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LETTERS OF TRANSMITTAL

Avcusr 15, 1974.

To the members of the Joint Economic Committee :

Transmitted herewith for use by the Joint Economic Committee, the
Congress, and the interested public is a factual and interpretative
assessnient of the policy and performance of the Kast European econ-
omies at home and abroad entitled, “Reorientation and Commercial
Relations of the Economies of Eastern Europe.” This is a compilation
of invited papers designed to meet the interests of the committec and
the Congress in an up-to-date body of data and interpretative comment
on the domestic and foreign economic relations of the countries of
Eastern Kurope, primarily Bulgaria, Romania, Hungary, Czechoslo-
vakia, Poland, the German Democratic Republic (G.D.R.), and
Yugoslavia.

Throughout history, the Middle Kuropean States have been butfeted
by Great Power politics from the East and ‘West. Their soil often has
been the field of conflict for their more powerful neighbors. 1n the
post-World War 11 period the political-military struggies of the cold
war have been centered on this region. Now the emerging ditente
among the Great Powers, increases the possibilities Fastern Kuropean
states may be permitted to play a larger role in the world economy,

It 1s hoped, that this volume, drawing on research of United States
and Canadian academic specialists as well as professionals in the T.S.
Government will serve as an aid and a stimulus to scholarship on this
subject. The committee is deeply indebted to the scholars who gave so
generously of their time and expertise. They are listed in the execu-
tive director’s memorandum to me, and 1 would like to express on
behalf of the committee our gratitude for their invalunable efforts,

Finally, we wish to take this opportunity to express our gratitude
to the Congressional Research Service for making available the serv-
ices of John P. Iardt, who helped to plan the scope of the research
and coordinated and edited the contributions for the present study.

It should be understood that the views contained in this study are
not necessarily those of the Joint Economic Committee nor of in-
dividual members. '

WricHr Pararan,
Chairman, Joint Economic Committee.

Avavsr 12, 1974
Hon. WricuT PaTyax,
Chairman, J oint Fconomic Commitiee,
U.S. Congress, Washington, D.C.

Dear MRr. Ciamrarax : Transmitted herewith is a volume of mate-
rials on the economies of Eastern Europe entitled, “Reorientation and
Commercial Relations of the Iiconomies of Eastern Europe.” The
study contains papers written by scholars and specialists who, as rec-
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ognized authorities on Eastern Europe, were invited to contribute.
‘The specialists in question have been drawn from the ranks of various
universities here and abroad, private research institutes, several de-
partments of the Federal Government, and the Library of Congress.
The papers they have submitted, in response to our request, cover the
broad range of topics dealing with the recent performance of East
JEuropean economies. Included among these topics are economic policy,
the defense burden, agriculture, industry, population, manpower, edu-
cation, technology, chemical and petroleum industries, commercial re-
lations, the balance of payments, industrial cooperation, and tourism.

The Joint Economic Committee released a predecessor volume to
this entitled, “Economic Developments in Countries of Eastern
Europe,” in 1969. The committee has in recent years followed a pat-
tern of periodic assessments of the economies of socialist states:
“People’s Republic of China: An Economic Assessment” in 1972, and
“Soviet Economic Prospects for the Seventies” in 1973.

Encouraged by expanding commercial relations with the West, but
buffeted by the prospect of rising raw materials prices and reduced
deliveries from the Soviet Union, the East European economic
planners are striving to steer a course between balance-of-payments
deficiencies with the West and runaway raw material prices from
the East.

The contributors to the study have been most considerate of our
needs and generous in giving of their time and expertise to provide
mot only basic information but also an essential analytical perspective.
The individual scholars who have participated in the preparation of
the present study are:

Thad P. Alton Harold Lent
Tlizabeth M. Bass Mona F. Levine
T.awrence J. Brainard Paul Marer

R. V. Burks Tvan Matusek

J. T. Crawford J. M. Montias
Laszlo Czirjak Paul F. Myers
Andrew Elias Egon Neuberger
Zbigniew M. Fallenbuchl Patrick J. Nichols
Michael Gamarnikow Bonnie M. Pounds
David Granick Marjorv E. Searing
John Iaberstroh Edwin M. Snell
Gregor Lazarcik John W. Tilley

J. Richard Lee
n addition. the committee received the wholehearted cooperation
from the following private organizations and Government agencies:

Bureau of Intelligence and Research, Department of State
Office of Economic Research, Central Intelligence Agency
Department of History, Wayne State University -
Department of Economics, University of Windsor (Canada)
International Development Research Center, University of
Indiana .
Economic Analysis Section, Radio Free Europe (Munich,
Germany)
¢ TFconomic Group, Chase Manhattan Bank
© Department of Economics, University of Wisconsin (Madison)
T.. W. International Financial Research, Inc. (New York, N.Y.)
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Foreign Demographic Analysis Division, Department of
Commerce

Bureau of East-West Trade, Department of Commerce

Departm)ent of Economics, State University of New York (Stony
Brook

Department of Economics and Management Sciences, State Uni-
versity College of Arts and Sciences (Geneseo, N.Y.)

Department of Economics, Yale University

It should be clearly undérstood that the views expressed in these

papers are those of the individual contributors and do not necessarily
represent the position of their respective government, or nongovern-
ment institutions, the Joint Economic Committee, individual mem-
bers thereof, or the committee staff.

The Library of Congress made available the services of John P.

Hardt, senior specialist in the Congressional Research Service, who
bore major responsibility for planning the scope of the research, and
coordinating and editing the contribution. He also wrote the summary
for the present study. Dr. Hardt was assisted by George D. Holliday,
also of the Library staff.

Joun R. Srarx,
Ezecutive Director,
Joint Economic Committee.
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SUMMARY
By Joux P. Harpr

U.S. interest in Eastern Europe has been heightened in the past by
Soviet military actions designed to assert political control over the
affairs of the area, for example, the Berlin blockade in 1948, the 1956
Hungarian uprising, the 1968 Soviet invasion of Czechoslovakia. More
recently, however, American attention has been directed to Fastern
TEurope because it represents a potentially new and expanding market.
Payment requirements for financing expanding shopping lists of high
technology Western products promise to open the East European econ-
omies to Bast-West industrial cooperation and tourism. Thus, satis-
faction of currently felt economic needs promises to replace military
and political confrontation with a more Western reorientation of the
countries of Eastern Europe. The commercial opening of the Soviet
market to the West has gone far toward reducing the pressures for
continued economic isolation of the economies of COMISCON * from
the world market. Even less constrained by Soviet influence, Yugo-
slavia has gone farther and faster toward developing economic inter-
dependence with the West.

In 1969 the Joint Economic Committee released its first volume on
Eastern Europe, Economic Developments in Countries of Eastern
Furope. Since then the prospects have been enhanced for reorientation
of the economies of FEastern Europe toward more domestic concern
with technological change and satisfaction of consumer needs. These
domestic requirements, in turn, have rekindled East Buropean desires
for economic ties with the West. As the economic planners begin the
formulation of their new plans for the 1976-80 period, they are
troubled not only by the proliferating domestic resource claimants and
onerous Western balance-of-payments deficits, but by sharply rising
raw material costs from the Soviet Union, especially for oil and
natural gas.

In the 22 chapters in this compendium, some 25 specialists from
governmental and academic institutions in the United States and
(fanada have assessed East European economic policy, performance,
and prospects for the future. Special attention is given to changes in
Tast European priorities and economic institutions, especially as they
relate to commercial relations with the West. While the countries of
COMECON provide the central focus of the compendium, little at-
tention is given to Albania, Mongolia, or Cuba, and Yugoslavia—not
a full member of COMECON—Is given considerable emphasis. The
German Democratic Republic (G.D.R.),> Poland, Czechoslovakia,
Hungary, Romania, and Bulgaria form the core nations of COME-
CON. The U.S.S.R. is dealt with only to complete a frame of reference
for analyzing policy and performance.

1 COMECON, or the Council of Mutual Economic Assistance, 18 also abbreviated CMEA

or CEMA in various papers of this compendium.
2 The German Democratic Republic 15 commonly called East Germany.

(1)
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The chapters have been divided into three sections: Policy and
Planning, Performance and Resource Allocation, and Commercial Re-
lations. The authors have provided their own summaries and the reader
may wish to make up his own mind on differences of professional
viewpoints. The following are some of the major questions raised by
the papers with an indication of answers and where in the volume the
appropriate analysis may be found.

1. Is the post-World War I1 division of Ewrope coming to an end?
Does the Soviet Union now feel that a degree of disengagement from
Lastern Europe is desirable? And, has the quality of Lastern control
and East-West competition shifted from political security to economic
affairs?

ﬁlﬂthough qualitative changes are taking place in the politics of
Eastern Europe, loosening of economic control may be offset in some
cases by tightening of ideological directives.

The postwar division of Hurope may be coming to an end. But the process has
been sporadic and the progress registered thus far confined largely to the normali-
zation of foreign relations, increasing trade, and tourism. At the same time,
Communist ideological constraints have been stiffening, and the chances that
exchanges of people, ideas, and information will be allowed on any major scale
seem distant at best.

‘While no longer the “iron curtain” of more than two decades ago, the dividing
line between the East and the West, rooted in a different world outlook, an
incompatible system of rule, and an adversary foreign policy in many parts of
the world, still remains formidable (Matusek, p. 17).

. Whether the new emphasis on economic factors will lead to Soviet
disengagement or reassertion of control in a new form is not clear.

The Soviet Union and East Burope constitute a relatively closed system facing
a modernization crisis of special severity. For the Soviet Union the problem is
compounded by subtle but real challenges to its imperial power. Russia’s military
and political role in East Europe is threatened by economice, social, and intellec-
tual forces not susceptible to the controls which have proved effective in the
Soviet Union. These forces include growing nationalism ; youthful populations
with significant anti-establishment elements and ideas; an intellectual and philo-
sophical vacuum, as Marxism-Leninism is seen as less and less relevant for
solving contemporary problems; and the example of the economic vitality of
‘Western Europe, from which East European societies are no longer isolated be-
cause of tourism, other forms of travel, and over varieties of communication, * * *

What effect would expanded U.S.8.R.-West trade have on Soviet-East BEuropean
relations? At first glance it appears that détente offers g permissive framework
for political changes within East Europe. But détente and increased contracts
with the West also stimulate centrifugal forces within the bloc. Given the way
such pressures are handled domestically in the U.8.8.R., countering policies by
the Soviet Union vis-a-vis East Europe may also be expected. Furthermore, if the
Soviets gain larger markets for their primary-product exports in the West and
new wopportunities to import machinery from the West, this may further weaken
East Europe’s commercial bargaining power with the U.S.S.R. Whether this will
prompt significant changes in trade patterns will depend largely on how the
Soviets view the tradeoff between the economic cost of continuning heavy com-
mercial involvement in East Europe and the political gain from such involvement
through the “influence” effect (Marer, pp. 159-160).

2. How do East European leaders and planners see the economic
issues facing them in the current (1971-75) and prospective 5-year
plans (1976-80) ? What political costs and benefits are related to their
perceived alternative courses of action?

Mr. Crawford and Mr. Haberstroh provided a survey of economic
issues and policy in Eastern Europe drawing on the subject areas of
many of the other papers (pp. 32-50). Mr. Burks, in turn, assessed
some of the political pitfalls in the new economic strategies (pp.
51-78). '
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As the 1970's began, a new pragmatism settled over the economic policymakers?
in Eastern Europe. Most of them had finally shelved the all-out growth philosophy
of the 1950's and ‘were beginning to come down from the highly touted but largely
disappointing economic reforms of the 1960’s. In the wake of the Czech crisis in.
1968 and then of the Polish worker riots in 1970, the leaders were looking for
stability, hoping to find it in a return to more central controls on the economy—
and on overzealous reformers.

Four years into the 1970’s, the leaders have achieved considerable stability
but they still face the dilemmas of the 1960°’s—the hard choice between invest-
ment in upgrading industrial efficiency or in raising the standard of living, and
the crossfire between pressures for economic integration within Comecon and
the growing role of imports from the West in sustaining East European develop-
ment. And like the West, Bastern Europe has an energy question to answer. ® * o

If the fuel import bill is as large as expected, some programs, especially for
petrochemicals and possibly for autos and imports of consumer manufacturers,
will have to be scaled down or suspended in the upcoming plan period. As of
March 1974, Romania, not dependent on Soviet oil, was the only country to have
said anything concrete about the next plan period and it was hinting at reduced
growth rates in 1976-80.

These problems may detour but not derail the planners from ithe track laid out
for this decade and beyond. By the 1980’s they can begin counting on a payoff
from investment in Soviet materials, and they centainly will take pains to keep
the flow of Western technology coming. The same industries that have led growth
since the mid 1960’s—autos, chemicals, electronics—ought to be back at the top
of the list in the 1981-85 plan (Crawford and Haberstroh, pp. 32, 49-50).

Political hazards also must be considered by East European planners
in any change in resource allocation and reform in planning and
management.

From the Communist point of view a principal difficulty with economic reform
is that it inevitably involves some degree of decentralization. This is true regard-
less of the type of reform, whether it would mean some reliance on market
forces, as in the case of Hungary, or whether, as in East Germany, only such
matters as the organization of trusts are under consideration. Any important
step toward decentralization of the economy constitutes a threat because it brings
with it some loss of political control. Given the narrow base of popular support
which the East European regimes possess, and the limited degree of positive
popular response they can expect, any major reduction of central control must
be taken seriously by the leadership. * * *

Thus the opening of the domestic market to Western competition, an inevitable
accompaniment of marketization, can have political side effects which, from
the viewpoint of the regime, are highly deleterious. There lurks in such a situa-
tion the possibility of a reduction or even a loss of control. There is, moreover,
another sense in which the autonomous firm operating in a semimarket situation
may bring with it a diminution of political control. ¥or insofar as there is com-
petition, so that the consumer has the possibility of choice, and insofar as prices
are related to scarcities, so that consumer choices have an impact upon produc-
tion, the Party will have given hostages to the consumer and will have abdicated
that immediate control of economic processes which has become the heart of
Marxism-Leninism., * * *

Finally, there is the fact that enterprise autonomy tends to point in the direc-
tion of trade union autonomy. If basic decisionmaking authority is vested in the
enterprise manager, and the manager is to measure his success by the amount
of profit his enterprise earns, then assuredly an easy way to increase returns are
to hold wages down, reduce expenditures for safety devices, speed up assembly
lines, and the like. Such practices can be pursued with relative ease when all
unions are controlled by the Party, the Government, or management itself. A
Socialist state which permitted the working class to be gouged by auntonomous
management would soon find itself in political trouble. Consequently, if antonomy
is given to the managerial class, it follows that the regime will probably find
itself under pressure to grant some form of autonomy to the unions, in order
that the workers may defend their interests (Burks, pp. 51, G5).

3. I's the much discussed policy of reform of the East European econ-
omies ¢ dead issuc? Ilas the manager of the East Ewropean enter-
prises gained any more stature or influence since the Stalinist days?
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The East European leadership appears to accept the need for change
in planning and management. However, they have apparently rejected
both a return to the Stalinist command economic system of the 1950’s
and the grandiose economic reform programs of the 1960’.

The most apparent reason for this increasingly critical approach was the
growing realization that the traditional command economy system has outlived
any economic usefulness is ever had. * * *

Iaving accepted the need for change, the understandable reaction of East
European ruling elites has been a tendency to contain the unavoidable economic
reforms within the existing political and economic system. Although the ob-
jective economic conditions put them into the position in which they had no al-
ternative but to initiate substantive changes in the methods of planning and
management, the party establishments have shown every intention to control both
the scope and the momentum of economic reforms in order fo preserve the
orthodox political and economie institutions which insured their monopoly of
power. They did not really want a new economic model, but would have been
perfectly satisfied with a more efficient and rational version of the old one. * * =

When all is said and done, only a qualitatively different system of planning
and management can meapingfully improve both the productive performance
and economic efficiency of Fast Iuropean economies. Gamarnikow, pp. 104,
165-166, 212).

Moreover, in enterprise management there are quite different reac-
tions of the leadership to cconomic pressures. David Granick in his
survey of managerial variations in Eastern Europe found the man-
ager in Romania and the G.D.R. still operating in a centrally controlled
environment, while their counterparts in Hungary and Yugoslavia
operated in a market-type system (Granick, pp. 229-247).

4. Have the recent steps toward integration of the East Furopean
economies in Comecon been beneficial to their economic performance?
May we now expect a Common Market-like development in terms of
specialization, mobility of labor and capital, and performance?

Comecon has changed from a group of individual economies emulat-
ing the Soviet Stalinist pattern with primarily bilateral connections to
the center, to a more specialized, multilateral trading, integrated group
of nations. However, it does not appear likely to emulate the spirit of
the Treaty of Rome or the characteristics of the West European
Common Market.

It is doubtful that this will be an efficient integration, certainly no more efficient
than the dominant economy with which gradually smaller economies will be
integrated. It will not, therefore, contribute much toward the establishment of
an “infensive pattern of development” throughout the bloc, but it will probably
keep costs relatively low because of economies of scale inherent in producing
for the bloc as a whole, a certain degree of specialization and cooperation in
production, established mainly through administrative measures “from above”
rather than through microeconomic decisions of enterprises “from below,” and
some division of responsibilities in scientific and technical research.

It will not be a socialist economic integration through the market, as many
East European economists have been hoping. Nevertheless, there will be a move-
ment toward establishing one economy, which will be directed by the strongest
partner, although for political reasons smaller partners may continue to receive
many concessions (Fallenbuchl, p. 134).

5. How hawe the economies of Eastern Europe performed in recent
years? Is economic growth retardation o major current issue in East
Europe? Has economic instability or cycles become an East European
problem?

Tconomic growth in Eastern Europe has not been the problem it was
a decade ago.
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Judged on the basis of comnarative rates of growth, the economies of Eustern
Europe on the whole more than held their own in the second half of the i960’s
as compared with the first half. Performance in 1971, 1972, and 1973, to the
extent that results have been published, has been somewhat uneven, but on the
whole, the tempos of the 1965-70 period have been maintained. Bulgaria xhows
some sign< of slight slackening of its rate of growth in 1971-72, but is still zrow-
ing at a fast rate. Czechoslovakia has eased the pace but is growing faster in
1971-73 than in 1960-65. Bast Germany in 1971-72 seems to have maintained the
average rate of the preceding half decade; Hungary does likewise in 1971~73.
Poland and Romania in 1971-73 are apparently enjoying an economic boom in
eomparison with either half of the decade of the 1960’s. The six countries of
Eastern Europe as a whole grew about as fast as the European Economic (‘om-
munity (EEC) during the 1960’s, but one might expect them to have grown some-
what faster in view of their lower level of development. If Bulgaria and Romania
are excluded, the average performance of the remaining four countries of Iastern
Europe is below that of the EEC (Alton, pp. 283-284).

Future continuation of the current growth rates is more problematic:

What are their future prospects? Their problems are numerous : growing labor
searcities ; unsatisfactory rates of growth of lahor productivity, despite the high
rates of investment : ohsolescent technology ; misdirected investment allocations
of the 1950’s and 1960's, inconsistent and conflicting elements in their systems of
planning and management : apathy on the part of employees: rising exnectations
of consumers confronting governments that are less able than din the past to
ignore them in favor of increased investments; inefficiency in production and
stagnation of technological progress induced by sheltered markets af home and
in the socialist Council of Mutual Economic Assistance (CMEA) bloc: limited
possibilities for wider participation in world trade because of dependence on
Soviet sources of raw materials (iron ore. oil, gas, cotton, ete.) : pressures to
shorten the workweek to catch up with such reductions achieved much earvlier
in o*her countric<: anticipated rising costs for protecting the environment from
pollution : and 1ising costs of imported raw materials, to name some of the more
immediate ones (Alton, p. 284).

The East European economies have been subject in the past to agri-
cultural investment., and policy cveles (Brainard. pp. 214-228). As
they expand their industrial exports to world markets and become
exposed to world pricing in raw materials, even more economic
instability may be their lot.

6. What priovity resource claimants now command FEast European
output? Ias the burden of defense on output and manpower been
reduced?

Modernization of East Xuropean industry and improvement in con-
sumter income have led to more emphasis on sophisticated industries,
siueh as chemieal production, and traditional economic sectors, such as
agriculture.

Chemical production in Eastern Europe tripled between 1960 and 1972. In-
vestment and growth followed the example set by the United States. Western
Europe, and Japan in emphasizing synthetic fibers, plastics, and fertilizers. Per
capita output of a few products like fertilizers now equals or exceeds output
in Western Europe, although in most lines of production, Eastern Europe has
a long way to go to cateh up.

The development of East European chemieal industries in the 1960’s was bitsed
to a large degree on technology and equipment imported from the United States,
Western Europe, and Japan. Most of the imported technology supported expanded
production of fertilizers, synthetic materials, and intermediate chemicals derived
from petroleum and natural gas. In addition, the chemical industries relied
heavily on raw material supplies from the U.S.S.R.—especially oil, nataral gas,
and apatite concentrate.

Requirements for chemicals and chemical production in Eastern Burope gen-
erally have grown faster than production. Imports from non-Communist countries
in particular exceed exports by a far larger margin than a decade ago. Eastern
Europe has, however, developed a substantial export balance in fertilizer trade
with the West (Lent, pp. 394-395).
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Agricultural output, in turn, will depend on a continuation of past
priorities for investments and importation of critical goods such as
feed grains.

Progress in mechanization of agriculture has been very impressive in Eastern
Europe, but its level, except in Czechoslovakia and East Germany, is still sig-
nificantly behind that of Western Europe. Yugoslavia and Romania have the
lowest level of mechanization. However, the application of commercial fertilizers
is in general closer to the Western European level, and in Czechoslovakia, East
Germany, and Hungary the use of fertilizers per hectare of land is higher than
in Western Europe as a whole.

The introduction of higher-yielding varieties of wheat, corn, barley, rye, and
oats along with the increased use of fertilizers brought about rapidly increasing
yields per unit of land in all the Eastern European countries, especially during
the last 8 to 10 years.

Considerably greater emphasis has been placed on animal output in recent years
in order to better satisfy rapidly increasing demands for products of animal
origin in all the Eastern European countries. Yields per unit of livestock have
increased significantly in the last 10 years.

All the East European governments are putting increasingly stronger emphusis
on increasing agricultural output and the productivity of land and labor. To effect
this, they are channelling more resources into agriculture in the form of increased
investment in machinery and equipment, better technology on farm, technical
education, more flexibility and incentives to managers of farms, and pricing sys-
tems more responsive to changing secarcities, especially as shown in sharply
increased prices paid to farmers.

An international comparison of agricultural outputs showed that Eastern
Europe as a whole, excluding Yugoslavia, accounted for about 45 percent as
much output as the U.S.S.R. and about 39 percent as much as the United States
in 1970. ¥ * * In terms of per capita levels of agricultural output, the United
States ranks the highest followed by Hungary, Poland, East Germany, Bulgaria,
the U.8.8.R., Czechoslovakia, and Romania in descending order. * % #

The outlook for Kast European agriculture seems to be good through 1975, » * *

Prospects for the 1976-80 period will depend heavily on the determination of
the East European governments to continue to provide and increase production
incentives to tarmers. Most likely there will be continuing emphasis on livestock
production in view of the increasing demand for meat products caused by rising
incomes of the population. However, the domestic feed base is now inadequate

to sustain the current rates of growth of animal output (Lazarcik, pp. 3%85-356).

In spite of increasing claims for resources for modernization and
consumer program, the defense share was not diminished.

Based on valuations in dollars, defense spending grew at approximately the
same rate as GNP. In most of the countries, defense spending grew at a slower
rate in the 1960-67 period than in the 1967-73 period. For Eastern BEurope as a
whole, the average annual rate in the latter period (10.6 percent) was double
that in the former (5.3 percent).

In all Eastern European countries, the nonpersonnel and R. & D. costs grew
at substantially higher rates than personnel costs. The high annual percentage
rates of growth of nonpersonnel costs that occurred in Bulgaria, East Germany,
Hungary, and Romania in the last 6 years apparently indicate rapid progress in
mechanization and modernization of their armed forces.

Comparison of Eastern Europe with the U.S.8.R. shows that the rate of growth
of GNP was the same in 1960-75 in both countries, and, likewise, the rate of
growth of defense spending was the same in both. * * #

In the last 6 years the average annual rate of growth in military spending
has been higher in Eastern Europe than in the U.S.S.R.

Comparison with the United States, hiowever, shows distinet differences. The
average annual rate of growth of defense spending in current dollars from 1960
to 1973 has been significantly lower in the United States than in the U.S.S.R.
or in Kastern Hurope. The contrast is greatest for the 1967-73 period, when the
U.S. GNP grew at an average annual rate of 8.4 percent, while the military
expenditures grew only at 1.5 percent. The respective percentages for the U.S.S.R.
were 8.9 and 7.9, and for Eastern Europe, 11.6 and 1€.6 (Alton et al., p. 50).

7. What resource constraints inhibit East Ewropean efforts to im-
prove economvic performance? In which countries will manpower con-
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straints be major economic problems? How does the investment in
education help improve the labor quality? What may the inflation in
raw material prices and limitations on supply do to the economies of
Last Europe?

The labor supply problems vary widely from country to country :

At present, the six countries differ markedly in the degree to which there is a
labor shortage or labor surplus. Both Czechoslovakin and East Germany are
severely short of labor and have been for some years. The labor supply situation
in Bulgaria and Hungary is somewhat ambiguous. It has been reported from
Bulgaria that there are shortages of experienced manpower in many sectors, that
there are seasonal shortages in agriculture and permanent shortages in construc-
tion, und that shortages of qualified manpower are acute in construction, trans-
portation, and mining. At the same time, it is acknowledged that agriculture can
still supply sufficient workers. Reports from Hungary indicate alternatively that
there is a serious manpower shortage, that the alleged manpower shortage is
highly exaggerated, and that manpower shortages and surpluses exist side by
side. * * * Poland and Romania appear to have abundant manpower, and the
pyimary labor problem, especially in Poland, is the creation of enough jobs for
new workers entering the labor force (Myers, p. 453).

Labor mobility or migration is a logical development but it would
be a new development in Iast Kurope.

There have been numerous reports of various numbers of foreign workers in
Czechoslovakia and Kast Germany, but the only reliable data are for Czechoslo-
vakia where 18,000 foreigners were reported to be working in 1972, Western news-
paper stories give the numbers of foreign (mainly Polish) workers in Liast
Germany as ranging from 20,000 to 100,000 ; the exact numbers have never been
publisned. Whatever the numbers are, they are relatively small and there is a
great reluctance to increase them in any of the labor-short countries because of
ethnic differences, the costs involved, the shortage of housing, and the many
social problems that may be anticipated based on Western European experience.
There is also the political-economic argument against migration of labor between
the Socialist countries in that these countries are supposed to be able to provide
employment to all who require it, and consequently there is no need to move to
another country to find work. Whether or not these and other considerations
rule out large-scale international labor migration as a viable proposition is open
to question at this time. This writer expects, however, that manpower supply
and demand will be so out of balance in Czechoslovakia, Kast Germany, amd
Hungary that these countries will feel compelled to import the labor necessary
to meet their needs. It may very well be that such labor could come from such
countries as Greece, Italy, Spain, Turkey, and Yugoslavia, all of which have been
exporting labor to Western Burope. This would seem to be a much more drastic
step, however, than rationalizing labor supply and demand among the member
countries of the Council for Economic Mutual Assistance (CEMA) themselves.
P'recedents for future labor migration on a relatively large scale have beei estab-
lished, this solution to labor imbalances is being discussed more and anore spenly
in the various countries, and it would seem to be only a matter of time und acute
need before bilateral or CEMA-wide agrecinents are reuched in this regard
(Myers, pp. 453-454).

Other authors express more skepticism on the potentiality of large
seale worker migration (Maver and Neuberger, pp. 574-575).

Investment in professional or job-oriented education 1s more ex-
tensive in Kast Europe than the West. Iinective educational investment
may reduce labor supply imbalance (Searing, pp. 480-:86).

Raw materials—oil, gas, metals, grain, etc.—have all become scarce,
high cost products for the East Kuropean economies. And in most
cases the Soviet Union has been their primary supplier. Now, however,
the U.S.S.R. has indicated that the East Kuropean countries must look
clsewhere for some of their supplies and expect higher prices:

By 1980, Eastern Europe might have to get as much as 40 percent of its oil
imports—perhaps 50 million tons—from the Middle East and North Africa.
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The U.8.8.R. is now selling oil to Eastern Europe at about $2.50 per barrel,
about one-fourth of the world market price. According to present trade agree-
ments this Soviet price is fixed through 1975, so that the bulk of East European
oil supplies will be provided considerably below world market prices. Thus, most
of the East European countries will be relatively immune from large increases
in their oil import bills through 1975. Although the Soviets would like to take
advantage of higher prices and sell more oil to the West to earn badly needed
hard currency, they are unlikely to renege on their commitment to deliver oil to
Eastern Burope.

