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EOONOMIC DEVELOPMENTS IN THE SOVIET UNION 
AlXII -m .J COVNTRIE S 

Report  by the Cornmittee o f  Economic Advisers 

This paper i s  e s s e n t i a l l y  a summary of the Report(1)  
o f  the Sub-committee  on Sov ie t  Economic Pol icy  prepared a t  
t h e  end o f  the Second S e r i e s  o f  Examining  Sessions  which met 
t o   c o n s i d e r  economic  developments  over  recent  years i n  the 
Soviet   Union and the E a s t  European  Countries; i t  a l s o   r e f l e c t s ,  
however9 t h e  views of  the  Committee of Economic Advisers  on 
the economic i n p l i c a t i o n s  o f  recent events  i n  Eastern  Europe. 
The paper  comprises the fo l lowing  parts: 

A. comparison o f  the economic s i t u a t i o n s  of the East 
and the West a t  the end o f  1967; 

B. the economic pe r fomance  o f  the Soviet  Union and 
the Eastern Europeaa countries dwing 1966 and 1967, 
and the p rospec t s  o f  future  development;  

C ,  p rog res s  and problems o f  economic reforms i n  the 
Communist c o u n t r i e s ;  

D. fo re ign   economic   re la t ions ;  C O M X O N .  

2, The USSR..a,nd .the countries  o.f..Eas'tern  Europe  t.aken 
tagether   accounted,  a t  the end o f  1967,   for  about 10% of  the 
wor ld  popu la t ion  and 19% of wor ld   ou tpu t   i n  te'rns o f  Gross 
Nat ional   Product  (GNP). The NATO c o u n t r i e s .  as a whole, with 
157; o f  the population,  produced  about 51% of  the world  output ,  
The economic  potent ia l   of  NATO Europe  alone9 i n  terns o f  GNP, 
matched that o f  a l l  the European   Comunie t   count r ies   inc luding  
the USSR, The t o t a l  GNP of the s i x   c o u n t r î e s   o f  the  European 
Economic Community was roughly the same as that o f  t h e   S o v i e t  
Union, The economic p o t e n t i a l  o f  t h e  USSR, expressed in GNP, 
amounts t o  l e s s  than half o f  that  of the USA; the S o v i e t  Union 

l 

(1) AO/85"/258. '. 
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NATO CONFIDENTIAL -2- 

i s  relatively  stronger  as  regards  industrial   output (555 of 
the USA) but much weaker in   ag r i cu l tu re .  In l iv ing  standards 
b o t h  the USSR and the  other Communist countries  are  lagging 
behind the  West, although on each side  there  are  important 
var ia t ions  between  country and country.  In  .the .Communist 
countries  the  share o f  resources  allocated t o  the consumer i s  
lower  than i n   t h e  West, 8 s  investment  and, i n   t h e  USSR a t  any 
r a t e ,  defence absorb a considerable part  of t o t a l  output. 

3 .  The GNP of the  Soviet Union amounts t o  74% o f  the 
t o t a l  o f  the  Warsaw Pact  countries. In terms of income per 
head, however, the USSR s t i l l  lags behind the two most advanced 
o f  i ts  s m a l l  Vfarsaw Pact  partners,  (Czechoslovakia and the 
Soviet Zone o f  Germany). The GNP o f  the United States  represents 
nearly 60% of  the NATO total ,   but  income per head i n   t h e  United 
S ta tes  i s  well  over  twice  the NATO Jhropean average and 1,8 
t i nes  that o f  the most  advanced  Western  European members o f  the 
Alliance, 

