude the possibility that Moscow will renew
its efforts to reach this goal when more favourable
circumstances present themselves. Since supra-national
authorities did not exist, no common decisions were - .
legally speaking - token which would have committed oll
member countries to pursue one and the same economic
policy in general or in certain fields, Formally
speaking, the common decisions were recommendations which
have been more or less foliowed by the non-Soviet members,
depending on the general status of the Soviet hegemony

or their special degree of dependence on Moscow.
Decisions werc only taken with respect to the wcrk of

the COMBCON agencies, such as the creation of new
commissions, the determination of work progrommes, dead-
lines, statutes etc,, in exceptional cases olsowith
respect to genuine common projects such as the pipcline
and the high-voltage grid,

The reorganization of COMECON and the beginning of its
practical work in 1958 under new political conditions
have becn guided theorctically by the right of say of all
members and spccial consideration of.their own interests,
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Sincc even this first phasc of "practical" work has not gone much
veyond theoretical preparations, thc right of the members laid
down in the Moscow Declaration of 30th October, 1956; to take their
own intercsts as the basis of co-operation has not become fully
cffective up to now. The diverging interests becamc all the more
clearly apparent, the morc thc common projects were realised.

(b) Co-operatien in practice

The tasks given to COMECON consisted of common

economic planning, division of labour and spccialisation
of production, co-ordinated intra-bloc trade with
corresponding payments systems and - during the last few
years -~ discussions about certain reforms of the
Government-controlled system.

Historical Development

9. Up to 1956 each country, under a forced industrialization
programne, had tried to build up and expand as many industrial
branches as possible, to which Moscow agreed and only intcrvened if
these measures were contrary to its own interests; as from 1958

theoretically elready from 1956) the plans were to be co-ordinated
before they came into force.

10. This multilateral co-ordination took place in the various
"permanent commissions", i.c. primarily in the special commissions',
for the various industrial brancheg, as well as in commicsions of

,a@ more general or functional nature such as the PFinance or the
Standardization Commission etc. The plans, which had hardly ever
been finalised on schedule were now delayed even more. In this
connection it has to be taken into consideration that industrial
expansion in nosgt COMECON countries depended and still depends
primarily on Soviet raw material deliveries, and that Hoscow is of
the opinion that there is only one power within COMECON capable of
creating a fully-developed, sclf sufficient economy -~ the U3SR.

11. Considering the size of the country, the extent of its

resources and its strength compared with the other COMiICON
ponbers, this assertion indeed seems justified. Thus, one can

cpeek more of an integration of the non-Soviet econcmies into the
economy of the USSR than of the mutual integration of all member

countries. In principle, the planning of the non-Soviet countries
can enly supplement Soviet planning, which intends to develon
ipdustrial Production in the Soviet Union according to her own aims
without considering the interests of her COMECON pac 3. heeordingly, the
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most important agreements are those which have to be c.oncluded

be tween Moscow and the other partners., Up to now, no partner has
becn able to evade these agreements. This situation will continue
for the foreseeable future since Moscow's political and militory
supcriority and the economic dependence of the other COMECON
members on Moscow permit no other solution.

Bi—- and Multilateral Procedures used in the'Division of Labour

12, A1l multilateral agrecments on economic - especially
industrial - division of labour within the framework of the
permanent commissions have met with two difficulties. On the one
hand, it is difficult to interest all COMECON members in a
specialisation programme for all industrial branches, and, on the
other hand, it is also . difficult to conclude concrete agreements,
although a basic programme had been set up when the principles of
an international division of labour were laid down at the XVth
Council meeting.