East Europeans anticipate that Soviet oil and gas prices will rise significantly
during the next plan period (1976-80). To pay the higher prices these countries
will have to export more manufactured goods to the U.S.S.R. and/or invest
heavily in developing Soviet fuels and raw materials, For example, a CEMA
agreement concluded in February 1974 calls for joint development of natural gas
deposits in the Orenburg region of the U.%.8.R. and construction of a pipeline
to Eastern Europe for increased gas deliveries, * *

A staggering import bill for oil faces the East European countries unless major
barter arrangements can be made for the future. If as much as 50 million tons of
crude oil were purchased for hard currency from Arab countries in 1980 at present
prices—about $10 per barrel—the increased import bill for oil alone could reach
more than $2.5 Lillion. This wonld add some 15 percent to total estimated hard
currency imports from the Wes* in 1980. Any oil obtained in barter deals would,
of course, reduce these hard currency expenditures. However, imports of more:
than 15-20 million tons per vear by 1980 on barter arrangements are unlikely as
countries that could be major oil suppliers, such as Iraq and Libya, probably
will be seeking hard currency rather than RKast European goods and services.
Bven with barter or other special arrangements, some countries in Eastern Europe
will find it difficult to avoid increasing balance of payments problems (Lee,
pp. 415-416).

8. What new strategy of commercial relations with the West has
evolved in Last Purope? What ave the potential levels of trade between,
the countries of East Furope and the United States?

In order to secure expanding new markets in East Furope it must
be profitable trade, and ways must be found to finance U.S. exports.

U.8. firms are continually searching for new, relatively undeveloped markets.
Despite the rise in U.S. sales to BE during recent years. this region still repre-
sents one of the untapped market areas of the world. While the domestic markets
of individual BE counfries ave small by West European standards, this is counter-
balanced to some extent by two considerations. First, as one advantage of dealing
with state organizations, a Western firm has a zood opportunity to capture a
large share of the total imports of an EX country. More importantly, marketing
in a single EE country can often be the entering wedge into the otlier BE coun-
tries, and perhaps more importantly. also to the much larger Soviet market.
Among the potential benefits to U.S. firms are gains of expertise and marketing
economies of wcale in dealing with state-trading countries, enhanced by the
“demonstration effect” on other CEMA countries of a \Western partuer being
successful in EE, * = =

Given the expectation that hoth the U.S. and the ER countries will wish to
increase the flow of goods from the U.S. to EE, what are the options for financing
this flow?

The most obvious option to consider is a pntential increase in EE exports to the
U.8. In this counection. we examine the impact of the prospective granting of’
MFXN by the U.S. to the EE countries that do not now receive this treatment, We
find that Tlast Buropeans place great stress on this issue as a precondition for
engaging in the massive costs of entering the U.S. market. Another factor that
might bring about an increase in the level of EE exports is economic reforms in
EE. However, there is insufficient evidence. at this point, to forecast the potential
impact of such reforms on the level of EX exportsto the U.S.

The second option is the increase in EE exports of invisibles. There appears to
be small likelihood of EE countries following in the footsteps of Yugoslavia where
the remittances of Yugoslav workers abroad play a major role in financing Yuwo-
slav imports. On ithe other hand, increased earnings of hard currencies from
Western tourists, represent a large potential source of financing of eommodity-
imports from the West.
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A third option for financing imports from the United States is to utilize for-
eign exchange earned from potential export surpluses of commodities or in-
visibles to third countries. * * * Qur analysis of EE trade with individual QECD
countries indicates that there does not exist a strong possibility that, even if
payments are mulfilateral, EF would have surpluses large enough to provide an
important means for financing imports from the United States, particularly
since some of these surpluses would be needed to repay past credits. This conclu-
sion is seconded by the assessments provided by our East European respondents.

'The fourth, and perhaps most significant, option is to he found in the capital
account. The nature of U.S. exports, with capital equipment accounting for a
large proportion of present and future exports to ER, requires that the United
States grant credit facilities. It is customary in international trade to sell capital
equipment on credit and our competitors have used credit terms as an effective
competitive weapon. * ¢ #* A primary factor behind the increase in recent U.S.
exports to CEMA has been the change in U.S. Government policy on credits.
All of our EII respondents have stressed the importance of U.8. Government
action in removing restrictions on credits, as well as tariff and nontariff barriers.
The forecasts of future levels of U.S. trade with EE have also shown that a
major expansion is tied to the simultaneous removal of export controls on high
technology items and the granting of credit facilities to finance their exports, = » =

The fifth option closely connected with eredits, is the provision to EE of West-
ern capital. teehnology, organizational know-how, as well as marketing facilities.
by means of industrial cooperation agreements and joint ownership (Marer-
Neuherger, pp. 387-388).

From this assessment the U.S. trade with East Europe wonld ex-
ceed $1 billion and perhaps reach as high as $1.5 billion by 1980.

An especially difficult choice for the East European countries is
whether to import manufacturers from other CEMA countries or from
Western sources.

For several members of the bloe. including particularly the GDR and Bulgaria,
loyalty to the Soviet Union, to COMECON, or to both must infiuence these de-
cisions. For Romania, on the other hand. it may well be that enlightened self-
interest is the only guide to the choice of suppliers. But. for all members, it iv
evident that the ability to generate hard currencies must have something to do
with the decision to import from advanced capitalist countries. ard currency
credits represent one source of purchasing power in the West. Another consists
of “hard gocds”—raw materials. semifabricated goods—that are readily sale-
able on Western markets. A country’s potential earnings of hard currencies will
then in part be defermined by its surplus in hard goods with the world as a
whole. When this surplus increases (or the defieit in hard goods decreases), a
CMEA member is capable, if it wishes, to sell more hard goods to and buy more
manufactured goods from “advanced capitalist states” than would otherwise
be possible. But it may feel its loyalty to COMECON hinders it from taking ad-
vantage of this opportunity.

These arguments suggest the following hypothesis. The percentage share of’
machinery and equipment or of finished manufactures (machinery plus indus-
trial consumer goods) varies positively with (1) Western credits and net earn-
ings in the West from tourism and other services: (2) the differences between
total exports and total imports of hard goods in trade with the entire world:
and (3) loyalty to the Soviet bloc (Montias, pp. 672-673).

9. If the tariff vestrictions aweve veduced, that is if Most-Facored
Nation treatment were extended to the nations of East FEurope by the
[Inited States. how much might the exports from East FEurope be
increased? What other legislative and institutional barriers to
increased commercial relations might be removed ?

Although in the very short run extension of MEFN and other steps
to normalize trade between the United States and Eastern Europe

might have modest effcct, the changes during the next planning period
(1976-1980) might well be significant.

The total dollar value loss of socialist countries’ exports to the T.8. dne to
U.S. trade restrictions on imports discussed in this study was estimated to have
32-765—74 2
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been $321 million in 1966 and $524 million in 1971, with more than one-half of
the 1966 total loss and about one-third of the 1971 loss borne by the U.S.8S.R. Of
the above totals, it is estimated that $124 million in 1966 and $292 million in
1971 were caused by the tariff differential (lack of MFN) and the remainder by
other factors such as quotas or embargoes. # * * In dollar figures, however, the
increase would have been largest for the Soviet Union ($174 million), Czecho-
slovakia ($111 million), Romania ($90 million), and Hungary ($74 million).
Large as these estimated increases appear, when compared to U.S. imports from
the traditional trading partners, they are still relatively small. Ifor instance, our
actual imports from Belgium-Luxembourg in 1971 were about 25 percent larger
than the estimates of our “normalized” imports from the total of all six socialist
countries for that year.

The commodity group that would have ranked first from Eastern Europe and
the U.S.S.R. was iron and steel. It is estimated that, under “normalized” condi-
tiong, in 1971 we would have imported about $92 million of this commodity from
all six countries. This would have represented slightly less than 3.4 percent of
our actual iron and steel imports in 1971.

The second ranked group of our “normalized’ imports from the socialist coun-
tries, in terms of value, would have been petroleum and petroleum products, pri-
matrily (88 percent) from the Soviet Union, followed by clothing, meat and meat
preparations, nonterrous metals, and miscellaneous manufactured articles. * * *

Assuming that the trade relations between the United States and the six
socialist countries will be normalized in the near future, our imports from this
area may reach $946 million in 1976, and $1,183 million in 1980. These projected
volumes are probably conservative in view of the increase in the formation of
joint ventures and the expansion of production for the U.S. market that are
expected to occur in Eastern Europe and the U.S.S.R. with the normalization
of our trading relationships.

The fastest growth in exports to the United States between 1973 and 1976 is
expected to be achieved by Bulgaria, closely followed by the German Democratic
Republic, and Hungary. During the 1976-80 period, Romanian exports to the
United States are expected to grow most rapidly—S80 percent, followed by an
increase in shipments from Hungary and Czechoslovakia—around 27 percent
each; U.8.8.R.—23 percent; German Democratic Republic—22 percent, and Bul-
garia—17 percent. In terms of the dollar increase of U.S. imports from the
socialist countries under “normalized” conditions, the Soviet Union ranks first
and Bulgaria last during both the 1973-76 and 19738-80 periods (Elias-Searing,
pp. 601-603).

Government financing, export controls, and exchange of informa-
tion continue among the legislative and negotiating issues affecting
commercial relations between Iast European countries and the United
States (Pounds-Levine, pp. 531-555).

10. Financing increased commercial relations poses both unique and
common problems for the countries of East Europe. How have they
dealt with their balance-of-payments problems? How critical has
short, medium, and long-term credit been to the trade levels of the
countries of Fast Kurope?

- Their balance of payments with the West has become the touchstone
for Kast European planners in projecting commercial relations and,
indeed, formulating their domestic plans. Financing payment deficits,
in turn, has become a critical bottleneck for insuring plan fulfillment.

From 1960 to 1971, while trade with the West tripled (from some $3 billion to
nearly $10 billion), indebtedness to the West rose to almost six times the original
level (from less than $1 billion to well over $5 billion). * * *

Since the mid-1960s, if not before, Bast European leaders have made their
decisions about trade with the West in the balance of payments context, consid-
ering not only trade balances but earnings and expenditures on invisibles and

scheduled repayments on outstanding debt. # * *

About 25 percent of Eastern Europe’s outstanding indebtedness represents
medium- and long-term suppliers’ credits, the greater part backed by Government
guarantees. More important since the mid-1960's has been indebtedness of East
TSuropean banks to commercial banks in the West, under even more flexible ar-
rangements. A considerable amount is financed by short-term supplier credits
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(sometimes running longer than 1 year), which have become quite acceptable for
discounting by commercial banks. The rest is accounted for by special sources,
including State instrumentalities (notably U.S. deliveries to Poland under Public
Law 480 through 1964), swing credits (mainly in intra-German trade), Euro-
dollar bonds and borrowing by CEMA banks, which have since become significant,
scarcely figure in the period through 1971 (Snell, pp. 682, 685).

11. Is Fast-West industrial cooperation a solution to the domestic
efficiency and balance of payments problems of East Furope? Have the
extension of rights of equity participation in management, end favor-
able tax arrangements materially increased the level of industrial
cooperation? '

In order to stimulate trade with the West and increase domestic eco-
nomic efliciency many East European countries have resorted to Fast-
West industrial cooperation. In this development Yugoslavia is the
pathfinder.

Romania, Hungary, and presumably Poland have essentially emulated the
Yugoslav format for investment. Nonetheless they present the investor with a
considerably different investment equation. First, their economies are more stable
than is Yugoslavia’s and second, the enterprises in all these countries are subject
to more central control and red tape; it may prove to be just as hard to insulate
investors in these countries from bureaueratic frustrations as it has been to
isolate them from the impact of inflation and confusing policy c¢hanges in Yugo-
slavia. Aside from these basic obstacles, however, the future of foreign invest-
ment in Eastern Europe will depend to a large extent on how these countries reuct
to the lessons of Yugoslav experience.

At a minimum, the limited response of Western firms to the opportunity of
operating in the relatively open environment in Yugoslavia ought to have made
the East Europeans more realistic about foreign investment. They now should
expect that most Western firms will be intent on making sales, investing a mini-
mum of equity, and marketing as little of the venture output in the West as
practicable.

To counter this problem and attract more productive and rational investment,
the CEMA countries—and Yugoslavia—might well recast their investment laws
in the light of import substitution rather than export promotion. After carefully
determining industrial priorities, governments could allow foreign comrpanies to
set up joint ventures which rest upon an adequate raw materials base and use
locally produced inputs to make products for domestic consumption (Nichols,
p. 742).

182. Will the significant earnings from tourism and foreign workers
in the Yugoslav balance of payments with the West provide a guide
for other Eust European countries? Are the political costs of tourism
Likely to off set the economic benefits in the view of the East L'uropean
leadership? _

Faced with persistent balance-of-payments deficits the East Iuro-
pean COMECON nations have explored the Yugoslav solution: large-
scale tourism and foreign workers. Many countries are committed to
an expansion of tourism. Worker migration has not yet bcgun.

East Europe has emerged during the last decade as one of the most dynamic
new tourist areas of the world. #* # *#

The average annual growth rate of visitor arrivals in the five CEMA countries
from 1965 to 1972 was 13 percent. During this same period visitor arrivals in
13 OECD countries which also record according to frontier arrivals increased
only 9 percent per annum.

During this 7-year period the number of arrivals increased more than fourfold
in Romania, about threefold in Bulgaria and Hungary, and twofold in Yugo-
slavia. Relatively small increases were registered by Czechoslovakia and 'oland,
and no information is available ror East Germany, & # #

We find that East European countries are far behind West Hurope and Yugo-
slavia. In 1972 Spain led all West BEuropean countries with $2.6 billion tourist
revenue—7i0 percent of its commodity exports—followed by Austria, the United
Kingdom, and Switzerland. The five CEMA countries and Yugoslavia combined
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earned less revenue than Switzerland alone, suggesting in a rough and ready
way, that tourism is still an infant industry in Eastern Europe (Marer-Tilley,.
pp. 752, 767-768).

DAaTa AND STATISTICAL RELIABILITY

More information is now being published on the economies of Kast
Europe. An annnal statistical handbook for the member countries of
COMECON is now being published. Moreover, considerably more in-
formation is being provided through international media, such as the
ECE, bilateral government commissions, and private Western com-
mercial and financial channels. However, the data disclosed still falls
far short of that commonly available among Western trading nations.
This lack of data raises the cost and risk for Western corporations
dealing in Eastern markets. Especially important for governmental
and commercial banking institutions is better information on the bal-
ance of payments, outstanding debts (especially in hard currency
areas) and financial assets. If other East European countries join the
International Monetary Fund (IMI'), some of this financial informa-
tion common to the world economic community may become avail-
able. Romania joined the TMF in December 1972, and other East
European nations are said to be considering the move. This is not to
suggest that Western practice need be accepted by the East European
nations in toto. Rather, they should provide reliable data to answer
the legitimate questions of commercial and financial interests in the
West :

(1) What are the current and future market prospects?

(2) How much is owed to other creditors by a debtor nation?

(3) What are the debtor nation’s other assets if deliveries can-
not be made as agreed ?

Tn assessing economic performance in East Europe, there are still
differences in methodology. Western concepts of national accounting
require adjustment of data reported by the statistical agencies in East
Europe. The methodology used in this compendium by Thad P. Alton
and associates builds on that of Maurice Ernst (in his studies of East
European accounts) and Abram Bergson (in work on Soviet ac-
counts). The necessity to estimate for missing data and to make sub-
jective judgments precludes the development of a fully defined, ob-
jective set of accounts. However, the reconstruction of Thad Alton
and associates probably best parallels those national accounts com-
piled by Western economists for the Western industrial nations. As
the statistical reporting of the East European nations improves in
coverage and comparability, more reliance may be placed on the pri-
mary source data.

ProBreys axp ProspecTs

The proliferation of economic claimants for goods and serviees runs
well ahead of the ability of the ontput increases to satisfy demands.
Modest economic growth in the face of rising expectations is not
unique to East Europe. However, the options for improved pertform-
ance are especially limited, and the mixture of costs and henefits, par-
ticularly complex. For example:

(1) Imports from the West may facilitate improvement in the qual-
ity of output and generate exports capable of earning hard currency.
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However, levels of imports arve sharply restricted by balance of pay-
ments deficits, and exports compete with orders from the Soviet Union
and their own domestic economy.

(2) Increased priority to agriculture and consumer goods output
may provide incentives for higher labor productivity and increasing
real income for political stability. However, investment resources may
not be easily shifted from defense and export industries to modernize
and expand consumer related activities. Likewise, modest economic
growth limits the incremental resource supply to be shared among the
various resource claimants.

(3) Tourism earnings may provide more hard currency needed to
expand Western imports, Ilowever, investment in tourist facilities
niay compete with needed domestic programs, and conspicuous tourist
expenditures may increase consumer dissatisfaction even though real
Incomes are rising.

The above litany of “rob Peter to pay Paul” type choices presents
too pessimistic a picture of Iast Kuropean economic prospects.
Although the economies of East Europe are small, have insufficient
raw materials and human resources, suffer from a technology lag with
their Western neighbors, and must satisfy a revolution in rising con-
sumer expectations, they do have assets. Many of their current leaders
and planners are pragmatic and flexible. Many of their economists,
statisticians, bankers, and managers are ingenious and highly profes-
sional. Middle or Eastern Furope has always survived by persistence,
ingenuity, and determination when surrounded by superior political
and military powers. In spite of its precarious position between eco-
nomic colossuses—the Soviet Union in the Kast, with its raw material
monopoly, and the Common Market, Japan and the United States in
the West with their formidable technological leadership—East Europe
may not only survive, but prosper.
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EASTERN EUROPE: THE POLITICAL CONTEXT
By Ivax Marusex

The postwar division of Europe may be coming to an end. But the
process has been sporadic and the progress registered thus far confined
largely to the normalization of foreign relation, increased trade, and
tourism. At the same time, Communist ideological constraints have
been stiffening, and the chances that exchanges of people, ideas, and
information will be allowed on any major scale seem distant at best.

While no longer the “iron curtain” of more than two decades ago, the
dividing line between the East and West, rooted in a different world
outlook, an incompatible system of rule, and an adversary foreign
policy in many parts of the world, still remains formidable. Concur-
rently, the nuclear parity of the two superpowers and the conceded
futility of thinking in terms of mutual annihilation should confronta-
tions become intractable, continue to provide impetus for a new, more
rational East-West relationship. Most notably, Stalin’s old dream of
a constantly expanding Soviet bloc, autarkic in natural resources and
indigeous manufactures, has stalled in a one-way street of techno-
logical backwardness, consumer disillusionment, and world interde-
pendence in face of shrinking resources.

The area of what is commonly called Eastern Europe—composed of
the eight countries® athwart the U.S.S.R.’s western boundary—is a
revealing weathervane in the détente process. Initially nothing more
than a group of satellites doing Moscow’s bidding and representing on
its scale of values an important geographical buffer needed to protect
it from any future Western incursion, the area has soon become one of
Moscow’s major headaches because of the resurgence of national as-
pirations and of a life of its own.

Embracing countries with well developed and varied national cul-
tures, the area has had long experience with foreign domination, be it
Hun, Ottoman, Germanic, or Russian. Some of the East European
peoples were under various types of foreign domination for almost
1,000 years and did not gain national independence until the beginning
of the 20th century. National survival under such conditions creates
not only an inborn resilience in conditions of adversity, but a pro-
nounced tenaciousness in clinging to national heritage. The imposition
of Soviet tutelage and of its Communist system following the defeat
of the Nazi war machine by Soviet armies on their territory was
greeted with resentment if not downright hatred on the part of most
East Europeans. They remain to this day preponderantly anti-Soviet
and anti-Communist in outlook. Resented was not only the initial

1 These include from north to south: Poland, East Germany, Czechoslovakia, Hungary,
Romania, Bulgaria, Yugoslavia, and Albanta.
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feudal nature of the Soviet domination, but the suppression of per-
sonal liberties and of the right to political expression which—in con-
trast to conditions in the U.S.S.R.—were the accepted norm in most of
Eastern Europe in the interwar period. The severance of virtually all
contacts with the West, whose culture has always been closer to the
East European than to the Soviet way of life, was another major
grievance. No wonder then that the resentment of Soviet hegemony
and of the artificially imposed Communist system welled up periodi-
cally in the area.

In 1948 Yugoslavia broke with the Soviet bloc to pursue an inde-
pendent foreign policy, and a domestic path more permissive toward
its citizenry than any now in existence in the area; at the same time
the economic structure borrowed from the West to create a hybrid of
“market socialism.” In 1961 Albania defected to join China in the
Sino-Soviet conflict in another defiance of Soviet supremacy. The 1956
national upheavals in Hungary and Poland were similarly motivated
but did not result in defections from the Soviet bloc. In Hungary,
because of the Soviet military intervention. In Poland, because the
dismal economic conditions of the worker rather than the Soviet-
Polish inequities were the paramount grievance. In 1968, another asser-
tion of national aspirations by Czechoslovakia was considered a three*
to the Soviet system and crushed by the force of arms.

Two years later the Polish workers’ riots once again highlighted the
plight of the population under the Communist system. But there was
no Soviet intervention since the events had but few anti-Soviet over-
tones. The less spectacular but very effective defiance of Soviet over-
lordship by Romania—particularly since 1964—involved the Commu-
nist leadership, rather than the population, and earmarked Romania
as the only Warsaw Pact ? country with an independent foreign policy
but an orthodox internal system.

Given the instability of the alliance one is forced to ask what if any-
thing Moscow has done to forestall further dissent and upheaval. Has
it in effect remained completely insensitive to recurrent evidences of
discontent ? The answer is an ambiguous yes and no. Of the three Soviet
leaders faced with the problem, Stalin remained the least flexible,
given to brutal, bullying reactions. I(hrushchev appears to have been
the most responsive, while Brezhnev falls somewhere in the middle. In
attempting to reshape Stalin’s feudal approach to Eastern Europe,
Xhrushchev seemed to be the most farsighted and inspired. This de-
spite the setbacks some of his initiatives suffered and despite the fact
that he was at least in part responsible for the crushing of the 1956
Hungarian revolt and for the 1961 erection of the Berlin wall. His
1955 apology to Tito and the concessionary Belgrade declaration he
signed foreshadowed the eventual acceptance of “different roads to
socialism” by Brezhnev 10 years later. Khrushchev’s October 30, 1956,
Soviet Government declaration which invited the East Europeans to

2 Includes all East European countrles except Yugoslavlia and Albania.
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discuss their economic grievances, unequal treatment, and the presence
of Soviet advisers and troops on their territorv, not to mention the
1958 withdrawal of Soviet troops from Romania, represented major
Innovations in policy, many of which still remain to be accepted by the
successor Brezhnev regime. One wonders how much of Khrushchev’s
subsequent backtracking on these issues was the result of his own
second thoughts and how much was due to pressures from dogmatic
elements in the Soviet and East European leaderships. It is no wonder
that a number of East European leaders considered Khrushchev’s
ouster a real personal loss.

Following Khrushchev’s ouster in 1964 most of these innovations
were quickly forgotten. For instance, the October 30, 1956, govern-
ment declaration is never referred to, and the 1955 Belgrade declara-
tion was reaffirmed only belatedly and with reluctance. Soviet, troops
were introduced into Czechoslovakia in 1968 without Prague’s
approval, and Romania has been for a decade avoiding Warsaw Pact
maneuvers on its territory to forestall a similar fate. On the other
hand, the Soviet-East European terms of trade appear no longer
replete with crass inequities, and the 1971 Council of Mutual Eco-
nomic Assistance (Comecon) complex program seems to concede the
principle of East European sovereignty in economic decisionmaking
for which Romania has fought for so long. Compared to the 1950’s,
Eastern Europe’s uphill battle for a greater amount of say-so in their
own affairs has on the whole registered more gains than losses.

While anti-Soviet sentiment prevails among the populations and
crops up here and there in the leaderships there are also centripetal
forces which induce the area’s adherence to Moscow. Among these are
the common basic ideology, the similarity of the party and govern-
ment systems, the economic dependence on the U.S.S.R. as a source of
raw materials and a market for the area’s often substandard manufac-
tures,® and—most importantly—the reality of Soviet geographic prox-
imity. As a result the East European regimes have over the years
vacillated between a subservience to Moscow as a guarantor of their
continuation in power and the desire to assert greater independence in
response to national or popular aspirations. Yugoslavia, which dem-
onstrated that a Communist regime can survive despite Moscow’s non-
support and outright hostility, served to rationalize the latter course.

Shortly after the post-World War II installation of Communist
regimes in East Europe, largely on the Red Army’s bayonets, each of
the eight countries dismantled existing political institutions—be they
a form of democracy or monarchy—and replaced them with a politi-
cal and economic structure which was a close replica of the Soviet
model. This happened not only because the new Communist leader-
ships lacked experience, or were not willing to experiment, but

2 The U.8.S.R. provides its allies in Eastern Europe with some 75 to 90 percent of thelr
fmports of crude oil, iron ore, pig iron, lumber, and wheat, and over 50 percent of thelr
imports of coal, coke, and cotton. Bastern Furope supplies some 75 percent of Soviet
imports of machinery and equipment.
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rather—and primarily—because Moscow insisted that this be done in
order to facilitate its control. In each country Moscow originally
installed a number of Soviet “advisers” who in effect directed and
supervised the most important national institutions. It was only fol-
lowing the death of Stalin in 1953 that the dismantling of the crassest
aspects of Moscow’s control system began, culminating in 1956 in
response to the shock of the upheavals in Hungary and Poland. The
Communist Information Bureau (Cominform), which until then
served as a multilateral control mechanism over all other Communist
parties also became a casualty. From then on Moscow had to rely on
bilateral party contacts and on its domination of the two remaining
multilateral organizations: the Warsaw Pact and the Council of
Mutual Economic Assistance (Comecon) for asserting its—by now
diminished—political, military, and economic control over the area.

The ideological underpinnings for Soviet domination are provided
by its concept of “socialist—or proletarian—internationalism” which
in essence demands the subordination of national interests to those of
the Communist movement—that is, Moscow’s. The so-called Brezhnev
doctrine of “limited sovereignty” makes essentially the same demand.
Both concepts foster and rationalize Moscow’s hegemony over other
parties in the area. Despite the theory, however, Moscow’s influence
over Eastern Europe has come to rest increasingly on a relationship of
mutual advantage, rather than the dictate of force. It would also
appear that Moscow has become progressively more willing—possibly
because of a lack of feasible alternatives—to reach compromises which
take into account some of the East European aspirations and/or needs.

All policymaking power in Eastern Europe. as in the 11.8.8.R., rests
with the Communist parties whose organizational structure, despite
some differences in terminology, is practically identical with that of
the U.S.S.R. (see fig. 1). Through an intricate system of cells reaching’
down to individual city blocks, factories, and offices the party not only
exerts its influence over most of the daily life, but also maintains its
hand on the pulse of the society. At all administrative levels it actually
maintains a shadow government which from behind the scene leads
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ministries, drafts laws, and hands down court sentences long before
the responsible legislative, executive, or judiciary organs address the
subject (see fig. 2). In some cases the party men actually hold both

Ficure 2. TYPICAL PARTY AND GOVERNMENT
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positions: behind the scene in the party, and in full public view as the
President, the Prime Minister, or the Chairman of the Parliament.
Some countries—for example Romania, Poland—have attempted to
streamline the structure by merging a number of party and govern-
mient bodies below the national level.

The approximately dozen full members and about half-a-dozen
candidate members of the Politburo (or Presidium) represent the
highest, party authority and are the real policymakers in such varied
fields as foreign or military affairs, economic matters, cultural policy,
et cetera.

The somewhat smaller Secretariat supervises the execution of their
decisions, directs the party’s current work, and controls the movement
of members up or down the party ladder. The First (or General) Sec-
retary heads both the Politburo and the Secretariat and is in effect the
most powerful man in the party and the country. All of the Politburo
and Secretariat incumbents are also members of the some 100-member
strong central committee—a sort of party parliament which by statute
is the highest party authority when the party congresses (held each
4 or 5 years) are not in session. In practice, the central committee
plenums usually serve no other role than to rubberstamp Politburo
decisions, However, whenever factional infighting develops in the party
hierarchy, the central committee assumes crucial importance in that
it decides the political survival or demise of one or the other warring
Politburo or Secretariat factions. (For instance, the Czechoslovak
Party Central Committee decided in 1968 to oust First Secretary No-
votny and to replace him with Dubcek; the 1970 replacement of Go-
mulka with Gierek in Poland was similarly the result of a central com-
mittee action.) The statutory responsibility of the central committee
or of the party congress to elect the Politburo or the Secretariat mem-
bers are thus at times actually discharged. For the most part, how-
ever, decisions of this type are usually made by the Politburo itself
and rubberstamped by the party parliaments.

The Council of Ministers, composed of a prime minister, some half
a dozen deputy premiers, and 10 to 35 ministers is according to the
constitution the “supreme organ of state administration.” Actually,
it is no more than the executor of party policies and instructions.
According to the constitution, the Council of Ministers is appointed
or recalled by the national parliaments or the state president. In fact,
the selection of incumbents is made by the party long before the par-
liament acts upon them. According to the constitution, the individual
ministers “divect” specific branches of state administration, while the
Council of Ministers can “rescind an order or regulation” issued by a
minister. In practice, the unwieldly Council of Ministers hardly ever
acts as a body, leaving this function to its Presidium (or Bureau) com-
posed of the Prime Minister and his deputies.

The parliaments, known as National or People’s Assemblies are for
the most part unicameral bodies (in Yugoslavia the parliament has
5 chambers, in Czechoslovakia 2) composed of some 250 to 400 dep-
uties. The latter ave elected usually for a 4- or 5-year term on a single
national front slate. The slate includes some independents and puppet
party candidates-——where noncommunist parties exist—but in every
instance the Communists retain a majority on the slate, despite the
fact that the nonparty candidates are handpicked and no less reliable
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than authentic party members. While according to the constitution the
parliaments are the “highest organ of state authority” they are in fact
the lowest, and, except in Yugoslavia, simply ratify legislation drafted
by the party.