4. During the  five  year  period 1963-1967 there have 
been  wide f luctuat ions i n  the annual  performance of Comunist 
countries.  After a general  slowing down i n   t h e   e a r l y   1 9 6 0 ' ~ ~  
there was a resumption o f  a more r a p i d  r a t e  of  growth during 
1966 and 1967 due par t ly  t o  the   exce l len t   agr icu l tura l   resu l t s  
i n   t hese  two l a s t  years.   Official   rates of growth of 

r Communist countr ies   are  n o t  s t r i c t l y  comparable with Western 
figures;  taking  into,account  the  necessary  adjustments and 1 
corrections,  Western calculations show that  the'  yearly  increase 

countries  taken  together,  as  against 4.6% i n   t h e  NATO countries ' 
as a whole. Progress i n   t h e  Warsaw Pac t  countries has, however,' 
been  uneven - the  mos t  rapid rowth r a t e s  being  recorded.in 
t h e   l e s s  developed  countries 7 Rumania and Bu1 a r i a )  and the , 
lowes t   ra tes   in   the  most industrialised  ones  the  Soviet Zone i 
of Germany, and especially,  Czechoslovakia). 

first half o f  1968 indioated that the  trend o f  recent  years 
would, on the  whole,  be  continudd.  Although  the economic 
inpact of the  invasion of Czechoslovakia on the economies of 
the invading  countries i s  a t  present  hard t o  assess,  it would 
seem that the loss incurred  could  be  absorbed  without t o o  nuch 
d i f f icu l ty .  Some o f  the  soldiers   sent  t o  Czechoslovakia and 
part of t h e i r  t r a n s p o r t  equipment  might otherwise have  been 
used i n   t h e i r  home country t o  ass i s t   in   b r ing ing   in   the   harves t  
as' had hap'pened i n  the  past, The use of roll ing  stock t o  

domestic economy  and in   respec t  o f  foreign  trade.  Depleted 
stocks of fue l  and food will have t o  be replenished. In 

of G N P  over  the  period 1963-1967 was 5.3% in   the  W a r s a w  Pact 1 

7 
1 

5. Information  available on developments during  the 4' )I 

l trmsport men and equipment must have  caused some l o s s  t o  the 
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Czechoslovakia the  actual  l o s s  has been more severe, The 
Czechoslovaks w i l l  have t o  f o o t  the b i l l  f o r  damage t o  buildings 
and r o a d s ,  f o r  loss o f .  work in   investnent  and production, a n d  
f o r  delay in   t ranspor t ,  All th i s  may not amount t o  a serious 
economic setback,  but i t  w i l l  reduce  the  rate o f  growth which 
otherwise would hme  been achieved,  There w i l l  be a, delay i n  
t h e   r i s e   i n   l i v i n g  s t a n d a r d s  and.in  the  plan t o  modernise 
industry.  Trade with COIWCOM and especially w i t h  the  Soviet 
Union will have t o  be  stepped up. On the  credi t   s ide,  it may 
be anticipated thc t  a stop on wage increases will re l ieve  
inflationary  pressure,  m d  the  extra  Soviet wheat del iver ies  
already  agreed should reduce somewhat the Czechoslovak need 
f o r  convertible  currency. 

Industrx 

6. Industr ia l  growth in  the  Comunist  area  continued 
on the whole t o  be f a s t e r   t han   i n   t he  West, but the  performnce 
i n  Czechoslovcukia and the  Soviet Zone o f  Germany was far from 
spectacular. A r e l a t ive ly  new feature  has been the  euphzsis 
a t  l as t  given t o  the consumer sector. A s  a r e su l t ,   i n   nez r ly  
all the C o r n m i s t  countr ies ,   the   t radi t ional  gap betwen  the 
r a t e s  of growth o f  producer and consuner goods has been  narrowed, 
although  the  output o f  the former has continued t o  advance nore 
rapidly than the la-kter. Gross percentages o f  output do not 
provide any indic2"tion as t o  the  extent that the goods  produced 
arc   cc tua l ly   u t i l i sed ,  The problem o f  unsold  and  UnsaleabXe 
stocks has at t racted  the  a t tent ion o f  Comunist  econonists. 
In the  case o f  Czechoslovzkia, a large  share o f  the  added 
production was acoounte,d f o r  by imreased  stocks and the 
rea l i sa t ion  of this problem contributed t o  the urgency f o r  
economic reforms in   var ious  countr ies .  A s  a consequence, 
within  the  context of  economic reforms,  there has been a 
tendency t o  a t t ach   l e s s  importance t o  maximum output and n o r e  
t o  quality,  but  complaints on ' this score s t i l l  abound. 

