PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

DECLASSI FI ED/ DECLASSI FI EE -

(0
"= CONSEIL DE UATLANTIQUE NORD s
. =  NORTH ATLANTIC COUNCIL —

EXCMPLAIRE [, 3
COPY .

“NATO CONFIDENTIAL

ORIGINAL: _FNGLISH | DOCUMENT
26th March, 1971 ‘ C-M(71)30
THE. CZECHOSLOVAK ECONOMY 2% YEARS AFTFR THE INVASION:
PROBLENS " AND PROSPECTS ) /
o it
Note by the Chairman : C:Z*g o
e

Attached herewith is a report on the economy of
Czechoslovakia which was approved by the Economic Committee on
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THE ECONOMY OF CZECHOSLOVAKIA 2% YEARS AFTER THE INVASION.
PROBL MG D PROSPRCIS

SUMMARY AND CONCLUSIONS

1. Czechoslovakia, one of the most advanced countries in
CMEA, has recovered from one of the eccnomic ailments that
became acute in 1968-€9 but the most serious problems remain
and will probably handicap economic recovery for some time,

The labour force is nearly static and the industrial plant
obsolescent. The Husak régime has curbed inflationary
pressures stemming from the experiment with economic reform
éssociated w1th Ota Sik -~ but at the cost of a tighter central

P
control that discourages managerial initiative, The Soviet

invasiocn damaged labour morale and productivity and (together
with poor agricultural performance) slowed economic growth in
1970 to about half the rate of 1966. Flagued by a mcod of
individual apathy and resignation since the invasion, the
Czechoslovak economy appears to be relying on inertia which,
though it has helped forestall economic collapse, has not
provided any positive direction,

2. The Soviets, no doubt, have a stronger grip than in -
1966 on the Czechoslovak economy. They will probably not cbject
to continued expansion of Czechoslovak economic relations with
the West so long as the benefits thereof (e.g. modern technology)
are shared by Prague with her allies. But the scope for sudden
expansion is limited by Czechoslovakia's reliance cn the USSR
for vital fuels and materials, her commitments to export
machinery to her allies, her traditional reluctance to incur
foreign debt and her preference for Czech design.

Prelude to the Soviet Invasion

3. During 1961-65, Czechoslovak national -income grew less

‘than 2% per year - by far the slowest in the Warsaw Pact.

Novotny's investment policies had produced structural dlstortlons
slowing technical advance and stunting transport and consumer
goods, Heavy industry had been geared to Soviet needs and
traditional Czechoslovak export sectors had lost comparative
advantage in the world market,

L, The reform introduced by Ota Sik was designed to
solve these problems by decentralizing scme economic functions,
by increasing the autonomy of the enterprises and by
establishing workers! councils, Moreover, some elements of
market pricing were introduced. In the rather ebullient
political climate that prevailed, however, some of the immediate
unfavourable effects of the reforms were magnified.
Considerable inflationary pressure resulted from faulty piece=
meal implementation of a very advanced but inadequately prepared
reform programme.
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Aftermath of the Occupation

5 The Soviet invasion exacerbated these difficulties
and created some new ones, The occupation temporarily slowed
producticn and cut short the Sik experiment in decentralization
before it had had time to prove itself. Moreover, the occupation
also damaged labour morale, led to widespread displacement of
economic executives for political reasons and accelerated the
inflationary spiral.

%4

6, The outcome was a combination of inflation with
recession. In 1968, growth of labour productivity in industry
declined and shortages of power and materials appeared. The
increase in industrial production slowed to 5.5%, falling behind
that of East Germany. The increase in money wages accelerated
to 8.2%, exceeding that of labour precductivity. Czechslovakia
incurred a small deficit in trade with other socialist countries
in 1968 after years of accumulating surpluses.

ry

Stebilization since 1969 ()
T The situation has been brought under control by a
considerable degree of recentralization. Since the Husak régime
came to power in April 1969, inflation and political heresy have

been curbed but the economy has remained weak. Husak's
stabilization programme has been implemented through, or along
with, a reversion to much of the centralized command system that
handicapped econcmic growth in the early 1960s. Starting in
July 1969, prices have been frozen, wages regulated, limitations
have been placed on new investment projects and taxes on-
enterprises have been increased.

8. In 1970, the increase in industrial output accelerated
to 7.7% -~ a five~year record. The output of producer goods
rose faster than that of consumer goods in 1969 and 1970. In the
latter year, the cost-~of-living remained virtually unchanged and .
the rate of growth of money income was only about half that of
1968~69, Foreign commerce grew a surprising 14%; exports to ‘
other Communist countries rose 17%, reportedly eliminating the
deficit and reducing Czechoslovak short-term indebtedness., +

9. Considerable difficulties clearly remain, however,
Poor weather in 1969 and 1970 curtailed harvests and nearly
halted growth of agricultural production, causing a marked
shortage of meat and eggs. Fuel and power shortages continue,
Growth of net material product consequently slowed to 5% in 1970,
compared with 10,2% in 1966; Husak has curtailed the private
housing boom and construction of a record 102,000 dwellings by
state agencies in 1970 has not significantly reiieved the acute
housing shortage. ' :

L3 T)‘
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10, Prospects for the Czechoslovak economy are nct

. encouraging and the ocutline directives of the 1971--75 economic
‘plan indicete a fairly cautious approach. It is still an open

question how the Czechoglovak Govermment plans to solve its
problems. A limited switch of resources to consumer prcducts,
services and housing is planned, promising modest increases in
both the standard of living and personal incentives. Continued
below-average growth-rates, however, are projected for net
material product and industrial producticn. Little or no
increase in the labour force is expected and its productivity

is not expected to increase significantly. Yet it is officially
acknowledged that increased productivity must account for nearly
the whele planned rise in industrial production and the
Govermoent itself recognizes that the investment target for
1971=75 is considerably "less than the total necessary to satisfy
all justified requirements®, Additionaily, Czechoslovak

econemic recovery will probably be delayed by deficiencies in
econonic plenning and by a lack of effective management personnel
as a result of recent political purges.

: 1l. The economic growth-rate planned may well be achieved
but this is not really the crucial issue. Large sectors of
industry need to be modernized in order to raise quality of
output and productivity, end even to maintain her trading
position in CMEA, Czechoslovekia will need to carry out some
industrial restructuring and greater specialization, This will
probably be done by administrative action from the centre but
using the economic levers introduced during the reforms, But
Czechoslovakia will remain closely tied to the USSR and the other
CMEA states and her competitiveness on world markets is unlikely
to show any significant improvement over the next few years.

Her main hope must be that by the cautious use of economic
criteria in the planning system, she will be ablie to prevent

any further decline in her position.

Implications for the West

12, Expanded Czechoslovak economic relations with the West
could provide a much-needed stimulus but there may be limited
scope for such an expansicn. The Soviets would probably not
object so long as the benefits {e.g. modern technology) of .
Czechoslovakiats commerce with the West were shared with Prague's
allies, In any event, Czechcslovakia relies heavily on Soviet
fuels and materials ard, under recent agreements, has committed
a porvion of her machinery output (e.g. diesel locomotives,
rolling and textile eguipment) to her allies. During 1971-75,
Czechoslovekia®ls trade is scheduled to rise more rapidly with
the USSR (7.4% per year) and with Communist countries generally
(8% per year) than with non-Communist nations (6%).

Co-cperation and specialization of production is likely to be
increased by Prague in bilateral relations with her CMEA allies,

NATO CONFIDENTIAL
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13, It follows that there can only be a limited scope for
the expansion of econcmic relations with the industrial West.
We would expect the volume of trade to continue to grow
gradually, partly because of the contribution which Western
technology could make to the Czechoslovak wmedernization
progremme. This increase will, however, be inhibited by the
Czeech reluctance to take on mere than a very low level of credit,
and by their traditional reliance on purely Czech design and
raeseacch and develcopment. Any reduction in political tension
between Bast and West would, however, facilitate the growth
of economic contacts.
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THE_ECONOMY OF CZECHOSLOVAKTIA

BACKGROUND_INFORMATION

Natural Rescurces

‘ 1, Czechoslovakia is a land-locked country in Central
Burope occupying an srea of about 127,870 square kilometers
(49,369 square miles!. It shares bcundaries with the USSR,
Poland, West and Eazt Germany, Austria and Hungary. The climate
is humid and continental in type with cool summers (temperatures
rising to no more than 75°F~-80°F) and cold winters (temperatures
dropping to =5°F and -10°F). Owing to the varied nature of the
relief, there are many local micro climates and rainfall varies
between 18" and 60" per annum. Few areas are subject to drought.

26 Czechoslovakia is one of the main industrialized East
European countries, but agriculture and forestry are also major
centributors to the economy. The Czech lands (Bohemia and
Moravia) are the more industrialized and develceped regicn, but
the relatively underdevelopad region of Slovakia has bheen

‘recelving priority in terms of new investments and Slovakian

performance in virtually all sectors of the economy has been
showing significant increases recently. :

3. Czechoslovakia is one of the most forested countries
in Burope: 34% of its area being tree-covered, with a further
14% of pasture and 39% of arable land, The area of arable land
is gradually decreasing and fell by about 14,838 hectares in

1965 to tetal some 5,010,555 hectares at the beginning of 1970,

This decrease is due mainly to afforestation and devastaticn,
although capital constiuction and mining caused less loss of
agricultural land in 1969 than in 1968. :

4, Apart from adequate coal supplies, Czechoslovakia
is relatively poor in mineral resources, althougn there are

- good deposits of antimony, magnesite, mercury, uranium, graphite,
- kaolin and other clays, glass sands, limestoune and common

building materials, There are also small supplies of petroleum,
iron ore and other ferrous ores, but these cover only a very
small part cf domestic requirements.

Human Resources

5 At the end of the first-half of 1970 the population
mumbered 14,467,000 of whom 9,913,000 lived in the Czech lands
and 4,554,000 in Slovakia, There is an average of 2%0 people
per square mile (324 in the Czech lands and 236 in Slovakia)
which is rather more than the East Buropean average of 266.
"Over the past 12 years the natural population growth- has
decreaged by some 32%" and this is giving cause for concern,

NATO CONFIDENTTIATL
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especially as the birth rate now appears to have dropped below
the death rate. This is partly due to the greatly increased °
incidence of abortion, for example in the first-half of 1970,
34% of pregnancies were terminated. A recent survey showed that
while, in order to maintain a populaticn increase, every-

fawily should have an average of 2.5 children, in fact only 5.5%
of married couples wanted a third child. The present average

is 2.8 per Slovek family and 1.7 per Czech cne., A further

cause of population decline is emigration. In 1967, about
13,800 people departed, compared with about 8,000 the year
before, according to official Czecheslcvak statistics. It is
probanle that at least 50,000 emigrated or failed to return from
visits abroad during 1966~69. i ’

6, Not only is the population beginning to decline, but
nunbers of working age are declining even more rapidly. The
nunber of workers in the productive sphere dropped from 83.3% in
1920 to 78.4% in 1969, In 1969, when the natural increment was
64,000, there was an increase of 165,000 persons of pensionable
age. At the end of 1969, there were nearly seven million employe
persons in Czechoslovakia, 47% of whom were women. At the end
of the same year there were 87,000 labour vacancies, of which
67,000 were in the Czech lands. According to an official
statement avout the economy in 1970, labour supplies were
exhausted last year; especially in Czech lands, and the increase
in werkers in construction fell below plan. During the next
Five-Year Plan (1971-75) it is estimated that there will be an
increase of only 25,000 men and 10C.000 women of working age
in the Czech lands. Employed pensioners are to be allowed to
retain part of their pernzion to encourage them tc work and thus
relieve some of the shortages. C

7 The population is now over 60% urban, an urban arec
being classed as one with more than 2,000 inhabitants. In 1967
cver 15% of the population lived in the six metropolitan areas

of Prague, Bimo, Bratislava, Ostrava, Plzen and Kosice. Recently‘

there has been a third attempt to resesttle the border areas

(two previcus attempts having been made in 1945 and the midm1950$).

in particular to encourage qualified people to move there by
offering resettlement bonuses, higher wages, and guaranteed
accommocdation, In 1945, 3,325,000 people lived in the border
areas, but this had dropped to 2,618,424 in 1966 (less than 20%
of the total population§, . ‘

Education

8. There is at present a compulgory nine-year pericd of
education, consisting of an unspecialized primary pericd and a
specialized secondary period. In a recent speech, the Czech
Minister of Educatien, J. Hrbek, sugzested that the secondary
period might be prolonged at the expense of the primary or even
that a total of 11 compulsory years might be considered. At
Present there are 40,000 pupils undergcing pre-schioosl educations
2,100,000 primary pupils; 650,000 secondary; 200,000 at technical
schools; 350,000 at aprrentice schools; 40,000 university students;
and a further 100,000 persons engaged in part-time studies whilst
employed. Only 35% of pupils complete their secondary edecation,
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9. The authorities are reintroducing political
iﬁdoctrina*ion into school curricula and fairly stringent
easures were introduced at the beginning of the 1970-=71 school
year. Despite a severe shortage of teachers, many were diamlssed
and large runbers moved - scme to- schools at some distance Irom
their homes,

I. ECONOCMIC DEVELOPMENTS

EconomicQGrowth

10. According to Czechoslovak official statistics, national
income has been growing somewhat erratically over the past five
years, and fell short of the 1970 level as projected bj the
revised version of the 1966-70 Five-Year Plan,

Table I: National Income
National Income 1966 1967 1968 1969 1970 ézzgiiize'Yegzvflag
Total
(in thousand 4
nillion crowns) 221.6 233,2  250,5 . 266.8 280 274.7 288
% Increase  +5.2%  +7,5% .+6.5% +5% |
N - . U
Per capita 15,561 16,302 17,446 18,466 19,354%
Per capita o -
% increase +4.8% +7.0%  +6.0%  +4.8%

E 3
planned

1l1. Uclng the official national income valuation as a
basis, it is possible to obtain the approximate gross national
product (GNP) on the following lines:

Table 2: Czechoslovakias
Gross Netional Preduct (Current Prirpsl

billicn Kcs,.