The principle of parliamentary representation is carried down the
ladder of territorial organization in a way of that of the party. Thus,
on the regional, district, and local levels there is a system of local gov-
ernment made up of what are in essence miniaturizations of parlia-
ments and Councils of Ministers under such names as Peoples Coun-
cils, National Committees, and so forth. These are usually elected at
the same time as national parliaments.

Each Council exercises government authority over the area of its
responsibility and each lower level reports and is responsible to its
immediately superior level and ultimately either to the parliament or
to the Council of Ministers.

Under the principle of no separation of powers and despite the con-
stitutional claim that all judges are independent and subject only to
the provisions of the law, the judiciary in Eastern Europe is nothing
more than an extension of the authoritarian party rule.

The purpose of this system 1s to provide the regimes with the most
varied control over the population which, since the Communist take-
over. has been an unwilling captive of the system. The institutional
framework of the system is designed to provide close supervision of
each individual by government and party agencies and is further aug-
mented by an extensive network of secret and regular police, informers,
mass organizations (trade unions, youth unions, and so forth), and.a
system of indoctrination by public media and schools.

Yugoslavia, which broke with the Soviet bloc some 25 years ago, is a
notable exception to this system. While it also does not allow opposi-
tion parties, it has evolved since 1948 a system of rule which, while
institutionally similar to the one described above (see figures 3 and 4),
is significantly more decentralized, permissive, and responsive to pub-
Tic opinion pressure—especially from the half a dozen constituent na-
tionalities. Apart from a total rejection of Soviet hegemony and a pur-
suit of a “nonaligned” foreign policy the most notable departures from
the Soviet-type system arve the “guiding” rather than “directing’ role
of the Party: a system of “workers’ management™ which gives workers
in each enterprise a voice in managerial decisionmaking, including a
dismissal or the appointment of a manager; and an cconomie system
which assigns the market forces, profit, and the individual manager a
substantially greater degree of influence than anywhere else in Eastern
TFurope. Another earmark of the system is the markedly greater will-
ingness to experiment with existing institutions and to make frequent
changes in the political and economic structure on a trial-and-error

basis. Over the vears, but especially since Khrushehev's conciliatory
1955 Belgrade Declaration conceding that there are “separate roads to

socialism’™ these Yugoslav practices have attracted a number of imi-
tators elsewhere in Eastern Europe (notably in Poland. Czechoslo-
vakia. and Hungary). Most of these, however, proved rather shortlived,
once they ran into Moscow’s opposition.

Considering the similarities of the political structure the extent to
which the various East European nations differ is surprising—to say
the least. Some-—particularly Hungary and Poland—have been, despite
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aeure 3. STRUGTURE OF THE LEAGUE OF
COMMUNISTS OF YUGOSLAVIA, 1973

PRESIDENT
League of Communists
of Yugoslavia
{Ley)
. . Presidium’
: Execotive Bureau
i 8 Members
j 52 Members
PARTY CONFERENCE PARTY Elects
280 Members CONGRESS
3/4 elected by local
Party organizations - Commission . S
1/4 appointed by for Stototory . SUDEI'YISOIY o
Party Congress ouestions, i Committee
COMMUNIST
PARTY o
- T Porty Conference may
replacefelect) o third of :
Presidivm belween congresses .

32-765—74——3



26

rieure 4. YUGOSLAV GQVERNMENT STRUCTURE. 1973
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notable exceptions, considerably more permissive in the treatment of
their citizens. In Poland, agriculture is still primarily the domain of
the private farmer and the Polish Catholic Church has never lost its
adherents or its backbone. Hungary’s New Economic Mechanism
(NEM) reform, which allows limited operation of market forces, has
decentralized decisionmaking in the economic structure to a greater
degree than in any other Warsaw Pact country. There has been, how-
ever, some retrenchment over the years, and recent reshuflles in the
party hierarchy affecting NEM’s exponents have raised questions as
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to NEM’s future course. Poland, Hungary, and Czechoslovakia—the
three countries most plagued by assertive and dissident popular and
intellectual currents—have in recent years promoted consumerism
which caters to material needs of the population to a degree not
matched anywhere in the Warsaw Pact area. On the other hand,
Romania, which pursues an orthodox and spartan domestic course,
has especially since 1964 indulged in an independent foreign policy
exemplified by deviations from the Soviet line unimaginable in Stalin’s
times. It has refused to support Moscow in the Sino-Soviet conflict or
to acknowledge Soviet leadership in the Communist movement. Bucha-
rest established relations with the FRG long before U.S.S.R. and
Poland normalized their relations with Bonn, it defied Warsaw Pact’s
wishes by not breaking relations with Israel after the 1967 six-day war,
and refused to participate in the 1968 invasion of Czechoslovakia.

At the maximum extremes of nationalistic assertiveness vis-a-vis
Moscow are the two geographically most remote countries: Yugo-
slavia and Albania. Yugoslavia has since 1948 withstood threats, ostra-
cism, as well as blandishments of Moscow and its allies and pursued
an independent domestic and foreign course while hoping for Mos-
cow’s friendship on its own terms. Albania has since the early 1960’s
assoclated itself with People’s Republic of China and maintains an
unflinchable hostility toward Moscow.

The imposition of the Soviet system also brought with it a number
of typically Soviet characteristics. Most prominent among these is the
cumbersome bureaucratic structure with its pronounced drag on the
economy. Party meddling in economic affairs, managerial inefliciency,
and low labor productivity have traditionally plagued the economy of
the East European countries in very much the same manner as in the
U.S.S.R. No wonder then that the desire to acquire admired tech-
nology and managerial skills from the West is strongly in evidence.

To justify and protect the system the regimes of Eastern Europe—
with the notable exception of Yugoslavia and lately of Romania—have
consistently assumed a posture of hostility toward the West. Party
propaganda has belabored the evils of alleged Western imperialism
and the decadence of capitalist institutions. To deter its generally pro-
Western populations from too much contact with Westerners and their
ideologically subversive culture the regimes have protrayed the West,
and the United States in particular, as the main enemy. The importa-
tion of Western newspapers and publications is either prohibited or
carefully curtailed to a selected few in the political or technocratic
elite. The importation of Western films, TV programs, or the transla-
tion of Western books and plays is limited to those which are ideologi-
cally tolerable. Exchanges in the academic and artistic fields are 1n
most countries similarly circumscribed.

While the signal for détente, highlighted by President Nixon’s
1972 meeting with Secretary General Brezhnev in Moscow, pene-
trated the area and raised the hopes and expectations of populations
eager for greater contact with the West, it also evoked in thé regimes
new fears of ideological contamination and new efforts for internal
strengthening of the system. At the same time, the prospect of greater
trade exchanges, of importation of coveted Western technology, and
of various forms of production or marketing cooperation have been
welcomed. The fear that the U.S.S.R. will prefer to trade with the
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West at the expense of Eastern Europe has become an openly voiced
concern, impelling a number of East European countries to a deter-
mined scrambling for a larger share of Western trade and a search
for cooperative ventures as a method of entry into difficult and un-
familiar Western markets. The effort has been strong enough to leave
its imprint in statistics, and the regional distribution of Kast Euro-
pean trade is beginning to show a new trend toward a greater Kast-
West balance.

TABLE 1.—NONCOMMUNIST WORLD'S SHARE OF EAST EUROPE'S TRADE, 1965-73

[Percent of turnover]

1965 1970 1972 1973 1974 plan
Yugoslavia. - .o iieiiiaaan 65 75 71 13 e
Romania. ... 35 44 49 46 50
Poland...._ 35 34 38 143 ...
Hungary___ 2 35 32 4 ..
Czechoslova 27 30 29 132 41
East Germany 26 28 29 L3 ] N
Bulgaria 23 22 19 120 oooceenee

1 Estimate.
Source: East European national statistical handbooks.

During 1973 Eastern Europe’s trade with the United States has
recorded particularly marked increases. In several countries the 1973
trade volume with the United States approximately doubled the 1972
levels, due to a major increase in imports of technology and agricul-
tural products. The difficulties that Eastern Europe has continued to
experience in penetrating the U.S. market, however, persisted and
accounted for the sizable East European trade deficits that accumu-

lated in 1973.

TABLE 2.—VOLUME OF U.S. TRADE WITH EASTERN EUROPE
[Turnover in miltions of U.S. dollars}

1965 1970 1972 1973
101.3 167.9 252.8 5319
211.0 264.1 318.8 420.5

8.2 79.8 100.9 172.3

44.4 46.4 78.0 107.3

11.4 34.5 35.3 49.4

19.0 42.6 21.8 38.5

5.3 17.7 6.4 1.0
.1 .2 T .7
400,7 653.2 820.7 1,313.6

Source: U.S. Department of Commerce.

Most of the growth in East-West trade was financed by short and
medium-term credit. As a result, the cumulative indebtedness to the
West grew noticeably, particularly in Romania, Poland and Bulgaria,
ranging up to 40 percent of the annual volume of exports. The current
debt servicing ratios for the area as a whole, however, remain at man-
ageable levels.

The progress in the trade field was matched by an improvement in
political relations with the West. Following protracted negotiations
a Polish-FRG treaty was concluded and diplomatic relations estab-
lished in 1972. Thereafter, a treaty normalizing relations between FRG
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and Czechoslovakia was signed in November 1973, after a compromise
was reached on the nullity of the Nazi-imposed 1938 Munich agree-
ment. By the end of 1973 the FRG established diplomatic relations
with Czechoslovakia, Hungary, and Bulgaria. This left Albania as
the only country in Eastern Europe with which Bonn has not restored
relations.

The signing of the Quadripartite agreement on Berlin and the con-
clusion of FRG’s basic treaty and other agreements with East Ger-
many during 1972 set the framework for improvements in another
troublesome area. Most importantly, the Berlin wall and the East
German territory was opened to the long-prohibited visits of West
German relatives and friends. According to official FEast German
claims close to 7 million West Germans and West Berliners visited
Kast Germany in 1972—more than double the 3 million in 1971, East
German travel to the FRG—mostly by pensioners—was only about
one-sixth of this figure, and in gross disproportion to the 13 million
who visited Poland and Czechoslovakia. Both West and East Germany
were admitted to the United Nations in 1973 and East Germany gained
recognition by some 70 non-Communist countries shortly after the basic
treaty was concluded.

Elsewhere in the area, progress was also marked in the development
of economic ties with the West. Romania and Hungary joined GATT
(General Agreement on Trade and Tariffs) leaving only East Ger-
many, Bulgaria, and Albania outside the framework of this institn-
tion. Romania took a major step in joining the International Monetary
TFund (IMF) and the International Bank of Reconstruction and De-
velopment (IBRD), the first Warsaw Pact member to do so. Bucha-
rest also requested and obtained a preferential tariff status from the
Common Market—another first for a Warsaw Pact country. Romania
has thus come to resemble Yugoslavia more and more in its independ-
ent and varied ties with the West. The financial authorities in ITun-
gary floated several bond issues in the Eurodollar area, maneuvering
skillfully in a “capitalist” environment usually treated with distrust
and reservation by most Warsaw Pact nations.

Unfortunately progress registered in East-West relations remained
largely restricted to activities of the officialdom and devoid of broader
human relations content which is so crucial in giving meaning to re-
lations between nations. While the flow of Western tourists into the
area continued to expand, visits from Eastern Europe to the West re-
mained a fraction of this number. The barrviers the East has erected
to the flow of individuals, ideas and information remained in place
and official statements and propaganda branded West's efforts to pro-
mote such exchanges in the CSCE discussions as an “interference in
domestic affairs.” There were also pronounced efforts to bolster Tast
Europe’s ideological and internal security defenses against the feared
vulnerability of the communist systems. While it is difficult to gage
attitudes on this issue, the fearfulness of some East European regimes
appeared to exceed that of the U.S.S.R.

Saddled with the disadvantage of having been branded the main
enemy, the United States has traditionally lagged behind the other
Western nations in developing its relations with Eastern Europe.
Shortly after the Communist takeovers, and reacting to the mounting
hostility which accompanied the outbreak of the war in Korea, the
United States during 1951 withdrew the most-favored-nation tariff
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treatment (MFN) from the East Europen countries. Yugoslavia,
which by then had been excommunicated from the Communist move-
ment and subject to harsh Soviet bloc attacks and pressure, was the
only exception. To this day, MEN continues to be denied to the area
except for Poland which had it restored in October 1960, following
the emergence of a more independent posture in that country. The
withdrawal of MFN has since that time become one of Eastern Europe’s
major grievances. The outpouring of propaganda on this issue assumed
a specific anti-United States character because Eastern Europe’s major
trading partners in Western Europe, as well as Canada and Japan,
extend MFN treatment to East European imports. The attitude reflects
the belief that the 7- to 30-percent higher duty assessed on East Euro-
pean exports reduces their competitiveness and/or earnings in U.S.
markets. While their ability to export to the United States would be
only marginally affected by the granting of MFN the attitude is of
considerable importance in the present period when FEast Furopeans
are deciding how and where to purchase desired Western technology.

From the U.S. point of view the question of restoring MFN to
Eastern Europe is only one of the many issues to be resolved in the
mutual search for an eventual normalization of relations. While
relations with some countries have already advanced significantly
toward this goal, there are others where 2 number of hurdles remain
to be overcome. No diplomatic relations exist with East Germany and
Albania. There has been as yet no settlement of nationalization and
financial claims with Czechoslovakia, East Germany, or Albania. And
Bulgaria, Czechoslovakia, Hungary, and Romania have yet to reach
a settlement with private U.S. holders of pre-World War II bonds of
these countries. Practically everywhere the lack of access or communi-
cation with Eastern Furope’s closed societies remains a problem. Sim-
ilarly, the plight of divided families still beclouds relations with a
number of countries.

Nevertheless, following two decades of cold war, U.S. relations with
Eastern Europe have already registered considerable progress. While
President Johnson’s effort in October 1967 to move relations from
sterile coexistence to peaceful engagement met with deep suspicion
and was aborted by the 1968 military suppression of tltl)e “Prague
Spring,” changing conditions by 1969 made a new approach to the
area feasible. In August 1969 President Nixon visited Romania—the
first visit by a U.S. President to a Warsaw Pact country—stating that
“we stand ready to reciprocate the efforts of any country that seeks
normal relations with us.” Relations with nonalined Yugoslavia, which
the President visited in 1970, had been, of course, “normal” and
“friendly” for many years.

In his 1970 report to the Congress, the President again extended a
hand to Eastern Europe stating that :

We are prepared to enter into negotiations with nations of Eastern Europe
looking to a gradual normalization of relations. We will adjust ourselves to
whatever pace and extent of normalization these countries are willing to sustain.

The East European response to this message was cautious and with
the exception of Romania awaited a signal from Moscow.

The President’s 1972 Report to the Congress amplified the earlier
concept to a definition of U.S. posture under conditions of détente:

As the forces of change have begun to loosen postwar political rigidity, new
expectations and aspirations have arisen in both Western and Eastern Europe.
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The benefits of relaxation must extend to both. The Soviet Union has a right to
its own security. But neither a durable peace nor an era of cooperation in Europe
can be built on principles that divide the continent and violate the sovereignty
of its nations and the freedom of its people. * * * Every nation in Europe has
the sovereign right to conduct independent policies and therefore be our friend
without being anyone’s else’s enemy. * * * The use or threat of force by the
Soviet Union in East Europe can only lead to European crises. It is therefore
incompatible with détente in Europe and détente in United States-Soviet rela-
tions.

In May 1972 President Nixon visited the U.S.S.R., initiating a major
breakthrough in relations with that country. On his return journey, he
visited Poland, reaching an understanding with Warsaw on a number
of basic economic and commercial issues. These provided for an in-
terim settlement for U.S. holders of pre-World War IT Polish bonds,
extension of Export-Import Bank facilities to assist in financing ex-
ports to Poland, reciprocal establishment of trade centers, commercial
representation of U.S. firms in Poland, third country arbitration of
trade disputes, and the establishment of an American-Polish Joint
Trade Commission.

There followed a near floodtide in the improvement of relations
with Eastern Europe. In January 1973 United States and Yugoslavia
signed an agreement on guarantees for U.S. private investment in
Yugoslavia, backed by the Overseas Private Investment Corporation
(OPIC). A similar agreement was signed with Romania in April. In
March, Hungary settled outstanding U.S. financial claims, while simi-
lar negotiations were begun with Czechoslovakia in September. In
July, former Secretary of State Rogers visited Prague to sign a con-
sular convention with Czechoslovakia. A consular convention with
Bulgaria was initialed in December, while conventions with Poland,
Hungary, and Romania had already been signed in 1972. In August
the United States began preliminary discussions with East Germany
which could lead to eventual establishment of diplomatic relations.
And in December Romanian President Ceausescu repaid President
Nixon’s 1969 visit, signing a joint statement of principals on relations
between states and a joint statement on economic, industrial, and
technical cooperation, in which the United States restated its commit-
ment to seek MFN authority for Romania. The only negative note was
the failure of Albania to respond to U.S. interest in the normalization
of relations with Tirana, signaled in an April 1973 speech by Deputy
Secretary of State Kenneth Rush.

For the first time in 25 years U.S. relations with Eastern Europe
seemed to be making major strides toward normalization.



SURVEY OF ECONOMIC POLICY ISSUES IN EASTERN
EUROPE: TECHNOLOGY, TRADE, AND THE CONSUMER

By J. T. Crawrorp and JouN HaperstrROm

CONTENTS

Page
Introduction _—__________ e e 32
Technological Change and Economic Reforma—___________________________ 32
Increased Dependence on the West__ . ______________________________. 37
Continued Reliance on the East____ — - 40
Progress Toward Integration..____________ 42
The Energy Question_ - — - 45
The ConSUMeT o e e 46
Hard Planning Ahead__ O - 49

INTRODUCTION

As the 1970°s began, a new pragmatism settled over the economic
policymakers in Eastern Europe. Most of them had finally shelved the
all-out growth philosophy of the 1950°s and were beginning to come
down from the highly touted but largely disappointing economic re-
forms of the 1960’s. In the wake of the Czech ecisis in 1968 and then of
the Polish worker riots in 1970, the leaders were looking for stability,
hoping to find it in a return to more central controls on the economy—
and on overzealous reformers.

Four years into the 1970’s, the leaders have achieved considerable
stability but they still face the dilemmas of the 1960’s—the hard choice
between investment in upgrading industrial efficiency or in raising the
standard of living, and the crossfire between pressures for economic in-
tegration within Comecon and the growing role of imports from the
West in sustaining East European development. And like the West,
Eastern Europe has an energy question to answer. This paper will
look at the main legacy of the last decade—the overlay of Western
technology on the old blueprint for East European development—and
its implications for policies governing growth, trade, and the consumer
in the remainder of the 1970’s.

TeCcHNOLOGICAL ClianNgE AND Ecoxoiric RerorMm

The so-called “scientific-technical revolution” began to hit Eastern
Europe with full force about 1960. Policymakers began to realize that
catching up with Western levels of output and efficiency would involve
much more than simply increasing output of the standard industrial
products, or even “chemicalization.” The stress on heavy industry was
making the East Europeans more and more dependent on the U.S.S.R.
and less competitive with the West while at the same time leaving them
with greater appetites for Western machinery and stronger consumer

(82)
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resistance to the goods and services turned out domestically. Growth
was rapid but expensive—investment costs in terms of resource use
were much higher and labor productivity lower than in Western
Europe. And early in the 1960’s, even the growth rate in most countries
began to slip behind Western Emopc (see the graph). Estimated GNP
by country 1s given in table 1.

The slowdown gave both the reformers and the “technocrats” their
chance. Technological change—and the institutional adjustment
needed to accommodate it—was a w ay for the leaders to regain rapid
growth, satisfy growing demand for new and better product; lines, and
make headway in increasing economic efficiency. Some idea of the ex-
tensive structural change that was involved can be seen in table 2,
which clearly shows the rapid ascendancy of the newer industries—
electrical equipment, synthetic materials, aluminum, and automobiles
during the 1960’s.
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Growth of Gross National Product,1950-1972
(In Constant Prices, 1960 = 100)
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TABLE 1.—EASTERN EUROPE: ESTIMATED GROSS NATIONAL PRODUCT AT MARKET PRICES
fIn biilions of 1970 U.S. doltars]

1972 per
capita

1960 1961 1962 1963 1964 1965 1966 1967 1963 1969 1970 1971 1972 GN
Eastern Europe._..___.....___.__...____.__ 124.0 13L.0 134.0 138.0 144.0 152.0 160.0 167.0 175.0 182.0 192.0 203.0 212.0 1,670
Bulgaria...._....._. 6.1 6.2 6.6 6.8 7.2 8.2 9.0 9.5 10 10.9 11 12.7 3.5 1,570
Czechoslovakia 25.2 26.1 26.6 26.1 26.1 26.9 28.1 29.5 30.5 31.3 32.7 34.0 35.2 2,430
21.5 28.5 29.7 30.0 30.9 32.3 33.5 35.0 36.4 38.2 39.8 41.4 43.3 2,540
1.0 1.3 11.8 12.3 12.8 13.3 14.0 14.5 15.0 15.4 16.0 16.7 17.2 1,655

29.1 3.9 3L4 33.2 34.6 37.5 39.6 a1.1 42.8 44.2 46.2 48.6 52.0 1,

13.7 14.9 15.5 16.3 17.5 18.1 19.7 20.9 22.0 23.3 24.2 26.6 28.8 1,395
1.1 1.8 12.2 13.5 15.0 15.3 16.4 16.8 18.0 18.7 19.9 2l.2 22.0 1, 060

Source: U.S. Department of Commerce, Bureau of East-West Trade, ‘*Selected U.S.S.R. and East European Economic Data,’’ p. 48.

ge
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TABLE 2.—EASTERN EUROPE: LEADING AND LAGGING SECTORS OF INDUSTRIAL OUTPUT IN THE 1960's

Percentage rates of growth

1961-65 1966-70

Leading sectors:
Oil products — 65 53
Aluminum._..___. .- 26 91
Synthetic ammonia 81 114
Srnthetic fibers...... - 194 94
Electronic equipment. ... ... e - 154 149
Automobiles. .. cececeecaaa. - 62 71

Lagging sectors:
[T 18 11
Cement__________ 39 33
Rolled steel.____. 29 33
Textile fabrics___. - . 16 14
Leather footwear . iaceaaeeaaas 36 28
Metalworking equipment =2 19
Total industrial output. 43 46

Curiously it was the U.S.S.R. that made it feasible for the Xast
Europeans to adopt the Western blueprint for industrial development
by beginning early in the 1960’s to deliver more crude oil and less tra-
ditional materials like coal, ferrous metals, cotton and wool, and wood.
This shift in supply immediately increased the need for expensive new
kinds of investment goods—especially for petroleum refining and pe-
trochemical equipment. As the leaders recognized, a rapid change in
economic structure would not only threaten a growing dependence on
the West, it would enormously complicate planning and management,
increase the difficulty of asserting political control over the economy,
and raise the probability of errors in judgment. On cach of these
counts, the East Europeans ran some risk of strains in relations with
the U.S.S.R.

Nevertheless, all of the East European countries in the 1960’s under-
took economic reforms, generally designed to scrap stifling bureau-
cratic controls, to introduce some domestic market influences, to im-
prove the structure of output, investment, and prices, and to open the
economies more fully to the world market. The reforms involved cut-
ting the number of plan targets, putting more authority for plant
operations in the hands of managers, injecting profit-type incentives
for management and workers, and revamping the structure of prices—
trying to bring them closer to those on world markets.

A key feature in most reforms was the creation of super-enterprises
or industrial associations. These large units, a step down from the
industrial ministries, were intended to be both sensitive to the day-to-
day operating problems of enterprises and loyal to national policy
objectives. The Hungarians avoided this middle step—giving more
power to individual enterprise managers and relying on financial con-
trols by the ministries and banks to keep firms from subverting national
priorities.

The highly publicized reforms that passed through Eastern Europe
during the 1960’s did not leave much to remember them by. At the
beginning of the 1970°s, Hungary was the only CEMA country carry-
ing the banner of genuine reform and even its program had been tight-
ened up because investment and imports ran out of control in 1970-71.
East Germany, the first in 1963 to decentralize management decisions,
restored the industrial associations in 1970, and under Erich Honecker
has nationalized many of the private enterprises which Ulbricht had
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tolerated and even supported. Virtually nothing is left of Alexander
Dubcek’s reform program in Czechoslovakia, which aroused the
U.S.S.R. when it encroached upon the political and Party sphere.
Poland’s Gomulka, who had balked at reform during most of the
1960’s, in December 1970 belatedly gave in to controversial proposals
for higher consumer prices and a new incentive pay plan for workers.
These reform plans triggered demonstrations by shipyard workers and
housewives in several Polish cities and quickly forced Gomulka’s res-
ignation. His successor Edward Gierek, rolled back the prices, aban-
doned the labor plan, and understandably has been less concerned with
efficiency-minded reforms than with the need for practical improve-
ments in the standard of living. In Bulgaria and Romania, where
experiments continue with larger economic units such as Bulgaria’s
agro-industrial complexes, the main accent still is on strong central
economic controls.

The reforms that have survived, most importantly those that un-
raveled part of the redtape of detailed planning, have made the exist-
ing system of output and allocation run more smoothly. Moreover, a
kind of counter reformation, combining decentralization with more
sophisticated techniques for planning, management, and government
economic control have helped the process of absorbing new technology.
On the other hand, little ground has been gained toward the main
goals of these reforms. Instead of catching up with Western levels of
development, Eastern Europe has begun to catch up with Western
problems, such as inflationary worker demands for higher wages, in-
dustrial pollution, and even traffic congestion. The technological revo-
lution has left Eastern Europe with three main issues—how to handle
its balance of payments with the West, insure the necessary flow of
imported raw materials, and provide for a population which not only
aspires to automobiles and imported luxuries but is increasingly vocal
about the amount of resources that has been channeled to longer term
essentials such as housing.

IxcrEASED DEPENDENCE ON THE WEST

Eastern Europe has spent billions of dollars for Western technology,
going heavily in debt in the process. Paced by a chronic excess of im-
ports, Kast Jburopean trade with the developed West expanded from
$3 billion in 1960 to $12 billion in 1972 (table 3). As shown below, a
cumulative trade deficit during the same period of $6 billion had to
be financed—some of it by receipts from transport, tourism, and other
invisibles but most of it by Western credit.

TABLE 3.-—~CUMULATIVE TRADE DEFICIT WITH THE INDUSTRIAL WEST, 1960-72

Amount Percent of

(million) exports

Bulgaria. e e ee $719 30

Czechoslovakia...._.. - - 726 10

East Germany._.....__. 1,188 13

Hungary .. 805 17
Poland _.._.__... .- o - 699

Romania - 1,830 37

Total 5,967 16

Source: East European statistical yearbooks.
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One of the impacts of the growing debt to the West has been the
rapid expansion and increasing complexity of financial and other eco-
nomic arrangements with the West. Indeed, this process has been as
impressive as the gain in trade itself, Straight credit purchases have
been augmented by bank consortia loans, elaborate switch trading
deals,* co-production agreements, and, in the case of Yugoslavia and
Romania, direct Western investment—all with an eye to promoting
Eastern Europe’s exports or otherwise easing its debt burden.

In spite of the new arrangements, Eastern Europe has a number of
old problems to complain about. The East Europeans still are paying
premium prices for Western machinery and other manufactures while
exporting their own industrial products only at substantial discounts.
Moreover, the new machinery, and most of the joint ventures, have not
yet generated much of a return in the form of increased exports,
except to the less demanding Communist market. Agricultural prod-
ucts and crude materials still account for about one-half of Kast
European exports to the industrial West (see table 4). There has
been some gain in sales of consumer manufactures and a flourishing
two-way exchange of semimanufactures such as steel products, but
exports from such high priority industries as machine building and
chemicals have remained at less than 20 percent of exports throughout
the last decade.

TABLE 4.—EASTERN EUROPE: COMMODITY STRUCTURE OF TRADE WITH THE WEST, 1960, 1965, 1970-71

[in percent; dollar amounts in millions]

1960 1965 1970 1971

EXPOMES. . o oo oo eceesacnem—aane $1,472 $2,297 $3,791 $4,474
Food, beverages, vegetable .- 29 32 22 25
Raw materials, except fuels._ _ 12 15 13 11
Fuels oo iemoaaas 21 12 12 11
Chemicals_........_. 8 7 7 6
Semimanufactures. . ..ooooao... 15 16 22 22
Machinery and transport equipment__________.____ 6 7 11 11
C and miscell f -- 9 11 13 14
IMPORES. oo o e e e ceceaaeeaes $1,705 $2,625 $4,751 $5,318
Food, beverages, vegetable oils_._____ 16 18 11 11
Raw materials, except fuels.___...... 13 11 9 6
Fuels..__ooooooooioo. (1) 1) 2 2
Chemicals_.___.__... 11 1 14 14
Semimanufactures. . .. ......... 34 25 27 28
Machinery and transport equipmen 21 26 32 33
and miscet! 5 S 5 5

1 Insignificant.

Source: OECD data for commodity breakdowns (Standard International Trade Classification SITC). Total values for
exports and imports are from East European data as in table 3.