A m i  cul ture  

7. In the  Soviet Union, where overall  economic develop- 
nent depends on agr icul ture  t o  a nuch larger  extent  than i s  
the  case in   the   indus t r ia l i sed  Western countries,   the 1966 
harvest was abnormally good. The e f f ec t s  were sti l l  appzrent 
i n  1967 i n   t h e  improved l ivestock  s i tuat ion.   Prel ininary 
information on the 1968 grain  crop  indicates that this  year's 
harvest w i l l  be be t t e r   t han   i n  1967,  but below that o f  '1966, 
T h i s  tends t o  support  the view that  the  successes o f  recent 
years were not  exclusively due t o  good weather and t h z t  c?. 
more f lexible   control  of  agriculture,   together with past 
investment e f fo r t s ,  are beginning t o  bear  fruit-   Nevertheless,  
there i s  still  consider3,ble rpom l e f t  f o r  inprovement in   Sovie t  
agriculture. Too mch  labour,  and t o o  l i t t l e  nachinery a n d  
f e r t i l i z e r s  G r e  used.  Nearly  eight  times as many agr icu l tura l  
workers are employed i n   t h e  USSR as i n  the United Stztes.  It 
i s  not t o  be excluded that $he Communist leaders   in   the USSR, 
over-inpressed by r e s u l t s  achieved in   recent   years ,  ,and hard- 
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TO CONFIDENTIAL -4- 

p.ressed as regards  defence and other   requireaents ,   n ightbe 
tenpted t o  reduce  the  priority  belatedly  given t o  agr icul ture;  
fnvestlrent  targets  in  agriculture have  been revised downwards 
i n  the plan proposed f o r  1968, 

Investrrent 

8. The improvenent in   total   output   during the l a s t  two 
years   in   the Ecist'European countries has been  achieved nzinly 
through heavy investment. The proportion o f  national  incone 
invested  rwains  higher than i n   t he  West, and the annual r a t e  
of increase i n  investnent i s  generally  higher  than that o f '  
national  incone. However, the   re turn  from investnent   in  
these  countries i s  thought t o  be less   than   in   the  West, During 
recent yearss this discrepancy has increasingly  attracted  tho 
at tent ion.  of Comunist  economists,  Resource  allocation  reuains 
a najor  preoccupation o f  the planners, as the consumer sector  
(including  serviceso the inportance o f  which has been belatedly 
recognised)  conpetes nore obviously with capi ta l   fornat ion 
and defence. 

Standard o f  Living 

9. Real wages have been r i s i n g  more modestly  than  the 
overall  expansion o f  agr icu l tura l  and industrial  output,  but 
"the gap between.rural a n d  urban incone has been  narrowed. 
Reta i l   t rade  has been  expanding a t  about the same r a t e  as 
national  incone,  but i t  is real ised that the   qua l i ty  of  goods 
and the  standard o f  services and housing  are s t i l l  far  f r o n  
adequate. It has been cal txlated that,  in  1967, actual  
private  consunption  per heed i n  the USSR was only  about  half 
the  leve l  reached i n  the Federal  Republic o f  Gemany. 

C, PROGRESS AND PROBLEMS OF ECONOMIC REFORMS 

10. The slowing down of economic growth i n   t h e   e a r l y  
1960 ' s  r e l a t i v e   t o  Western countries and the problem o f ,  
nmsging economies  which are growing i n  complexity have 
stinulated  the  discussion o f  economic reforms. This discussion 
was uade possible by the f r ee r   i n t e l l ec tua l  atmosphere  foll-owing 
the  death of  S ta l in .  The econonic reforms concern,both  the 
ne5hods o f  running  the economy and the aias o f  economic policy. 