Factor Cost 1965 1967 1968
(2) National inccme 218,7 233.7 250,0
(b) Less indirect taxes
Turncver tax 47 .4 36.2 33,0
Profits tex 52.5 99,9 £53.8 90.0 45,5 84,5
(c; "Net" National -
income 118.8 143,7 165.5
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19%e 1967 1968
Plus:
(d) Services (20% of (c)) : - 23.8 - 28.7 33,1
(e) Depreciation (10% of (a)) 21,9 © 23,4 25.0
(f) Subsidies - Nat. Econ. Vote ~ _89.8 70,7 _63.0
GNP at Factor cost 254.3 256.5 . _286,6
Arnual increase % | “ 4,8 7.5
Market Prices 7 ,
National income 218.7 - 233,7  250.0
Services : ‘ o 23.8 28,7 33a.1
Depreciation 219 _23.4 _25.0
GNP at Market Prices . . o 264, 4 285.8  308.1 ®
Annual increase % 8 7o

Western estimates of GNP, using a different method of calculation
and in dollar terms, show a declining growth rate since 1566,

Table 3: GNP (Market Prioes}

GNE_(billion 1968 US dollars converted at
S purchasing powver eqﬁivaleﬁfés

1965 1987 1958 1969
25,5 26.7 27.6 23. 4
+ 409% + 40700 + 30300 + 209{/)6

Per capita GNP rose from §1,830 in 1968 to $1,970 in 1969, The
couparable figures for East Cermany (the East Buropean country .
most resembling Czechoslovakia in this respect) were $1,850 and
$2,020 respectively. The widening gap represcnts a decrease in

the Czechuslovek growth rate, rather than an increase in the

East German one,

12. In comparison with Western countries, per capita GNP
in Czechoslovaiia most resembles that of Japan (81,950 in 196G)
and is somewiiat lower than those of the United Kingdom and the
Netherlands (82,410 and $2,420 respectively). However, such
comparisons are misleading as indicators of relative standards of
living or economic strengths. Much of the production included
under the Czechoslovak GHP for example is of relatively inferior
quality., '
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Economic Reforms

13. The Czechoslovak'reform programme {the "new system of
planned management") outlined in 1965 was implemented very
quickly and at the beginning of 1967 twenty detailed Articles

on "General Conditions of Enterprise Management" (issued by the

Government in 1966) were intrcduced into industry, huilding and
domestic trade, - The main zim was to create a flexible economic
system in which demand wcould exercise far more influence over
the producer with a more realistic¢ pricing system forcing
enterprises to reduce costs and increase productivity. It
involved substantial decentralization to enterprises, changes in
the allocation of capital resources and“the substantial
restructuring of an economy modelled on, and clearly tied to,
that of the USSR

vaalX ishiiL @

14, The Action Programme of April 1968, a political,
social, legal and economic document, reaffirired the princivles
of the 1966 Decree but highlighted the new importance of thae
consumer, the move away from egalitarianism in the wage

structure, the concentration at the centre on macro-economic

decisions and tne relativé independence of the enterprise, It
envisaged the openling of the economy to world markets including,
ultimately, convertibility of the currency, the raising oI
living standards (including the introduction of a five-day
working week at the end of 1968) and.the need to reduce the
undue concentration of investment in heavy industiry and raise
investment in such secters as housing and servicese.

15. Various problenms afose in implementation of the

- Czechoslovak economic reform measures. The reforms were -

inadequately prepared and lacked any complete theoretical model.

Planners misapplied the covicept of gross revenue; in whose
.calculation unfinished production and unsold finished products

were mistakenly included. Another problem was the failure of

-market conditions to develop when administrative controls were

lifted, However, the main defect of the Czechoslovak economic
reform measures which were possible to implement, was that the
financial resources of enternrises increased ‘too rapidly, well
above plan. By February 1967 it was clear that the average

~.increase in wholessale prices in industry and transport was much

higher than planned, 29% instead of 19%. The taxes on
enterprises hed been carefully adjusted to the price revision
with the object of siphcning off the entire profit resulting
from the price reform itself., Only increased effectiveness

in comparison with 1966 would in theory yield a return for
enterprises, thus giving them means at their own disposal. This
aim was never achieved and the price reform was mainly

- responsible =~ it had been prepared tco hurriedly, by groups

rather than individual products -~ and enterprises were able to
raise prices substantially. : :
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16, Husek was faced in April 1969 with a deteriorating
economic situation which was partly connected with the aftermath
of the Soviet invasion but was rooted mainly in a reform-
programme which had become out-of-hand. Party and Government
control over the economy was weak, enterprises were not only
administratively very independent but were increasing their
financial resources well above plan and through high bonus
payments and large investment projects intensifying inflationary
pressures. Industrial growth was low and the rapidly .expanding
domestic market was attracting additional imports and affecting
export capacity.

The Stebilization Measures of 1969

. 17. ZEconomic policy since April 1969 has concentrated on
reasserting strong control over the economy by the central
administrative organs. The immediate inflationary problems
were tackled by attempting to restrict new investment projects
and State budget expenditure; by regulating wages; and by
restricting or cancelling certain subsidies and tax exemptions
to enterprises. In view of the inadequacies of the price
reforms, it was also considered that.stronger central control

"had to bte reasserted over prices. These so~called

Pstabilization" measures were promulgated at a Party Praesidium

‘which met in May 1969, The restrictions on investment and

budgetary expenditure were the least well--defined of the:
measuires, but it was stipulated that Government control was to
be strengthened over new construction and later in the vear it
was announced that where work on a project was begun before
10th June, 1969 it would be financed within the limits approved
by the plan directive for 1969. Housing construction, however,
was to continue to receive particular attenticn. Budgetary
expenditure by both State and local Government organs was to be
cut by 10%, but the results of this are difficult to assess
following the introduction in early 1969 of separate budgets for
the Czech lands and Slecvekia in addition tc the Federal budgst.
An attempt was made to penalize inefficient enterprises which
wotlld not be allowed to raise wholesale prices unless by so
dcing they would increase their exporting potential or allow a
decrease in State budget subsidies, Failure to abide by such

.

conditions would resuit in bonuses not being paid. Wage ceilings

were to be imposed in such enterprises; tax was to be doubled
if wages were allowed to rise by more than 5% and was to be
raised fourfold if allowed to rise by more than 7%. Ermphasis
was put on increased labour productivity which was rising very
slowly (by only 2% in the first two months of 1969), partly due
to the introduction of the five-day week, (later in the year it
was suggested that going back to the six-day week could raise
productivity by as much as 6%). Real wages rose by 5.9% during
the first-~half of 1969, but only by 3.8% for the entire year.
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18, The removal of about Kcs. 4.8 pillion of State subsidies

‘on some industrial and food articles increased their retail

prices, but there were to be reductions in the prices of certain
other basic items. The range of free prices was revised and some
products were reclassified in the category of limited prices.
These price changes had the effect of raising the cost of living
by 1.,7% to 3,1% in the various social and income groups. Further
price changes, affecting both wholesale and retail prices, were
announced later in the year and involved the introduction of
"stop~prices" or maximum limit prices for many items previously
in the free price range; wholesale prices were to be as those
valid on 1lst January, 1969 and retail prices as those on

30th Juney. 1969, . Prices were to. fall into four. general . . .
categories:

(a) free prices, involving a very small percentage of
wholesale goods and between 5% and 10% of retail ones
(previously they accounted for 30% of the latter);

(b) fixed prices, about 25% of wholesale and 40-50% of
retail;

(¢) maximum limit prices (in effect similar to fixed prices
as they allow downward movement only); and

(d) prices limited through agreements.

This last category covers 25% of all prices and in some cases
prices can be adjusted by agreement between the enterprise and
purchaser without further intervention from the Price Office.
Despite the favourable official line regarding effectiveness of
the price freeze, there is an obvious shortage or non-
availability of certain lower-priced goods (which has been
confirmed publicly by Strougal). The forced shift to higher-
priced goods with no corresponding quality increase represents

. a hidden cost-of-living increase. Also, an official inquiry. .

in late-1970 uncovered a large number of illegal wholesale
price increases.

19, Many of the problems which had been evident for some
time in the economy continued throughout 1969. . Although the
Government saw their solution through a reassertion oif central
control, Husak stated that this would not involve a return to
the pre-reform bureaucratic administrative methods, but that a
combination of directive management and economic stimuli would
be needed,

20, Productivity was a major issue and was tied up with
the general labour situation which had been getting steadily
worse., There was (and is) a serious shortage of labour in many
crucial sectors such as coal mining, housing construction,
building materials construction, and the development of border

NATO CONFIDENTTIATL
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areas. Labour misallocation results not only from management
inefficiency but also from inadequate transportation and housirg,
plus worker reluctance to relocate, In addition to the general
shortage and bad organization of labour, work discipline was poor
and the five=day week system had been seriously abused in many
cacges. Worker disillusionment was probably a factor in
unreliability of the work force. The effective working week

was said to consist often of only three and a half or four days
or less. The problem of Workers! Councils (which had developed
a considerable influence over managerial policy in sone
‘enterprises) was also considered and in October 1969 it was -
decided that no new ones would be set up. The original
arnouncement in the Spring of 1968 permitting the establishment
of these councils, intended that they be only experimental, The
period of founding was to end at the close of 19€8, but it was
later decided to approve any founded before the end of March 19€9
in order to "avoid needless conflicts™, However, all Workers!
Councils were finally abolished in June 1970.

21. In spite of the stabilization measures (which can be .
said to have been at least partially successful), inflationary
pressures were evident throughout 1969 and investment in
particular rose far above the plan (10,3% instead of 5%).
Consumer goods continued to be in short supply whilst the
purchasing power of the population rose repidly. Housing
construction also fell well short of the target, mostly due to
a shortage of building materials and of manpower. In Prague,
for example, only 45% of the planned flats were completed, and
at least 10,000 employees were said to have left this sector
during the year. The 1970 plan, therefore, is putting
‘considerable emphasis on the production of consumer goods (if
necessary, to be manufactured by factories not previously
engaged in their production) and on housing construction which is
planned to rise by 26%,

The Present Position _ _ .