What is more, the import of Western technology has not led to an
effective program of import substitution. Newer industries such as
chemicals and electronics require not only Western machinery but
often high quality Western industrial inputs, such as special steels,
base chemicals and plastic chemicals. In 1970-71, as shown in table 4,
chemicals made up 14 percent of imports, industrial semimanufactures
about 28 percent, and machinery about one-third. And imports of
Western consumer manufactures have kept pact with the growth of

1 Arrangements in which an intermediary (switch trader) finds third party buyers for
products bartered between two enterprises or countries. The simplest case, if an Austrian
firm concluded a eooperation venture involving steel products in return for Polish coal and
miners’ helmets, it mlght well employ a trader to “switch’” the helmets for a product 1t
could use from some other country,
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total imports, adding to Fastern Europe’s dependence on the West.

The degree of dependence in fact is considerably greater than the
share of the West in total East European imports would indicate. The
industries dominating East European growth are leading the way in
imports from the West. In table 5, data covering the 1965-72 period
for total East European industrial output and industrial imports are
set against data for output and supporting imports in leading indus-
trial sectors.

TABLE 5.~EASTERN EUROPE: GROWTH OF IMPORTS FROM THE WEST AND OUTPUT, 1965-72

Annual rate of growth, percent

Leading sectors

Industrial Industrial Supporting

output imports Qutput! imports 2

Eastern EUrope . - oo oo iicciaaaos 5-12 8-20 8-20 9-22
Bulgaria. . e . 10 8 15-18 9
Czechoslovakia 7 1 8-10 14
East Germany. ... ocoeecoccoccecccaacann -- 6 18 8-10 18
HUNBary. . cecncecccaenan 5 16 8-12 18
Poland. ... aeaas i 9 20 12-14 22
ROMANIA. oo e oo 12 16 16-20 17

1 Machi and equipment, especially electrical and transport; chemicals; steel (Bulgaria); nonferrous metals (Czecho-
slovakia), and metal products (Romania).
2 Machinery, finished steel, nonferrous metals, and chemicals.

Only in Bulgaria, almost totally dependent on trade with the
U.S.S.R., has output outpaced imports from the West, while in Hun-
gary, East Germany, and Poland, imports have run well ahead of
domestic production. A fairly elaborate study for Hungary, by Ostvan
Orszagh, indicates that dollar imports as a share of total inputs into
final demand rose from 6.4 percent in 1959 to 9.5 percent in 1968.
Orszagh projects a 11.6 percent share in 1975, which, however, has
already been exceeded. Hungarian dollar imports rose by about 75
percent between 1968 and 1972 and final demand increased by about
one-third which would push the share of imported inputs 1n 1972
to over 12 percent.

The share of the developed West in total East German imports has
increased from 22 percent in 1960 to 26 percent in 1972. Most of the
increase has taken place since the late 1960’s reflecting rapidly growing
purchases of industrial materials and agricultural products. Inter-
zonal trade with West Germany accounted for most of the growth until
1970 when Belgium, Holland, Japan, Switzerland, and the United
Kingdom began to grant substantial medium term credits for Kast
German purchases of materials. East Germany currently relies on the
developed West for nearly all of its imports of synthetic rubber and
fibers, two-thirds of imported plastics, four-ﬁft?ls of alumina, and
one-third of copper, dyestuffs, and nitrogen fertilizers. Oil, coal, coke,
and steel still largely come from the U.S.S.R. and other CEMA
countries.

Poland always has been one of the most dependent on Western in-
dustrial products, receiving one-third or more of its imports of metals,
light industrial products and machinery, one-half of chemicals, and

2 Ostvan Orszagh, “A Gazdazag Importigenyessegerol” (Import Demands of the Economy)
Kulgazdasag, No. 5, 1972, pp. 336-346.
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four-fifths of plastics from Western suppliers. For most product
groups, the degree of reliance has not changed much since the 1960’s.
The main exception is purchases of Western machinery, which rose
from 15 percent of all imported equipment in 1965 to 31 percent in
1972, most of the jump in fact coming in that year.

The spread between imports and output is less sharp in Czecho-
slovakia—reflecting generally conservative trade and growth policies—
and in Romania—which apparently is dependent enough on the West
to have output and imports run more closely in tandem. The share of
the West in Romanian imports jumped from 23 percent in 1960 to
40 percent, in 1972. Czechoslovakia, with 23 percent of its imports
coming from the West, 1s on the lower end of the scale in Eastern
Europe.

All of the East European countries, again save Bulgaria, have been
expanding hard currency imports of consumer manufactures at an
average clip of 22 to 25 percent a year since 1965. The increase was
36 percent 1n 1971, reflecting the impact of the Polish riots on trade
and consumer policy throughout Eastern Europe. Consumer manu-
factures still are a small part of total imports from the West—6 to 8
percent for most countries—but these supplies are rapidly becoming
a regular feature of the trade. Moreover, Eastern Europe has pur-
chased large numbers of Western automobiles, and assembly plants
have been set up by Fiat in Poland and by Renault in Romania. Im-
ports of consumer manufactures, together with fairly consistent pur-
chases of feed grains and large emergency orders of wheat in bad
agricultural years, adds up to a significant Western input to the East
European standard of living.

Growing hard currency indebtedness might make the East Euro-
peans more selective in their imports from the West during the re-
mainder of the 1970’s. This will hardly do anything to offset the con-
tinuing need for Western machinery and materials and the increasing
desire for other products. Still, it has been a factor in Eastern Eu-
rope’s new look at the Council for Mutual Economic Assistance
(CEMA). A much greater effort now is underway to make the most
of CEMA’s possibilities for pooling investment funds, sharing research
and development costs, and exchanging technology. Integration, a dead
issue in the 1960’s, has come to life.

CoNTINUED RELIANCE ON THE KAST

The growth of East-West trade has by no means lessened Eastern
Europe’s dependence on the U.S.S.R. and other CEMA countries
for import requirements and export markets. If anything, Eastern
Europe has become more tied to intra-CEMA trade in the 1970’ and
is now being drawn into cooperation ventures in an effort to secure
raw material supplies, reduce duplication of production, and lower
the cost of research and development.

As shown in table 6, intra-CEMA trade has remained at nearly two-
thirds of Eastern Europe’s total trade since 1960. Bulgaria—conduct-
ing about three-quarters of its trade witth CEMA countries—is the
most dependent upon Communist markets, Romania—Iless than half—
is the least.
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TABLE 6.—EASTERN EUROPE: TRADE WITH CEMA, 1960-72, SELECTED YEARS

{Dollar amounts in millions]

Percent of total trade

1960 1965 1970 1971 1972 1960 1972
Bulgaria:
TUrNOVer. oo oo $966  $1,713  $2,836 $3,210 %4014 80 80
Imports. - 506 825 1,327 1, 566 1,998 80 80
2311 T, 458 889 1,509 1,644 2,017 80 80
Czechoslovakia

Turnover. 2,374 3,618 4,767 5,202 6,295 63 66
imports_... 1,154 1,806 2,333 2,543 3,036 64 65
Exports 1,220 1,812 2,435 2,659 3,258 63 66
2,967 4,062 6,319 6,734 8,098 67 67
1,454 1,898 3,191 3,232 3,710 66 63
1,513 2,163 3,128 3,503 4,388 69 n
1,154 1,962 2,995 3,497 4,133 62 64

620 968 1,558 1,881 1,978 64 63 .
534 993 1,438 1,616 2,154 61 65
1,591 2,744 4,493 4,867 6,052 56 59
865 1,434 2,361 2,579 3,082 58 58
725 1,309 2,133 2,288 2,970 55 60
909 1,315 1, 866 1,968 2,39% 67 46
439 616 942 967 1, 166 68 45
430 698 924 1,000 1,229 66 47
TUMOVEN . e ee e ceceacccccaacaen 9,961 15414 23,276 25,478 30,988 65 64
imports... 5,038 7,547 11,712 12,768 14,970 65 62
Exports 4,920 7,864 11,57 12,710 16,016 65 66

Source: East European statistical yearbooks.

Deficient in raw material resources, the East Europeans have tradi-
tionally relied upon deliveries from the U.S.S.R. to meet their total
requirements. More than one-half of East European imports from
the U.S.S.R. are accounted for by fuels, raw materials, and semi-
manufactures. Although Soviet supply constraints in recent years have
forced the East Furopean countries to turn to non-Communist sources,
the U.S.S.R. still provides more than 90 percent of total East Euro-
pean imports of crude oil, pig iron, iron ore, about 75 percent of
requirements for petroleum products, rolled metals, phosphate fertil-
izers, and lumber and more than 60 percent of cotton, coal, manganese
ore, and wheat.

At the same time, the U.S.S.R. still is the main market for East
European machinery, much of which is designed for Soviet consump-
tion and has little salability elsewhere. One-half of total East German
and Czechoslovak production of rolling mill equipment is shipped to
the Soviet Union as well as one-half of total Hungarian production of
buses and diesel trains. In all, the Soviet market absorbs more than
60 percent of total exports of machinery and equipment from Bulgaria;
50 percent or more from Hungary, Poland, and East Germany ; about
40 percent, from Czechoslovakia; and nearly one-third from Romania.
The growth and structure of Fast European-Soviet trade is provided
in table 7.

32-765—74—-4
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TABLE 7.—EASTERN EUROPE: GROWTH AND STRUCTURE OF TRADE WITH U.S.S.R., 1960-72, SELECTED YEARS
1960=100

Percent of total
1960 1965 1970 1971 1972 1960 1972

East European exports:
Machinery and equipment.

Fuels and related material 100 9 70 84 106 7 2
Ores and concentrates____ 100 142 156 157 203 4 2
Metals and manufactures. 100 136 157 143 152 3 2
Chemicals__......._...__.. 100 268 474 569 708 3 6
Consumer goods 100 177 335 24 28
ood_..._.._. (100) (178) (232) (266) (316) (6) fG)
Other and unspecified .. _____________..... 163 216 23 16 6
1 N 100 167 237 260 333 100 100

East European imports:
Machinery and equipment.______________________... 100 202 362 424 525 13 25
Fuels and related materials_.

Coal and coke_._._._.__ (100) §155) (141) (165 191) (6) 54)
Petroleum and products (100) 196) (287) (321) (388) (8) (1)
Ores and concentrates. _ 100 1 159 166 192 5
Metals and manufacture: 100 160 225 232 257 19 18
Chemicals__._.._._. 100 194 328 355 398 2 3
Wood and wood pro 100 186 321 347 377 3 5
Textile raw materials. 100 114 120 109 116 4
Consumer goods. . 100 75 98 118 40 8 3
Food_........ . (100)  (72) 588) (112) 19)  (16) 51)
Other and unspecified. ... oo coaaiaaan 100 160 72 252 44 16 0
LI 100 148 220 236 265 100 100

Source: Soviet Foreign Trade Yearbooks.

The machinery-for-materials trade pattern came under Soviet
attack in the 1960’s. Unhappy with its terms of trade and the high cost
of raw materials exploitation the U.S.S.R. began pushing the East
Europeans to take more machinery, deliver more consumer goods, and
aid in the costs of resource development. By 1972, machinery was
accounting for 25 percent of Soviet exports to Eastern FEurope, up
from 17 percent in 1965, and imports of consumer manufactures were
booming, rising by 14 percent a year during 1971-72. At the same time
Soviet shipments of raw materials began to level off and the East
Europeans began signing new agreements to invest in the U.S.S.R. in
return for future deliveries.

To the East Europeans, the increased Soviet demands were still
better than scrambling in the world market for the bulk of their raw
materials in addition to their requirements for Western technology.
And once they had agreed in addition to step up trade in machinery
and consumer goods, the faded objectives of intra-CEMA. cooperation,
specialization, and plan coordination began to take on some color.

Procress TowARD INTEGRATION

East European investment in Soviet resources is not new, but there
has been a dramatic increase in the size and number of projects under-
way and under consideration. The East Europeans are providing
equipment, manpower, technical assistance, and in some cases even
hard currency, in return for guaranteed future deliveries of materials.

In the late 1950’s and early 1960’s, there was a spate of credit exten-
sions against future materials deliveries within CEMA. The East
Germans provided equipment for Polish lignite production, several
countries assisted Romania in the building of a cellulose combine, and
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('zechoslovakia extended 115 million marks in machinery in return for
East German potassium salt. There was a noticeable lack of significant
cooperation ventures until 1967 when the Czechoslovaks agreed to sup-
ply $550 million in goods to the U.S.S.R. in return for oil; aside from
these arrangements, most of the 20 joint investment projects signed by
the end of the 1960's were small, typically bilateral, and mainly
designed to increase the capacity of already functioning enterprises.

In the 1970’s, however, two huge multilateral projects have been
negotiated—a cellulose combine and an asbestos combine, both in the
U.S.S.R. Moreover, about 30 additional projects, involving billions
of rubles, are at various stages of negotiation. These projects, nearly
all in the U.S.S.R., include a 10-12 million ton iron ore metallurgical
combine at Kursk and a huge natural gas pipeline from Orenburg, as
well as other projects for the production of oil, pig iron and steel ingots,
ferroalloys, copper, nickel and titanium dioxige, ammonia phosphate,
yellow phosphorus, and isoprene rubber. Agreement on the natural
gas pipeline from Orenbing is imminent, according to an announce-
ment by CEMA. Secretary Fadeyev in February 1974. The U.S.S.R.
also is proposing a project outside the raw materials area—the con-
struction of a truck plant in the U.S.S.R. As yet, the only major joint
projects slated for the other Fast European countries are facilities in®
Poland for the development of coal, copper, and zine production.

Under the investment agreements with the U.S.S.R., the East
Europeans provide credit at a 2 percent annual interest rate and
receive payment in deliveries from production of the completed proj-
ect. The East European credits not only are low interest, but often are
very long term. For example, Poland has agreed to deliver metal
structures,, pipes, railroad cars, cables, and other equipment to the
Soviet Union during 1974-78 in return for annual deliveries of 50,000
tons of asbestos during 1980-92. And East Germany is sending struc-
tural steel, electronic equipment, lab equipment, and consumer goods
during 1973-78 in return for cellulose deliveries during 1979-90.

While direct East European investments have been targeted pri-
marily on Soviet raw materials, the CEMA International Investment
Bank (ITB) has focused its efforts mainly on joint projects for pro-
ducing finished goods outside the U.S.S.R. The IIB, founded in 1971,
is chartered to provide long-term financing of projects beneficial to
two or more members, Total capitalization of the bank, to be paid in
by members, is 1,052 million transferable rubles (TR’s), of which 30
percent is in convertible currency. Interest rates run 4-6 percent on
TR loans and follow world market rates for hard currency loans.

During its first 2 years of operation (see table 8), the IIB granted
credits for 279 million TR’s, more than one-half for the machinery and
car industries and another 25 percent for chemical industries. In 1973
another 272 million TR’s were granted, reportedly including the first
credit for the U.S.S.R. Thus far, the most favored recipient has been
Romania—the last and most reluctant to join. The Romanians in fact
are the only East Europeans to have received credits exceeding their
dues to the bank.

The other CEMA bank, the International Bank for Economic Coop-
eration (IBEC) has been in business since 1964. Its main mission has
been to facilitate multilateral clearing of CEMA barter trade. More-
over, in 1972, IBEC began borrowing in the West, presumably to bail
out members with hard currency debts.
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Joint investments and the CEMA banks have fostered closer coop-
eration but have not done much to undermine bilateralism—integra-
tion’s main enemy. Recipients of IIB loans are not able to use these
credits freely but must select equipment from lists submitted by other
members. For joint investment projects, the general multilateral agree-
ments of intent are always followed by protracted bilateral negotia-
tions in order to specify the goods, services, and conditions involved.
IBEC has smoothed the barter trade system but has by no means
achieved multilateral clearing of balances. A paper trade surplus with
one country can supposedly be spent for goods elsewhere but the only
desirable commodities are usually committed so that surplus countries
must resort to correcting imbalances bilaterally. : <

TABLE 8.—INTERNATIONAL INVESTMENT BANK CAPITAL AND CREDITS (1971-72)

Hard  Credits, 1971-72
total

Total capital currency Hard currency portion
—_—— portion,

Million million2  Million Million Million
TRt  Percent dollars TR Percent TR Percent dollars

399.3 38 145.5 [ 0 .. 0
176.1 ____...__. 64.1 25.1 ... 1.3 e 8.8
129.9 12 47.3 71.5 28 25.3 22 30.4
121. 4 12 4.3 35.2 13 26.7 24 32.0
85.1 8 311 14.5 14.5 13 17.4
Hungary 83.7 8 30.6 47.6 17 6.4 ] 1.7
Romania._ 52.0 18.9 78.8 28 32.6 29 39.1

Mongolia....c.cacnnn... 4.5 ® 1.7 0 . 0 0
Total. oo 1,052.0 ... 383.5 278.7 ... 112.8 ... 135.4

1 Transferable rubles.
3 Converted at 1.2 rubles per dollar.
8 Insignificant,

Source: Compilation from East European finance journals.

Movement toward multilateralism will depend on progress in achiev-
ing realistic exchange rates and some sort of currency convertibility
within CEMA, and in restructuring and reconciling domestic prices.
Hungarian ‘Central Committee Secretary Reszo Nyers sees the
narrowing of price differences as a matter “not for the mid-1970’s but
perhaps for the end of the 1970’s or the 1980%.” 3

In the meantime, to assist with allocation problems, CEMA has been
creating new organizations and expanding the membership of exist-
ing institutions like Agromash and Intermetall.* Three new organi-
zations, Interelektro, Interatomenergo and Intertextilmas were
established in December 1973. Interelektro is to coordinate electricity
production within CEMA ; Interatomenergo is to organize cooperation
for production of nuclear plant equipment; and Intertextilmas will
oversee cooperation and production specialization in textile machinery.
In addition to CEMA-wide organizations, several bilateral organiza-
tions have been established such as the Polish-Hungarian Inter-
komponent which began operation on January 1, 1974, to sponsor
cooperation in the field of electronic components.

In addition to improving the distribution of key commodities within
CEMA, these organizations were expected to lead to increased produc-
tion specialization. A. number of new specialization agreements have

3 Eastern Europe, Budapest Domestic Television Service, June 14, 1973, p. F'7.
4For more information on CEMA integration and institutions see Z. M. Fallenbuchl,
pPp. 79-134, in this volume.
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been signed, such as for the output of numerically controlled machine
tools, herbicides, containerization facilities, trucks, and computers.

But as Hungarian Premier Jeno Fock complained in June 1973:
“duplication of production has increased instead of lessening” and
agreement for specialization of many products has been “impossible
to reach.”®

‘Although integration and specialization still are largely at the talk-
ing stage, Eastern Europe’s concern for raw materials supplies has
produced a distinct step forward in intra-CEMA plan coordination.
In the summer of 1973, the East European Premiers paraded to
Moscow, apparently to agree on the need for detailed plan coordina-
tion, especially with the U.S.S.R. ‘Since then, a multilateral CEMA
integration plan for 1976-80 has been drawn up. As of March 1974,
however, little was yet being said on the linchpin of the 1976-80
plans—Soviet oil supplies and prices.

Tuoe Exercy QUESTION

So long as they could count on Soviet oil and low Middle East prices,
the East Europeans had no serious energy crisis. In 1970, oil made up
less than 20 percent of total energy consumption in Eastern Europe,
ranging from a low of only 10 percent in Poland to a surprising 45
percent in Bulgaria. Imports make up nearly all of crude o1l require-
ments except in Romania—a net oil exporter—and Hungary—which
produced 30 percent of its own needs in 1970.¢

The East Europeans have known since at least the late 1960’s that
they would have to look more and more to Western sources to meet
increased oil needs in the 1970’s. Under the 1971-75 trade agreements
with Eastern Europe, Soviet crude oil deliveries were to rise from 34
million tons in 1970, nearly 90 percent of East European oil imports,
to about 60 million tons in 1975, down to 80 percent of requirements.
These shipments—currently running on schedule—are assured through
1975 at the prices fixed in the trade agreements.

To fill out their projected consumption needs in 1975, Eastern Eu-
rope will have to import some 17 million tons of Western crude oil
at substantially higher prices. Oil imports could run as high as $1.2
billion if average spring 1974 prices were to prevail through 1975.
Romania will more than offset its imports by sales of oil products in
West; such exports will make up part of the import bill in the other
countries, except Bulgaria.

Some strains will be put on the balance of payments—especially in
Bulgaria—Dbut the East Europeans should experience no serious energy
problems through 1975. Relatively minor rationing programs and
lower speed limits were put into effect in all countries in November—
December 1973 and some took steps at the same time to conserve con-
sumption of electricity. Gasoline prices were hiked sharply in Poland,
Czechoslovakia, and Romania and perhaps in other countries.

But it is beyond 1975 that has the planners worried. With its own
production problems, rising consumption, and perhaps hard currency
export objectives, the U.S.S.R. cannot increase oil deliveries at any-
thing like the 12 percent annual rate of the 1971-75 period. Moreover,

s Budapress Bulletin, vol. XII, No. 24, June 13, 1973, p. 5.
o [or a discussion of the oil situation in Eastern Furope see J. R. Lee, p. 406 in this
volume,
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most East uropeans probably expect Soviet oil prices to go up to
world market levels in the next plan period. A Polish article in Janu-
ary 1974, for example, concluded that in the long run oil prices in trade
among the Socialist countries cannot differ greatly from prices on
world markets.” And Hungary’s National Bank President Andor
Laszlo in a press conference left only a small ray of hope when he
said intra-CEMA trade will follow such world price trends as are
judged to be permanent in nature.

In effect, higher prices would mean a sharp boost in Soviet imports,
probably of more consumer manufactures and processed foods. Pay-
ment terms also might involve more East European investments in the
U.S.S.R., perhaps even stretching into manufacturing industries which
are low on Eastern Europe’s list of joint ventures involving repay-
ment in kind. Any direct investments in Soviet oil probably will not
begin to pay oft until the 1980’s; thus far joint projects in oil develop-
ment are still at the proposal stage.

Although special payment arrangements could ease the burden of
importing Soviet oi], Eastern Europe by 1980 could have to obtain as
much as two-fifths of its oil imports from the Middle East. Even at
today’s prices, planners face a staggering import bill unless major
barter agreements can be worked out in the Middle East. In one recent
deal, Libya agreed to supply Romania with 84 million barrels of crude
oil through 1977 in return for Romanian assistance in building a
Libyan refinery and in the development of agriculture and housing.

Even with barter or other special arrangements, it is hard to see
how Eastern Europe can avoid mounting balance-of-payment pres-
sures, cutbacks in imports and in domestic growth, and large internal
price subsidies during the last half of the 1970’s. And as in all coun-
tries, the heaviest price is apt to be paid by the consumer, just at the
time when it seemed his hour had come in Eastern Europe.

Tue CoNSUMER

During the last half of the 1960’s, personal consumption slid as a
share of national income in Eastern Europe, investments were focused
on heavy industry more than on consumer goods production, and hous-
ing conditions generally improved only slowly. It was somewhat of a
new story after the Polish riots in 1970. One lesson was to tread care-
fully on price reform, in spite of the obvious need to reduce subsidies
by boosting food prices and to cut unrealistic profits by lowering prices
of manufactures. Gomulka inconceivably announced such a reform as
Polish housewives began to lay in food for the holiday season. Un-
doubtedly reflecting Gomulka’s fate, Hungary’s Janos Kadar backed
out of a scheduled rent hike in early 1971 and the leaders throughout
Eastern Europe began to rethink their programs for the public.

All of the 1971-75 plans came out for the consumer. Investments
were shifted toward the light and food industries. Hungary planned
a wholesale restoration of its textile industry, from new machinery to
new fashions. Bulgaria and Romania began putting a significantly
higher share of resources into agriculture and all of the countries
invested more in food processing to upgrade the quality of supplies
both for the consumer and for exports.

7 Wieslaw Szyndler-Glowacki, “Czyljak Moze Nas Dotyezye Kryzys Naftowy,” Zycie
Gospodarczie, Jan. 6, 1974, p. 12. “Does the Oil Crisis Pertain to Us, and If So, How.”
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More investment also was channeled into housing but plans by and
large called for about the same gains as achieved in the last plan
period. For Poland, an extreme case, the 1.1 million new units planned
would fall 600,000 short of housing the expected additional popula-
tion by 1975, considering replacement needs. About all that could be
done was to lay the groundwork for future increases in housing con-
struction—Czechoslovakia, for example, planned to greatly expand
the output of building materials, at least partly in support of housing.
Otherwise, the regimes have had to simply explain t{le housing pre-
dicament to the public and seek out quick-return ways of improving
the lot of the consumer—increased wages and fringe benefits, improved
health insurance and higher family aﬁowances, and larger imports of
consumer durables (autos, stoves, and refrigerators).

Eastern Europe made some progress in raising personal incomes
and improving consumer supplies during the first 3 years of the cur-
rent 5-year plan period (see table 9). Gains in real personal incomes
were moderate—3-5 percent annually except in Poland where back-
to-back increases of over 10 percent were achieved in 1971 and 1972,
In Bulgaria, real workers salaries sagged from a 5 percent annual
growth rate in 1966-70 to only a 2-percent rate in 1971-72. Hungarian
real wages—depressed by a 3 percent yearly increase in consumer
Prices—grew by only 2.5 percent a year in 1971-73 compared with a
3.5 percent annual rate in 1966-70.



TABLE 9.—EASTERN EUROPE: THE CONSUMER SINCE THE MID-1960'S
[Average annual growth (percent)j

Bulgaria Czechoslovakia East Germany Hungary Poland Romania Yugoslavia

1966-70 1971-73  1966-70 1971-73 1966-70 1971-73 1966-70 1971-73 1966-70 1971-73 1966-70 1971-73 1966-70  1971-73

Parsonal consumption. ... 8 26 6 5 4 5 6 5 5 8 35 38 6 26
National income_...___ 9 27 9 5 6 4 7 6 6 1 8 11 6 7
Light industry___ 8 6 6 6 5 5 5 7 7 10 10 1 6 9
Heavy industry. ... .. 15 13 7 7 8 7 7 7 9 10 13 12 6 8
Imports of consumer manufactures__.__._... 11 15 18 3 9 3 24 8 7 19 8 8 14 16
Total imports. oo v cceeeaea 9 14 7 10 11 6 11 8 9 22 13 14 17 16
1 Data calculated from statistical handbooks, yearbooks, and monthly publications of the East 21971-72.
Europe central statistical offices. Data for 1973 are estimated on the basis of 9-11 month results 3 Real incomes of the population.

for light and heavy industry and consumer imports; 1973 data for national income, consumption,
and imports were reported in the East European press.

4
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Some countries, especially East Germany and Czechoslovakia, were
able to narrow the rates of growth of personal consumption and total
national income. The gap grew in Poland and Romania but both
countries significantly stepped up the growth rate for personal con-
sumption compared with the 1966-70 plan period. Personal consump-
tion continued to lag slightly behind the growth of national income
in Bulgaria and Hungary.

The gap in growth rates for light and heavy industries was reduced
in nearly all countries, except in Bulgaria where a huge spread per-
sisted. Hungary, Poland, and Yugoslavia achieved the largest gains in
production of consumer goods—9 to 11 percent a year during 1971-73.
Increases of 5 to 6 percent were recorded in the other countries.

In addition to light industry, Eastern Europe moved ahead rapidly
with automobile production programs. Qutput of passenger cars, in-
cluding Yugoslavia, has jumped from less than 250,000 in 1965 to more
than 520.000 in 1972. Poland has the most active program with two
new Fiat plants at Bielsko-Biala and Tychy. Czechoslovakia. one of
the only East European countries that can claim no waiting lists for
autos, has plans to double output at the Skoda works to 300,000 units
by 1980. Output in Yugoslavia is running ahead of demand at present
and may even decline unless producers can find new export outlets
or make it possible for low-income groups to buy cars.

Romania has stayed with its fairly small scale plant at Pitesti, built
with the help of Renault in 1968 and slated to veach a capacity of
40,000 passenger cars when fully equipped. Bulgaria has had only
moderate expansion plans, based on assembly of Soviet vehicles and
East Germany also has relied largely on existing facilities for boost-
ing output. Hungary has no immediate plans for its own auto industry,
preferrmg outright imports and cooperation ventures involving Hun-
garian production of parts and accessories in return for cars.

Eastern Europe will go on with its automobile boom at least through
1975 and enough investment is already in place to keep output rising
into the 1976-80 plan period. Energy problems and the general un-
certainty facing policymakers, however, undoubtedly will hold back
some projects still under discussion, such as a joint East German-
Czechoslovak automobile factory.

Harp Pranyine AHEAD

The uncertainty of the materials and fuel situation beyond 1975 is a
severe setback for any East European planners who were trying to get
a head start on the 1976-80 medium-term plan. The plans in fact will
have to stay on the drawing board until deliveries of Soviet raw mate-
rials—and the price of these materials—can be pinned down. If the
fuel import bill is as large as expected, some programs, especially for
petrochemicals and possibly for autos and imports of consumer manu-
factures, will have to be scaled down or suspended in the upcoming
plan period. As of March 1974, Romania. not dependent on Soviet oil,
was the only country to have said anything concrete about the next
plan period and it was hinting at reduced growth rates in 1976-80.

These problems may detour but not derail the planners from the
track laid out for this decade and beyond. By the 1980’s they can begin
counting on a payoff from investment in Soviet materials, and they
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certainly will take pains to keep the flow of Western technology com-
ing. The same industries that have led growth since the mid-1960’s—
autos, chemicals, electronics—ought to be back at the top of the list in
the 1981-85 plan. And the planners can no longer afford to ask con-
sumers to take all of the bumps caused by energy shortages, import
controls, and strains on investment resources. Indeed, the consumer
conceivably could come out ahead by the 1980’ if Eastern Europe is
obliged to bolster light industries for the Soviet market.