11, A s  regards  policy,  the  Russian  leaders  seen t o  have 
becone increasingly  conscious  that   r ising living standards 
favour  further  progress, t ha t  i t  i s  no less   ioportant  t o  
enh,ance the  qual i ty  o f  goods than t o  increase  their   quant i ty ,  
and that the   i n t e re s t s  of producers  nust  be d i r e c t l y  geared 
t o  that of consuners. All th i s  inp l i e s  noving fur ther  away 
fron the  former p r io r i ty  system and the  adoption of one i n  
which a large  vrzriety o f  objectives  are  balanced and also 
recognising that economic c r i t e r i a  cannot be disregarded o r  
twisted t o  s u i t  ideological views, 
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1 2 .  To adap t  the  nethods o f  running  the econony t o  the 
new requirenents o f  their   pol icy,   the   fol lowing  nain  reform 
have been  envisaged: 

.L . 

- some decentralisation o f  control t o  reduce b o t h  
the burden o f  the   cen t ra l   au thor i t ies   in   respec t  
o f  detailed  supervision and the  dead weight of 
bureaucracy on enterpriees;  

- rlore s t r e s s  on incentives f o r  nanagenent and labour, 
and can ct tenpt  t o  l i n k  producer  incentives and 
consmer  interests ;  

- a coherent  price  systen  reflecting  the  real   costs 
o f  production. 

13. These eleuents  can be coabined in   var ious ways,  and 
count r ies   in   d i f fe ren t   s tages  o f  econonic development night 
well choose different  conbinations. A s  regards  adninistrative 
decentralisation,  the  Soviet Zone o f  Gemany was t h e  first t o  
introduce  fully a new systen. Looking a t  re form  f ron  t h i s  
angle would indicate   that   the  Zone was a forerunner   in   the 
f i e ld .  If, however, the  freedon of enterprises t o  nake  decisions 
as regards  production and sone  acceptance o f  the  narket 
nechanisn i s  considered as the   real   yardst ick,   the   reforn 
novernent could be divided  into m orthodox conservative one 
airaed a t  streanlining .the existing  -systen and a nore  l iberal  
approach  accepting  sone  linited  narket  elenents. According 
t o  this d is t inc t ion ,   re forns   in  the USSR, the  Soviet Zone, 
Pol,uld and Runmi8 would fall into  the first category, while 
those announced i n  Czechoslovakia, Hungary and  Bulgaria would ~ 

cone nez.rer the second,. In no case have the  reforms  introduced, 
o r  even those  proposed,  been  based on the  Yugoslav(1)  systen: 
i n  3-11 these  countries  the  pace of  developnent,  the  basic 
pat tern o f  production zad the  scope of  the  social   services  
would u l t i na t e ly  be  decided by the  State. 

1 4 .  In the USSR the  systen approved by the P w t y  i n  . . 

1965 is  being  inplenented.  Regional  control of  industry 
introduced i-n 1957 has been abolished and the o l d  n i n i s t e r i a l  
systen  restored. The question  whether  enterprises  should be 
grouped in to   l a rger   msocia t ions  i s  not  sett led.  A t  the 
enterpr ise- level ,   rnther   nore freedom has been given t o  
managers who are  expected t o  pay nore  attention t o  sa les   ra ther  
than  naximm  output.  Greater  enphasis has been put on incentives 
a t  this l eve l  and an  interest   charge on enterpr ise   capi ta l  
supplied by the  Goverment has been introduced- A new price 
structure  laboriously worked out by o f f i c i a l s  and covering 

- 

(1) Yugoslav problens are  not  dealt  with i n  t h i s  note. A 
separate  paper(C4(68)66),  dated 8th Novenber, on the 
"Vulnerability and  Econonic Problens o f  Yugoslavia" has 
already been prepared, m d  the  question of  developuents 
i n  Yugoslavia w i l l  be examined  more f u l l y  rt E neeting 
o f  econonic  experts which w i l l  take  place  shortly, 
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NATO COWFIDENTIAL -6- 

rzillions of i t e n s  has been inposed. Managers are  s t i l l  
controlled  fron above rather  than exposed t o  the  discipl ine 
o f  narket  forces;   the planned leve l  of output  nust s t i l l  be 
achieved,  Although  there i s  as yet no clear  evidence that 
Russia's  nodest  econonic  experioents  are  seriously  questioned 
a f t e r  the recent  events i n  Czechoslovakia, i t  appears  that 
the  nain  stress  has  nore  recently been put on administrative 
measures dealing with decentralisation,  while  the p o s s i b i l i t y  
of introeucing  narket econony eleuents  in  the  Soviet   systen 
seeas as renote as ever. 