22. Some success in curbing inflation is shown by the '
decreasing growth rates of retail prices (0.4%) and money wages (4%

:in 1970, The stabilization measures taken in 1969 were essentially

short-term disinflationary action and the necessity for central
action on the economic front harmcnized well with political
measures. The longer-term need was to deal with the main cause
of the inflationary pressures, namely the imbalances between
enterprise taxation and price levels and between excessive wage
increases end inadequate production. This defect of the 1966
economic reforms would have necessitated action by even the most
"reformist" administration.
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23, A new law on enterprise taxation came into force on
1st January, 1970 and was designed to control expenditure, to
discourage excessive wage increases, and to encourage the
efficient use of manpower. There are four distinct taxes:

(a) a profits tax. This is at present a flat rate of 65%
(or 85% in certain financial institutions), but a
progressive tax will be tested experimentally in
certain enterprisess;

(b) a property tax of 5% (to be applied to an enterprise's
assets whether they were supplied by the State or
dcquired by the ehiterprise itself); ‘ '

(e) a progreésive tax on the volume of wages; and

(d) an independent flat-rate contribution of 25% for
social security. ’

At present these regulations do not apply to agriculture but
they will apply to the entire economy from- 1971, although the
burden on Slovakia will be rather less than that on the Czech
lands, Investment will tend to be concentrated in Slevakia,
but, in theory at least, will be strictly controlled.

Throughout the country further investments will be limited by
the introduction of a licencing procedure for construction.
Nevertheless, control of capital investment is still an admitted
weak spot and will continue to be a problem as industries use
pressure (political or otherwise) to win exceptions.

24, The other main measure -~ the "temporary" price freeze
which is now expected to remain for at least another two years -
was a confirmation of the decree of July 1969 and affects both
wholesale and retail prices., Wholesale prices are fixed at
their 1lst January, 1969 level, and retail prices at the 30th June
level, There is to be no corresponding wage freeze although
the planned increase in the average industrial wage in 1970
(2.9%) is rather lower than in recent years.

The Future

25. The present administration has stated that it intends
to retain parts of the reform programme and makes some
distinction between the reforms of 1966 and the Action Programme
of 1968, It is quite likely that enterprises will continue to
operate to financial indicators such as profitability and the
use of bank credits in investment finance will probably remain,
though their proportion of total investment is unlikely to
rise. But the annual plan is again binding on enterprises,
their administrative and financial independence will be very
strictly controlled and the price system is likely to be rigid
for the next few years. Implicit in the 1966 and 1968 reforms
was the phasing out of uneconomic production lines and greater
specialization but this will now be much more difficult, Changes
to the economic management structure will probably continue to
be very cautious, ‘
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Employment and Productivity

26, A major issue in 1970 has been that of manpower
utilization and deployment, together with the related problem
of materials usage. As regards the latter, it was estimated that
a 1% saving on all materials used would represent approximately
Kes, 2,000 million a year, This could partly be achieved by the
introduction of new designs and technologies and the utilization
of the quite considerable industrial stocks lying idle, but would
also require greatly improved management techniques which do not
appear to be forthcoming in the foreseeable future.

27. The application of working hours has been getting
steadily worse, and in May 1970 it was estimated that in the
majority of cases they were only being exploited by 8%, A
10% improvement would represent a saving of tens of thousands
of workers, especially in the important sectors of machine-
building and construction. New measures to improve the situation
included the introduction of four unpaid working shifts throughout
the year (many enterprises seem to be unable to fulfil their .
pians with only five working days a week) and a 10% cut in the
administrative staff of ministries, industries and enterprises.
One aspect of the redeployment of labour has been the creation
of localized redundancies, and new laws have been passed to ease
the transitional period. Compensation to workers forced to move
to lower-paid jobs will be paid for the first three months and
for a further maximum training period of another three months.
Efforts to reduce administrative staff have been of dubious
effectiveness because of loopholes: many staff members were
simply reclassified as labourers and, in several cases, normal
attrition was counted as part of the 10% cut.

28. An additional problem has been the amount of work-=time
lost through sickness and absenteeism, In 1969 absenteeism was
said to be responsible for the loss of nearly 80 million working
days (an increase of 20% since 1960) and by June 1970 an average
of 200,000 workers a day were absent because of sickness. Some
20% of the absenteeism was said to be for reasons other than
health and in mid-1970 measures were introduced to prevent the
abuse of the health insurance and related systems. It was
estimated that if sickness and absenteeism could be reduced to
the 1967 level, it would be tantamount to an additional 35,000
workers in the year (1970). '

Investment

] 29, The problem of the volume and effectiveness of
investment continues to plague the Czechoslovak economy, and in
1969, 23% of gross national income was directed into capital
construction. In the first=half of 1970, the value of investment
rose by 9% to about Kcs. 37 billion which though well above plan,
showed some slight improvement in the number of projects completed
and put into operation. The general trend in the past has been
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to place considerable emphasis on increasing the capacity of

the metallurgical, power, and engineering incdustries to the
detriment of consumer goods and food processing. Investment

in the food industry has in fact been declining ~ it constituted
% of investment projects in 1967 but had fallen to 6% in 1969,

30,  In 1970 the increase in investment slowed down to
6.1% after two years of 10% growth, Over the past few years,
the volume of incompleted projects to those completed has risen
considerably, and the 1970 plan has attempted to solve this
problem by lowering the planned growth rate of investments,
by reducing the number of new projects and concentrating on

. previously. started but still unfinished projects.. At the .same. .

time the structure of investment is to be altered, a greater
share (an increase of 7%) being allocated to the building of
schools, hospitals, roads, communications and particularly
housing {(whose share is to increase by 30%).” Investment in
agriculture has been cut down slightly and is to be directed
to projects which do not demand materials in short supply
(i.e. building materials). No investor is allowed to begin a
project without the permission of the appropriate superior organ
and steps will be taken to ensure that the necessary means for
completing the project are available, The capital return on
investinent is still poor and has remained virtually static
over the past few years. The curbs now imposed on new

" investments should have the desired result of cutting down the

number of projects, but to be really effective investments must
also improve qualitatively - a much harder goal to achieve and
one which cannot be resolved simply through the application

of centralized planning procedureés.

Standard of Living

3l. The Czechoslovak standard of living has undoubtedly
been rising but there are still several consumer commodities in
short supply. and the housing situation is far from adequate..
In 1970 output of consumer goods is said to have risen 8% - a
five-~year record and a faster growth rate than that registered
by producer goods. Nevertheless, real wages and retail trade
reportedly increased at the slowest pace in five years - 1% and
2.2% respectively. Any differences between the Czech lands
and Slovakkia are gradually disappearing; per capita incomes in
both areas have become very close, and the health and education
services (in theory at least) have been equalized. There are,
for instance, 6.57 hospital beds per thousand inhabitants in
Slovakia, and 7.87 in the Czech lands.,

32, Money incomes of the population have been growing
very rapidly - by more than 11% over each of the past two years,
Production increases have, however, not been able to meet the
new level of demand and a rise of only 5.2% in monetary incomes
is planned for 1970, The rise for the first-=half of 1970 was
in fact 4.3% (two thirds of which came from wages as planned).
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Pensions were adjusted at the beginning of 1969 which resulted
in the pensiocnerts standard cf living rising an average 8%;
and in July 1970 the lowest pension (affecting 700,000 people)
was raised from Kcs. 442 to Kcs. 500 a month, the average
pension being about Kcs. 845 a month. .

33. Monetary expenditure of the population grew by 2.5%
in the first-half of 1G70; while the increase in savings -
deposits was 24.6%. This latter figure may have been partly
influenced by the introduction .of a high interest-rate for
long-term deposits and a bonus savings plan designed particularly
for young people, but it was largely the result of severe
shortages in the supply of some consumer goods, There have
been shortages both of consumer durables and of food., Towards
the end of 1969 the Government prohibited the export of meat
and livestock in order to improve supplies in the home market,
and early in 1970 it was suggested that a 200% export levy
should be imposed on items in short supply. Many consumer goods
(including food) were imported after the bad 1969-70 winter
but in many cases they were prohibitively expensive. There
are shortages of many small household items, washing machines,
batteries, furniture and passenger cars., At the beginning of
1970 there were 320,000 appiicants for a new car, only one third
of whom are likely to be satisfied. Many working women are said
to be taking time off work in order to queue for commodities in
short supply. Nevertheless there are now 75 television sets,

60 vacuum cleaners, and 79 washing machines per 100 householls
in Czechoslovakia,

34, The main shortages .in food are of pork and veal
(but, say the authorities, there are plentiful supplies of cheap
chicken) and this is partly because per capita meat consumption
has risen very fast over the past few years. In 1968, an
average 65.6 kg of meat was consumed per capita, 3 kg more than
the level anticipated for 1970; and in 1969 the average daily
calorific intake was 3,050-3,150 celories, said to be about
200 more than the required physiological optimum, although

. Vegetables and fruit formed an insufficient part of the diet.

Wages

35. Average nominal wages grew by 3.6% in the first-half of
1970, which was rather more than the planned increase of 2,6&%
for 1970 as a whole., However, the trend of the past few years
has certainly been reversed (the increases in 1968 and 1969 were
8.2% and 7.4% respectively) largely due to the reintroduction of
Fhe central regulation of wages in 1969, The main problem now
1s seen to be the linking of wages to the quality and quantity
of work done. The average industrial wage is now about
Kcs, 1,867 a month; the lowest rates being found in the garment
and textile industries (Kcs, 1,500«1,700) and the highest in the
fuel and metallurgical industries (Kcs. 2,100-2,580).
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36, Agricultural wages are gradually being brought into
line with those in industry and by 1970 should reach 92% of the
industrial level, This follows an overall review of

~agricultural wage regulations which became effective at the
beginning of 1967 and which included changes in the

classification of workers and a consideration for the

introducticn of overtime pay.

II. PRODUCTION SECTORS

Agriculture

37. Agricultural production accounts for just over 10%
of national income. Since 1947 the agricultural labour force
has decressed by 40,000 or 5.5% and a recent survey indiceted

[P LVHE S U4

- that work~time is only 70% utilized. The high ratio of women

and elderly workers (nearly 20% of workers are over 60 and
about half are female) is giving cause for concern, particularly
as the increasing mechanization of agricultural work makes it

unsuitable for these categories of workers.

38. While the Czechoslovaks have no evident intention -
or likelihood ~ of attaining complete self~sufficisrcy in food,
they have tried to Increase domestic food producticn. Between
1966 end 1968 the gross value of agricultural production was

©13,4% higher than in the previous three years, and over the

past four years the average annual rate of growth has been 6%.
(The figures for Slovakia are rather higher - an increase of
31.6% beilng recorded between 1966 and 1969), However, several
problems remain, The most urgent are probably the decrease in
land under potatoes and sugar-beet and the constantly

~declining numbers of cattle and pigs (although there has been

some recent improvement in the latter)., The import of farm
products is gradually decreasing. In 1970 it is estimated
that home supplies will provide 92% of meat, 91% of bubier and
95% of vegetables, but unfavourable weather conditions may
lower .some of these figures. The most acute shortage is felt
in meat supplies (particularly pork) and eggs. This year meat

. imports are expected to reach a record 100,C00 tons, consumpticn

having risen by about 10% over the past two years. A reasonably
good grain harvest {(between seven and eight million tons) is
said to cover about four-fifths of domestic requirements and
about 1,300,0C0 tons of grain are supplied annually from the

USSR.

‘Structure
R A L S

: 39, Czechoslovak agriculture is divided in the main
between State farms and co-operatives, although private farms
are still of some importance. At the beginning of 1969 for

~example; they accounted for about 9% of total agricultural land

and nearly 20% of total output. In 1967, about 6,400
co~operatives (4,300 in the Czech lands) farmed 4,270,000

“hectares whilst about 350 State farms (250 in the Czech lands)
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" covered about 2,110,000 hectares. The averége size of a.

co-cperative was therefore rather less than 700 hectares,
although the trend is to increasing size, whiist that of a

tate farm was about 6,000 hectares, Members of a co-operative
who have registered thelr property are entitled to permanent
employment, but the State farms use hired labour, There has
been a certain amount of difficulty in finding men of sufficient
knowledge and ability to manage the large-scale State farms,

40, Modern trends in agriculture and the diminishing
labour force make it imperative to introduce more mechanization
as efficiently and rapidly as possible., The difficulty here is
the inability of Czechoslovak industry to provide the
necessary equipment. This partly stems from the problems
following various agreements under which the production of grain
harvesters was transferred to Hungary, that of straw-handiing
machinery to the GDR, windrowers and similar items to Bulgaris,
and potato-lifters to Poland. In September 1969, little over
one quarter of agricultural requirements for machinery could be
considered (let alone met) and at least 50% of home=-produced
machinery was said to be of low standard. The situation is

‘particularly bad in the supply of wheeled tractors, in.