The main impact on long-term planning will be the greater need to
adjust to the mounting dependence on trade with both East and West.
Trade with the West, never easy to plan, has consistently run ahead of
expectations, quickly filling whatever slack there was in the system to
accommodate “that extra machine” or “that type of steel” overlooked
in the CEMA. trade agreements. In order to cope with its growing debt
to the West, Eastern Europe probably will continue to Ioosen policy
toward joint ventures, equity investment, and participation in West-
ern financial and trade organizations. Western creditors in turn will
become even more flexible in arranging long-term credit, consortia
loans, and other devices, such as Hungary’s Eurodollar bond floats in
the West in the early 1970’s. The East Europeans will continue to
hedge on the issue of Western business penetration and the West will
still balk at unpalatable barter arrangements and giveaway credit
terms. Despite liberalization, hard bargaining will remain a key
feature of the trade.

On the other hand, faced with the need to invest heavily in Soviet
resources, the planners will have to build more than lipservice to
Comecon integration into their calculations. Plan coordination which
formerly amounted to agreeing on bilateral trade lists has suddenly
become essential, and the next 5-year plans for the first time are to
have special sections devoted to CEMA integration and specialization
objectives. The technological revolution that drove the East Europeans
to the West in the 1960’ is taking them back to the East as well in the
1970%s.



THE POLITICAL HAZARDS OF ECONOMIC REFORM*
By R. V. Burks

CONTENTS
Page
I. Introduction e 51
II. The Question of Price Reform___ -— 52
ITI. The Formation of Industrial Trusts. oo oo 54
IV. Enterprise Autonomy. e ————— - — 55
7. Reform in Agriculture. - e e 67
VI. Reform Substitutes__ - . 69
VII. Tourism .___ e e e e e e e 70
VIII. Industrial Cooperation. . e 73

I. IxTRODUCTION

From the Communist point of view a principal difficulty with eco-
nomic reform is that it inevitably involves some degree of decentraliza-
tion. This is true regardless of the type of reform, whether it would
mean some reliance on market forces, as in the case of Hungary, or
whether, as in East Germany, only such matters as the organization of
trusts are under consideration. Any important step toward decentrali-
zation of the economy constitutes a threat because it brings with it
some loss of political control. Given the narrow base of popular sup-
port which the East European regimes possess, and the limited degree
of positive popular response they can expect, any major reduction of
central control must be taken seriously by the leadership.

Public opinion polls regularly taken by Western institutes among
travelers from the East (most of them on regime business and regime
oriented in their outlook) indicate widespread belief that, in the highly
improbable event of free elections, the Communist Party would receive
less than 10 percent of the vote cast.* Observers often wonder why

*I am indebted to Michael Gamarnikow, Gregory Grossman, Paul Marer, Gertrude
Schroeder, Edwin Snell, and Harry Trend for having read and criticized a first draft of
this essay. Hanus Hayek and Carlo Kovats have provided useful factual material.

LAt four different times between 1968 and 1972 independent public opinion research institutes in six
West European countries interviewed a total of 6,148 Czech and Slovak, 5,070 Hungarian and 6,110 Polish
travelers in Western Europe and asked how, in the event of free elections in their native countries, they

would vote. The choice given the travelers lay among five parties: a Communist, a Democratic Soclalist,
a Christian Democratic, 8 Peasant and a National Conservative. The average responses were as follows:

[In percent]

Czechoslo- Hungarian Polish
vak travelers travelers travelers
Would vote for—

Communist Party. . . e (] 7 3
Democratic Socialist Party. .. 40 33 31
Christian Democratic Party.. 22 28 32
Peasant Party_ ... [ 13 9
National Conservative Party.___. 7 4 7
Did not express 8 preference. .. ...o.v coeovencacano. 20 15 18

B Y P 100 100 100

Note: This would seem to indicate that in all three countries the Communist electorate is less than
10 percent of the total. Cf. two publications by RFE Audience and Public Opinion Research Depart-
ment, viz., Attitude Toward Communism and Parly Preference in East Europe, January, 1973, 82 pp.
and Hypothetical Frée Elections in Fast Europe (1968-1878) (A Consideration of Scope and Limils),
March, 1973, 18 pp. RFE’s sponsorship of these surveys was not made known to the respondents. To
compensate for skewed samples RFE has developed and applies a comparative and continual sam-
pling method. In the case of the Czechs and Slovaks five surveys were made rather than four.

(51)
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Warsaw makes so much fuss about economic reform and does so little
in the way of its implementation. In part the answer lies in the small
number of reliable party cadres which the Gierek leadership has at
its disposal.

What the regimes fear is political landslide, such as took place in
Czechoslovakia in 1968 or threatened to occur in Poland in 1970. That,
is. they fear a situnation in which well-meant and even well-designed
efforts at economic reform undergo a sudden transmutation, reappear-
ing as a political snowball veering perilously out of control. The en-
tire political structure is abruptly threatened with collapse and only
the overt and massive use of force will serve to hold “Humpty
Dumpty” together. Beginning with Evsei Liberman’s article in
Pravda, September 1962, there transpired conscious and widespread
experimentation with economic reform. No regime, not even the Alba-
nian, remained unaffected. The Soviet occupation of Czechoslovakia in
Angust 1968, however. was followed by a marked decline in such
experiments. Save for Hungary and Yugoslavia, both of which repre-
sent special cases, the reform movement appears to be played out.

II. Tae Questioxn oF Prick Rurorm

It is also true, of course, that totalitarian svstems, like any other,
acquire over time a set of vested interests and that some of these come
to stand in the way of reform. This comes most clearly to the fore in
respect to price reform. Under Socialism prices tend to possess a high
correlation with neither production costs nor relative scarecities. In
part this is because prices are usually fixed by central authority with
a view to influencing the industrialization process, and in part because
of the methods of cost calculation employed. On the whole prices do
not determine either the allocation of resources or the assortment of
production ; they serve primarily as accounting units.

Reformers have been inclined to argue that, in the interests of
greater efficiency, all prices should at least cover production costs and,
in addition, give the producer a reasonable return on his investment.
So far the question of demand, and its effect on value, has been played
down, although reformers do talk about differences in use value as an
additional basis for price determination at the retail level. While there
has been some improvement in the relationship of prices to demand
and supply throughout the area, the relationship is still heavily
skewed.

In the immediate sense, reform of wholesale prices is probably more
important than reform of retail prices. Over the years distortion of
wholesale prices has become severe. The Czech reformers revealed that
a ton of coal at the pithead in Moravska Ostrava costs in fact 386
crowns, whereas the wholesale price was fixed at 202.6 crowns.? The
Czech example points to the political problem. Steel producers natur-
ally prefer cheap coal. In the Socialist economies there has been a
traditional bias in favor of steel producers and other components of
heavy industry in order to hasten the growth of that branch. The
heavy industrial interest has become intertwined with that of the
military, a major component of the Socialist regime, partly because
of the requirement of control. Khrushchev often referred to his op-
ponents “the steeleaters.” Thus wholesale price reform will adversely

2 Rude Pravo (Prague), Apr. 9, 1968, p. 6-. Citation courtesy of Hanus Hayek.
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affect, at least in the immediate sense, two of the most powerful inter-
ests under socialisn.

Such wholesale price reforms as Eastern Europe has experienced
have raised most the prices of producers’ goods, precisely because these
prices were most out of line. It is true that increases in the prices of
Inputs are easily passed on to consumers, in the Socialist system as
elsewhere. Nonetheless, wholesale prices appear to be an issue of some
importance since realistic prices make a vested interest more vulner-
able to criticism than prices which disguise high costs. It seems to the
present writer probable, for example, that every ton of steel produced
at the great Romanian steel works at Galati is produced at a loss and
that if the true costs at Galafi were translated into prices there would
likely follow some considerable reordering of priorities throughout
the Romanian economy. This helps explain the failure of Bucharest
to implement the wholesale price reform it announced in 1967. We also
note the battle which the Czech reformers had to wage on the issue of
wholesale prices.

But retail prices also offer a political problem. Throughout the
Socialist area both food prices and rentals are heavily subsidized by
the state, Yugoslavia constituting a notable exception.® This of course
means that the typical wage bill at the factory is lower than it should
be, which in turn means that factory prices are unrealistic by that
much. This is a delicate problem because under socialism a typical
working-class family spends between 40 and 50 percent of its budget
for food. At the same time the working-class family is provided with
semifree housing which, although in short supply and often in poor
repair, has been the propaganda pride of the regime.

Efficiency requires that rents go up while food prices climb. In the
short term, however, these increases cannot be compensated by wage
hikes, else the purpose of the reform will be defeated. The working
class must draw in its collective belt. It is not easy to persuade the
workers to do this. They regard themselves, and quite properly, as the
darlings of the regime. They are well aware that, after substantial
early increases above the harsh Stalinist plateau, living standards have
tended to stagnate. And they are skeptical of promises made by the
party and the government.

Understandably, even reform-minded Communist leaderships have
been slow to grapple with the problem of retail prices. Their stratagem
has been a lateral approach. They are forcing the middle class to buy
at substantial prices the government-owned and rather rundown
apartments thei now live in, or to join cooperatives in order to acquire
new housing, thus soaking up some of the excess purchasing power
which has accumulated in savings accounts. (Under Stalin these sav-
ings would have been confiscated by a sudden conversion of the cur-
rency.) At the same time rents are being raised little by little, though
with some increase in wages. As far as food prices go, only selective
increases have been regarded as possible. In Hungary the Government
has been forced by the unions to agree that, as long as wage increases
are not possible, there will be no increases in the price of basic foods,
which og course blocks an important reform measure. Budapest now
proposes that consumer prices should cover costs by 1980.

3 For an account of Hungarian food prices see Kdlmdn Kazareczki, “Speclal Regulators
in Food Economy,” in Otté Gad6 (ed.) Reform of the Economic Mechanism in Hungary.
Development 1968—71 (Budapest: Akadémial Kradé, 1972), pp. 233-256.
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But the Hungarian Government has proved wiser than the Polish,
which attempted to introduce a number of stiff price increases of basic
foodstuffs (presumably offset by price reductions in manufactured
consumers’ wares, which were in oversupply) on Christmas Eve, 1970.
The result was a severe bout of rioting among the workers in the ship-
yards, who are the best paid, and generally along Poland’s Baltic
coast, where the population was more aware of what was available to
workers in the West, and particularly to Swedish workers. One effect
of the rioting was to topple the Gomulka leadership, an event the sig-
nificance of which was probably not lost on party members generally
throughout the Socialist Commonwealth.

IIT. Tue ForMaTioN oF INDUSTRIAL TRUSTS

While vested interests, whether those of heavy industry or of the
industrial proletariat, tend to stand in the way of price reform and
thus preserve and perpetuate the economic inefficiency of the past, it is
the decentralization and control syndrome that constitutes the party’s
chief preoccupation. In its mildest form decentralization involves a
reduction in the size and jurisdiction of the industrial ministries which,
under Stalin, typically managed entire sectors of the national econ-
omy. These functions and responsibilities of the ministries, as well as
much of their personnel, are shifted to what the Communists usually
refer to as industrial centrals or associations, but which, in American
English, are more accurately denominated by the word “trust.”

Under socialism a typical trust normally combines within its juris-
diction all enterprises manufacturing a similar product, automotive
transpoit, for example, or textiles, or petroleum products. As a rule,
Socialist trusts are horizontal, not vertical.* From the Socialist point
of view the advantages of such an organizational arrangement are
several. The decisionmaking process is brought closer to actual day-to-
day operations® The R. & D. institutes in the given field are placed
under the supervision of the trust and given a contractual relationship
to the enterprises, thus presumably creating a more effective junction
between the two. Furthermore, the trust will often be authorized to deal
directly with foreign firms, thus bypassing the highly centralized state
trading organizations and bringing trust management into direct con-
frontation with market conditions in the West. Indecd, the trust is
conceived of as a unit large enough to stand up to the multinational
corporations which have appeared in the West.

There is no question that trusts make for greater efficiency, if they
are properly organized and managed, as compared with the traditional
ministerial system, because they lead to better use of resources within
their jurisdictions (although probably at the expense of greater au-
tarky on the trust level). There is also no question that the gains in
efficiency come at the expense of the command and control function of
the center. In effect, a new organizational entity has been echeloned in
between the enterprises and the ministry.

Nonetheless, there are problems. One of the more important is per-
sonnel. Many trusts are located in cities other than the national capital.

4 In Bulgaria, however, vertical trusts have been introduced under the name of industrial
complexes, with representatives of various ministeries making up a board of coordinators
or directors. In Bulgarian agriculture such vertical trusts are known as agricultural-
industrial complexes. Complexes are also making their appearance in the Soviet Union.

s Expansion of capacity remains highly centralized, however.
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Their establishment therefore requires a fairly massive shift of engi-
neers, accountants and economists from the center to the provinces.
Most of the persons affected object rather strenuously to the transfer.
They make use of whatever influence they possess to remain in the
capital city, transferring to positions which pay less but confer the
right of residence in the capital. Given the prevailing circumstances,
such behavior is not arbitrary or unreasonable. When virtually all im-
portant decisions are made in one place, the national capital, the living
standard becomes substantially higher there than elsewhere, quite
apart from the natural concentration of entertainment facilities in
such a place. To put the matter bluntly, if there are any oranges to be
had in Romania they are to be found in Bucharest. The top-flight
surgeons are to be found there also, and the best in schools and
universities.

Furthermore, transfer to the provinces often threatens family unity.
In Socialist Europe most wives work; up to 75 percent of ‘eligible
adult females are gainfully employed. Such employment is necessary
if families are to make ends meet. The husband or the wife may be
faced with transfer; rarely are both subject to transfer and appointed
to the same town. Most families end up avoiding separation, but the
strain is considerable. The effect of all this is that the trusts located in
the ‘countryside tend to be understaffed, or provided with second-rate
professionals. This helps reduce the efficacy of the reform, as it in-
creases the number of mistakes committed by the provincial trusts,
and justifies the skepticism of the industrial ministries, who have
secretly opposed the reform all along.

IV. ENTERPRISE AUTONOMY

The difficulty with trustification, Socialist style, is not that the polit-
ical consequences are dangerous, although they are undoubtedly un-
pleasant and promotive of other kinds of inefficiency, but rather that
trustification’does not produce sufficient gains in efficiency. The truth
is that all East European Socialist governments, with the exception of
the Yugoslav and the Hungarian, have gone over to the trustification
of their central planning systems, yet their needs for import of ma-
chinery and equipment from capitalist countries is greater than ever,
while their hard currency payment difficulties have reached crisis pro-
portions ¢ and their living standards have tended to stagnate. (Yugo-
slavia and Hungary, however, constitute partial exceptions to these

8 The Polish case Is extreme as the figures for the average annual growth of Polish foreign trade, expressed
in percentages, suggest.

1966-70 Plan 1971-75 1971-72  1st half 1973
EXPOrts. .o eciaee 9.44 9.02 10. 86 15.8
Imports. .. c.oo...... - 9.02 9.85 17.96 28.3
Imports from the West_.._._....._......._.. 1014 (... 33.97 60. 4

Source: From an unpublished paper by Michael Gamarnikow, “ Polish Economy Between East
and West,” p. 21. Such an increase in imports does much to explain the improvement in living stand-
ards under Gierek, following the stagnation which characterized Gomuka's last years. Under Gierek
real wages have risen 19 percent for industrial workers and even more for the peasantry. Ibid., pp. 1-2.
Paland’s hard currency indebtedness is now over the billion dollar mark (ibid., pp. 23-25) while Ro-
mania, with a population of little more than 20,000,000 people and a per capfta income of $620 now
appears to have a hard currency debt on the order of $2,000,000,000. The crisis created by the fact that
the debt is so large that Western creditors are becoming skittish about making additional loans. Thus
the Poles have in effect suspended the emigration of ethnic Germans, promised under earlier treaty
arrangement until the West Germans agree to grant government subsidized credits in large amounts.
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gencralizations, whereas in Poland the Gierek leadership has brought
improved living standards at the cost of a sharp deterioration in
Poland’s balance of payments.)

To cope with such problems, what the Socialist countries of Eastern
Europe require is a more thoroughgoing decentralization, one which
does more than tinker with the central planning system, one which
in effect, if not in theory, abandons central planning in favor of a
hybrid which has come to be called market socialism. There are various
definitions of this innovation, but its essential feature is the com-
bination of state ownership of the instruments of production with
some play of market forces. Whereas in trustification the decision-
making process devolves upon the trust which operates within a cen-
trally determined price system (hopefully reformed to take more
realistic account of costs), under market socialism decisionmaking is
vested in the individual enterprise which must function successfully
within a price system which reflects both production costs and relative
scarcities. The operational unit would be the state-owned enterprise
which would have to show a profit or close down.

With enterprise autonomy the political hazards of economic reform
loom rather large. To begin with there is the problem of unemployed
apparatchiki. In Hungary the marketizing reform reduced the role
of the local party man. In the days of central planning this worthy
performed a vital interstitial function. If deliveries of coal from mines
in another district fell behind, the local apparatchik used his party
connections to remedy the matter. Tf one plant within his jurisdiction
hoarded expensive machinery he would arrange a swap with a hoarder
somewhere else. If the center imposed targets which were unreason-
ably high, off went our apparatchik to the national capital to reason
with the men who could change the decision. The local party official
had the greater influence because he was responsible for the
nomenklatura, the list of key positions in his district, and for appoint-
ment to these positions.

But with enterprise autonomy in Hungary, it was the manager who
made most of the decisions, those which had formerly been made by
the industrial ministry as well as those taken by the local party man.
The apparatchik was deprived of his fief. His advice continued to be
asked by the manager when appointments were made, but it was the
manager who decided. Furthermore, the apparatchik had to obtain
permission of the manager if he wished to hold a party meeting, or
an assemblage of workers, within the factory precincts. The general
rule now was that the party worker must be careful not to interfere
with production by holding meetings; old style agit-prop was now
forbidden. In Yugoslavia the existence of party cells within plants or
factories has been forbidden for some time.

All this has rather a negative impact on the party apparatus, the
key decisionmaking body in post-Stalinist society. Historically con-
sidered, the prime task of the apparatus has been forced-draft in-
dustrialization. To disassociate the ruling body from most of its
economic responsibilities, particularly at the provincial level, is de-
moralizing and disorienting. Such disassociation certainly does not
improve the party’s ability to recruit the young and the able, and it
only accentuates the slow but steady rise in the average age of party
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members. More immediately, disassociation creates a high-level un-
employment problem. As a rule, apparatchiki do not excel in com-
petitive situations. Their strength lies in unwavering loyalty, auto-
matic orthodoxy. and unlimited obedience. They are not often people
of outstanding talent.” as the careers of such people as Wiadystaw
Gomutka and Todor Zhivkov will suggest. What is to be done, in‘other
words, with deserving and loyal men who now become unemployable ?
A Rankovié¢ may be given a luxurious villa overlooking the Adriatic
Sea at Dubrovnik, but under enterprise autonomy the ordinary party
bureaucrat comes to constitute a political problem.

The regular state bureaucracy provides a related problem; in some
respects the two bureaucracies are intertwined. By Western standards
the state bureaucracy is enormously swollen in size; this as a conse-
quence of its major role, under the direction of the party, in the day-
to-day management of the national economy. Even under marketiza-
tion the state burcaucracy would probably remain sizable, as the instru-
ments of production would remain state-owned, and the social security
system extensive. And while many bureaucrats would be transferred
to autonomous enterprises, there is no question but that large sections
of the new middle class created by the regimes would sufter losses in
living standards as well as in prestige and perquisites.® Economic re-
form finds few friends in the state bureaucracy.

There is, however, another unemployment problem created by
marketizing reform, no less difficult, perhaps, but much more visible.
It enterprises are to operate on a profit-and-loss basis then surely some
of them are going to find themselves regularly in the red and’in the
end will have to close down. Among Communist leaders this presump-
tion is no doubt strengthened by a growing awareness that many of
the factories they have brought nto existence should, if the principles
of cost accounting arve rigorously applied, never have been created to
begin with.?

Thus marketization would be accompanied in the short or middle
run by pools of ordinary unemployment. For rather fragile regimes,
one of whose principal justifications has been the all-time abolition of
unemployment, the prospect of open (as distinguished from hidden)
unemployment is difficult to face.

In fact, neither of the marketizing governments has yet faced it
fully. Hungarian industry continues to operate on the basis of aver-
age, as opposed to marginal, cost. In any given industrial branch cost
calenlations for all units are based on the average for the branch, not
on the costs of the more efficient firms. Despite the existence of semi-
market prices, the center siphons off the profits of those firms and uses
these returns to subsidize the less efficient enterprises, those which
would normally have to close, and this despite a rather acute shortage

7 Cf. Lewis S. Fener, “The Intelligentsia in Opposition,” Problems of Communigm, X1X
(November-December 1970), p. 2.

8 In preparation for the introduction of the New Economie model in Hungary the staff
of the Ministry of Heavy Industry was to be cut by 40 percent: of the Ministry of Light
Industry by 30 percent; and of the Ministry of Buﬂdln{: and Urban Development by 43
percent. ‘“Reorganization of Three Economic Ministries,” RFE Research: Rast Europe :
Hungarian Situatifon Report, June 27, 1967.

®In 1972 the Hungarian Government had to Intervene directly to prevent the total
collapse of eix of Hungary’s largest enterprises. Barnabas Buky, “Hungary: One Year
A‘l_’ter. Part II: the Economic Scene,” RFE Research: East Europe, December 10, 1973,
15 pp.
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of labor in the country.'® Nor has the Yugoslav Government been will-
ing to close down its clearly unprofitable firms, although the imme-
diate effect of the 1965 reform was a notable increase in unemploy-
ment.*

There is, for example, iron and steel works at Niksi¢, in Montenegro.
Tts ivon ore and its coking coal must be brought by sea to the Adriatic
port of Bar and then hauled over a narrow gauge railway some dis-
tance into the mountains; the finished product must be exported from
Bar north along the Adriatic to Rijeka, and thence by rail east and
south into the interior of the country. It has been calculated that
Niksié loses $20 on every ton of steel it produces.’* Today, when mar-
ket forces have a certain play, such a plant would no longer be located
in the mountains of Montenegro. The enterprise is a survival from the
Stalinist period. Yet the reluctance of the Yugoslavs to close Niksi¢
is understandable, since in addition to the approximately 1 million
Yugoslav workers currently employed in the capitalist countries of
Western Europe there are another 300,000 unemployed within the
country, not to speak of perhaps another million underemployed. Even
so wealthy a country as the United States is moving toward the posi-
tion that unemployment of more than 5 percent of the labor force 1s
politically unacceptable. We cannot be too critical of the Yugoslavs,
therefore, since their level of unemployment, if we exclude most of the
migrant workers, is on the order of 10 percent.*®

In addition to unemployed bureaucrats and unemployed prole-
tarians, the marketizing regime must also cope with a mushrooming
corruption, This evil becomes widespread in Socialist socleties gen-
erally once people are no longer terrorized by the security police.
Thus in the late sixties, Bulgaria witnessed a scandal in her maritime
transport trust apparently so severe as to require dissolution of the
trust as well as the imposition of prison sentences. But it is the mar-
ketizing society which is most vulnerable to corruption because the
relaxation of central control is so much greater, and today it is Hun-
gary which faces the most onerous problem of this kind.

Of course, some of the activities classified as corrupt by Commu-
nists are not so by Western standards. Thus in Budapest one hears
complaints regarding a class of brokers which has sprung up in the
fruit and vegetable business. These men move constantly between the
rather broadly scattered peasant markets of the metropolis, buying
where these commodities are cheap and selling where they are dear.
But corruption by Western standards also exists, and on a goodly
scale. Even in the early sixties, during the reorganization which pre-
ceded the reform of 1968, the police broke up a ring which provided
hostesses from the Hungarian airline as callgirls and government
dachas as weckend houses for managerial magnates from foreign

10 The regime argues that the older plants should not be penalized simply because their
ability to reinvest was reduced in order to build the newer plants and {)hut, given these
adverse circumstances, the older ﬁlants may be considered efficient.

1 Socijalisti¢ka Federativna Republika Jugoslavija. Savezni Zavod za Statistika, Sta-
tisticki (rodidnjak Jugoslavije 196) (Beograd, 1969), pp. 93, 105.

1R, E. Ian Hamilton, Yugoslavia. Patterns of Economic Activity (New York: Praeger,
1968), pp. 238, 252.

13 \William Zimmerman, “National-International Linkages in Yugoslavia: the Political
Consequences of Openness,” paper presented at the annual meeting of the American
Political Science Association, New Orleans, 1973, pp. 10-14; Institut F'édéral de la Sta-
tistique, Petit Manuel Statistique de la Yugoslavie 1972 (XVIII Année (Beograd, mai
1972), pp. 10, 14, 30-31, 33, 39. If we add to the number of unemployed the number of
those who were unemployed prior to migration, or were public charges, the percentage
of unemployed rises to something like 15 percent.
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countries. Perhaps the chief outward sign of corruption today is the
feverish building of luxury dachas on the shores of Lake Balaton,
Hungary’s principal resort area. Curious travelers are told that the
hew owners are not so much Central Committee members or factory
managers as they arc gynecologists (the number of abortions in Buda-
pest is ronghly equal to the number of live births), drivers of gasoline
tankers, and elevator repairmen. Of these last-named worthies, there
are in Budapest only a few dozen, and they must attempt to cope with
literally hundreds of elevators which refuse to function or are in
dangerous disrepair. The repairmen are able to charge substantial fees
for their services, illicitly of course. As far as the state is concerned,
the greatest loss from corruption is probably that incurred as a con-
sequence of factory workers selling tools and raw materials in the
black market as a supplementary source of income. The Kadir leader-
ship is much concerned by such goings-on. Corruption is difficult for a
marketizing regime to deal with because in the immediate sense it can
only be contained by a return to the rigid controls which it is the
intermediary objective of the reform to dismantle. Only if and when
the reform has been fully implemented, significant gains in efliciency
achieved, and these translated into improved living standards will the
problem be reducible to standard proportions.*

The spread of corruption has contributed to the emergence of a polit-
ical threat on the left, a threat which, although small at present, is
regarded by the regime in Budapest as potentially serious.

To put it in a nutshell (with the usual risk of oversimplification), the intro-
duction of the economic reform, the new wage-incentive system, the criterion
of profitability, and the stress on expertise which favored the leading cadres
and managers touched off a wave of dissatisfaction among ordinary workers
and revived the old slogans of egalitarianism. Almost inevitably, the reform also
opened the door to a certain amount of speculation, corruption, and money
grubbing; in a word, to rapid enrichment. At the same time, East-West contacts
were broadened, facilitating foreign tourism, trade, and intellectual exchange.
l\laul},; people became interested in the good life, to the exclusion of everything
else,

As the reform progressed, displaced or downgraded apparatchiki
attempted to capitalize on the dissatisfaction of many workers by
appealing to the spirit of egalitarianism and by attacking reform
measures as a sellout to consumerism. The apparatchiki also charged
that as a consequence of the incentive system and the pressure for
expertise, the dictatorship of the proletariat had given away to the
dictatorship of the technical intelligentsia. The revolution had in fact
been betrayed, it was asserted. This kind of talk no doubt sounded
dangerous to Kadar and his advisers because the largely new urban
proletariat, in Hungary as in other Socialist states, had come to occupy
a relatively privileged if not a pampered position. Marketing reform,
as we have explained earlier, meant some undoing of these privileges;
and in a Socialist regime, worker opposition was not to be ignored,
particularly with the Soviets looking over one’s shoulder, so to speak.

Moreover, a second element was soon involved in the elaboration of
new left doctrines, one perhaps with an even greater potential for

14 The above observations are based in good part on 9 months’ residence and travel in the
European Socialist states, except in Albania and Czechoslovakia, during 1972 and 1973.
This undertaking was made possible by grants from the National Endowment for the
Humanities and the International Research and Exchanges Board.

15 Charles Andras, “The New Left in Hungary,” RFE Research: East Europe, Janu-
ary 16, 1974, 28pp. Citation on p. 6. The paragraphs below which deal with the new left in
Hungary are largely based on this paper,
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upsetting the delicate political cquilibrium which Kadar had so art-
fully established. Regime personalities spoke of the new element as
the ‘third generation, a reference to the prominence in it of the sons
and daughters of the leading cadres who, in the 1950’ and 1960,
had taken over command from the revolutionary generation repre-
sented by the Rakosis and the Gerds.

These youngsters were much influenced by the teachings of Lukics,
who deplored the burcaucratization of socialism in power, which he
read as the decline of Marxism. Lukdcs believed that the liberalization
of socialism from the grip of etatization was the priority task of
true revolutionaries, and he asscrted that only the intelligentsia could
provide leadership to this end. “We have no choice but to introduce
class consciousness into the working class from the outside,” he said.
“And I think that the intelligentsia of today, the radical intelligentsia,
are facing the great task of working out the principles and methods”
of this new strategy.’® Nor, during his life, did the Marxist ideologue
hide his dissatisfaction with the new economic model.

In line with the teaching of Lukdcs, the youngsters of the third
generation argued that the Socialists were building the same industrial
society that the capitalists had already constructed, making of the
social order a consumer-oriented, bureaucratic welfare state. The stu-
dent and poet Miklos Haraszti submitted for publication a manuscript
entitled “Piece Work” in which he argued that “there is no difference
between the condition of workers in a capitalist country and that of
those in a Socialist country.” ¥ The regimes are building refrigerator
socialist, asserted the third generation. Merely transforming the con-
ditions of ownership is not revolution, for true revolution presupposes
the transtormation of man’s way of life. It 1s precisely here that Kast
European Socialists have failed.