13. Becoause of Rumania's protest against the proccdure of
establishing the programmes for the specialisation and division of
labour for the future on the besis of the present industrial lcvel,
the "interest formula" which has always been rcpeatcd s ince the
end of 1956 has meanwhile become so cffective that in some
industrial branches new organizations for the practicnl implcementation
of the division of labour have been estoblished whose members:
are in fact limited to the interested parties; according to their -
statutes they arc not even COMECON organizations although they
carry out the COMECON's original intentions. This applics to
"Intermetal", an organization for co-operntion in thé fidld
of rolled steel, as well as to the organization for co-opcration
in the field of roller bearings. Both organizations take binding
decisions on the division of labour whioch are respected by their
members,

., Up to now, cxperience with multilateral and bilatcral
co-opcration with respect to specinlisation and division of labour
have not been very encouraging. 4As longas it was only a matter
of settling the conditions of co-operation, multilateral co-opcration
was not unsatisfactory. At first, stock had to be token of
existing production capacities, including all technological
details. This stock-taking was cntirely possible on a multilatcral
basis although the USSR was hesitant in supplying information.,
Agreements on the creation of new production branches partly
led to concrote results, especially where relatcd production branches
were concerned, such as the plastics industry. Difficulties began
immediately when some countrics.were asked to discontinue certain
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production lines. At the multilateral level, the proving and testing
stations for machinery and equipment shich was to be recommended for
production (such as for agricultural machinery near Prague) were a
success. However, such a procedure is only practicable in very

few branches. As a result of the tests in the agricultural machinery
sector it was also possible to come to agreements on a breakdown of
production according to certain types to produce certain models

in common., However, most agreements on specialisation and division
of labour were only of ‘a general nature, while no concrete measures
were taken, PFor a long time already it had been the general belief
that conerete measures of specialisation could only be negotiated
through bilateral commissions, but even this method showed only
modest results. Exchanges of scientific and technical know-how and
experience had been arranged by the commissions concerned from the
beginning., There can be no doubt that many a technically backward
country thus acquired - almost free of charge = information which is
normally the final result of a long period of development., In this
connection, however, the technological backwardness of the USSR
conpared with other countries was a handicap: the USSR had not much
to offer to the Soviet Zone or the CSSR. In the final analysis one
can say that although the multilateral commissions have done useful
work in the preparation and clarification of the conditions required
to £ind a common solution for certain basic specialisation and
division of labour problems, practical resilts — however insignificant
in general - have been nbtained only on a bilateral basis,

Bi- and multilateral procedures with respeet to intra-blce tride -

. - 15. The most important factor for the economic cohesion of the
Soviet block = intra-block trade -~ is clearly based on bilateral
agreements., It has been the task of the multilateral COMECON
commissions for foreign trade to establish general principles, smch
as the generally-binding terms of delivery (valid as from 1 January
1958) The possibilities of delivery and the raw material resources
have probably also been clarified on a multilateral basis. The
specific role of foreign trade in a strictly organised, government-

- controlled econony also has a certain cffect on the problem of

multilateral or bilateral arrangements., Foreign trade 1is not
intended to explcit world market price advantages for sales amd
purchases but is primarily designed to provide the necessary goods
for fulfilment of the plan. Because of the overwhelming

economic supremacy of the USSR comparsd with the other COMECON
menbers, especially her importance as a supplier of raw materlals
and buyer of capital goods, Soviet trade plays a decisive role
within intra-hlock trade. Since the nid-fifties, an important

part of the foreign trade of the other COMECON members has been
tied to the Soviet Unicn — the peak having been reachsd in the late
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fifties ~ but even today the share varies between 30 ond almost
50%, Irrevocable long-term agreements valid for five years or
more ensure that the volume and selecction of goods produccd within
COMECON are permanent factors of individual economic plans vhich
are thus directly related to the plan of the Soviet Union., The
principle that the buyer of raw materials grants credits to the
raw material supplier for the production of raw materials has been
applied in some cases in the past and will be applied even more
extensively in future, thus tying the Luropean satellites even
more strongly and over a longer period of time to the USSR.