15. The Soviet Zone of Gernany introduced i ts  new systew 
already i n l l e s  -of pr ices  and sone  freedom 
f o r   l c r g e   t r u s t  groupings of producer  enterprises, This was 
the f i rs t  Eastern European country where the revised  systeu 
went f u l l y  in30  operation,  In  Poland,  after  the  earlier 
a t t e n p t s   a t   r e f o m  had corne t o  FwT,  e f fo r t s  are being  nade 
t o  r e t a in  znd streamline  central   control s o  as t o  reduce i ts  
inef f ic ienc ies ,  The fixing of p r ices  and deliveries  provides 
the   cen t ra l   au thor i t ies  with sone control  over  Polish 
agricul ture ,  which renains  uncollectivised.  In Ruania,  
discussion o f  reforrJ d i d  not start until recently as the  leaders 
had been satisfied with the pace o f  econonic  advance, The 
draft  d i rec t ives  on irslproving nanagenent and planning, f o m a l l y  
adopted i n  Decenber 1967,  a in   a t   s t reamlining  the  exis t ing 
systen along orthodox l ines .  

16 .  In  Czechoslovakia  the  econonio reforners  proposed 
t o  a l l o w  grea%er scope t h m  in  other   countr ies  t o  the  influence 
o f  narket-forces  in  determining  prices, The scope of central  
planning and d i rec t ion  was t o  be r e s t r i c t ed  t o  broader i s sues ,  
enterpr ises  were t o  be  grouped i n t o  t r u s t s  w h i c h  would have 
sone  autonoray, and the  capi ta l  was t o  be al located  largely by 
banks a g a i m t  a charge  anounting i n  f a c t  t o  paynent of in te res t .  
Individual fims o r  groups of  firns would have  been allowed 
direct   contacts  with abroad. Sone prices were t o  be fixed 
cent ra l ly ,  sone t o  f luctuate  within limits, while  others were 
t o  be free.  ThcState would s t i l l  have exerted  influence on 
the economys but by the  use of  market force's,  using econorzic 
ra ther  than arlrJinistrative  levers, Though i t  i s  not  yet 
c lear  t o  what extent the r e f o m   p r o g r m e  w i l l  be a l te red ,  
sone  change seem  inevi table ,  and sone o f  the more pronising 
features  of the  reforn are l i k e l y  t o  be sacr i f iced.  Thus the 
idea of perwitt ing  enterprises wide freedon i n  deciding  their  
production  programes and in   uaintaining  direct   contacts  with 
foreign firas will no doubt be reconsidered, and the  P m , .  . 
which was wil l ing t o  re lax t o  sone extent i t s  control  over 
the econoMy9 w i l l  keep the  chief and f i n d  say i n  econonic 
.a f fa i r s .  
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17. The systen  grzidually  introduced a t  the  beginning 
o f  1968 i n  H u n  ar  was t o  be i n   n a y   w a y s , s i n i l a r  t o  the 
Czechoslov E3.eT-f no e although  the  introduction o f  trusts with 
sone freedou t o  uake  production  decisions, was not  envisaged. 
The consequences o f  recent  events o n  the  Hungarian r e fom 
p r o g r m e  will probably  lead t o  a t  l e a s t  clore caution i f  not 
nore distrust of any developnents t h a t  would not be i n   l i n e  
with the orthodox principles.  Hungarian leaders  have.been 
s t ress ing that whatever  neasures  they  envisage had been 
subnittecl f o r  approval t o  the o t h e r  Connunist Pa r t i e s ,   Bu lp r i a  
adopted i n  April 1966 a type of refom  copied,  nainly  fron  tile 
Soviet Union,  but  experiuenting a l s o  with the  three-tier  2rice 
systen o f  the Czechoslovak  nodel. Here again,  the  real  extent 
t o  which these  experinents w i l l  be put  into  operation  rermins 
uncertain, 