By themselves, the third generationists are not dangerous. But the
Kadar leadership worries lest they infect university students and
younger intellectuals, particularly those resident in the capital. These
students and intellectuals tend to find Socialist reality boring. They
long for a more colorful and eventful lite, for a feeling of adventure
for which they sense little prospect under Kadar. They do not belong
to the new left, even in an mformal way; but because of their disiliu-
sionment and their constant search for new solutions, they could easily
fall prey to its appeals, or at least so the regime believes.

Against these potential sources of danger, the downgraded apparat-
chiki and the third generation, Kidir has proceeded with caution.
Party spokesmen have demanded that steps be taken against the spread
of corruption. A high standard of public morality must be reestab-
lished, they assert, and the road to unjustified enrichment barred. The
Tungarian equivalent of the Komsomol has been enjoined to integrate
the third generation within its ranks. Andras Hegedus, Rakosi’s long-
time Prime Minister, has been deprived of his position at the head of

16 Cited in ibid. p. 5. .
17 Cited in ibid., p. 20. When the censors rejected the manuscript, Harasztl circulated it

privately.
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a research institute and expelled from the party. Tlaraszti has been
tried but so far not convicted. But to date, the main reliance of the
leadership has so far not been on administrative measures but on
counterpropaganda.

To those who have asserted that the leading role of the proletariat
has given way to the leading role of the technical intelligentsia, the
Hungarian leadership has retorted that the new experts are largely
recruited from the proletariat, so that the dividing line between blue
collar and white collar has become blurred and the character of the
working class has changed. .\ dditional workers will be promoted to
responsible posts so soon as their general education and professional
qualifications make that possible. The leadership also rejects the charge
of refrigerator socialism, asserting that the goal of raising living stand-
ards accords with the basic principles of socialism. Only if consump-
tion is taken as an end in itself is there danger of deviation.

Regime representatives have also taken great care to point out that
the record of the new left in Western Europe, from which the third
generation has evidently derived many of its ideas, is far from praise-
worthy. The new left has in fact made more difficult, the position of
the Western parties and prolonged their march to power. Time and
again Hungarian media have “unmasked” the Western new left as
purveyors of an eclectric, unscientific ideology and branded it as cheap.
1rresponsible, and petty bourgeois. (The role of Gyérgy Lukies in all
this has hardly been mentioned.) Furthermore, the (Government has
argued that Socialist revolution 1s not a single overwhelming act but,
consists of the pursuit of revolutionary activity in evervday life.
“Everyone who carries out his duties is a revolutionary.” ' Under
existing conditions, the process of revolution is advanced by good
deeds in support of (marketizing) reform, an undertaking which offers
genuine scope for heroism and adventure.

But marketization brings with it other hazards than those we have
lumped together under the rubric of the Hungarian new left. In the
long run, for example, marketization signifies greater dependence
upon trade with the West. The advanced technology which is required
to raise living standards and create a more aflluent society is the in-
vention and the possession of the Western market economies. To raisc
the level of Socialist efficiency, this technology must be imported in
massive doses. The technology gap between the two parts of Europe
has, if anything, been growing.

And this Western technology must be paid for. At present, most
East European manufactures are not technologically or qualitatively
. competitive in the West. At existing exchange rates, they must be
sold at a loss; in other words, dumped. During the Czechoslovak thaw,
the reformers published figures to show that a typical Czech manu-
facture, when sold in the Common Market in 1964, bronght only about.
half what a similar good would bring when it had been made in
EFTA, the European Free Trade Association. In 1959, Iast German

18 Cited in ibid., pp. 24-23.
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exports to market countries sold at a discount of about 40 percent.*
The purpose of marketizing a Socialist economy must in the first place
be the achievement of a level of efficiency at least in some industries
such as will permit the profitable export of manufactured wares, so
that hard currency earnings will not have to be taken out of the do-
mestic living standards, as they are now, but will represent a genuine
profit, and will be quantitatively substantial enough to avert an un-
reasonable escalation of hard currency debt. Greater efficiency would,
of course, have an even greater impact on the domestic economy.

But it 1s not possible to open the domestic market to competition in
one product only, such as trucks. There must be a variety of goods for
which Western purchasers are willing to spend their lei, their forint,
or their zloty. And these currencies must in the long run be freely ex-
changeable with Western currencies; in other words, the currency of
the marketizing country must in the long run be convertible, that is,
hard. Convertibility may be even more important as a prod to the
efficiency of Eastern traders and producers, since their local monopolies
would be destroyed and they would have to withstand the competi-
tion of goods freely bought by Eastern populations on the world
market. The Yugoslavs have openly proclaimed their intention of
making the dinar convertible and have made sufficient progress so that
their currency may properly be characterized as semihard. The Hun-
garians, who must be much more discrete, have quietly established a
double forint for accounting purposes. In bookkeeping, 1t is exchanged
for dollars at a not unreasonable rate, whereas the rate given to the
ruble is about 1.75 times less favorable, if compared to the official
ruble/dollar rate.

Whatever the instrumentalities of transition, and however long they
take, the consequence must be a considerable integration of the Social-
ist economy with those of Western countries by way of trade. The
percentage of total trade exchanged with Socialist countries will de-
cline, while the percentage exchanged with the capitalist countries will
increase.?® This will not necessarily be to the liking of the men in
Moscow, who will have to consider whether the marketizing country
is not preparing to change sides. At present, the typical Iast Kuro-
pean Socialist country trades 25 percent with hard currency markets

12 Edwin M. Snell, “Economlic Efficiency in Eastern Europe,” “Economic Development in
Countries of Bastern Iurope. A Compendium of IPapers Submitted to the Subcomnittee on
Foreign Econowmic P'olicy of the Joint Economic Committee, Congress of the United States”
(hereinafter cited as “Economic Development”) (Washington, D.C. : U.S. Government Print-
ing Office, 1970), pp. 240-280. These appear to be extreme cases, however, as Alan A.
Brown and Paul Marer, “Forcign I'rade in East European Reforms,” in Morris Bornstein
(ed.), Plan and Market, Economic Reform in Eastern Iurope (New Haven: Yale Uni-
versity Press, 1973), pp. 153-206, estimate that manufactured goods are sold by Kastern
exporters to the West at prices between 10 and 30 percent lower, and primary products
between 5 and 20 percent lower, than prices obtained by Western exporters for similar
prodncts. Whatever the correct discount, it is clear that the ability of the Socialist
countries to market machinery and transport equipment in the West is not improving
rapidly. Whereas Western exports of such equipment to the Comecon countries rose from
21 percent of total exports in 1935 to 34 percent in 1970, Comecon exports of such equip-
ment to the West as a percentage of total Comecon exports moved from 7 to 9 percent in
the same period. “Table 54 : Last-West Trade in Machinery and Transport Equipment,
1955-70," in J. Wilezynski, “1echnology in Comecon” (to be published in London by
Macmillan in late 1974),

2 For a detailed analysis see D, Marer, and E. Neuberger, in this volume, infra, pp. 556—
7598, and Alan A. Brown and Paul Marer, “Foreign Trade in East European Reforms,”
in Morris Bornstein (ed.), Plan and Market. Economic Reform in Eastern Kurope (New
Haven : Yale University Press, 1973), pp. 153-206. Such a decline has already begun in
Hungary and Poland (in 1972-73). Forty percent of IPoland’s foreign trade was conducted
with the hard currency area in 1973. Z. M, Fallenbuchl, “Crossance économique et échanges
extérieur de I'Union Soviétique et de I'Burope de I'Est, 1971-75," Revue de U'Mst. 1V
(1973). pp. 27-40 presents a table on p. 36 which shows that between 1961 and 1970
intra-Comecon trade declined as a percentage of world trade.
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and 75 percent in clearing (a form of barter), primarily with other
Socialist states but to some extent also with éeveloping countries.?
(Romania is an exception here. F orty percent of her commerce is
concentrated on hard currency countries. But Romania also has one
of the highest hard currency debts per capita.) In Yugoslavia, the
proportion has been roughly reverse; 75 percent with the market
countries, 25 percent with the Socialist.

It will be difficult for the marketizing country to convince Moscow
that it is not preparing one day to jump ship. One of the many factors
which brought Soviet troops into Czechoslovakia in August 1968, was
the negotiations the Czechs had been carrying on with the Federal
Republic of Germany concerning a huge loan to be expended for the
modernization of Czechoslovak plant and equipment. To repay the
loan Czechs and Slovaks would probably have had to switch a signifi-
cant proportion of their trade to the West. This would have created an
uneasy situation. Trading with both sides on a roughly equal basis is
likely to set up considerable tension within the marketizing country.
It 1s much easier to sell to Socialist states. They have a need for almost
anything that can be produced and they are not choosy when it comes
to quality (although Soviet buyers are becoming more demanding).
That is the difficulty. Firms that trade primarily with the East are
put under less pressure and so their ability to compete in the West
declines. The economy is inevitably pulled in two contrary directions
and there would be considerable danger that the marketizing East
European state would, in the end, find it necessary to opt for the West.

But there is another aspect of the problem of partial commercial
integration with the West. If a society opens its gates to the manufac-
tured wares of the West it will be more difficult to keep out Westerners
and Western ideas. The three are difficult to separate. To do business
on any scale, Western firms must open offices in the Socialist country
with all that that implies: regular access to the Western press, free-
dom of movement about the country, the right to employ local citizens
on a long-term basis. So far most Socialist regimes have taken great
care, and spent considerable sums of money, to prevent all kinds of con-
tacts, for they believe East-West contacts tend to have a destabilizing
effect which they cannot tolerate. Thus many, that is, Czechoslovakia,
jam clectronically Western broadcasts; all maintain a pervasive cen-
sorship; all limit the ingress of Western films, plays, books, and peri-
odicals, not to mention newspapers; some take measures to limit con-
tact between the native population and Western tourists. In addition,
of course, the movement of their own populations across frontiers is
rather severely restricted, the Berlin wall being the most dramatic
example of such restriction. ¥or the most part, however, Yugoslavia
constitutes an exception to all this; she constitutes a breach in what
Churchill once called the Iron Curtain,

These restrictions upon the flow of communications are not without
justification, that is, they make it possible for the regimes to retain
control. The regime could not, for very long, withstand the open
criticism of even a loyal opposition; it has some difficulty coping with
the shortwave transmissions of Western radio. The limiting of com-
munications flow is also important as a means of keeping popular

# “Table 20, Foreign Trade of Six East European Countries and the Soviet Union,
by main regions, 1967-71," [Economic Commission for Europe, Economic Bulletin for
FEurope, XXIV (No. 1, 1973), pp. 27-28.
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aspirations within realistic bounds. It is one thing for the average
Pole to realize that Polish living standards are not as high as those
in the Federal German Republic, but quite another for him to know
precisely how great the difference is. We should not lose sight of the
fact that the Polish riots of 1970 were concentrated in the Baltic
coastal towns which were both resort areas, visited by Swedes in par-
ticular, and ports through which shipments from the West arrived.
When problems are either too severe or too numerous government
must cope by suppressing some and ignoring others; whence the need
for limiting the flow of communications.

Now partial integration with the Western markets by way of com-
petitive efficiency and convertible currency constitutes an opening up
of communications and magnifies the political problems with which
the party and government must cope. Yugoslavia is the only state
thus far to launch out upon this path. She has opened her frontiers
both to those who wish to enter and those who want to leave. On the
one hand she has permitted worker migration to the Common Market
countries, on the other hand she has, more than any of her Socialist
neighbors, taken measures to develop the tourist trade. Worker remit-
tances are her single largest source of hard currency and tourist rev-
enues the second largest. Indeed, without these two sources of hard
currency the Yugoslav economy would have foundered long ago.
Censorship of the press has been retained, but it is much less rigid
than elsewhere. Western films make up the bulk of the movie diet;
most cities have at least one house which specializes in cowboy pictures,
of which the Yugoslavs are inordinately fond. There are even German
and Italian filmmakers who specialize in the production of such pic-
tures for the Yugoslav market because the American supply is inade-
quate. Any traveler to Eastern Europe will agree that the atmosphere
in Yugoslavia is much the most relaxed and tolerant of that prevailing
in any Socialist country.

The hard fact remains, however, that all this has brought with it a
revival of the nationality problem, raising the question of the sur-
vival of the federation after Marshall Tito’s departure from the scene.
A virtually free flow of communications is by no means the only
factor in this revival but it has been a powertul one. The Yugoslav
Party has, in fact, become six parties, each in control of a separate
republic, and the country is governed by continuing negotiation be-
tween the different party ]eaﬁerships, with Tito serving as supreme
arbiter. The immediate difficulty is that the efforts to create an insti-
tutional successor to Tito have so far not met with success, but the
more fundamental problem is that of reconciling the Croats and the
Slovenes to cohabitation with the much less sophisticated populations
in the south.2 To be sure the national problem would not have been
solved had the country continued to be ruled by Stalinist principles,
but it would in a fashion have been contained or, perhaps more ac-
curately, suppressed, and the party would have remained united and
cohesive; the passing of the Marshal would have been only a dramatic
incident, not the possible onset of a federal crisis. The other Com-
munist leaderships will watch developments in Yugoslavia after Tito
i For a detailed analysis, see R. V. Burks, the National Problem and the Future of
Yugoslavie (Santa Monica, Calif.: the RAND Corp.), October 1971, 87 pp. For a more

recent presentation see Gary K. Bertsch, “Currents in Yugoslavia : the Revival of National-
ism,” Problems of Communism, November-December 1973, pp. 1-15.
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argus-eyed. The collapse of socialism in that country, or the breakup
of the federation, could only convince them that the hardfisted ap-
proach is the only safe one, if indeed they need to be convinced of that.

Thus the opening of the domestic market to Western competition,
an inevitable accompaniment of marketization, can have political side
effects which, from the viewpoint of the regime, are highly deleterious.
There lurks in such a situation the possibility of a reduction or even a
loss of control. There is, moreover, another sense in which the autono-
mous firm operating in a semimarket situation may bring with it a
diminution of political control. For insofar as there is competition, so
that the consumer has the possibility of choice, and insofar as prices
are related to scarcities, so that consumer choices have an impact upon
production, the party will have given hostages to the consumer and
will have abdicated that immediate control of economic processes
which has become the heart of Marxism-Leninism. In market econo-
mies there is such a thing as consumer sovereignty. In socialist markets
there is modified consumer sovereignty, but to the extent that this
exists the party has surrendered its direct control of the economic
futnre. The aims it wishes to achieve will have to be reached by such
indirect devices as taxation, control of interest rates, currency issue,
tariffs, direct studies and other devices familiar to bonurgeois govern-
ments, Within this framework the consumer will undoubtedly have
his say.

Finally, there is the fact that enterprise autonomy tends to point
in the direction of trade union autonomy. If basic decisionmaking au-
thority is vested in the enterprise manager, and the manager is to
measure his success by the amount of profit his enterprise earns, then
assuredly an easy way to increase returns are to hold wages down,
reduce expenditures for safety devices, speedup assembly lines, and
the like. Such practices can be pursued with relative ease when all
unions are controlled by the party, the government or management
itself. A socialist state which permitted the working class to be gouged
by autonomous management would soon find itself in political trouble.
Consequently, it antonomy is given to the managerial class, it follows
that the regime will probably find itself under pressure to grant some
form of autonomy to the unions, in order that the workers may defend
their interests.

The Hungarian Party has dealt with this problem by giving the
unions a suspensive veto. The manager is required by law to inform
the union representatives step by step of his various decisions. Should
the union object to a particular action or line of policy, implementa-
tion is held up until an appeal can be carried to the appropriate min-
istry. If the minister rules in favor of the manager, the union must
comply. Party organs complain that insufficient use is made of this
right of suspensive veto and, indeed. the Hungarian manager tends to
dominate his enterprise in a fashion reminiscent of 19th century
Britain. In Yugoslavia, on the other hand, workers are in theory
protected from exploitation by the existence of elective workers’ coun-
cils in which the management of the enterprise is supposedly vested.
ITistorically. these councils were an ideological device which camou-
flaged the autonomy of the manager, who was the appointee of the
party, and shiclded the system from the propaganda barbs of the
Cominform. Yet it is nonetheless true that the elected council has been
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influential enough to keep wages high and in many instances higher
than was justified by productivity. The role of the workers’ council has
been one of the factors inhibiting Western investment in Yugoslavia
within the framework of the joint company, which the Yugoslavs in-
vented for that purpose.

To protect their interests, Yugoslav workers also resort to the strike.
Such action is not organized by the unions, which remain under the
control of the party. Rather Yugoslav strikes are illegal, wildecat
affairs, as a rule not enduring for more than a day or two. They are
tolerated by the regime on the ground that the workers would not
misbehave in this fashion if their grievances were unjustified.?s More
often than not the strikers have their way, management panicking in
the face of the evident dissatisfaction of the proletariat. There has
even been some talk in Yugoslavia of legalizing strikes, but in present
circumstances this is unlikely.

The right to strike nevertheless appears to be a necessary comple-
ment to enterprise antonomy. If the manager is freed of central con-
trol then in the longer run labor will likely be liberated also. For with-
out the ultimate sanction of the strike, labor would have difficulty
in protecting (not to speak of advancing) its interests. Furthermore,
striking unions would need access to the public media, otherwise they
could not get their side of the story to decisionmaking elites. Such
access would, in turn, limit the authority of the censors.

Thus enterprise autonomy would tend to promote the pluralization
of society. This would be so not alone because of the domino effect we
have just described but for a more fundamental reason as well. Con-
ceding a right to strike would involve, by implication at least, admis-
sion of the existence within socialist society of conflicting interests.?
The orthodox view is that the party embodies the will of the prole-
tariat, that the proletariat is destined by the forces of history to build
a new and perfect society, and that the interest of every human being
lies in the fulfillment of that goal. As Planovoe khoziaistvo once put
1t: “Given a correct economic policy, in a socialist society there are,
and can be, no groups of workers [kollektivy] whose material interests
lie in contradiction to the objectively necessary planned management
of the economy on the part of the state. Hence, the economic activity
of the enterprise can be defined only by society’s purposes.” 25 The
interests of the party, the state, the proletariat, and society are identi-
cal. Any allegation to the contrary is likely to be treated as a mani-
festation of hostility.

Only in countries where economic reform has reached the marketiz-
ing stage do we find admission of conflict of interest. Thus we find a
secretary of the Hungarian Workers’ Party explaining to a repre-
sentative of the French Communist press that—

The march forward creates new situations in which the interests of classes,
sectors, or individuals can be divergent. It is natural that contradictions should

arise; it is mistaken to believe that they can be resolved only by laws and
administrative decisions. To know how to discern the contradictions and how

2 More technienlly, strikes are not illegal when they are intended to assure the legality
of management activity.

#For a detailed analysis see R. V. Burks, ‘“The Political Implications of Economic
Reform,” in Morris Bornstein (ed.), Plan end Market. Economic Reform in Eastern
Iurope (New Haven: Yale University Press, 1973), pp. 373—402.

% Ag cited in Gregory Grossman, ‘“The Solidary Society : a Philosophical Issue in Com-
munist Economic Reforms” in Gregory Grossman_(ed.), Essays in Socialism and Planning
in Honor of Carl Landauer (Englewood Cliffs, N.J.: Prentice-Hall, Inc., 1970, pp. 205-206,
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to inspire the right methods for overcoming them is perhaps the most important
task of a ruling party.®

For societies as distraught as those of Eastern Europe, and for
regimes with such a narrow base, the hazard of pluralism isvery real.
In this respect the Hungarian regime possesses an advantage which
is not widely understood; the traumatic experience of 1956 left both
the Soviet patron and the Hungarian people with vivid awareness ot
those limits which it would be dangerous to transgress.

V. REFORM IN AGRICULTURE

In two of our eight countries, in Poland and in Yugoslavia, agri-
culture is not now collectivized. The vast bulk of the arable land lies
in private hands. Ideologically, this fact constitutes a liability for the
regimes for it taints their claim to the construction of socialism and
creates doubts in the minds of Marxist-Leninists everywhere as to the
purity of regime intentions. Thus Warsaw has so far refused to under-
take the manufacture of one-cylinder garden tractors such as would
be suitable for the cultivation of the narrow and scattered strips into
which Polish farms have traditionally been divided. Instead Warsaw
turns out the kind of heavy-duty tractor appropriate to the working
of huge collective fields, and has attempted to persuade the farmers
to organize so-called agricultural circles for the collective purchase
and use of the machines. The peasants, of course, remain defiant,
lavishing cave on their horses, which have become a symbol of their
independence from the government and which, it is often said, are
better looked after than their wives. (The regime, incidentally, does
produce horse-drawn implements for sale to the peasantry.) The
fodder requirements of the horse population, however, are very large.
1t 1s not an exaggeration to say that the horses are in direct competi-
tion with the human population for food supply. The requirements
of Polish horses depress the Polish living standard. Yet the regime
hesitates to surrender on the issue of one-cylinder tractors for fear
that all parties to the dispute, the peasants as well as Moscow, will
take this concession as a signal that in Poland the socialization of the
countryside has been definitively abandoned.

The ideological stigma assogiated with private agriculture deepens
with the passage of time. As industrialization and urbanization pro-
ceed the requirements placed on agriculture, both for domestic con-
sumption and for export, increase, giving hostages to the private
peasantry. The growing need for increased output per hectare can be
satisfied only by further concessions. In order to improve the food
situation in Polish cities, the Gierek leadership, itself brought to power
by severe rioting occasioned by an increase in food prices, has had to
abandon obligatory deliveries. Previously the peasant had always
been required to sell a given proportion of his crop to the Government
at prices substantially below those prevailing in the market.

In Yugoslav agriculture, market prices have prevailed for some
time. The consequence has been a significant improvement in peasant
income, so that the peasantry has become the envy of the urban worker,
and so that some urban migrants have returned to the village in search
of employment. Indeed, the main question in Yugoslav agriculture

@ Ag cited In Kevin Devlin, “French Communist Picture of ‘Liberal’ Hungary,” “RFE
Research: Free World,” Oct. 5, 1973, four pages.



68

today is whether the upper limit of 10 hectares (approximately 25
acres) should be breached. In Yugoslavia the policy of forcible collec-
tivization was first pursued with great vigor (1949-50) and then
abandoned. At the time of reprivatization (1952-53) Belgrade ruled
that private holdings could not exceed 10 hectares. Now the more suc-
cessful peasants are pushing for a higher limit. In terms of efficiency
the peasants clearly have the right of it and the controversy has become
a constitutional issue. Under private agriculture, and with the help
of American agricultural technology, Yugoslavia has achieved virtual
self-sufliciency in foodstuffs. The tradeoff has been increased output
per hectare in exchange for fewer Socialist controls. Further increases
in output can be anticipated if the maximum size of the holding is
increased, but the emergence of a kulak class can also be expected.?”

But there are also problems with collectivized agriculture. Much has
been done to improve the situation and the motivation of the collec-
tive farmer. He has been given greatly increased quantities of fer-
tilizer. Ie has been granted social security benefits more or less com-
parable to those of the urban proletariat. Above all the regimes have
abandoned the traditional #rudoden’, or workday, under which the
peasant had only a residual claim against the crop, the Government
satisfying its various requirements first, so that the peasant had had
to absorb the whole loss of poor crop years in hunger and suffering.
Now, all regimes have replaced the #rudolen’ with fixed guaranteed
wages as a minimum. All these measures have brought about substan-
tial increases in per hectare output in recent years. _

Yet output has by no means kept pace with demand. Urban popu-
lation has inercased by leaps and bounds, the dietary expectations of
the public have risen, while the requirements for hard-currency-earn-
ing exportable foodstuffs have multiplied. In Bulgaria, Romania, and
Poland, not to mention the Soviet Union, more than half of the caloric
intake is still made up of bread and potatoes. Throughout the area as
a whole the diet is badly balanced, at least by Western standards, low
on protein, fresh fruits and vegetables and high in carbohydrates and
animal fats. And while there has been visible, even remarkable, im-
provement in the output of collective farms the regimes with col-
lectivized agriculture are still very dependent upon the private plots
for such hard-to-get items as meat, dsirvy products, and vegetables,
that is, for labor-intensive crops. For all the improvement in the col-
lectivized sector the regimes must be aware that in relation to the
growing needs of their populations the situation in agriculture re-
mains unsatisfactory.

Of the states with collectivized agriculture only Hungary has taken
significant experimental steps in the fields of material incentives and
ancillary activities. Taken together, the dozens of schemes for award-
ing material rewards constitute an important, perhaps even a decisive,
modification of the collective principle in favor of individual enter-
prise, so much so that Budapest plays down these schemes in the pub-
lic media *¢ in order to excite people in Moscow unnecessarily. As for

27 The average size of the private farm in Poland is 6.7 ha, a figure which is expected
fo increase to 11-15 ha in the next 15-20 years. R. Manteuffel, “Polish Panorama. A
Revival of Agriculture’'s Importance,”’ Zycie Warszawy, Sept. 30—-Oct. 1, 1973 as translated
in Polish Press Survey #2431, RFE Research: East Europe, Oct. 31, 1973, 6 pp.

2 I'red 1. Dohrs, “Incentives in Communist Agriculture: the Hungarian Models,”
Slavic Revicw, XXVII (1968), 23-35 provides a survey based on direct observation.
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ancillary activities, Hungarian collectives are now permitted to engage
In nonagricultural pursuits, including some kinds of manufacturing,
and to hire their own members for this purpose. The trucks which sup-
ply Budapest with foodstuffs are in some considerable part owned
and operated by collectives, for example, and most rural road repairv
and construction is carried out by collective farms. A collective in
southern Hungary which specializes in chicken breeding is also al-
lowed to manufacture the necessary equipment both for domestic sale
and for export. Such activities permit collective farms to give their
members full employment in the winter months and to supplement
their agricultural incomes year round with factory wages. In Hun-
gary these incomes may now exceed those of the urban proletariat.

The impact of these changes on village life in Hungary is visible
cven to the casual observer. Iixcept for Yugoslavia, there is more new
housing under construction in the Hungarian village than anywhere
clse in Eastern Europe. But the changes described raise political ques-
tions of some complexity. The law permitting collectives to engage in
road repair and construction was enacted, repealed, then reenacted.
"The involvement of collective farms in nonagricultural ancillary activ-
ities implicitly threatens the priority normally accorded the urban
proletariat. But surely more important is the damage done to the
collective principle, which is partially abandoned in the name of mate-
rial incentives.

The media of the other Socialist conntries have largely ignored the
systems of material incentives worked out in Hungary. Politically, col-
lective farming is a highly sensitive institution. The human cost of
collectivization was very high, a fact not soon forgotten, and nowhere
was 1t higher than in the Soviet Union itself where at least 3 million
peasants died in the civil conflict and the great famine which attended
the first collectivization campaign, not to mention millions more who
drew assignment to corrective labor camps. Collectivized agriculture
has since that day been treated by the regimes as a pillar of Socialist
construction. Forcible collectivization in Eastern Kurope was by no
nmeans as cruel a process, nor as rapid, as it was in the U.S.S.R. But
1t was bitterly resented. If collectivized agriculture should at some
future time be abandoned the question would inevitably be raised
whether the high human cost of forcible collectization has really been
necessary. This could have a destabilizing effect on both partics and
regimes.

VI. ReroryM SUBSTITUTES

To repeat, improved central planning is not fraught with political
risks, although it does create problems of its own, but at the same time
1t does not provide sufticient gains in efficiency to permit meaningful
progress to be made with the technological gap. Without, in other
words, some reliance on market forces and greater integration with
the world market, the economies of Socialist Kastern Europe will not
acquire the earning power which is prerequisite to any influx of West-
ern machinery and equipment, which is what they badly need. It is
marketizing reform which is politically risky. So far only independent
Yugoslavia and Kddar’s Hungary have ventured out onto this stormy

® Cf. R, V, Burks, “Technology and Political Change in Eastern Europe,” in Chalmers

Johnson (ed.), Change in Communist Nystems (Stanford, Cal.: Stanford University Press,
1970), pp. 265-312,



70

sea. The fate of the Czechoslovak reform has been taken by all the
others as a warning.

As the Hungarian and Yugoslav cases demonstrate, however, it
would be easy to overestimate the efficiency gains that might come from
marketizing reform. Much depends upon what kind of marketizing
reform it would be and how thoroughly it could be implemented. It
seems unlikely that in the Fastern Europe of today such reform would
not be hedged about with a series of social safeguards: full employ-
ment, minimal economic insecurity for the individual, minimal shak-
ing up of party cadres and state bureaucrats, and so on. In the present
worldwide inflationary situation there would probably also be a con-
tinuance of price control. The gains in efficiency, at least to begin with,
might be quite moderate by Western standards. Nevertheless, viewed
a la longue, marketizing is probably the only approach to any basic
improvement in the functioning of these economies and would mark
a watershed in the history of the regimes.

‘On the other hand, failure to raise substantially factor productivity
i1s also a risky business, particularly since the official adoption of
consumerism as regime policy. Stagnant living standards produce
apathy and indifference, which the regimes can 1ll afford, and invite
disorders and even riots which could precipitate political landslides.
To be sure it is possible to resort to repressive measures but these have
also proved counterproductive in the past. Theoretically, if the Soviet
Union took the lead, the East European parties could even return to
Stalinism, with its extensive reliance upon the systematic use of
terror, its antisemitism and its xenophobia. But there is the question
whether today this kind of retreat is a practical alternative and, in
any case, the Communist elites are well aware that terror easily gets
out of hand, that its employment cannot be limited to the masses of
the population. The elites are not prepared, it seems, to give up the
personal security they have enjoyed since Khrushchev’s secret speech
in February, 1956.