16, The centrally-administered economy of the Sovict type has

raised the balancing of the goods exchange volume to the level
of a principle vwhich has for the most part been respected in
practice, This very method has made schematic bilateralism almost
inevitable, The rigidity of this principle soon showed very
unfavourable cffects on intra-blcec trade, for instance in cases
where goods werc delivered in exchange which were not wanted by
the receiving country. This led to a limitation of the foreign
trade volume or at least prevented its rapid expansion. This
situation, which was clarly rccognised by the leading economic
functionaries, gave rise to an initiative to base intra-bloc trade
on a multilateral basis, i.e. to make it more flexible by mceans

of clearing payments via the COMECON bank (International Bank
for Economic Co-operation), However, after some cautious attempis
which took place no less than three ycars ago, the results of
these multilateral clearing experiments are rather poor, Although
it will probably be attempted to make this instrument more
effective, it will not be possible to overcome the decisive barricr
without making therable fully convertible, TFor severaol rceosons
inherent in the system, however, this seems unlikely. It may be
expected that several measures will be taken within the fromework
of the economic reform programme, which might contribute to a
greater degrec of flexibility in foreign trade and thus to a
certain amount of multilatcral trade arrangements. However, in
view of the prcsent trends to relax the rigidity within COMICON,
the Soviet Union will probably try to strengthen bilateral tics,

Economic Reforms and Co-operation

17. The necessary clarificetion of the principles of the
econcmic reforms which are being carried out in all countrics
(except Rumania) requires multilateral discussion., Especially
the recent Soviet criticiesm of the reforms in Yugoslavia, which
included the institutions of the state, the party and the economy,
shows how strongly Moscow opjects to any hasty and excessive
departures from the Soviet line, The example of Yugoslavia is,
however, not typical of developments within the Soviet bloc -
Yugoslavia is still to some extent a non-committed country, has
a speciad status within COMECON, and her reform plans go much further
than those of the other COMECON members. However, the more
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substantially the internal structure, the organizotion and the

trade rclations of the menber countries are affected by the economic
reform mcasurcs, the more important are continuous contacts and
co-ordination. Especially the problem of price formation caonnot

be solved by each partner in isolation and without consideration

of the "neighbours". -

The R81les of COMECON in International Leconomic Policy

18. In view of the general situation it is unlikely that
COMECON will appear an organizetion vis-a-vis other international
organizations or individual countries. This does not exclude the
possibility that it might send observers or representatives, but
there will be no common action on decisive problems. Today, the
COMECON menbers do not wish, as far as their economic intercsts are
concerned, to be represented collectively outside the Soviet bloc -
which would mean under the still existing Soviet pressurec.

Conclusions

19, Under a variety of aspects, the development and the
present situnotion of the reclations within COMECON show that, at the
present stage, decisive weight must be attributed to bilateral
relations, especially as far as the ties of each COMECON member
with Moscow are concerned. This is particularly true since, owing
to the failurc of intecgration, foreign trade is now the strongcst
economic tic within the Soviet bloc and since it is in the nature of a
centrally-administered economy that trade relations pley o rdle in
certain fields, such as the constant efforts to organize a division
of labour by including specialised orgonizations which arce formelly

- not part of the COMECON, ::s well as, in the conflicts - very serious

at present - about reforms of the system and other basic questions.
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THE PERMANENT REPRESENTATIVES OF THE COMECON MEMBER COQUNTRIES IN THE EXECUTIVE COMMITTEE

Soviet Zone of Germany liongolia
BALKOW, Julilus G:MBOSHAV, D,
(since September 1965 ) 4 Deputy Chairman of the Council
Deputy Prime Minister of Linisters
Predecessor: Leuschner,Bruno ///// (Since June 1965)
5 Fredecessor : Molomdshanz

Executive

Commlttee, Bulgaris

TODOROV, Stanko

Deputy to the Chairman of the
Council of Ministers

(Since June 1962)

> et e e

SIMUNEK, Otakar
Deputy Prime Minister
(Since June 1962)

USSR

LESSLETCHKO, M.A

] Deputy to the Chairman of the
Council of Ministers

(Since Sevt, 1965)
Fredecessor: NOWIKOW,Vladimir

Poland

JARESZEWICZ, Piotr

Deputy Chairman of the Council
of Ministers

(since June 1962)

_QL__

Hungary

RUMANIA APRO, Antal
RADULESCU, Gheorgue ; Deputy Chairman of the Council
Deputy Chairman of the Council i of Ministers

of Ministers (Since June 1962)

(Since June 1965)

i Predecessor ¢ Birladeanu — 3 Yugoislavia

Special status Represented by the Permanent
4 Representative of Yugoslavia to
COMECON

GRAYISNOVIC, A,
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