March 1970 it was said that only 2,000 tractors of Czech
manufacture could be supplied although 12,000 were needed,
There is also a scarcity of mechanized equipment to lift sugar-
beet and a constant shortage of spare parts for all types of
machinery. The lack of storage~space for grain is another
probliem, and the lack of drying facilities has been felt
particularly acutely this year after excessive rain resulted
in a very high moisture content in the grain.

gl. The use of fertilizers is increasing steadily and in
1863~62, 173 kg of net plant nutrients were applied per hectare,
This compared with 30 kg per hectare in the USSR or 224 in the

" United Kingdom.s ’

Table 4: 1970 Planned Fertilizer Application

Nitrcgen  Phosrhates Potash

thousand tons 463 358 | 507

pure nutrient per hectare 66.5 48,5 71.6
(1965 figure in brackets) (31.7) (35.2) (47.1)

By 1975, fertilizer production is planned to rise by 50%. Since
1966, there has been increased attention paid to the
"registration and classification of permanent grassland" and to
practicai plans for their utiiization, The campaign should be
completed by 1972, 476,000 hectares having been dealt with by
the end of 1969, leaving about 358,000 hectares outstanding.

The chief aim is to release arable land from the cultivation

of fodder which could result in a 50% increase in grain
production, 1In addition, it is planned to drain about 66C,000
hectares of land by 1980, thereby doubling the present rate of
land amelioration. _
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Production

42, Estimates of Czechoslovak nét agricultursl
production (excluding feed, seed, and waste) in 1969 show a
slight decline below the 1968 level. Output of =all major crops
except graindeclined, while the latter (about 7.4 million tons)
increased only through ezpsnsion of areas seeded in high-yield
wheat and barley varieties.

43, The principal crops of Czechoslovakia are wheat, rve,
barley, oats, potatoes, sugar beet, fodder crops, flax, maize,
and hay. The average yields of the three main grainsg - wheat,
rye and barley have been rising steadily. ‘

Table 5: 1969 Yields per Hectare in Quintals

| Wheat Rye Barley
Czech lands 30,7 | 25.4 33.9 |
Slovakia 32,0 29.9 . 27.28

L4, Agricultural output grew only 1.3% last year., The
1970 harvest has been badly affected by poor weather throughout
the year, and particularly by bad summer storms., More than
26,000 hectares of grain were damaged by the storms and severe
waterlogging made it impossible to use combine harvesters in
some areas. The situation was bad enough to warrant the
drafting of men from industry to help with the harvest, and the
Soviet Union provided troops and harvesters to ease the load.
In spite of gloomy predictions, the State plan for grain
procurement was fulfilled in September by 100,9% (100,04% in
the Czech lands and 103,.3% in Slovakia). However, because of
the bad weather the Ministry of Agriculture permitted a higher
moisture content in the grain and quality in general is low.
The problem is complicated by the lack of suitable storage
facilities and by the shortags of coke to use in drying
equipment., Many enterprises have been requested to help by
providing suitable storage areas.

45, The area devoted to potatoes, green fodder,
vegetables and sugar-—beet increased in 1970, thus somewhat
reversing the unfavourable trend of the past few years. The
situation as regards potatoes and sugar-beet had been
particularly critical ~ the acreage of the former having fallen
4% in 1969 and that of the latter by 7.7%. The potato harvest
in the Czech lands fell by 25% in 1969, partly also owing to
the shortage of labour and machinery.
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46, The livestock situation improved slightly in 1970.
The number of pigs increased by 400,C00 in the first-half of
the year, partly as a result of importing piglets and partly
as a result of improved breeding within the country. This
meant that the half~yearly plan was exceeded by 197,000 head.

' The number of beef cattle increased by 131,000 but dairy cattle

decreased by 14,000, although milk production had increase
by about three million gallons by August 1970. '

47, As Czechoslovakia is a land-locked country fishing
is not of primary importance. However, there are about 8,500
ponds stocked with 10,000,000 young carp and several miliions
of other fish yielding an annual catch of more than 11,000 tons.

48, There is an active progremme of reafforestation in
Czechoslovakia, resources having been seriously depleted since
1945, In the first half of 1970, 41,000 hectares were planted
with trees and 7.3 cubic metres of wood were worked (an increase
of 2.8% over the same period of 1969). By 1980, yearly
production is planned at 10,000,000 cubic metres, but to
achieve this labour problems will have to be tackled - 1,900
workers lefi the industry in the first-half of 1970 (a drop

~of 1.9%) and the manpower situation is now considered to be
" sericus. Forestry accounts for just over 1% of national

income.
31
Il’ind.vl__:;'t]." z

49, Industry accounts for some 60% of national income and
employs about 40% of the total population of working age. After
the implementation of the reform programme in the mid-19%0s
emphasis ltemporarily shifted away from the heavy eugineering and
asscciated industrial breanches imposed on the economy by the
postewar Communist régime to a greater emphasis on consumer

~ goods production, In 1958 for the first time consumer goods

production grew faster than industrial production as a whole,
but it fell back sharply in 1969 (with a growth rate of 3.6%

as against 5.2% for the whole of industry). The Husak régime
has turined away from the reformers' emphasis on light industry
and their hope for large-scale Western help. Instead, it is
relying on traditional heavy-industry growth sectors, especially
increaged machinery trade with the USSR and Eastern European
countries for investment goods and consumer duratles. The 1970
plan ggain puts considerable emphasis on consumer goods and also
on building -~ a sector of the economy which accounts for some
ll%_of national income and is in critical need of improvemeit,
Engineering and chemicals are traditional industrial sectors
which continue to record high growth rates (6.9% and 9.4%
respectively at the end of 1969). Industrial labour
productivity has been growing steadily over the past few years
nd in 1970 achieved the record growth-rate of 7.9% over the
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corresponding period of 1969. The industrial growth-rate in
January~June 1970 was 8.%% (7.8% in the Czech lands and 10.3%
in Slovakia) - the entire increase therefore being covered by

- increased labour productivity. Industrial production in

Slovekia has been registering some very high growth-rates, for
example 23% for engineering and 14.6% for textiles at the end
of 19695

50, It has become increasingly apparent that in order to

- compete effectively on world markets and to satisfy the growing

domestic demand, Czechoslovakian industry must improve in
quality as well as in quantity. Two basic problems predominate:
the obsolete equipment which is still in widespread use; and
the patchy small-scale nature of much of the production, Of

~ The latter probiem it has been said that Czechoslovakia produces
"~ about 80% of the world!s range of goods which means that the
- vast majority are in small series and economically inefficient,

some traditional fields such as glass and ceramics, some
sectors of engineering, and tc a certain extent shoes and

textiles still enjoy a favourable position in world markets,

but even these suffer from having to rely on obsolete machinery,
The solution to the problem lies basically in the import of
technically-~advanced equipment (particularly in the fields of
automation and data~processing), as the design to production
period in Czechoslovakia takes so long that by world standards
machines are virtually obsolete as soon as they come on to the
market. For 1970 as a whole, the rate of growth of industrial

production accelerated to 7.7%. "

5l,A The production of energy and fuel in Czechoslovakia
is far from adequate; a fact which was brought home rather
forcefully over the 1969~70 winter. The only fuel that is

. indigenous in any quantity is coal, mainly of poor quality,
- This is mined in several areas: anthracite in small quantities

in Ostrava and North Moravia; lignite in North Bohemia; and -
other low=-quality, high-cost deposits -in - South Bohemia, Moravia

- and Slovakia. During the late-1G60s some pits were closed down
- in an effort to eliminate ineffective units, and coal production

dropped sharply with subsequent adverse effects on gas and
electricity production. By mid-1969 it was decided that the
annual plan had been set too low and many mines agreed to exceed

‘the plan by working additional hours, etc. The original plan

cailed for 101,900,000 tons of coal to be mined, plus an
additicnal 1,600,000 tons to "improve the situation", resulting
in an overall shortage of 6,000,000 tons. . In the first six
months of 1870, production of anthracite increased by 5.1% and

" that of lignite by 3.4%,
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52, Electricity production increased by 4.7% in the
first-half of 1970 but there were widespread shortages (as
predicted after the major cuts of two successive winters) and
consumption both by industry and domestic users had to be
regulated. Production should have risen from 34,000 million Kwh
in 1955 to 49,000 million in 1970, but 1969 production was only
42,000 million which leaves a current deficit of about
6,000 million Kwh, There is a shortage of new electricity-
generating capacity and of coal gas capacity, although
improvements in the latter were noted in the first~half of 1970,
Increases were also noted in the processing of crude oil,
although earlier in the year it was stressed that supplies of
coal should not be decreased prematurely pending a switch to

liquid fuel energy utilization. The bad winter of 1969-70 made -

it 211 too obvicus that production of energy zhould be repidly
incireased not only to provide for immediate requirements but
also to make up for some of the serious depletion of reserves,
Conventional sources of power will continue to be built until
1985 (it is estimated that the construction of one power station
takes at least three years and probably nearer six), but after
that date only nuclear stations may be built, After numerous ‘
delays jindustrial utilization of nuclear energy should start
contributing to the energy balance with Soviet assistance in
the near future. This should help to ease the power situation
but will depend very much on the speed and success of the plants
as well as on supplies of Soviet fuels. S "

53. Average production in the engineering industry grew
by 10.8% in the first-half of 1970 and this well-established
industry seems to be maintaining a fairly steady rate of
expansion, However, there are shortcomings in the supply of
materials and semi-finished foods to the industry, for example
certain types of rolled material, . Steel production in 1970 should

‘be about 10,8005000 tons (which is roughly one fifteenth of total

CMEA production) and about 2,500,000 tons of this will be

exported, About 750 kilograms per head are produced, .claimed to .
be 170 kilograms per head more than the West European average.

There has been a recent appeal for the collection and utilization

~of scrap materials to help save on imports of raw materials, The

production of passenger cars is alsc being emphasized and is to
increase by 5.5% to a total of 145,000 in 1970, but thsre is still
a long waiting~list and constant trouble with the supply of spare

'parts.

54, The electronics industry is Welludeveloped and a

‘fairly compiehensive range of equipment is produced. The

industry has expanded fairly rapidly in recent years although the
shortage of high=guality components has tended to retard the
development of more sophisticated items such as advanced
electronic computers. However if production of data=processing
equipment and computers is to be modernized, considerable reliance
will continue to be placed on the acquisition of Western know-how
and equipment,
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55. The other main growth industry - chemicals -~
registered a 12,6% increase in the first-half of 1970. However
it suffers from much the same problems as the engineering
industry - faulty production equipment (and poor repair
facilities) together with a lack of raw materials and manpower.
The production of textiles and furniture are both receiving
close attention this year -~ the former being in urgent need of
revitalization. Chemical industry expansion is mostly due to
the import in recent years from the West of a large number of
plants, including those for synthetic fibres, petrochemicals
and plastics, areas in which Czech technology has been weak.
Closer collaboration with other Eastern European countries,
especially the GDR, is being proposed for 1971-75.. The food
industry, which in 1968 accounted for some 16,2% of total
industrial production was largely considered above under the
section on agriculture. It increased by 3.8% in the first-half
of 1970, mostly due to the increased purchase and imports of
animals for slaughter; this was a higher growth-rate than
planned.

56, The building industry accounts for 11.3% of national
income and at the end of 1969 had registered a 3.2% increase
which was not nearly sufficient to meet demand. There is an
acute housing shortage throughout Czechoslovakia with no
immediate signs that the situation will improve. One of the
main problems is the shortage of building materials. In 1969
cement production grew by only 3.7% while the output of bricks
actually declined, and at the beginning of 1970 it was said ‘
that adequate supplies of bricks cannot be expected before 1974
in spite of new bricks works. It is plamned to build more

‘dwellings from prefabricated components; four panel-making

plants from the USSR are to be imported (and completed in
1973~74) which are designed to produce 20,000 housing units.

57. Between 1966 and 1970 about 435,000 flats are
expected to have been built, about 94.6% of the revised Five—
Year Plan., In the 1971-75 Plan, 370,000 flats are planned in
the Czech lands and 198,000 in Slovakia but even this will not
really solve the problem, especially considering that it is
necessary to build about 120,000 flats a year to keep housing
accommodation at the existing inadequate level, At present
there are 4,350,000 dwellings which accommodate 4,770,000
households.