18, The actual results so far achieved by the   r e fom 
neasmes  introduced  rre  not  very  impressive  but  the  problcn 
i s  conplicated, and i t  was real ised from the start tha t  i t  

. would t ake  years before   the   fu l l   e f fec t  o f  the  reforas  bccme 
apparent. The granting of freedon t o  enterprises  involves 
both  t? l o s s  of power a t  the  Centre and the need f o r  an 
alternative  co-ordinator  such as the market nechanisa. The 
introduction of narket  elenents  into a centrally  controlled 
econoI;ly9 however,  could 1ep.d t o  i n f l a t ion  o r  a l te rna t ive ly  t o  
redundancy m d  social unrest.  Recent  developnents i n  
Czechoslovakia  nay a f fec t   the   fu ture  o f  econonic r e fo rus   i n  
general9 and the East European s t a t e s  nay be nore ccutious 
and slower i n  inplementing t h e i r  reforms. The r e foms   a r e  
continuing, however, i n   t h e  USSR and are   hardly  l ikely t o  be 
dropped in   Eas te rn  Europe. 

D. FOREIGN ECONOMIC RELATIONS AND CONIECON 

19. The t o t a l  foreign  trade o f  the &ropean C o m u n i s t  
countries has exp,mded in   the   swe  propor t ion  os world trade: 
b o t h  have about  trebled in  the  period 1956-1967. Because of 
i t s  s i z e  cad the  extent o f  i t s  domestic resources,  the S o v i e t  
Union, l ike   the .  United S ta tes  o f  h e r i c a ,  is not  very dq3endent 
on foreign  trade,  but  the snall Comunis t   s ta tes   a re ;   the i r  
trade  considered i n   r e l a t i o n  t o  t h e i r  GNP is nuch larger .  

20, In CIormunist countries  the  adjustnent o f  production 
patterns t o  the  requirements of wor ld  trade based on conparative 
costs has not been the  p r inmy  concern o f , t h e  econonic plmners ,  
and in   the   ear ly  post-war period  trade wi th  the West Was also 
l imited f o r  po l i t i ca l   reasonsI  There has, nevertheless, been 
g rea t   i n t e re s t   i n   czp i t a l  equipoent from the West i n  nost of 
these  countries which has been stimulated by the  possibi l i ty  
of  receiving  large comercia1 cred i t s .  It would seen, however, 
that nore  recently  the USSR has shown d i s t r u s t  at  the growth . 
o f  i t s  Clorxunist neighbours' trade with the West.  The mgunent 
that the  Connunist  countries  nay becone  dependent on t h i s  trade 
has a l s o  been  voiced in  other  Comunist   countries.  
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21. The in s t i t u t iona l  frauework f o r  econonic re lz t ions  
between the  countries of t he  area i s  CONIECON .- %he  Council 
f o r  Mutual Econonic Relations, In i t s  early  years i t s  rô le  
was passive,  but  since t h e  nid-1950's  the  ideal o f  the 
s o c i d i s t   d i v i s i o n  o f  labour has been  preached  though herdly 
practised.  Detailed  arrangements f o r  trade  are nade well i n  
advance and specified  at   the  beginning o f  the  year, which 
nakes i t  easier  t o  naintain the COMECON pattern, 'Ilrade 
set+;lenent i s  essent ia l ly  through bilateral   clearing  procedures 
handled by the COMECON Bank using  transferable  rubles. The 
COMECON Bank has not  lived up t o  expectations i n  pronoting 
nulti1rztera.l  trade o r  currency  convertibility. 