How can the requirements of political stability be reconciled with
those of economic efficiency? This is the basic dilemma which the
regimes face. In their anxiety they have searched for substitutes for
economic reform. So far they have found two: the promotion of
Western tourism, which earns hard currency, and increasing reliance
upon what is called industrial cooperation, a device for importing
Western technology on a combined credit and barter basis. The regimes
are already learning, however, that tourism has its political costs and,
in the view of the present writer, they will in due time also discover
that industrial cooperation is by no means free of political liability.

VII. Tourism

Tourism is already an important source of hard currency earnings
for the regimes. The case of Yugoslavia is, of course, exceptional.
In 1971 Yugoslav tourist revenues were 19.8 percent of total exports
and 36.9 percent of hard currency exports. But even in Bulgaria tourist
revenues in 1971 were 13.5 percent of hard currency exports, whereas
in Romania and Hungary the comparable figures were 7.8 and 7.4
percent.®® Furthermore, the turnaround time for investments in the

3 From a paper dealing with the tourist trade in the Soclalist countries presented to the

1973 meeting of the American Economics Association at New York City by Alan Brown,
Paul Marer and Egon Neuberger, Transmitted by Paul Marer to R. V. Burks, Feb. 11, 1974,
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tourist industry is much shorter than for other branches, and the
results more predictable. At the same time it seems doubtful that the
other Socialist countries would or could accept so heavy a dependence
on tourist earnings as Yugoslavia has.

For the Yugoslav experience suggests that it is difficult to build
up a tourist industry without reprivatization of services. Qver time
Belgrade has been forced to permit the renting of rooms in private
homes, the opening of private restaurants and bars (the number of
employees not members of the owner’s family is limited by law), the
operation of private taxi cabs and truckers and even the sale of sea
front property on the Dalmatian coast to Westerners for recreational
purposes. So far the experimentation of other regimes has been limited
to putting tourists in private homes, but as the Socialist capitals try
for increased tourist earnings the pressure for privatization will prob-
ably mount. Centrally planned economies cope with service problems
only indifferently.

Besides reprivatization there are other political costs. These are illus-
trated by what we may call the Orbis hotel. We use the Polish name,
although the institution we have in mind has an appelation which
varies with the country. In Romania it is the O.N.1. hotel, in Iast
Germany the Interhotel, in Bulgaria the Balkan Turist hotel, and so
on. Every city is likely to contain one such hotel, while the capital will
house several. From the regime’s point of view the difticulty with the
Orbis hotel is that it ends up as an enclave of Western intluence, as
much used by the local population, particularly in the off-season, as
it 1s used by the westerners. Typically, the Orbis hotel has the best
restaurant in town, and the best orchestra. It is the “in” place, to which
courting couples repair in preference. The prestigious westerners are
to be seen and contacted in these hotels, as well as those natives who
have the gift of western tongues. If western newspapers are available,
they are to be had in this hotel. More importantly, the Orbis hotel
contains, as a rule, the dollar shop, where the local population can
purchase, for hard currency, such scarce items as western cigarettes
(which continue to serve as a kind of currency throughout the area),
pantyhose, West German transistor radios, French perfumes, and all
other items which convey the message that living conditions are much
better in the West and thus contribute to a rising level of expectation
in the Socialist countries. (On the other hand, the availability of such
goods, even though on a limited basis, may also serve as a safety valve,
as an incentive to work harder in order to be able to procure such
ltems.) It is even possible to buy a locally-produced automobile for
hard currency in the dollar store. Thus in the G.D.R. a Wartburg nor-
mally costs 60,000 Ostmark and the wait is 9 years. But for $2,400,
or its equivalent in West German marks, one can obtain through the
dollar store a Wartburg within 2 weeks! Qur Orbis hotel may also
contain the Cepelia shop (Polish prototype), a store which sells local
handicraft products for local currency, but in selections and varieties
not obtainable elsewhere.

In off-season four-fifths or more of the guests at an Orbis hotel
will be natives, and another substantial proportion, travelers from
neighboring Socialist countries. This is only partly due to the need for
keeping the rooms occupied. It is also a concession to a growing
demand for travel, any kind of travel, which the regimes attempt to
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satisfy with tours organized collectively for the personnel of this
office or that factory. A related pressure is that for private automo-
biles, to which the regimes are gradually and reluctantly giving way,
since private motorization makes control more difficult. The rising
demand for travel not only reflects improved living standards; it is
probably also a surrogate political claim: if there cannot be freedom
of speech then at least there ought to be freedom of travel. We note
the reluctance of the regimes to make any concessions on the issue of
personal contact at Helsinki.

With the exception of Yugoslavia, the Socialist states take measures
to limit the impact of Western tourism. Typically they undersubseribe
the Western press in order to reduce the quantity of Western news-
papers which become available to the local population by way of the
hotel room waste basket or as a consequence of personal contact.
Governments attempt to concentrate foreign tourists in resort areas
which, in turn, can be relatively isolated from the population at large.
In Poland tourists may not sublet private rooms. On the Bulgarian
Black Sea coast each nationality is lodged in its own hotel, with the

East German facility at one end of the beach, and the West German
at the other. The Bulgarian Government also conducts a campaign

cach spring designed to convince the public that unnecessary contact
with tourists is contrmy to the best interests of the country. The staft
at the Varna beach facility undergoes special training so as to prevent
it from losing perspective or developing false values. Ever ywhere in
Eastern Europe, with the exception of the more advanced republics
in Yugoslavia, the average citizen knows that he must be careful what
he says to a foreigner.

Furthermore, once a major commitment to tourism has been made,
as it has in all the countries of Eastern Europe with the exceptions of
the German Democratic Republic, Czechoslovakia, and Albania, there
necessarily emerges a powerful new interest grouping. Orbis, or ON'T,
or Balkan Turist are major enterprises. In Yugoslavia there are now
competing tourist agencies, some of which are, in fact if not in name,
undertakings of the individual republics. Orbis operates hotels and
motels by the dozen, owns fleets of cars for rental purposes, manages
garages to service the cars, builds ski lifts and dispatches steamships.
In addition to all this, huge sums are spent for archeological excava-
tions—although this would probably be true in any case—for the
restoration of churches and monasteries—the latter are given popula-
tions of regular clergy to make them more attractive and to help
maintain them—and for the development of roads and airports.

Moreover, account must be taken of the innumerable young ladies
who make a career of guiding and interpreting. As often as not they
come from well-placed f‘muhes, for the Orbis career, interestingly
enough, is a prestigious one for females. On crucial issues these girls
may exercise some inadvertent influence in high places. Nor should
we underestimate the impact of the hundreds of thousands of personal
contacts between natives and tourists by way of currency dealings and
black market sales of commodities such as cigarettes, used clothnw, and
the like. These and other East-West contacts, for example, between
members of the intelligentsia, will be more numerous and carry greater
weight wherever there is widespread local knowledge of the English
and German languages. Once a ‘Socialist country has been opened to
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tourism it would not be an easy task to close it off again, even if what
the regimes regard as its negative effccts acquired such dimensions as
to make it desirable to do so.

We should also point to the potential impact of intrabloc tourism.
Russian tourists to Hungary, for example, may be powerfully in-
fluenced by the higher living standards and greater personal freedom
which they find there, especially since these are enjoyed under social-
ism. In its early days the Giierek leadership, attempting to improve
living standards at a rapid rate, arranged with the G.D.R. for free ox-
change of zloty and Ostmark within certain limits, thus promoting a
flow of tourists from Poland to the G.D.R. But in a few months the ox-
periment came to an unhappy end. The Polish tourist bought out the
Kast German shops, which were laden with foodstuffs and textiles not
available in Poland. The reaction of the East (erman public was nega-
tive, even bitter. Relations between Poles and Kast GGermans were not
mmproved by the experiment. Differences in living standards within
the bloc are still sufficiently great to create undesirable political conse-
quences if there is freedom of movement across frontiers.

VIII. Ixpustrian CoorERATION

Tourism, however, even without these negative effects, does not get
at the fundamentals of the East European problem. 1t is a good hard
currency earner, particularly in countries with labor surpluses, and it
helps in the development of the badly neglected service industries, but,
it c%oes not affect directly the technology gap nor, to put the same
proposition in other terms, does it in and of itself raise labor pro-
ductivity by very much. What the Socialist countries need above
everything else is a mammoth injection of advanced western tech-
nology and capital. The question is how to bring this about.

Doctrinally this requirement creates difficulties, Marxism-Leninism
is a system for the industrialization of backward countries without
the massive importation of foreign venture capital, foreign capital
meaning—in the Communist view—not only economic exploitation
but ultimately the loss of political independence. Doctrinally, the cen-
tral planning system should not only permit the borrowing of western
technology by a process of imitation but it should also release creative
forces which would produce a rate of technological innovation and a
level of labor productivity far beyond anything capitalism is capable
of. Said Khrushchev to the 21st Soviet Party Congress in 1959

Bourgeois economists contend that at a certain point the industrial develop-
ment rates in the U.S.8.R. are bound to “slacken.” What they are trying to do is
to apply the capitalist economie yardstick to socialism. Capitalism does indeed
erect insuperable barriers to the development of the productive forces and its
rates of industrial growth do begin to drop off. Socialism, on the other hand,
creates every condition for a continuous expansion of the productive forces. [Or
again:) High rates of growth are a general objective law of socialism, now con-
firmed by the experience of all the countries of the Socialist camp.*

Such’ thoughts as these underlay the ill-fated Soviet T-year plan,
launched in 1959, and the East European plans which were coordinated

I N. 8. Khroshchev, “Target Figures for the Economic Development of the Soviet Union .
1959—65 : Report to the Special 21st Congress of the Communist Party of the Soviet Union,
Jan. 27, 1959, and Reply to Discussion’ (London : Soviet Booklet No. 47, 1959), pp. 48, 50,
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with it. The failure of the 7-year plan explains the spate of economic
reform which began in 1962.32

Once it turned out, however, that the kind of reform which would
produce substantial increases in efficiency was politically risky—and
here the watershed is the military occupation of Czechoslovakia in
1968—then increasing recourse was taken to industrial cooperation,
so-called. Some consitderation was given to the device known as the
joint company. As mentioned earlier, this was an invention of the
Yugoslavs who, having abandoned the notion of self-suflicient indus-
trialization in 1965 and having accepted integration with the world
market in principle, were seeking some means for encouraging an
inflow of Western venture capital which would not threaten their
independence. Venture capital would supplement loan capital, or
credit, and not require repayment within a short period, although
profit rates would be higher than interest rates. And venture capital
would mean continuing injections of new technology, preferred by the
Yugoslavs over license purchase as a means of staying technologically
current. Belgrade’s notion was that two companies, one Yugoslay and
one Western, would create a third enterprise on Yugoslav soil for
the manufacture of some commodity which would be sold on the world
market. The Yugoslavs would provide the labor and the plant, the
foreign investor the technology, together with the managerial know-
how. The foreigner could own up to 49 percent of the capital of the
joint company. This Yugoslav innovation was a bold and imaginative
step, for it made possible the entrance of Western venture capital
into the Socialist domains while at the same time giving the last
word in the management of such capital to the Yugoslavs, more spe-
cifically to the workers’ council in the joint enterprise.

Nonetheless, the joint company can hardly be regarded as the solu-
tion to the East European problem. The quantities of venture capital
it has brought to Yugoslavia have so far been very disappointing; %
Western capitalists are not inclined to risk their wealth in a foreign
country where the native partner has the final say. The other Socialist
states, furthermore, have been slow to adopt the Yugoslav device.
Romania has finally done so,* while Hungary has until very recently
permitted the organization of joint companies only for the purpose
of foreign trade or of manufacturing operations not based on Hun-
garian soil. In July 1973, economists of all the European Socialist
countries met in Budapest and emerged from their deliberations with
the conclusion that the time for the joint company had not yet come.
Perhaps the ideological concession involved is more than the regimes
can stomach.

2 According to W. Brus, “Some General Remarks on the Changes In the System of
Planning and Management,” “Gospodarka Planowa” (Warsaw), 1 November 1966, the
average annual rate of growth during 1961-65 in Czechoslovakia was 1.8 percent, as
compared to 7 percent in the previous five-year period, while in the GDR the analogous
fizures were 2.8 percent and 8.1 percent respectively. Cited by Michael Gamarnikow on
p. 11 of an unpublished MS concerning economic reform in Tastern Kurope, Czechoslovakia
and the GDR were the two worst cases since they were the two most mature countries
from the standpoint of economic development. For Western estimateg of Soviet and East
Furopean growth during this period ef. Thad P. Alton, “Economic Structure of Growth
in Eastern Europe,”’ “Economic Development in Countries of Eastern Kurope. A. Compen-
dium of Papers Submitted to the Subcommittee on Foreign Economic Policy of the Joint
Economlc Committee, Congress of the United States (Washington: U.8. Government Print-

' ing Office, 1970), pp. 41-67.”

3 Miodrag Sukljasovié, “Yugoslav Foreign Investment Legislation at Work : Experiences
?g (1)3‘)ar. Sefond Idition” (Belgrade: Institute of International Politics and Economics,

T70), passim.

3 Of. Al. Detesan, “Socletiiti Comerciale—Socletiiti Mixte, Formi Efficlentii d& Cooperare
Internationali” (Bucharest: Viata Economicd, 1972), particularly pp. 171-172.
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At any rate, industrial cooperation, which offers ownership diffi-
culties to neither partner, has very much come to the fore in the last
5 years or so. Under this arrangement, for example, an East European
enterprise, let us say a maker of trucks, contracts with a Western
manufacturer for the license to produce, on Eastern soil, a Western
vehicle or parts thereof. The Westerner provides the machinery and
equipment; his engineers and technicians supervise their installation
and the initial runs, instructing the Eastern labor force in the details
of the operation. All these deliveries are made and services rendered
on credit, preferably, from the Socialist point of view, at interest rates
lower than commercial. In exchange, the Western entrepreneur re-
ceives, once production of the truck has begun in the East, a steady
flow of selected parts, differentials let us say, which he can install in
his own product. Over a period of time the flow of differentials is
sufficient to amortize the credit. Meantime, hopefully, the two firms
have become involved in additional agreements for industrial
cooperation.

Under such arrangements—a barter deal in which Western tech-
nology and know-how are exchanged for standard parts provided as
an mput to the manufacturing process of the Western firm—the
Westerner assumes only the risk that the flow of parts will falter or
not reach the required standard. The Western partner has an interest
in such deals because they provide him with labor which is cheap
and well-disciplined. Except for Yugoslavia, and even in Yugoslavia
they are exceptions, strikes are virtually unknown. The Westerner is
also interested because he senses the possibility of a major and long-
term increase in East-West trade, and he would like to get in on the
ground floor. As for the Eastern partner, the problem of ownership,
the risk of admitting foreign capital to the sacred soil of Socialism,
is obviated. The risk of the Iasterner lies in the possibility that, given
a recession in the West, the Western partner may be forced to curtail
imports from Eastern Europe because of the political problem created
by domestic unemployment.

At present, production under conditions of industrial cooperation
amounts only to a pinch. Hungary has probably gone further with
the contrivance than any other Socialist country, yet Budapest claims
only that 3 percent of its foreign trade reflects agreements for indus-
trial cooperation. It is rather that a vast expansion of such trade is
contemplated. The Soviet Union, which has a special problem in the
extractive industries, is leading the way. The intent of the Communist
leaders, it appears, is to expand industrial cooperation to that point
at which economic reform will be made unnecessary by the augmenta-
tion of efficiency achieved. This policy is properly referred to as
Brezhnev’s gamble, since Brezhnev is the titular head of the European
system of Socialist states and since he is a leading advocate of this
lLine. For both Eastern Europe and the Soviet Union the policy repre-
sents a gamble in two respects. It assumes that the West will be willing
and able to provide industrial cooperation to the extent desired and
on fayorable; that is, noncommercial terms—at least for some years.
And it assumes, in the second place, that a huge influx of Western
technology and know-how by way of industrial cooperation will in fact
significantly affect the overall efficiency of the central planning system.
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The reaction of the West to Eastern proposals for industrial coopera-
tion on a grand scale is a subject which does not fall within the scope
of this essay, but the second of the two assumptions which underlie the
Brezhnev gamble is both a legitimate and an intriguing object of con-
cern. The first observation to be made is that Socialist lurope has been
importing Western technology on a grand scale for many years now.
If we include the Soviet Union in our purview we are talking of half
a century. The pertinent question is why the Communist leaders have
any reason, other than considerations of political expediency, to believe
that the transfer of technology through industrial cooperation will
lead to a more propitious result than the forms of technology transter
previously relied upon.

The new elements in industrial cooperation are three: (1) Extensive
Western credit on favorable terms, assuming for the moment that this
becomes available; (2) a heavier participation of Western businessmen
and engineers in the process of technology transfer than heretofore;
and (3) some guarantee that the finished product will be marketable
in the West at market prices. Of the three the third is probably the
most important. For political reasons the second is viewed by the So-
cialists as a disadvantage of some considerable proportion, whereas
the first will necessarily entail a foreign policy of compromise and
even cooperation with the West. The third 1s decisive not only because
it offers the prospect of a hard-currency earning power not based on
the export of fuels and raw materials but above all because it offers a
degree of positive integration of the Socialist economies with the
world market. This should provide a continuing flow of new tech-
nology, since the Western partner cannot afford to incorporate obso-
lescent parts in the finished product.

Two kinds of factors would appear to militate against Brezhnev’s
gamble, those inherent in the situation of any developing country,
which would not apply of course to the German Democratic Republic
or Czechoslovakia, and those which appear to characterize the central
planning system of the Marxist-Leninist type. In the first category
stands the fact that most of Eastern Europe does not possess a labor
force structure appropriate to the absorption of new technology. There
exists a surplus of cheap, unskilled labor which can be more eftectively
employed at the existing level of technology. The introduction of
more advanced equipment would only mean a higher ratio of on-the-
job unemployment which already may run as high as 25 percent of
the work force in the People’s Republic of Poland. There is also the
second fact that the recipient countries, save for the exceptions named,
do not possess an infrastructure appropriate to receive and nourish
advanced technology. These obstacles, however, can be overcome with
fairly substantial quantities of time. In many areas labor is scarcer
than'it was, while the pool of agricultural workers which can still be
tapped has shrunk.

The principal weakness of the Socialist command economy, however,
appears to be inherent and not subject to the erosive action of time.
This weakness is a low rate of technological innovation as compared
with the market economy. Indeed, the Socialist system penalizes inno-
vation, despite the claims of its proponents to the contrary. The
Socialist system has a built-in bias toward unlimited production runs
and a regular abhorrence of model changes. The institutional reasons
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for the noninnovative character of the centrally planned economy,
Marxist-Leninist version, I have attempted to explain elsewhere.*
One factor, however, which may have been seriously undervalued in
this and other analyses of the Socialist innovational problem is the
inherent tendency of Marxist-Leninist planning to create an institu-
tionalized seller’s market in which the consumer must buy what is
offered him or do without. Thus the absence of consumer sovereignty
is a crippling element.

Suffice it here to say that this technologically static system is placed
by history in competition with another which is technologically
dynamic. As Arnold Toynbee once expressed it, the West puts itself
through one technological revolution after the other while the Socialist
Iast can respond only by resorting to one forced march after the
other. It is a remarkable fact, not frequently enough alluded to, that not
one of the world’s breakthrough inventions since the introduction of
the first 5-year plan in 1928 has originated under Socialism, so that
the Socialists have been obliged to import ever-new technologies as
well as the industries that go with them. Synthetic fibers, television,
xerography, nuclear energy, computers, transistors are among the
principal examples. The fact that the Socialists started far behind
and have made great, even astonishing, industrial progress in com-
parison with their point of departure should not obscure for us the
fact that in the 1970’s they are no longer narrowing the technological
gap, although they have staked their future on their ability to do so.

On the face of it a guaranteed flow of new technology through
industrial cooperation does not appear adequate to the task. There
will undoubtedly be an improved rate of growth in Socialist labor
productivity as long as cooperation continues, but the new technology
will remain, so to speak, as nonreproductive as the old, for there wifl
be no basic change in the central planning system itself. In a way,
the Communist leaders themselves recognize this fact, since they view
industrial cooperation as a device for shielding their economies against
mounting pressures for fundamental restructuring. Thus the likely
effect of large-scale industrial cooperation will be to tide the Socialist
regimes over for a few years, until it becomes evident to everyone, but
more particularly to the Socialist elites, that the Brezhnev gamble
has failed.

Meantime industrial cooperation will probably have turned out to
have its own political cost. The introduction of Western business
offices, placing Eastern employees under the supervision of Western
bosses in a semipermanent relationship, as well as increased commer-
cial and technological intercourse, may well have some of the same
cffects as tourism, especially at elite levels; that is, additional leakage
of information concerning the true conditions prevailing in the West,
a further raising of the level of expectation, and some elevation of
the public flash point, the juncture at which serious disorders break
out without much in the way of provocation. In addition, there would
be a demonstration effect of no small proportion: large numbers of
influential East Europeans would over a long period be brought face
to face with the pervasive technological superiority of the West.
raising doubts in their minds as to the inherent superiority of
Socialism.

% Burks, “Technology and Political Change,” loc. cit.
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Finally, Eastern Europe might well find itself to some degree in
that kind of dependency on the West, the avoidance of which is the
raison d’8tre of autarkic industrialization. A very sizable hard-
currency debt would probably accumulate. Western businessmen might
insist on exercizing more extensive control over the Eastern partner-
plant. Western politicians might bring pressure to bear for political
concessions in order to justify, before their national parliaments, con-
tinued subsidization of industrial cooperation agreements. There is
already a current of expert opinion in Poland which holds that that
country has gone as far as prudent in incurring debt to the West.
But there is also the other side of the coin, particularly as regards
the Soviet Union, which may well acquire a leverage on Western
creditors (and their governments), anxious to safeguard the security
and profitability of their investments. This could become a major
political problem in the event of large U.S. investments in the
U.S.S.R., contributing to a potentially dangerous flaccidity of Amer-
ican public opinion.
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I. TwexTy-Five Yrars oF THE Evorurion or COMECON

1. The First Stage (1949-61)

In 1974 the Council for Mutual Economic Assistance—Comecon—
celebrates its 25th anniversary. It was born at a conference of repre-
sentatives of Bulgaria, Czechoslovakia, Hungary, Poland, Romania,
and the U.S.S.R. which was held in Moscow on January 5-8, 1949. A
brief communiqué, signed by the delegates at the end of the confer-
ence, served as the only legal basis for the newly established institu-
tion until it received 1ts charter 10 years later in 1959—ratified in
1960. The communiqué simply stated the decision to create the Council,
based on equal representation of the participating countries, for the
purpose of exchanging experience in economic matters, extending
mutual technical assistance and granting mutual aid in the form of
raw materials, machines, industrial equipment, etc. It also stipulated
that (1) the Council would be an open organization which might be
joined by other European* countries which accept the same principles
and would like to participate in a wide economic cooperation with
the member countries; (2) the decisions would be taken only with the
approval of the interested country; and (3) the meetings would be
held periodically in the capital of each of the member countries in turn
under the chairmanship of the representative of the country in whose
capital the session takes place.?

The laconic form of the communiqué, the lack of a charter and only
a very brief and vague description of the envisaged operations of the
Council suggest that this was a sudden decision and that the institu-
tional framework was not regarded as very important at the time.

*This geographical imitation was removed in 1962,
1B. W. Reutt, “Podstawowe dokumenty RWPG 1 organizacji wyspec]alizowanych”
(Fundamental Documents of CMEA and of Specialized Organizations), Warsaw 1972,

pp. 13, 14
(79)
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Indeed, the establishment of Comecon was a hasty reaction to some
developments outside as well as within the bloc, which had just been
established by the Soviet Union and probably was still regarded by
its leaders as very fragile. While consolidation of Western Europe
was rapidly advancing with the assistance of the United States,
political relations between the Soviet Union and the Western Allies
were deteriorating. CMEA was established as, above all, a response
to the Marshall plan, and as a compensation, particularly for the two
ex-allied nations, Poland and Czechoslovakia, who were forbidden by
the Soviet Union to participate in it and were asked to withdraw from
the World Bank and the International Monetary Fund, of which they
had been charter members. The communiqué explicitly mentions the
Marshall plan as the reason for the establishment of the Council:
The conference noted * * * that the governments of the United States,
England, and some other West European countries are hoycotting trade with
the countries of people's democracy and the Soviet Union because these countries
do not consider it possible to submit themselves to the dictates of the Marshall
plan, which violates national sovereignty and interests of national economies.
Taking this situation into consideration, the conference discussed a feasibility
of organizing a wider economic cooperation of the countries of people's democracy
and the Soviet Union.®
But there were also some other reasons. There was Yugoslavia’s
defection and a potential danger that some other countries might
follow her example. Comecon was to be an additional instrument of
Soviet control over the countries of the region. Moreover, it could
prevent any other forms of economic cooperation among East Kuro-
pean countries which would exclude the Soviet Union.
TImmediately after the war there was in Eastern Europe an equally
strong interest in economic and political cooperation as in Western
Kurope and there were many manifestations of this interest. Follow-
ing the war-time negotiations between the governments-in-exile of
izechoslovakia and Poland, a considerable degree of cooperation
between these two countries was envisaged, although the post-war
political situation required scaling down the original plans. On July 4,
1947, an agreement was signed to promote industrial development and
progress in both countries and to avoid unnecessary investments. A
permanent Czechoslovak-Polish ‘Council of Economic Cooperation
was established with a large secretariat to implement the agreement
and the Council became a very active body.® In May 1947, Hungary
and Yugoslavia concluded an agreement on cooperation in the field of
bauxite and aluminum production. In July and November of the same
vear, negotiations took place between Yugoslav and Bulgarian Gov-
ernment committees and a pact of friendship and mutual assistance
was concluded. Its objective was “to enhance economic cooperation, to
strengthen and widen mutual activity, to coordinate planning, to
accelerate the realization of a custom union.”* In January 1948,
Romanian-Bulgarian negotiations took place as another step in the
direction of a comprehensive economic integration among the Balkan
countries.

2 Thid., p. 14,

31, Fikrt’)s, “Rada Wzajemnej Pomocy Gospodarczej” (The Council for Mutual Economie
Assistance), Warsaw 1967, p. 14.

+ As guoted by I. T. Berend, “The Problem of Eastern Furopean Economic Integration
in a Hivtorieal Perspective” in I. Vajda and M, Simai (eds.), “Foreign Trade in a Planned
Leonomy,” Cambridge 1971, p. 12,




81

Under the Soviet pressure all these plans were abandoned and
cven political contacts between neighboring Communist regimes in
Eastern Europe were at a minimum.® The Czechoslovak-Polish Coun-
cil of Economic Cooperation was liquidated and the Balkan federa-
tion was stopped after Stalin had criticized it openly. An editorial
in Pravda explained that: “in these countries the problem to be solved
is to protect and to strengthen their sovereignty and independence by
organizing and mobilizing internal democratic forces and not to think
out some federation, confederation, or a customs union.” ¢

The establishment of Comecon closed the door to any such proposals.
This fact is now recognized in Kastern Europe. For example, a dis-
tingnished Hungarian economic historian has pointed out that what-
ever hopes for integration might have existed in the preparatory
period, “when the activities of CMEA started, no such schemes were
mentioned in its published programmes and documents, nor did it
advocate them in its advisory dealings.”? Similarly a Polish econ-
omist explains that for Stalin “every direct contact between socialist
countries involved a danger of schism” and “paradoxically, during the
1950’s direct economic links among individual countries of people’s
democracy were weakening rather than strengthening.”® For this
reason the pattern of economic relations which emerged in Eastern
Europe at that time was not that of a developing regional integration:

The newly established model of relations among socialist countries had a
“rudial” character. The center was located in Moscow. There was the main source
of inspiration. There was, therefore, a close link between the center and each
country separately, but there were no closer links among the people’s democratic
countries.’

Before W1V II all East European countries were oriented toward
trade with the West, and trade with the Soviet Union represented only
an insignificant proportion of their total trade. In 1950 the share of
CMEA in total trade was 54.5 percent in Czechoslovakia, 58.4 percent
in Poland, 61.4 in Hungary, 72.3 percent in G.D.R., 83.2 percent in
Romanian, and 88.4 percent in Bulgaria. In Poland and in Hungary
the share of trade with the Soviet Union was smaller than the share of
trade with the rest of CMEA. In Czechoslovakia, the two shares were
almost equal. In G.D.R., Romania and Bulgaria, trade with the Soviet
Union exceeded that with the rest of Comecon (see table 1).