Services

53, Transport facilities account for about 4% of National
Income and their inadequecy was revealed in the bad winter of
1969~70, Over 50% of freight is transported by rail; in the
first-half of 1970 this totalled 114.5 million tons, an
increase of 3.3% over the 1969 period. However, over the past
four years, total freight has dropped by nearly three million
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tons, irn spite of increases in rolling stock and manpower. The
main problems are shortages of stock and inadequate transloading
facilities. The latter preblem will be pairtly alleviated by
the proposed alteration of some of the Slovakian lines which
lead to the Soviet border to the Soviet broad gauge, experience
having shown that the transloading station at Cierna is being
inadequately used (its capacity is 30,000 tons a day). Future
rail deveicpments will concentrate on slectrification and on
replacements of rajl and stock. In the first-half of 1970,.
106.6 million tons which is rather less than 50% of total

- freight was. carried by rcad. (by the Czechoslovak Automobile . .

Transport Enterprise) and a further 1,7 million tons was
carried by river. This was roughly the same as last year but
considerably less than called for by the plan,

59. The standard of roads in Czechoslovakia is not high -
a long time is taken in building and they are often of poor
quality and durability. Over the 1969-70 Winter, almcst ten
million square kilometers of roads were damaged in. Slovakia
alone, Priority is to be given to the creation of a good road
network including motorways; in 1970 there will be only
23 kilometers of motorway and cnly about 2.5 kilometers are
being added per year.

Domestic Tradg

60, In the first-half of 1970, retail trade turnover
reached abcut Kcs. 75,000 million, an increase of 3%, while in
public catering the increase was even greater. The trade
network lacks adequate equipment and storage space, and in the
Czech lands retail turnover is said to have grown at four times
the rate of floor space in the past few years. To help
facilitate trade, opening hours are to be lengthened and
adjusted to the working times in factories and offices. A more
detailed discussion of domestic trade will be found under the
section on standards of living. : '

ITII. BUDGET AND FINANCES

Receipts and Expenditure

61. The introduction in 1969 of separate budgets for the
Czech lands and Slovakia in addition to the Federal Budget has
tended to complicate any examination of trends in budgetary
receipts and expenditure, but the réle of the Federal Budget
in this new situation has been fairly fully described. Its
main functions are stated to be as follows: (1) to finance
the operations of federal agencies, to pay for defence, security,
foreign trade, political operations, and federal administration,
and to establish federal reserves. (2) To equalize any economic
and social differences between the two regions. (3) To regulate
and integrate the economy while financing selected operations,
and (4) to maintain financial balance throughout the economy,
Revenues are obtaired from wage, turnover, and enterprise
property taxes as opposed to contributions in absolute sums from
the national republics.
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62, The 1969 budget as a whole {Federal, Czech and Slovak)
achieved a surplus of Kcs. 3,445 million, of which Kecs. 2,885
million were attributable to the Federal Budget. The federal
surplus was the result of receipts from the wage tax exceeding
the plan by 6% - a reflection on the rapid growth of wages.
Receipts from the turnover tax were also higher than expected
but taxes from enterprises were quite considerably lower. The
surplus was to be used to repay instalments cn loans from past
State budgets, to repay investment credit, and to advance credit
for investments in rail transport. Eleven per cent was saved
on administrative costs as planned., Both the Czech and Slovak
budgets which were announced in the middle of the year and
which tended to affect the: structure of .the overall budget,
also showed surpluses.

63, 1970 budget receipts are planned at Kcs. 185 956
million and expenditure at Kcs. 182,893 million - the surplus
of Kcs., 3,063 million coming from the Federal Budget. The
budgets of the Czech lands and Slovakia are balanced at
Kcs. 94,543 million and Kes. 45,776 miliion respectively.
Federal receipts will consist of a 50% share of the wage tax,
a 10% share of the profits tax, a 33.1% share of the turnover
tax, and receipts from federal bodies. Expenditure includes

. grants to the Czech lands of Kcs. 1,173 million and grants

and subsidies (mostly for equallzatlon purposeés) to Sloveakia
of Kcs, 15,380 million. Expenditures of the two national
budgets 1nolude grants and subsidies to rational committees
(local authorities) which amount to Kcs, 27,268 million in the
case of the Czech lands and Kcs. 10,462 million in that of
Slovakia,

Military Expenditure

64, The defence vote for 1970 was Kecs, 14,800 million,
a 6% increase over that of 1969. This was rather less than the

1969 increase. of 8% and represents a lower proportion of the .. .. .

total budget (about 8% as opposed to over 9%). This reflects
the prevalling trend in all the Warsaw Pact countries where
political tension in 1969 kept the defence votes fairly high.
The resumption of a more normal situation has led to lower
increases easily explainable in terms of increased - and
possibly more realistic - costs and the continued acquisition
of more advanced equipment.

Table 6: Defence Expenditure 1966-1970

1966 1967 1968 1969 1970

Growth (1965 = 100) 105 120 126 136 144
% of total budget 7.06 8.68 89 9.7 8.8
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65. However, it cannot be assumed that all defence
spending is accounted for in the open defence budget. A
certain amount is almost certainly included urnder funds
allocated to research and development (for which no figures
are available) and it also seems likely that revenue obtained
from the forestry and agricultural estates (forming 11
nationaiized enterprises) owned by the Ministry of National
Defence is added to the defence budget. The bulk of defence
spending, however, is almost certainly included in the open vote.

Sccial Security

66. The sum spent on social security is constantly rising
and in the first=half of 1970 amounted to Kes. 12,400 million,
an increase of 7.7% over the same period in 1969. Expenditure
in 1969 had risen by 25% - mostly due to the readjustment in
pensions early in the year. Sickness benefits continue to rise
rather Tast -~ an increase of 18.8% being recorded in the first-
haif of 1970. Maternity allowances continue to rise steadily
but family allowances are tending to decline. i .

"IV. MONEY AND CREDIT

67, Early in 1970 a draft law on financial administration
was considered by the National Council Committee. It was
proposed to separate the State Financial Departments from the
national committees and to establisin financial administration
independently under direct authority of the Ministry of Fineance.
This follows the reorganization of the banking system which
became effective at the beginning ocf the year. The position
of the State Bank was strengthened by giving it some measure
of independence in the fields of domestic currency and credit
policy and alsc some powers in relation to foreign exchange
(previously the prerogative of the Federal Ministry of Foreign
‘Trade), At the same time it lost its commercial functions
which were taken over by the two national commercial banks.

The State Bank was given the authority to regulate the reserves
.. of these banks and to decide on their interest rates. There .\
has in fact been a considerable move towards centralization
in banking as in other aspects of the economy, mainly to eansure
that the Government'’s measures for stabilization are followed.
This is being done by restricting the flow of credits,
tightening up on foreign exchange regulaticns, and controlling
stock~taking in enterprises making excessive demands for credit,

68, At the end of August 1970 there were Kcs. 18,716
million in circulation - an increase of Kes, 1,405 million from
the beginning of the year. This increase was Kcs. 795 million
less than the average over the past five years and is scme
evidence that the stabilization measures are beginning to take
effect.. Further evidence can be secen in the increase of bank
savings ~ from the beginning of 1970 to the end of July they
had increased by Kcs., 2,300 million over the corresponding
period in 1969, 13% more than the average of the past five years.
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69, In 1968, 53% of total investments were financed from
bank credits. This was a substantial rise over the 36% of 1967
and preliminary figures for 1969 suggest that this high
percentage was maintained, However, the Government is still
determined to exercise strong control over credit granted to

‘enterprises.

70. New laws came into effect this year which divide credit
into four basic categories: (1) long-term operstional loans;
(2) short-term loans; (3) consolidation loans; (4) investment
credit. Long-term loans will be granted to enterprises putting
a new plant into operation, starting a new project, increasing
their production by more than 15% per year, or forming new
market reserves, but such loans will be difficult to obtain and
must be paid off quickly from the enterprise's own profits.

The interest payable will vary between 8% and 10%, depending on
the length of the paying-off period (frcm three to over five
years)., Short~term loans exist essentially to cover the gap
between the invoicing of the enterpriset!s customer and the
collection of the claim. They carry an interest rate of 7.5%"
and should be paid off within three months. Consolidation
loans were introduced in 1970 to ensure that enterprises with
long~term loans should not rely on budget subsidies but shculd
discuss repayment methods, etc. with the Ministry of Finance.
Investment credit will be granted to promote export prospects
to a maximum of 50% of budget costs on new construction, It
will only be granted to enterprises with a good financial
position and will have interest rates of between 8% and 10%.

V. FOREIGN TRADE

Current Situation

71. Among East European countries, Czechoslovakia lies
second after the GDR in total trade turnover. In 1969 this.
reached a total of $6,613 million. The value of foreign trade
per head is the highest in Eastern Europe ($425 in 1968).

Over the first four years of the current five~year plan
(1966~69) total foreign trade grew by 24% or an annual average
of 5.5%, This is in keeping with the requirements of the

plan for an increase of 31% 19€6-70, despite below average
increases in the first two years. This is the lowest projected
growth~rate among East European countries, although

. CZechoslovakia has a relatively more developed trade turnover,

(and East Germany has so far achieved only an annual average
increase of 5.2% despite a planned increase of 43%). Throughout
the period, imports and exports have risen at a similar rate.

- Total Czechoslovak foreign commerce for 1966-70 was greater

than expected as a result of a surprising 14% expansion last
Year, :
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72, The greatest increase in trade since 1966 has been
with non-Communist countries, and their conse uent share in
overall trade has risen from 27% to almost 30%. Trade with
Communist countries has risen by 19%, and whereas with
Communist countries imports have risen faster than exports,
with non-Communist countries exports have shown the greatest
rate of increase, These developments have not been continuous,
and export gains contrary to all expectations were achieved
largely in 1968 and 1969. Similarly imports from the bloc
have risen sharply in these two years, and one is tempted to

- icentify a defiuite change in the pattern of trade since 1968,

73. Except for a small deficit in 1968, Czechoslovakia
hes had a favourable overall balance of trade since 1960, mainly
as a result of a large surplus in trade with the bloc as a.
whole. In the last two years however, deficits have been
recorded with the USSR in 19568 and the bloc as a whole in 1968
and 1©69; the deficit was reportedly eliminated and short-term
indebtedness to Socialist countries reduced in 1970, The
surnlus in trade with non-Socialist countries since 1960
arose mainly through a favourable balance of tiade with
developing countries, and apart from small surpluses in 1967
and 1969, trade with the developed West has been in deficit.

Trade with Socialist Countries

74. Socialist countries in 1969 accounted for 70,6% of
Czechoslovak trade, After the USSR, the largest partner was
East Germany, followed by Poland, Trade with this area has
increased at a slower rate than trade as a whole, althcugh the
decrease in overall trade in 1965 with this area was largely
the effect of new prices introduced into intra-bloc trade which
caused an overall reduction in trade in value terms., Since
1966 imports have risen faster than exports, largely as a result
of increases in 1968 and 1969, After a surplus in trade with
Socialist countries since 1960, Czechoslovakia recorded a
deficit in these latter two years of $168.5 million., This
deficit arose through increased imports partly as a deliberate
attempt to reduce previously accumulated surpluses, but also
as a response to the internal problem of inflation which prompted
increased imports of consumer goods. The deficit alsc reflected
a policy of maximizing hard currency earnings and improving
domestic supplies of consumer goods. Husak expanded exports to
West but increased imports from the East, and many items were
diverted from normal Eastern delivery to the home market, thus
under-fulfilling export quotas. Also increased imports
represented repayment in goods of earlier credits extended by
Czechoslovakia to the bloc in the period 1961-65., The problem
in the past has been to find suitable goods to import to enable
Czechoslovakia to keep bilateral accounts in equilibrium. Thus
the recent imports which have caused a run down in current
balances represent an economic advantage to Czechoslovakia since
a surplus on bilateral account which cannot be transferred
represents an interest free loan to the debtor partner. In
1970, exports to Socialist countries reportedly rose 17% while
imports increased 9%,
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Trade with the Soviet Union

75. The Soviet Union is Czechoslovakiat!s main trading
partner, accounting for 33,7% of total turnover in 1969, Since
1966 trade has increased by 12.7% which is less than either
trade with the bloc or overall trade. As a result of large
surpluses in trade with the USSR from 1960-67, Czechoslovakia
accurtulated a large unconvertible balance which was
deliberately drawn down in 1968 through increased imports.
However despite repcrts of Czechoslovak under~fulfilment of
export orders totalling 100 million roubles a surplus was
recorded in 1969 thus re-establishing the previous pattern.
According to the 1970 trade protocol, exchanges are to amount
to 2.2 milliard roubles {(82.44 milliard) an increase of 6 per
cent over the previocus year,

Trade with non-Communist Countries

: 76, Trade with non-Communist countries since 1969 has
been characterized by fluctuations especially in the rate of
increase in imports. In 1967 there was a slight fall in
imports, and after a large increase in 1968 of 14.3%, the rate
slackened to 7.3% in 1969, Exports, which fell slightly in
1967, showed a moderate increase in 1968 followed by a large

‘increase in 1969 of 17.4%. The percentage of trade with this

area has risen from 26.8% in 1965 to 29.4% in 1969, In 1970,
Czechoslovak exports rose 10% while imports from capitalist
countries increased about 25%.