22. COMECON pr icesp  b road ly  based on those-prevail ing 
outside  the  area,   are  f ixed f o r  a period,  during which t i n e  
they  naturally  tend t o  get  out o f  l i n e  with world prices. 
A t  t he  nouent  the Russians a re   d i s sa t i s f i ed  with the low 
prices  they  are  getting f o r  raw na ter ia l s .  Intra-COMECON 
special isat ion cannot develop  spontaneously and has t o  be 
arrangedg which tends t o  becone a pol i t ical   i ssue.  Khrushchev's 
p l a n  i n  1962 t o  cope wi th  the problem of special isat ion by 
inposfng a supra-nationel  planning  function on COMECON fa i led  
owing, largely t o  Runanian resistance.  

23. . Previous t o  the  Soviet  intervention i n  Czechoslovakia 
there appeared t o  be  two nain p o s s i b i l i t i e s  as regards  the 
future  of econonic re la t ions  between the European Comunist 
countries.  One was the  eventuali ty,  always  perhaps a l i t t l e  
renotep o f  a gradual  adjustnent o f  the European Comunist 
axatr ies  t o  the wopld .trading  systen; t h i s  would have taken sone 
t i n e  t o  e f fec t  and would have entailed  basic changes i n   t h e '  
Cotmunist econonies, The other  option was t o  r e t a i n  CONECON, 
anending it t o  neet.   ei ther  Soviet   requirenents o r  i n  accordance 
with the  wishes o f  the  other  neabers. 

24, Had the first a l te rna t ive  been  accepted, i t  would 
have aeant a growing market i n  the USSR and Eastern Europe 
f o r  Western products, a d  a corresponding  expansion of Soviet 
and East European exports t o  the  outside world. The  new 
e f fo r t s  t o  produce  goods s d t a b l e  f o r  Western narkets Etnd t he  
s t ruc tu ra l  changes i n  the economy implied i n  t h i s  Dore OpW. 
pattern of  trade would have created  problem f o r  the  Soviet 
Union and the count r ies  of Eastern Europe.  These l a t t e r s  a t  
l e a s t ,  would no doubt  have  looked t o  the West f o r  the  credi ts  
necessary t o  e f fec t   the   s t ruc tura l  changes. These  develop- 
ments i n  econonic po l i cy  would have  been acconpanied and  . . 

f a c i l i t a t e d  by a nore  detemined and speedy applica%ion Of - 
econonic  reform. 
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2 5 .  There were indeed  sone  tentative  steps towards the 
opening up o f  Eastern Europe t o  the  outside world.  The exmple 
of Rmania gave the  inpression that  the  Eastern European 
countries  enjoyed  considerable  freedon o f  a c t i o n   i n   n a t t e r s  o f  
trade,  ,and it appeared  possible that the  other  countries would 
fo l low RurJaaia's exanple of trading lzlore f ree ly  with the  outside 
world, A t  the  saue  t ine,   there were signs that  the  Russians 
were suspicious of  t h i s  trend. One o f  then was the   se t t ing  up 
o f  a Bureau ear ly  t h i s  year t o  co-ordinate  purchGses f r o u  t h e  
West; this was c lear ly  an indication o f  t he i r  concern t o  
supervise  the  relations o f  t h e i r  neighbours with the   cap i t a l i s t  
West. Any far-reaching  restructuring o f  the,econonies m c l .  the 
trade  patterns of  these  countries was bound . to  e n t a i l  a 
weakening o f  COMECON i n  i t s  present f o r a  and, therefore ,   in  
the  control  exercised by the USSR. However, Soviet inter- 
vention i n  Czechoslovdcia  has shown t o  what lengths  the  Russians 
are  ready t o  go t o  defend the i r   i n t e re s t s .  The l i n i t a t i o n  o f  
the  sovereignty of Soc ia l i s t   s t a t e s   i np l i ed   i n   t he  new in te r -  
pretction o f  the  concept o f  the  "Socialist  Coru;lonweiL-th't could 
have inportant econonic  consequences, especially as regmds 
the  freedon o f  the E a s t  European countries t o  deternine the 
geographical  pattern o f  their   foreign  t rade.  