With the developed West, imports rose sharply in
1968 (by 20%) in connection with the modernization of industry
but fell in 1969 when an overall surplus of $20 million was
recorded. Exports have recorded steady progress throughout.
The most important partners in this area in terms of total
turnover are West Germany (3.6%) and the United Kingdom (2.5%)
followed by Switzerland, Austria, Italy and-the Netherlands.
Imports of machinery and equipment account for about a third
of total imports from this area., With developing countries,
turnover fell in 1967 but more recently increases, especially
in exports have been recorded. Czechoslovakia'l's main trading
partner in the developing world is the UAR which acccunts for
50% of Czech trade with the whole of Africa. India holds
second place with Iran a little way behind. However, the
three countries together represent only about 2% of total
Czech trade turnover, Plans have been announced to increase
trade with India and Iran and special emphasis has been laid
on increasing imports of manufactures particularly from Czech
%ssisted projects such as the Ranchi engineering works in
ndia,
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Cemmodity Composition

+
Irports

77, Fuels and raw materials in 1969 made up 45% of
Czechoslovak imports. According to SITC classification, in
1969 Socialist countries accounted for 58% of all imports

(although only 43% of all chemicals). The major source of supply

ig the Soviet Union, which covers almost all Czechoslovak
requirements. for crude oil and iron ore. .In 1970 Czechoslovakia
plans to import from the USSR 10.7 million tons of iron ore,

9,5 million tons of oil, 2,7 million tons of coal, and

1.5 million cu,m of natural gas., Other important imports are
wheat (1.3 million tons) fertilizers and cotton, Under an.
agreement of September 1966, whereby Czechoslovakia is to

deliver on credit pipes and machinery for the expansion of Soviet

crude oil production, Soviet o0il deliveries are planned to
reach 14,5 million tons per annum by 1975. Marginal additional
imports of o0il are likely to come from the Middle East after
completion of a pipeline under an agreement of March 1969 with
Iran and with Iraq in December 1969. Imports of phosphates for
fertilizers are to be delivered 1in increasing quantities as
repayment for Czech investment in the USSR Kingisepp mine. The
Czechs have extended considerable credits to other Communist
countries for the exploitation cf their raw materials (such as
the Polish copper industry), and these credits are being and
wi%l b§ paid for with the products of the installations. (See
below.

78, Machinery and equipment formed 32% of Czecnoslovak
imports in 1969 mest of it from other Communist countries
(81% in 1967 falling to 77% in 1968). Deliveries from the USSR
include machine tools, transport equipment, aircraft and
agricultural machinery; these form only a small percentage of
total Soviet deliveries, and the USSR is likely to press the
Czechs to accept more Soviet machinery. Czechoslovakia imports
industrial equipment for the metallurgical, chemical and textile
industries from other East European countries, especially East
Germany. Imports of machinery from the West, though relatively
spall, are of great significance for the future development
of the Czech economy. Although such imports were cut back in
1967, in 1968 these imports increased by 45.4%.

Czechoslovak imports of food stuffs form 15% of total
imports, and 2/3 of all grain imports are from the USSR, In
1970 these are to total 1.3 million tons. Czechoslovakia also

imports small amounts of grain from France, West Germany and
Canada,
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Eggorts

79. Machinery and equipment formed more than half of Czech
exports in 1969, the major market being the Socialist countries
(82% in 1968). Czechoslovakia supplies the USSR with
metallurgical equipment for the Soviet light, food and chemical
industries. Czech deliveries of large diameter steel pipes
will be increased in 1970. Czechoslovakia also exports
machine tools and other industrial equipment to Eastern Europe,
some of which are governed by co~operation agreements. Exports
of machinery to the non-Communist countries are small and the
Czechs certainly hope to expand sales, especially to hard .

-currency areas. -However their history of specialization in the -

production of heavy machinery makes it difficult for them to
restructure and revive production towards the light industry
whose products could be more competitive on world markets.
Machinery exports however did increase by 15% in 1968,

For a country of limited natural resources
Czechoslovak exports include a high proportion of fuels and
raw materials, which formed 29% of total exports in 1969,
Rolled metal coal and coke, timber, glass and papers are among
exports to Communist countries. Uranium ore is exported
exclusively to the USSR. .

Trade and Co-operation with the Industrial West

80, From the Industrial West, Czechoslovakia draws roughly
one fifth of her total imports., However in the important
category of machinery and equipment, about one quarter of this
category are products of the Industrial West, and these showed
a 45% increase in 1968 (after a fall of 17% in 1967). Largest
increases were recorded with the Netherlands, Belgium, West
Germany, the United Kingdom and Austria. 1969 figures, taken

from Western sources, show that-imports from France rose sharply
(after declining in 1968) as well as from Switzerland and = R

Italy, while from Japan they soared to five times the previous
year?s level, However West Germany completely dominates the
field with deliveries of machinery valued at over £80 million
which is equivalent to the totals of Italy, France, the United
Kingdom and Switzerland added together. From West Germany alone
Czechoslovakia obtained chemical plant installations in 1969
valued at $5 million, It is also interesting to note that from
France, West Germany, Italy and the United Kingdom she
purchased passenger cars valued at $12.5 million ($9.0 million
in 1969), These together with other consumer goods, including

. meat from West Germany, fruit and vegetables from Italy, and

clothing from both of these countries, were presumably paid for
by the Soviet loan of $20 million granted for this purpose in
Autumn 1969, (See paragraph 94.) ' S
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Another sphere where the Czechs have bought widely in
the West is computers. It is estimated that they have imported
ahout 125 computers from the West during the 1960s, chiefly
from the United Kingdom, the United States, West Germany and
France. Exports of machinery, which are an important measure
of economic progress, fell by 8.9% in 1967 but rose by 14.7% in
1968, Largest increases were recorded with West Germany, France
and the Netherlands, According to Western statistics, in 1969
Czech exports of machinery rose by over 60% to both West
Germany and Itely and by nearly 50% to Beligium and Japan.
However here again West Germany is by far the largest recipient -
of such exports, taking as much as France, Italy and the United
Kingdom put together. Since 1969, imports of Western automobiles

" have been sharply curtailed, falling from 19,000 that year to

10,000 last year, and 4,500 planned for 1971. This reflects
production and distribution agreements with other Eastern
Buropean countries and commitments to import 200,000 Soviet
automobiles during 1971-75,

Co--operation Agreements

81, As early as 1965, Czechoslovakia signed scientific and
technical co-operation agreements at Government level with
Italy, Belgium and France, A technological agreement was
concluded with the United Kingdom in 1968, and one with Japan
was considered. Early in 1G70 an agreement was signed with
France on economic co-operation, and fifteen industries were
listed as the most likely in which such co-operation could be
developed. More recently in June 1970 a long-term agreement
on the exchange of goods together with one on econromic,
scientific and technological co-operation was initialled with
West Germany. Denmark also has signed a similar agreement.

82, Czechoslovak industry is especially advanced in
several sectors of the engineering and electrical industry, with
special emphasis on such items as machine tools, textile
machinery and electric power and metallurgical engineering., In
recent years there has been a notable expansion of chemical
engineering for USSR requirements and of anti~friction bearings
to meet prcduction required under CMEA planning. Czech research
and develcpment in many sectors has also been on advanced lines.
From this position of considerable technological strength, the
Czechs have shown an interest in buying Western technology
outright in a few selected fields such as electronics, road
vehicle and locomotive engineering.

83. Czechoslovakia has been actively pursuing licence

deals since 19565 with purchases averaging 60-70 annually and sales

in 1969 at about 40. Purchases have principally concerned
metallurgy, chemistry, mining, mechanical engineering, industrial

. consumer goods and electronics fields; sales have been mainly in

textile machinery. Czechoslovakia has purchased some licences
tc use special manufacturing processes which are likely to
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influence production methods in their respective industries

and in 1968 alone 66 licences were acquired, Some of the most
significant ones are referred to briefly below, From the United
Kingdom firm of Pilkington Brothers they bought the right to

use their float glass process (the first East FEuropean country
to obtain -this right). Early in 1968 they purchased a
manufacturing licence and a contract for technical assistance
from the Bull-General Electric company of France., This provides
for the production in Czechoslovekia, initially from French
components of the GAMMA 140/145 computer system (to be called
the TESLA~-200), including the peripheral equipment. Another
agreement is with the French Société des Etudes de Machines
Thermiques which provides for the joint research and development
of large scale diesel engines. With West Germany, a licence
deal was made with Siemens covering the assembly and production
of teleprinters, The traffic is not entirely cne-~way as the
Czechs -have had a big success with their invention of a
spindleless spinning machine and have sold the process first

to the Italian Necchi company and later to Japan. They have
also sold licences for other industrial processes to FPrance,
West Germany, Italy, Japan, the United States and the United
Kingdom. 1In mid-1969 a technical and commercial agrecment was
signed with Necchi which provided for the exchange of technical
information but also made provision for possible co~operation
in third cocuntries., With the West German subsidiary of
Babcock and Wilcox late in 1969 Slovak boiler makers entered
into a seven year agreement to co-operate in the producticn

and marketing of large boiler installations. As long ago as
1965 the Czech organization Chepos made a ten~year agreement

~ on technical co-operaticn covering certain types of petro--
‘chemical equipment with the Swiss firm of Gattys Technique which

is valid throughout the world. Working arrangements exist .
between Skoda and the Swedish electrical concern of ASEA as

well as between Tesla and Ericsson and between The Tos Kurim

machine tool works and Saab. Late in 1968 the Czechs are -

“reported to have approached Mitsui on the possibility of
technical co-operation in electronics, atomic energy, plastics,
‘synthetic fibres, computers, construction engineering and
isotopes. _ : o

84, 1In the field of industrial co-operation agreements
with individual Western companies, Czechoslovakia has been
cautious, considering her weli-developed engineering industries.

- Only one or two agreements have so far been made which provide
- for imports of Western technology and know-how to be partiy

paid for by the products manufactured under licence., This is in
contrast to the many egrecements made by Hungary and to a lesser
extent by Rumania., A variant of this type was the purchase
of a licence, as well as machinery and equipment for the .
production of Renault/Saviem light lorries in the Avia plant
near Prague, under a ten~-year agreement. This deal was to be
wholly or partially paid for by .the supply to Renault of
machine tcols, car accessories and spare parts from the Czech
engineering industry, - _
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85, Other types of economic co-operation with Western

firms involve the setting up of joint companies in the Western
country with the specific purpose of applying Western
marketing techniques to enable Czech commoditles to compete more
readily in export markets. In November 1968 Strojimport, which
deals with the export and import of machine tools, welding
machinery, measuring instruments and glassmaking equipment, was
given authority to make investments in mixed foreign trade
corporations, The share capital is usually fairly' eveénly
divided between the participants, but in one of these companies,
tim~France, set up in 1967, the Czech share o¢f the capital
amouvnted to only 30%. Its principal objective was to market
hydraulic puaps in France and by 1969 an offshoot, Stima SA,
was set up in Brussels. Similar companies selling machine tools
were set up in the Netherlands and the United States; ownership
of the latter concern, established in 1968, is 50% United States
and 50% Czechoslovak., Another Joint company with headqusrters in

- Stockholm specializes in the sale of Czech machine Tcols and in
-promoting the export of Swedish industrial products, and a ‘

Mijan~based Joint company will buy mainly Czech electric motors
and organize their sale in Italy. On the other hand some

Western firms such as Volvo, Fiat and Toyota have also decided
to set up spare parts and repair centres for their cars within

Czechoslovakia.