26. In the new circmstances,   the   Russians  are   l ikely 
t o  s t r e s s   t he   po l i t i ca l  and ideological  aspect o f  econonic 
re la t ions  between countries and t o  point t o  COMECON as the  
appropriate  organization  in t h i s  f i e l d  f o r  t he   soc i a l i s t  
eauntr iea . ,  This does  not mean that  they would not  accept 
changes i n  COMECON, indeed  they would probably wish t o  
introduce  sone  thenselves. As against  the  political  advantage 
o f  having a cer ta in  ho ld  over the t rade  pol ic ies  o f  other 
COMECON neDbers,  the  Russians  conplain o f  having t o  supply 
large  quant i t ies  o f  raw n a t e r i a l s  a t  unecononic pr ices  =and o f  
r ece iv ing   i ndus t r id  goods  which often a r c  n o t  o f  :a*higQ 
quality. They would therefore   l ike  sone  changes in   t he   p r i ce  
systen  which, however, other  nenbers w i l l  try t o  resist. 
Beyond this, although  the  Russians do not  openly  speak of the  
Khrushchev integrat ion p lan ,  nany,of theG cl ing t o  the  idea 
of a separate s o c i a l i s t  w o r l d  narket,with i t s  own price  systerl 
and agreed  specialisation schemes,  which, i f  applied, would 
i n   p rac t i ce  push the  economies of  the COMECON countries  along 
the road  envisaged by Ilhrushchev. 

27. Such an  extrene  solution would b e  resisted  not  only 
by Rmania but  probably a l s o  by Czechoslovakia,  Poland and 
Hungary. A s  far  as these  countries  are  concerned, COMECON 
even i n  i t s  present forn has disadvantages which o f f se t  t o  
sone extent i t s  posit ive  aspects.  As social is t   countr ies   they 
nay feel   obliged t o  belong t o  a cormon organization  such as 
COMECON which noreover  undoubtedly f a c i l i t a t e s   b i l a t e r a l  
trade between  Denbers. On the  other hand, the  organization 
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inst i tut ional ises   Soviet   inf luence over ,WAQ&T mU.eies, 
saddling them with a pat tern o f  trade which serves  Yonet 
pnrposes  rather  than  their own needs, and which stands t o  sone 
extent i n  the  way o f  edononic  reform.  These  countries  therefore 
are l i k e l y  t o  consider   cr i t ical ly  any Soviet  plan t o  reforu 
COMEOON and t o  put forward p roposa l s  which would improve t h e i r  
own econonic  position. 

28. A s  regards East/West t rade,  the  Russians, who 
themselves  derive  benefit,fron i t ,  are   no t   l ike ly  t o  c a l l  upon 
t h e i r  COMECON partners t o  reduce t h e i r  trade with the  West, 
as most of then  have  long  adhered t o  a more o r  l e s s  agreed 
geographical. p a t t o r n  o f  trade.  Runania i s  adrzlittedly an 
exception;  the shif t  of t rade  f ron East t o  West Europe which 
Rumania has  effected  over  the last  few years  cannot be  t o .  the 
l i k i n g  o f  the Russians, and the  question  arises whether sone 
pressure  night be put on Rmania t o  oblige  her t o  rever t  t o  
a, more acceptable  pattern. Though the  Russians, who will 
not wish to  arouse  the  oppostion o f  the  Poles o r  Hungarians, 
are unlikely t o  seek t o  curb East/West trade  they w i l l  probc.bly 
oppose the  idea o f  any signif icant   increase.   bong  the 
accusations  levelled-  against  the Czechoslovak leaders was the 
charge t h a t  their   pol icy would have permit ted  capi ta l is t  
penetration o f  a Socialist  country, The Russians a re  czpable 
o f  using  the  srne argurnent t o  i n h i b i t  t h e i r  COMECON partners 
f r o n  developing  trade  patterns ;?ot approved o f  by the  Soviet 
Union . 

(Signed) A. VINCENT 
Chaimw 

OTAN/NATO, 
Brussels9 39. 

RAT0 CONPIDENTIAL 

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