- Western Credits

86, - On the basis of returns made by NATO countries the 7

1969 was $261.3 million, putting her fourth among the countries
of Eastern Europe, Just below Bulgaria but well ahead of East

“Germany and Hungary. About 80% of the value of credits

extended to Czechoslovakia has actually been drawn., - -
zechugicvakials relative position is the same when outstanding
credits of more than five years, amounting to $121.3 million,

are considered, At the end of 1964 outstanding credit to

Czechoslovakia was put at some $110 million, thus showing that

the volume of credit had more than doubled by the end of 1969, ‘

Over the same period of time, however, Roumania increased her ‘

volume of outstanding credit by more than seven times and v

Bulgaria by three times. This underlines Czechoslovakia's -

cautious apprcach to taking on large~scale foreign credits. It

is difficult tc see any correlation between the upsurge in her

imports from the industrial West in 1968 and the taking ou of

new credits from her NATO suppliers. The big rise in outstanding

~ 87. From the early months of 19685there was much discussion,

led by Sik, on the desirability of obtaining a gold or hard

currency loan emounting to some $500 million from either the East
or the West., GStatements were made that if it was not forthcoming
from the USSR (and there were several reports that Czech

NATO CONFIDENTIAL
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delegations had included requests for such a loan during
negotiations with the Soviet Union) the Czechs would reluctantly
turn to the West for such a sum. Stories relating to the loan
were featured in the Western Press right up to the Soviet
invasion.- :

~The question arises as to why and for what purpose
the loan was required. In spite of persistent reports of short-
-term balance of payments difficulties the loan in question was
not relevant to these. There appears to have been some
divergence of opinion among the Czech leadership however as to
whether to use a loan for the immediate purchases of consumer
goods as an incentive to increased labour productivity which
could improve or restore the growth rate of Czech industry or to
use it for the long~term restructuring of Czech .industry. It
is clear that the necessity for putting the Czech ecconcmy on
a scunder footing was one of the main preoccupations of the
leaders. Economic plarners thought that a lcocan of some
2500 million would be the sum needed over the space of several
years, to enable them restructure Czech industry. This would
involve shifting the emphasis from heavy industry geared to its
CMEA partners! requirement (above all the Seviet Union) more

. towards Czech traditional light engineering and consumer goods
- industries, The quality of these gcods is such that they would

be likely to find a fairly ready sale in Western markets and
thus enable an expansion of trade with the West, Nothing had
finally been decided, nor as far as we can ascertain had there
been any firm reguest for a hard currency. loan made to any

financial institutions in the West prior to the invasion,

Czechoslovakia: Trade Co-operation with Bloc Countries

88, Transactions with bloc countries are conducted
bilaterally through clearing accounts expressed in terms of
transferable roubles, which are units of account cnly, and not
convertible into other currencies, As outlined above,
.Czechoslovakia has had a large surplus with all Communist

 ucountries cver recent years, Part of this was probably offset

vy freight charges such as port dues and shipping payments to
e.g+ Poland, which outweigh earnings from rail transit through
Czechoslovekia, Howaver ithe surplus is probably increased by
net earnings on tourist account with other countries. A
further part cf the trade surplus with Communist countries

in recent years probably represented credits . extended by
Czechoslovakia, -and the more recent reverse trend may represent

-repayment of these credits in goods. A noticeable feature

of Czechoslovak credit operations since 1960 has been the
delivery of Czech machinery for the development of raw materials
in other countries by which Czechoslovakia has secured long-
term supplies of these materials in repayment.

NATDO CONFIDENTTIAL
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Raw Material Supplies -

USSR, Czechoslovakia extended two large credits to
The USSR in 1963 for development of a phosphate mine
in Kingisepp as part of a joint investment with
Bulgaria, GDR, Poland and Hungary. Repayments are
to be in deliveries of phosphate flour. Previously
Czech eqguipment had been supplied for the delivery
of equipment to iron mines in the USSR, repayable in
deliveries of iron ore concentrate and other metals,
Much of this is transported by a specially -built
railway to Kosice., In the field of fuel and power

. supplies an agreement was signed in September 1966 -

on the supply of Czech large diameter pipes an

- equipment such as turbo compressors for the USSRk oil

. industry, repayable with increased deliveries of oil.
In June 1968 a similar agreement was sighed with the

(b)

USSR for the delivery of pipes. repayabie with
deliveries of natural ‘gas which are planned to rise
from 1,300 million cu.m in 1970 to 3,000 million cu.m
in 1975a - -

Eastern Europe. With Eastern Europe also, a large
number of schemes provide for the delivery of Czech
machinery for the guaranteed supply of raw materials,
In 1960 an agreement with the GDR provided for the

supply of Czech macnirery to improve East German potash
mining and processing facilities in return for expanded

exports of potash, A Czech~Bulgarian agreement of

1959 with the Medet Combine included delivery of

equipment on credit for an open cast copper mine and

the expansion of a copper foundry repayable in supplies

of electrolytic copper. An agreement of 1961 wita

‘Poland on joint development of copper resources was

renewed in 1967 and externded in 1970, Czechoslovakia
granted credits for development of the Lubin copper

‘deposits with repayments in copper deliveries from
1969, to continue after the credit is repaid., Similar
‘agreements have been made for the development of the

Tarnobrzeg sulphur deposits, to be repaid by

- 100,000 tons of sulphwi* per annum, and to. the Staszic

ccal mine, repayable in coal deiiveries., In Rumenia,

.. Czechoslovakia participated in a joint investment

project together with Poland and East Germany for
equipment for a cellulose plant at Braile, repayable
in ceilulose produced by the plant. Czechcslovakiza

- has also delivered power plants to Rumania, Bulgaria

and Yugoslavia in return for supplies of electricity.

NATO CONFIDENTTIAL
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@0, Co-operation in Machinery and Equivment Production

Co~operation between Czechoslovakia and Eastern
Europe covers a wide variety of agreements on joint production,
investment, marketing and research, Although production
cpecialization on a CMEA-wide basis still seems an unrealisable

- goal, bilateral specialization in limited fields has been more

successful., With the GDR such agreements cover almost one
quarter of total trade turnover, although implementation is

.not known. Co-operation in electrical, technological and

automation equipment is developing between Tesla of
Czechoslovakia and East German Institutes, and co-ordination of
steel pipe and ball bearing production has existed since the
early 1960s. Within the chemical industry there is division

- of production of insecticides and pharmaceuticals, and under a

1966 transport agreement the CKD Trakce and Tatra works in

'-Prague is to specialize in tram production, and VVB

Schienenfahrzuge (GDR) is to manufacture refrigerated railway
wagons, An agreement of 1967 divided production of certain
types of machine tool between the two countries, - '

With Hungary specialization agreements cover

‘ﬂproduction of medical equipment, paper and textile machinery

and joint investments in building industry materials (cement
and lime). An agreement between Technoimpex of Hungary and
Invest of Czechoslovakia for the building of slashing machines

for the modernization of the Czech textile industry, also -
- inciudes the West German firm of Sucker, who supply blue prints
- and components for -final assembly in Czechoslovakia, -

Sl. A major égreedenf,With Poland involves coproduction
of buses and heavy lorries between Skoda and Jelcz, and tractor

- coproduction between the Zetor works of Brno and the Ursus works

in Poland. Tractors are assembled in both countries after

-exchange of components such as motor transmission and brakes

from Czechoslovakia and axles and steering units from Poland,
in agreement with Bulgaria provides for one assembly of the
Skoda MT4 lorry at the Madara plant in Shumen, which will
initially involve the assembly in Bulgaria of components
delivered from the Skoda Liberec plant, while Bulgaria will
gradually assume production of components and redelivery of
the 10 ton lorries., However.many other projected plans for
co~operation with Bulgaria. have been scaled down. S

92, Co-operation with Yugosiavia has been facilitated
by the establishment in December 1968 of a banking consortium
to initiate as well as finance Jjoint ventures, and special

co-operation accounts have been opened 1n free currency.

Projects financed by the consortium include an agreement of

November 1969 between Rade Xoncar of Zagreb and CKD Czechs for
the joint production of welding equipment, and an agreemert on
development and marketing of ball bearings. Other specialization

‘NATO CONFIDENTIAL
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agreements cover joint production of catncde and electronic tubes
(Nis and Tesla), automative components, machine tools and.
measuring instruments. Provision was made in the agreement on
Yugoslav building services in Czechocslovekia for some payments
in hard currency, and this principle may be extended. ‘

93, As yet there has been little participation by the
USSR in production specialization with any East European country.
Much co=cperation has taken the form of reciprocal supplies.of
plant and eguipment such as Czech deliveries of rolling
equipment for metallurgical works, and the agreements for the
supply by the USSR of nuclear power stations. Juint research
between institutes has produced scme results such as the
spindleless spinning machinery for the textile industry.

94, The series of agreements signed since late 1968 provide
some indication of the likely future of Czech-Soviet economic
relations. In December 1968 Baibakov signed an agreement in
Prague for Soviet orders of engineering goods totalling
12,000 million kcs. for the period 1971-75. Orders were placed ‘
with Czech engineering firms Skoda, CXD for industrial equipment
and transport goods. In return the USSR agreed on increased
supplies of raw materials. In July 1992 agreement was reached
on the reciprocal supply of machinery equipment amounting to
3,000 million roubles 1971~75 covering deliveries of machine
tools, Czech import of cars and aircraft; direct contacts
between research centres and the construction in the USSR of
production facilities for chemical, o0il, food and textile
industries. In October 1969 and April 1970 further agreements
were signed on the supply of atomic power plants, Soviet supply
of equipment for prefabricated building factories, and aid in
the construction of the Prague underground. In addition in
October 19569 the USSR granted a loan to Czechoslovaekia in hard
currency of $20 million for the purchase of consumer goods in the
West, These agreements suggest that the Czech need for a- ,
restructuring of industry to produce more light industrial goods ‘
will not be immediately possible., The USSR demand for heavy
mechinery and equipment continues, and under the terms of the .
1971-75 plan, trade in machinery and equipment is to grow at a
faster rate than total trade. The USSR is also likely to
emphasize that increased machinery import from Czechoslovakia
must be balanced by increased exports of these goods to
Czechoslovakia. HRaw material exports from the USSR -~ especially
oil and natural gas - will increase as recent agreements come

into operation,

NATO CONFIDENTTIAL
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- STATISTICAL TABLES

{Extracted from the 1969 Handbook)

TABLE I

iy

Age Group ' CSSR CSR
014 3,456,127 ..24173,155
Men 15-59 4,256,301 2,964,770
Women 15«54 3,857,186 2,673,178
Men of 60 and over 970,067 708,531
Women of 55 and over 1,793,495 1,346,372
Total 14,333,176 2.806,0086

NATO
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SSR

1,282,972
1,291,531
1,184,008

261,536

_ 447,123
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Constituents of National Income (percentages)

1965 1966 1967 1968

Industry | - 64;9 63.8 61.1 61.0
Building v. 9.3 9.6 11,5 11.3
hgriculture 11.9 12,7 11.8 10.5
Forestry 1.4 1.3 1.1 1.1
Transport 2.7 2.4 4,0 4,0
Telecommunications 0.5 0.5 0.4 0.4
Technical Material Supply 0.2 0.7 1.1 1.2
Commerce and Catering 7.5 7.3 7.6 8.9
Purchases - 0.7 0.7 0.5 0.5
Others 0.9 1.0 0.9 1.1

NATO CONFIDENTTIAL
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TABLE III

Main Categories of Investment

(1965 and 1966 in 1964 prices; 1967 and 1968 in 1967 prices)

1965
Industry | 18,461
Building 1,251
Agriculture and Fishing 2,960

“Transport 4,801
Material Techﬁical Supply 375
Trade and Catering 695
Purchases 339v
Other production - L7
R&D 528
Services - 755
Housing | 2,237
Health 499
Schools, Culture, etc. - 1,544
Administration 641

1966 1967 1968
20,395 27,999 27,527
1,475 2,341 2,936
3,133 3,845 5,568
4,918 10,263 12,352
309 580 560 -
873 1,375 2,161
622 1,594 1,162
37 63 51
607 936 1,192
1,002 1,615 2,034
1,928 3,052 3,391
552 1,008 1,120
1,930 2,702 2,666
697 1,092 | 1,380

NATO CONFIDENTTAL
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TIBLE IV

Agriculturel Production (in thousands of crowns)

Total

Arable:
Cereals
Industrial Crops
Fodder and Roots
Potatoes
Vegetables
Fruit and Vines
Hops

Animal:
Slaughter cattle
Herned cattle
Pigs
Milk

1965 -

8,726,006
2,425,509
5,570,253
2,390,739
1,523,310
1,032,028

395,725

29,694,654
13,614,836

4,835,789
8,325,156
9,134,000

3,163,311

1965

53,013,418 58,871,679
23,318,764 28,297,784 29,785,998 31,682,367
10,704,638 11,934,947

9,643,395
3,056,349
6,114,836
3,800,126
1,782,334
2,218,096

509,245

30,573,895
13,191,245

5,092,036
7,700,676
9,705,831
3,245,491

1967

62,126,921

3,210,266
5,808,447
3,924,281
1,820,579
1,971,373

401,885

32,340,923
13,816,836

5,509,280

- 7,810,044
10,091,792

34395,274

Gross Agricultural Production per workar (in crowns)

Total
Arable

Animal

1965
42,007
18,477
23,530

1966
L6,835
22,512
24,323

1967
50,633
24U, 275
26,358

Gross_Agricultural Production per Hectare (in crcwns)

Total
Lrable
Animal
NATO

1965

7,452

3,278
4,174

8,297
3,988
4,309

1967
8,771
4,205
4,566

CONFIDENTTIAL

o

1963

3,227,340
6,053,068
4,242,209
1,856,530
2,332,951

462,880

33,904,507
14,980,328

6,027,896
8,311,428

10,601, 246

3,463,331

1368
54,165
26,165
28,000
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TABLE V

Hectare Yield of Main Cers (Quintals)

1965 1966
Wheat . . 24,2 25.3
Rye 19,8 20.0
Barley 21.4 23,4
Oats and Oats plus BRarley 17.2 19.2
Maize for Grain 27.9 32.7
Pulses 13.4 11.0
Potatoes 84,6 134,0
Fodder on Arable Land 46,6 50.8
Root Crops for Fodder 282.2 417.6
Hay 32.4 31.4
Poppy~seed L4 5.0
Rapeseed/Turnip 14,6 16.3
Flax (dry weight) 31.4 31.0
Sugar-beet = 26140 - - 341,0.-

NATO CONFIDENTTIATL
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1968
31,6
22,8
29.8

21 .4

L

33.8
8.8
175.5
47.2
513.8
30.8
5.8
14.1
31.5

- 417.9
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| TABLE VI

Number of Agricultural Animals (thoussnds)

Horses 188 177 166
Cattle : 4,389 L, 462 L 437

of which cows 1,948 1,952 1,929
Pigs 5,544 5,305 5,601
Shieep 614 670 770
Poultry 27,752 29,466 31,208

of which hens 21,465 21,307 21,411

NATO CONFIDENTIAL
G

-



DECLASSI FI ED/ DECLASSI FI EE -

£a N

PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

NATO

CONFIDENT

IAL

-7

TABLE VII

Consumption of Industrial Fertilizers

Tons Applied

Total

of which:
i troge
Nitrogen

Phosphates
Potash

In pure Nutrients

per Hectare
Total
of which:
Nitrogen
Phosphates

Potash

NATDO

1964-65

820,496

115.2

32,0
35.6
47.6

1965-66 ~ 1966-67  1967-68
895,626 927,804  9hk,755
oL6,40L 277,998 286,06k
254,519 255,583 248,460
394,703 394,223 410,231
126.1 130.9 133.4
34,7 39,2 4O 4
35,8 36.1 35,1
55.6 55.6 57.9

CONFIDENTTIAL
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TABLE VIII

Machines in Agriculture
Wheeled Tractors 138,536 145,506 151,274
Track Tractors 40,950 40,411 43,916
Tractor Ploughs 55,896 50,127 53,843
Weeders 18,839 15,593 18,392
Grain Sowers 49,8L5 41,932 42,829
Cutfers 34,011 31,943 32,720
Respers 11,858 12,266 13,015
Combines 11,840 12,778 13,930
Flails 26,500 26,209 26,616
Flax Combines 185 155 288
Sugar Lifters 3,077 2,997 2,980
Thrasheis 20,71k 14,898 14,138

of‘which automatic 13,769 10,154 2,611

NATO CONFTIDENTTAL
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CSR
271,861

171,744
100,117

24,550
6,883
32,226
5,677
16,285

76,921
7,833
7,888
4,433
4,019

16,088
4,571

6,428

1,799
45,755
10,505

SSR

81,655

49,605
32,050

L, 286
2,503
6,156
3,675
7,284

20,502
4,288
3,609
1,602
418
2,900
2,184
2,522
427
15,446
34853

- %_CSSR
100

62.6
37.4

8.2
2.7
10.8
2,7
6.7

274
3.4
3.3
1.7
1.3
5.4
1.9
2,5
0.6

17.3
4.1

-9-
TABLE IX
Structure of Industry 1968 (in millions of crowns comparable
Rrices
CSSR
Total industry .. 353,516
of which:
A. Producer goods 221,34L9
B. Consumer goods. 132,167
- of which: _
fuel, coal, 0il 28,836
electricity 9,386
ferrous metals 38,382
non-ferrous metals 9,352
chemicals, rubber 23,569
machine and metal-
working 97,423
building materials 12,121
woodworking 11,497
paper 6,035
glass, ceramics 4,437
textiles 18,988
ready-made clothing 6,755
leather, furs 8,950
printing 2,226
food 61,201
others 14,358
NATO

CONFIDENTTIAL

-9-



PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

DECLASSI FI ED/ DECLASSI FI EE -

NATO

CONFIDENTTIAL

ANNEX +o

CH7LT0

Building Production

(1965 and 66 in 1964 prices; 1967 and 68 in 1967 prices, I‘n>

mitlions of crowns)
1965 1966 1967 1968
CSSR 34,070 - 37,011 54, 245 59,066
CSR 22,867 24,810 36,586 40,034
SSR 11,203 12,201 17,659 19,032
NAvT»O'CONAFIDENTIAL
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TABLE XTI

Number of Flats‘in 1968

Total built:
of which:
New buildings
Reconstructed

Others

Total decrease:
of which:
Demolition
Reconstructed

Others

NATO

94,171

86,571
4,893
2,707
Balance:

23,000
14,877

3,201
4,922

CONFIDENTTIATL
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TABLE XII

Retail Trade Turnover in the Sccialist Sector (percentage
iucreases) . :

1965 1966 1967 1968

CSSR
Total 55 5.2 5.2 13.0
of whichs:
Focdstuffs 4,9 2.7 L,2 6.8
Industrial goods 6.3 8.5 6.4 20.4
CSR
Total 5.1 L4o6 4,5 12.4

of which:

Foodstuffs L,7 2.1 2.9 6.2
Industrial goods 5.7 7.9 6.6 20.4
Total 6.8 6.9 7.1 14,7

of whichs
Foodstuffs 5.9 4,5 8.1 8.6
Industriali goods 7.7 9.7 5.9 21l.4

NATDO CONPFIDENTTIAL
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TABLE XITI

ANNEX to

CH7LI0

incomes and Fxpenses of the State Budget (in million crowns)

Income

Income from national economy

Taxes
Others

Expenses
Economy

Cultural and'Social Services

_ Defence and Security

Adminis%ration

101,765 155,080 124,135 127,473
14,692 15,696 17,263 20,138
4,990 5,614 2018 6,295
121,447 156,390 146,416 153,906
59,832 89,771 70,721 68,413
48,774 51,434 60,970 66,068
10,125 10,841 12,385 13,189
_ 2,716 _2.749 3,007 _ 3,723
121,447 154,795 147,193 151,393

NATO CONFIDENTTIAL
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Investments in National Economy (n millions of crowns)

1965 1966 1967 1968
CSSR 42,821 47,004 70,446 77,783
CSR 28,657 31,480 L47,k13. 52,426
SSR. 14,164 15,524 23,033 25,357

(1965 and 1966 in 1964 prices; 1967 and 1968 in 1967 prices)

IExpenses from State Budget for Investment Construction

{ir milliors of crowns)

1965 1966 1967 1968 )
20,972 27,910 26,404 27,250

Investment Credits and Loans granted by State Benk (in miliions

1965 1966 1967 196¢

- Total . | 13,155 13,253 25,528 41,543

of which:
tate Organizations 807 847 13,413 29,299

Co~operatives 12,348 12,406 12,115 12,z44

’

NATO CONFIDENTIAL
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TABLE XV

NATO

- Savings Deposits {in millions of crowns)

CSSR
3,928
+43%
5,620
~31%
3,861

CONFIDENTTIAL
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TABLE XVII

-PERCENTAGE DISTRIBUTION

1964

7302

36,5

26.8
17.7

9.1

1965

73.2
36,9

26.8
17.8

9.0

ANNEX to
11966 1967 1968 1969
70.3 71,8 71.5. 70.6
33.5 .35.0 33.6 33.7
29.7 28,2 28.5 29.4
19.8 19.6 20.1 18.4
9‘9 8'6 804 1100
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TABLE XIX

_19,

COMNODTTY COMDOSImTQN'

Imgbrtsi
Machinery and equipment
Fuels ard raw materials

Foodstuffs and materials
for food industry:

Industr ial consumer goods
Expe r*s .

Macn¢nery and equipment
Fuels and raw materials
Foodstuffs )
IndﬁStrial'cohsumér goods

Source:
RO LRSI

Czech F Trade Handbock 1569
Czech F T[rade June 1970

NATDO C O N F I D ENTTIA L

1967

- o

30.6
L7.5

16.4

5.5

L8,6

28.6
4.5

18,3

percentage share

1968

49.3

- 27.9
4.7
18,1,

m19_

ANNEX to

CM{ITDTo

- 50.9

28,6
4.6

15.9
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~ " (SITC Code 7) M3
T 1968 1969
S Export | Import } Export ! Import § Export { Import
NATO countries
Belgium ‘ 3.1 1 3.8 71 3.1 7.7 4,9 7.5
Denmark 2.8 2,0 4,1 3.6 NA NA
France 6.6 25.5 8.4 19.3 10.2 27.2
West Germany 8.3 | 31.7 | 12,4 | 48.0 | 22,2 | 61.6
Italy | 5.4 | 17.3 | 5.0 | 19.5 } 7.0 | 24,2
Netherlands 4,0 4,2 6.4 43,7 5.8 17.6
Norway 2.7 - 1.8 - NA | NA
United Kingdom | 10.0 | 16.3 8.2 | 23.2 7.8 | 22.2
Canada 3.0 - 2.3 - NA NA
United States 9.2 3.3 4.6 5.1 3.7 4,0
Non-NATO 1 -
Austria 4.5 18.8 3.6 26.0 5.3 39.3
Finland 2.0 - 1.2 2.0 NA NA
Sweden 2,0 | 11.1 1.9 8.0 3.0 | 8.9
Switzerland 1.4 | -10.4 1.8 | 12.8 NA Na- - b
Japan 2.4 8.4 2.8 1,7 4,5 9.1
Total 67.4 1150.8 | 67.6 1 220,6 | (74.4).4(221,6)
Source: Czech Foreign Trade.
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TABLE YXJIT

NOMIC DATA, 1966--1971

Net Material
Product

Investment

Industrial
Output

(Producer goods)
{Consumer goods)

Labour
Productivity
(Industry)

Agricultural
Output

Real Wages
Money Wages

Cost of
Living

Retail Trade

1966

-1967

1968

1969

1670
Result Result § Result Result Result [ Plan
10.2% | 5026 | 7.5% 1 6.5% | 5% |5.2%
998% 207% 1094% 1093% 60100 had
785% 70100 5020/0 502% 707% 5(»9?6
(803%) (7&500) (5-24%:3 (6.:1%) 05% Lo
(5.9%) | (6.4%) 1 (5.7%)F (3.8%) 8% -
L% | 5095 | be2% | LG T | 5.7%
11.1% 5 o 5% 5 +.6% 0.9 1.3% 1 3.0%
200%) 309(% 79000 30 673 l% hd
205% 595(/)*/‘ 802% 703% : L"% -
0.5% | 1.4% 1.2% § 3.6% 0.4% | -
5.2%% 5.2% 13.0% | 2. -

11.9%(1)

(1) At current prices

Sources:. Rude Pravo,.29th January, 1971, for 1970 data; otherwise
o ... Economic Survey of Burope in.1969, Part II, ECE.
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