8 7. K. Brzezinski, “The Soviet Bloc,” New York rev. ed., 1960, pp. 122-23.
S Pravde, Jan, 30, 1948, as quoted by Berend, op. cit., p. 14,

7 Berend, op. cit,, pp. 14-13.

8 IMikus, op. cit., p. 14,

9 Ibid.
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TABLE 1
A. INTRA-COMECON TRADE (PERCENTAGES OF TOTAL TRADE, CURRENT PRICES)

Country 1950 1955 1960 1965 1970 1971
Bulgaria with—
Total CMEA_ . 88.4 87.2 80.4 73.0 74.1 75.4
USSR 67.1 49.0 52.8 51.1 52.5 53.7
Rest of CMEA. .. ... 21.3 38.2 21.6 22.9 21.6 21.7
Czechoslovakia with—
Total CMEA __ .. 54.5 63.7 63.8 68.1 63.9 64.2
USSR 27.4 34.5 34.4 36.4 32.4 32.8
Rest of CMEA .. ... ... 21.1 29.2 29.4 37 315 3.4
G.D.R. with—
Total CMEA__.____. . 72.3 64.0 67.7 69.4 68.3 67.4
USS.R.__. . 39.7 38.3 44.9 45.5 39.0 38.3
Restof CMEA_ ... .. ' 32.6 25.7 22.7 23.9 29.3 29.1
Hungary with—
Total CMEA . .. 61.4 54,4 63.1 65.4 61.9 63.9
USSR e 26.8 22.0 31 35.6 34.5 34.1
Rest of CMEA__ ... 34.6 32.4 32.0 29.8 27.4 29.8
Poland with—
Total CMEA . e 58.4 59.3 56.6 60.5 62.0 61.9
USSR . 26.8 32.1 3.2 33.0 36.4 35.7
Rest of CMEA_ ... . 316 21.2 25.4 21.5 26.5 26.2
Romania with—
Total CMEA____ . ...... 83.2 79.4 66.9 60.7 49.1 47.2
USSR e 55.4 61.5 39.7 38.6 26.9 24.8
Rest of CMEA____ .. . ... 21.8 17.9 27.2 22.1 22.2 22.4
U.S.S.R. with total CMEA__________ ... __..._._. 57.4 51.6 53.0 58.0 55.6 56.2

Sources: G.U.S. Kraje RWPG: ludnosc, gospodarka, kultura (The CMEA Countries: Population, Economy, Culture),
Warsaw 1972, pp. 73-75. CMEA Secretariat, **A Survey of 20 Years of the Council for Mutual Economic Assistance,”” Moscow
1969, pp. 83-90. L.S. *“XXVII Sesja RWPG'’ (the 27th Session of CMEA), Gospodarka planowa (Warsaw), p. 634.

B. SHARE OF THE MEMBER-COUNTRIES IN INTRA-COMECON TRADE (PERCENTAGES)

Export Import
Country 1950 1960 1970 1950 1960 1970

100.0 100.0 100.0 100.0 100.0

5.6 8.1 5.7 6.2 7.0
15.0 13.1 15, 14.2 12.5
18.6 16.8 13.7 19.4 17.3
6.6 1.1 8.7 1.6 8.4

.8 A 1.2 1.2

8.9 11.5 17.9 10.9 12.6

5.8 5.0 7.6 5.3 5.1
38.7 37.4 3.4 35.2 35.9

Source: M. Bogacka, 1. Cieniuch, T. Leszek, ‘‘Rozwoj handlu wzajemnego w ramach R¥PG’’ (Development of Intra-
Comecon Trade), Handel zagraniczny (Warsaw), No. 11, 1973, p. 376.

Between 1950 and 1960, the share of trade with the Soviet Union
increased in all countries except Bulgaria and Romania where, how-
ever, the share was still the largest and the third largest among all
East European countries. In the G.D.R., Poland and Hungary, the
share of trade with the Soviet Union increased, while the share of
trade with the rest of CMEA declined. In Czechoslovakia both
shares increased but trade increased more rapidly with the Soviet
Union than with other CMEA. partners. In 1960 Hungary was the
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only country which had a smaller share of trade with the Soviet
Union than with the rest of CMEA (31.1 and 32.0 percent respec-
tively). In other countries the two shares were as follows : Poland 31.2
and 25.4 percent, Czechoslovakia 34.4 and 29.4 percent, Romania 39.7
and 27.2 percent, G.D.R. 44.9 and 22.7 percent and Bulgaria 52.8 and
27.6 percent.

The first session of CMEA was held in Moscow in April 1949.
It established a Bureau, consisting of representatives from each coun-
try, and a small technical staff headed by the Secretary of the Council.
The second session took place in Sofia in August of the same year. It
accepted the principle of the exchange of technological documentation
without payment and recommended that the member-countries should
sign long-term agreements in addition to annual commercial agree-
ments. The third session, held in Moscow in October 1950, concen-
trated its attention on mutual supplying of commodities which were
essential for the fulfilment of the first industrialization plans.’ Once
established, Comecon, which was enlarged by the entry of Albania in
1949 and of the newly created German Democratic Republic in 1950,
had a very limited role. Both the expansion of trade within the bloc
and the exchange of technical documentation, and so forth were based
on bilateral agreements; Comecon’s role was limited to some attempts
to coordinate the process. Although created as a response to the Mar-
shall plan, CMEA was ncver envisaged as an instrument for trans-
fer of capital from the U.S.S.R. to its East European partners. Both
Soviet aid and various transfers from Eastern Europe to the Soviet
Union were arranged bilaterally. It has been calculated that, even
when cancellation of reparations from the ex-enemy countries to the
Soviet Union are included as Soviet aid, the net flow of resources from
Tastern Europe to the Soviet Union during the period 1945-60 is of
the same order of magnitude as the flow from the United States to
l“gclast Europe under the Marshall plan which amounted to about $14
billion.

At the time when CMEA was established the Soviet system of plan-
ning and management and the Soviet development strategy were intro-
duced in all East European countries with only minor variations. The
interaction of the system with this particular strategy resulted in a
more or less uniform pattern of industrialization. According to the
current Communist terminology this was the “extensive pattern of
development.” Growth depended on increases in employment in the
nonagricultural sectors of the economy, above all in heavy industry,
and a rapidly expanding capital stock. The role of improvements in
the productivity of labor and capital was relatively unmimportant. The
stress was on the mobilization of resources and allocating them to those
branches of industry which produce producers’ goods in accordance
with some rigidly defined priorities.’* These were the objectives which

10 Thid,, p. 15: W. Iskra, H. Kislel, RWPG Integracja Gospodarcza, Warsaw, 1971, p. 136.

1P, Marer, “The Politlcal Bconomy of Soviet Relations With East Burope: 1945 to
Present,” a paper presented at the panel Testing the Theory of Economie mperlnllsm
of the annual meeting of the International Studles Assoclation, New York, March 1973,
preliminary draft, pp. 15-16. Information on Soviet aid to Eastern Europe and transfers
from Tastern Furope to the Soviet Union can also be found in M. I. Goldman, Soviet
Foretgn Ald, New York 1967 and J. Horvath, “Grants Elements in Intra-Bloc Atd Pro-
gramme,” ASTE Bulletin, v. Xiii, No. 3, 1971, pp. 1-17.

12 7, M. Fallenbuchl, “Some Structural Aspects of the Soviet-type Investment Policy”,
Soviet Studies (Glasgow), No. 4, 1963, pp. 432-47.



84

the highly centralized Soviet-type system of planning and manage-
ment was able to achieve relatively well.** High rates of growth were
enforced but the cost of the process was enormous. Increases in labor
productivity were achieved by heavy investment outlays. The capital-
labor ratios were increasing and, with high capital-output ratios, large
volumes of investable funds were required. High rates of accumulation
(that is, saving) were, therefore, necessary and consumption had to be
kept at a low level.™

Until the middle of the 1950’s international trade performed a sub-
sidiary function. The strategy of development was based on import
substitution. Attempts were made to achieve a relatively high degree
of self-sufficiency for every country in industrial products—both pro-
ducers’ and consumption goods. The expansion of the “domestic raw
material base” was regarded everywhere as an important objective,
whatever the cost involved. Trade was needed at first to supply the
necessary investment goods and, later, raw materials for the newly
established industries if no sufficient domestic sources could be devel-
oped. Imports dominated the scene. Exports were simply needed to
secure foreign exchanges to finance those imports which could not be
avoided. They consisted mainly of some temporary surpluses which
were often achieved at the expense of the domestic level of
consumption.*®

An almost identical industrialization drive taking place at the same
time in all countries of Eastern Iurope, based on import substitution
and on the principle of the priority development of the same indus-
tries, producing the same producers goods, and often made according
to the same blueprints, resulted in the establishment of competitive
rather than complementary industrial structures. This process can be
described, using the words of a Hungarian cconomist, as follows:

In Czechoslovakia, the German Democratic Republic and Hungary &% &
several branches of industry were created or expanded to many times their
former capacity in accordance with the needs of the Soviet market. Later, how-
ever, the industrially less advanced countries embarked on a road of develop-
ment designed to save imports, building up the capacity of manufacture products
they had earlier imported from other countries. Unfortunately, the technical
development of the industrially more advanced countries was not adopted in
time to these changed circumstances, and this involved the appearance of parallel
capacities. These later turned out to be serious obstacles to a sound growth of
international trade.’

The countries of the bloc found it exceedingly more difficult to trade
among themselves in the products of newly developed industries and
were competing for the same raw materials and for the export markets
for the same products.’” Serious shortages of raw materials appeared
within the bloc. The Soviet Union was the main supplier. In 1955 fuels

137, M, Fallenbuchl, “How Does the Soviet Economy Function Without a Free Market?”,
The Queen’s Quarterly (Kingston, Ontario). No. 4, 1964, reprinted_in M. BBornstein and
D. F. Fusfeld (eds.). The Soviet Economy, Homewood, I11., 1966, 1970, and 1974 editions,

147, M. Fallenbuchl, “The Communist Pattern of Industrialization,” Soviet Studies,
No. 4, 1970, pp. 458-84.

15 7. M. Fallenbuchl, “Growth Through Trade in the Socialist Economies,” in W. D. G.
Tlunter (ed.), Papers and Proceedings of the Conference on Current I'roblems of Socialist
Fconomies, Hamilton, Ont., 1970 (mimeographed). A, A. Brown and E. Neuberger, *‘For-
eign Trade of Centrally Planned Econowmies: An Introduction” in A. A. Brown and
E. Neuberger (eds) International Trede and Central Planning, Berkeley 1968, pp. 3-28.

103, Bognar, ‘A" Contemporary Approach to East-West Kconomie Relations™, The New
Hungarian Quarterly, (Budapest), No. 34, 1969, p. 30.

18, Gora, % Knyziak, Miedzynarodowa specializacia produckeji krakéw RWPG (Inter-
national Speeialization of Production of the CMEA Countries), Warsaw 1971, pp. 33, 37,
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and raw materials represented 42 percent, and foodstuffs another 15
percent of total Soviet exports to Kastern Iurope. Poland increased
the excess of export over import of fuels and raw materials more than
five times between 1950 and 1956 and became the second largest net
exporter of this group of commodities. However, in 1957 the first trade
deficit appeared, and a growing deficit in fuels and raw materials has
become a permanent feature of the Polish economy. Bulgaria shifted
from a small deficit in 1950 to a surplus of approximately the same
size in 1955. Since 1957, however, it has become another net.importer
of fuels and raw materials. Romania increased its net export of this
group of commodities almost four times between 1950 and 1955, but
the surplus appeared for the last time in 1961. Since 1962 even Ro-
mania, with her rich deposits of oil, has been a net importer of that
group of commodities. In the meantime, the net import of fuels and
raw materials was rapidly increasing in ‘Czechoslovakia, G.D.R. and
Hungary, the three countries which had been the net importers of this
group of commodities at the beginning of their postwar development.'

In all East Kuropean countries, the stress on the construction of new
plants for the production of producers’ goods, particularly iron and
stecl, heavy machinery and basic chemicals, resulted in the expansion
of relatively material-intensive industries without sufficient domestic
raw materials. In this way, the application of the Soviet pattern of
industrialization in Eastern Europe, together with the inefliciency in
the use of materials stimulated by the system of planning and manage-
ment,' resulted in a very vapid growth of the import of raw material.
This growth, a feature which can be regarded as normal in advanced
countries, appeared at the time when the traditional exports were
experiencing considerable difficulties, caused partly by the shortage of
investment resources. Moreover, the potential new export industries
had not achieved suflicient progress to face competition in the world
market. ‘Others, it was becoming obvious, would never be competitive,
even in the long run, as they had been constructed to meet domestic
needs, whatever the cost. It was necessary to find markets within the
bloc for all those industries which could not compete in the world
markets. The problem of markets “became at that stage one of the most
important factors in linking together the economy of the U.S.S.R. and
the countries of people’s democracy.” 2°

Already “during the realization of the first multiyear plans for the
development of national economy, disproportions in the growth of
various sectors appeared in individual countries,” including “the dis-
parity between the rapid expansion of the manufacturing industry
and the underdevelopment of the domestic raw material base” and the
lag between the growth of industry and agriculture. The solution of
these difficulties made it necessary “to coordinate the efforts of these
countries.” ** Such economic concepts as the size of the market and
comparative advantages had to be “rediscovered” by the Marxist econ-
omists in order to support a switch from the old autarkic policies to an
international division of labor within the bloc. The following appraisal

1% Fallenbuchl, “Growth Through Trade . ..” op. cit.

1, Sik, “Plan _and Market under Socialism,” White Plains, N.Y., 1967, p. 74,

2 1. Silyanov, “Rada Wzajemnej Pomocy Gospodarczej 1 etapjijrozwoju’” (The Council
for Mutual Economic Assistance and Stages of Its Development), “Gospodarka planowa”
(\Xuﬁs’u]w)_ No. 8§, 1962, p. 3.

21 Ihid,
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of the situation represents a widely accepted view among the Fast
European economists:

The significance of international specialization among the Socialist countries
began to be appreciated only at the time when, after the completion of the first
stage of industrialization, the lack of such specialization was resulting in the
wastage of resources and productive capacities of individual countries. The lack
of specialization and cooperation among the socialist countries on a wide scale
started, quite clearly, to hamper their further economic development. In the
whole period 1950-60 no visible reduction in the pace of development of the
socialist countries appeared, but the maintenance of the pace was achieved only
at the expense of high outlays and without full utilization of existing possibilities
and, in consequence, with some restriction of the standard of living of the popu-
lation. With a more rational specialization and cooperation in production among
the socialist countries it would have been possible to achieve a similar pace ot
growth with lower outlays and with more rapid increases in the standard of
living in the socialist countries, or an additional acceleration in the pace of
economic growth.*

By the middle of the 1950%s, it became clear that the maximum ex-
pansion of trade, which was possible without a more effective inter-
national institutional framework, had been reached. Therefore, a
period of accelerated organizational activities followed. The 6-year
period of stagnation. At the sixth (December 1955) and seventh (May
1956) sessions the main lines of intrabloc cooperation in the most im-
portant sectors were discussed, and some recommendations were made
for inclusion in the plans for 1956-60. The eighth session (June 1957)
approved coordination of work for the preparation of the perspective
development plans for 10 to 15 years. A conference of the party leaders
took place in Moscow in 1958 and agreed on the necessity to expand
multilateral links and specialization and cooperation in production
among the member countries. Consequently, 1958 is usually regarded
by East European economists as the beginning of a shift from coopera-
tion of trade to cooperation of production; ** a lengthy process which
so far has not been fully successtul.

Four sessions were held in 2 years (June and December 1958 and
May and December 1959), during which some decisions were reached
on the main lines of coordination of the plans for 1961-65, particularly
on specialization and cooperation in the production of fuels, energy
and raw materials. The new role of Comecon, development strategy,
the perspective plans for the period until 1980 and the longrun spe-
cialization of individual countries were discussed, causing considerable
friction among the CMEA countries at two conferences of party lead-
ers and chiefs of governments which were held in 1960 and at three
sessions of the council which took place in 1960 and 1961.2¢

These sessions also devoted time to effect an institutional restructur-
ing of CMEA. In order to secure coordination of the activities of the
member countries in various fields, standing commissions were devised..
The first 10 were established at the seventh session (in 1956). Commis-
sions on foreign trade, ferrous metallurgy, and geology were located in
Moscow, on the engineering industry in Prague, on the chemical indus-
try in Berlin, on the coal industry in Warsaw, on nonferrous metal-
lurgy and the timber and cellulose industry in Budapest, on the oil

23 J. Soldaczuk, ‘“‘Strukturalne przeobraZenia we wspétczesnej gospodarce Swiatowej”
(Structural Changes in the Contemporary World Economy) in Z. Kamecki, J. Soldaczuk,.
W, Sierpinski, Miedzynarodowe stosunki ekomomicine (International Economic Rela-
tions), Warsaw 1964, p. 84,

= Fikus, op. cit., p. 15.

2« M. Kaser, Comecon, London-New York-Toronto, second edition 1967, p. 92,
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and gas industry in Bucharest, and on agriculture in Sofia. In 1958,
commissions on geology and on the timber and cellulose industry were
abolished, while five new commissions were added to deal with eco-
nomic problems (Moscow), construction (Berlin), electric power
(Moscow), the light and food industries (Praguez and transport
(Warsaw). In 1960 a standing commission on peaceful use of atomic
energy was established in Moscow. The approval of the charter of the
council in 1959 prepared the ground for a major reorganization.

2. The Second Stage (1962-70)

The second stage in the evolution of CMEA was introduced again
as a reaction to various developments within and outside the bloc. In
addition to economic difliculties which were experienced by all CMEA
countries and the increasingly pressing need to increase the role of
international economic relations in the process of economic develop-
ment, there was also the political situation within the bloc.

In the Soviet Union a period of relative instability followed the
death of Stalin and lasted until the end of the decade. Riots in Berlin
in 1953, in Poznan in June 1956 and, above all, the “Polish October”
and the Hungarian uprising in October 1956 endangered Soviet mili-
tary and economic control of the area. Soviet relations with China
became strained in 1959 and Soviet technicians were recalled in 1960.2°
Albania ceased to participate in the activities of CMEA in 1961. A
deterioration in Kast-West political relations was clearly visible.
Increased Soviet activity in the Middle East, the U-2 incident, the
Berlin crisis and the erection of the wall in August 1961 and, finally,
the Cuban crisis in October 1962 were the main manifestations of the
mounting pressure. In this situation a further consolidation of the bloc
was necessary. A more active CMEA. was expected to strengthen the
economic basis of the military and political power of the Warsaw
Treaty Organization. Moreover, stronger economic ties were supposed
to replace, to a considerable extent, the military factor as the main
cementing element of the bloc. This latter concept survived only 6
years until it was shattered by the Czechoslovak crisis.

The reorganization of Comecon was also necessary because of the
accelerated process of economic integration in Western Europe. The
Turopean Common Market was established in 1957, and the European
Free Trade Association in 1960. The two regional organizations
extended various tariff concessions to each other, while rejecting the
Soviet claim that, under the most-favored-nation rights, the partici-
pating countries should grant the same reductions of tariffs to Soviet
goods. With the prospect of new barriers to trade with Western
Kurope, the importance of the CMEA market increased.

"The major institutional reorganization of Comecon took place in
1962. After the Soviet proposal to create a supranational planning
body which could prepare a joint development plan had been rejected,
the new structure was established. It represented some institutional
strengthening of Comecon, without changing its fundamental nature.
The Executive Committee, consisting of representatives at the rank
of vice premier of all member countries, was created in Moscow to

2 Both Kaser and Schlesinger see the strengthening of Comecon at that time mainly
as an attempt to isolate China. Kaser, op. cit.,, p. 70; R. Schlesinger, “The Sino-Soviet
Dispute” ; Science and Society, summer 1963, p. 281,
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direct the work of Secretariat of the Council and of the standing
commissions, to prepare materials for sessions of CMEA, and to
execute their decisions. The Bureau on Generalized Problems of Eco-
nomic Plans and standing commissions on statistics, on coordination
of scientific and technological research and on currency and finance
were established in Moscow, and a commission on standardization in
Berlin. In the following years a standing commission on the radio
engineering and electronic industry was added (Budapest), the com-
mission on the light and food industries was divided into two sepa-
rate commissions (Prague and Sofia respectively), and the commis-
sion on geology was reestablished and located in Ulan Bator, the
capital of Mongolia (a member of Comecon since 1962). In addition,
some other specialized agencies were established in Moscow : the Insti-
tute of Standardization, the Conference of Heads of CMEA Water
Conservation Bodies, the Conference of Freightage and Shipping
Organizations, and the United Electric Power Distribution Centre,
all 1n 1962, and the Chartering Coordination Bureau and the Railway
Wagon Pool, in 1963,

The executive was authorized to guide “the work of coordinating
national plans, of specialization and cooperation in production” and
to organize “the elabovation of the main trends of the rational division
of labor in major sectors.” The main tasks of the Bureau on General-
ized Problems of Economic Plan, which consisted of vice chairmen of
central state planning agencies, were to prepare for the executive
committee proposals on coordination of the national development
plans for the member countries and to assist in arranging all-round
cooperation among the national central planning agencles in these
matters.2

This new institutional structure was expected to facilitate the shift
from the coordination of trade to the coordination of production. The
set of policies which were to effect this shift was outlined in “The
Principles of International Division of Labour Among the CMEA
Countries.” This document, first of the two general policy programs
published during the 25 years of CMEA existence, was discussed at
the 15th session of the Council in December 1961 and was agreed upon
at the conference of the party leaders and chiefs of state in June 1962.
It embodied the results of controversial discussions on the new role
of Comecon, on development strategy and on specialization of the mem-
Der countries, which had dominated the sessions of the Council, official
conferences, and unofficial meetings of party leaders during the pre-
ceding 4 years. Every country wanted to have a “progressive” indus-
trial structure and wished to continue priority development of the
engineering, iron and steel, and chemical industries. None wanted to
undertake the role of the supplier of raw materials. These were very
sensitive issues which involved some serious conflicts of interest. They
were particularly difficult because of the dominant position of the
Soviet Union and vivid memories of Stalinist policies, as well as the
differences in the levels of economic development of member countries.
They were further complicated by the acceptance of the view that the
Soviet example should be followed faithfully as the only valid way
of building socialism and communism. Until that time, the view that

M CMBA Secretariat, “A Survey of 20 Years of the Council for Mutual Assistance,”
Moscow, 1969, p. 23,
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every east European country must follow the Soviet policy of indus-
trialization, with its particular priorities and its overall autarkic bias
had prevailed and had resulted in scaled-down copies of the Soviet
industrial structure.®

The program outlined in “The Principles” was a compromise. It
reiterated that “in the socialist camp no one has, or may have, any
special rights or privileges” and that “in every socialist country na-
tional development plans are prepared on the basis of specific condi-
tions of that country and political and economic goods as defined by
the communist or workers’ party, taking into consideration the needs
and the possibilities of all socialist countries.”

At the same time, however, it made it clear, that the existence of sep-
arate national plans is only a transitional phenomenon, applicable at
the present stage of development of the international Socialist system
but not in the future. It expressed the hope that “the strengthening
and widening of economic ties among the Socialist countries will pro-
mote the realization of an objective tendency which was outlined by
V. L. Lenin: the creation in the future of a world Communist economy
d%rccted by the victorious masses of the proletariat according to one
plan.” 28

The program also states the need for “joining together the efforts
aiming at the development of the national economy of every Socialist
country with the general efforts to strengthen and to widen economic
cooperation and mutual help.” This goal was to be achieved by: (1)
coordination of national economic plans; (2) specialization and coop-
eration in the main sectors of the economy (production of fuel and
energy, metallurgy, the chemical, engineering, and consumption goods
industries and agriculture) ; (3) international trade among Socialist
countries; (4) mutual extension of credit; (5) scientific and techno-
logical cooperation; and (6) joint investment projects and joint uti-
lization of natural resources. The goal of reducing the differences in
. the levels of economic development is accepted, but, at the same time,
a warning is given that “the equalization of the level of development of
various countries does not imply the elimination of all differences
which are determined by specific natural resources, climatic conditions,
and specific structure of consumption and the way of life.” Although
some assistance for the less-developed countries of CMEA was to be
available, the main stress would be put on domestic policies and the
cfforts of the individual countries, including “maximum mobilization
of domestic resources, and relatively higher levels of accumulation
allocated for production purposes.” 22

Perhaps the most important decision, from the immediate point of
view, was the compromise which was reached on the issue of speciali-
zation versus comprehensive development of all sectors of the econ-
omy. The program stated that “in the world socialist economic sys-
tem favorable conditions exist not only for consistent and planned
deepening of the division of labor among countries but also for the
creation of a rational complex of interlinked and complementary sec-
tors of national economy,” which meant “the creation of a multi-

21 J, Kleer, Przez sze§é krajéw (Across Six Countries), Warsaw 1967, pp. 86-87.
B “Podstawowe Zasady micdzynarodowego socjalistycznego podziatu pracy’ (The Prin-
chgofxm(af theﬁéuteruatlonnl Soclalist Division of Labour), Reutt (ed.), op. cit., pp. 57-59.
.. p. B8.

32-765—T4——17
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sector structure of the national economy of socialist countries.” 3 In
practice this combination of international specialization with the com-
prehensive and complex development of every country was to be
achieved by all countries continuing to develop all branches of indus-
try but agreeing to specialize in certain products within each branch.

This compromise never worked. Despite great efforts of various
organs of the Council, in 1968 trade in those commodities which were
subject to the specialization agreements still represented only about
10 percent of the total turnover among the countries belonging to the
organization.** The reasons were obvious. As has been pointed out by
a Polish economist, “every socialist country accepts the wisdom of
specialization” but “the difficulties appear when it comes to making
actual specialization agreements * * * all socialist countries select, as
a rule, the same or similar directions of specialization.” 32 There was
the belief that the machine industry should be given priority in every
country in order to secure as many domestically produced machines as
possible for the investment program.

There was also an acute shortage of raw materials. Each country
was, therefore, attempting to expand the export of the manufactured
products, especially those of the machine building industry, which
have a relatively high degree of processing, a considerable contribu-
tion of labor, and a mimimal contribution of raw materials. At the
same time, there was a tendency to increase imports of raw materials
and semifinished products. In this situation, a Polish economist
observed, “Against the economic interests of the cooperating countries,
autarkic tendencies are born, or an irrational specialization appears,
which is based on an attempt to force exports in the direction of the
capitalist countries by reducing prices.”

All East European countries needed some specialized machines from
the West for their investment projects. In some years it was also
necessary to import foodstuffs from that source. In most cases, the
only commodities which could be expanded to earn hard currency were -
raw materials and foodstuffs. Attempts were made to save these com-
modities for export to the capitalist countries and to sell machines
and manufactured goods, for which it was difficult to find markets
in the West, to other Socialist countries.®* This tendency increased the
shortage of raw materials in Fastern Europe and created a buyers’
market for the “soft goods” within the bloc.

The seventh session of CMEA in 1956 stressed the need to accelerate
the development of the fuel and raw material base in order more fully
to utilize the newly created productive capacities of the manufacturing

% Ibid., p. 71.

1B, W. Reutt, “Formy planowych powiazan krajéw RWPG" (The Forms of the Planned
Iinks Among the CMEA Countries), Gospodarka planowa, No. 9, 1968, p. 63.

327, Knyziak, ‘“Zasada nakladéw komparatywnych w rachunku ekonomlcznym wspol-
pracy gospodarczej krajow socjalistycznyeh’” (The Principle of Comparative Costs in the
Economic Calculations of the Iconomic Cooperation Among the Soclalist Countries),
Gosplziggrka p2lanowa, No. 3,1970, p. 1.

a3

8t J, M. Montias, ‘“Socialist Industrialization gnd Trade in Machinery Produects: An
Analysis Based on the Experience of Bulgaria, Poland, and Rumania,” in Brown and
Neuberger (ed.), op. cit., pp. 130-159 and Economic Development in Communist Romania,
Cambridge, Mass., 1967,
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industries.?® At several other sessions and in the “principles,” the
importance of expanding the domestic raw material base in all member
countries was stressed. As a result of the Council’s pressure, at the
beginning of the 1960’s, a new investment drive started throughout
the region with a large part of investment outlays allocated for the
expansion of capacities to produce fuel and raw materials, often of
very low quality. These projects had a high degree of capital intensity,
long gestation periods, and low efficiency. In this way the Council
directly contributed to the lowering of rates of growth of industrial
production and national income which appeared in the first half of
the decade.?

The countries which expected large imports of these commodities in
the future were also asked to participate 1n financing investment proj-
ects necessary for the expansion of the production of raw materials in
those countries which had some underdeveloped reserves. These joint
investments took place at that time mainly, but not exclusively, in the
Soviet Union.3

In order to stimulate intrascctor specialization and cooperation, two
international organizations were established in 1964: Intermetall in
Budapest for cooperation in the iron and steel industry and the Orga-
nization for Cooperation in the Ballbearing Industry in Moscow.

It was realized that any further expansion of trade would be difficult
without a shift from a mainly bilateral to a multilateral basis. To
facilitate the multilateralization of trade and payments, the Interna-
tional Bank for Economic Cooperation was established in Moscow in
1964. In the same year, the Commission on Foreign Trade prepared
“The Procedure Governing the Conclusion of Agreements on Mutual
Deliveries of Goods * * * TUnder the System of Multilateral
Settlements in Transferable Rubles,” an arrangement which required
conclusion of annual trade protocols on a bilateral or multilateral basis
with “additional deliveries of commodities to be agreed in the course
of multilateral trade negotiations.” 3

With the system of highly centralized planning and management of
the economy, including international trade, and with distorted prices
and arbitrary and unrealistic exchange rates, a multilateral })attern of
trade and settlements was simply impossible. Without multilateraliza-
tion, however, no significant expansion of mutual trade could take
place. The CMEA share of world trade, which had been increasing
during the 1950%s, started to decline in the early 1960’s. The share of
world import increased from 6.1 percent in 1950 to 9.9 percent in 1960
and reached its highest level of 11.4 percent in 1961, However, it was
only 10 percent in 1965 and 9.4 percent in 1970.

The share of world export increased from 7 percent in 1950 to 10.3
percent in 1960, and reached its highest level of 11.5 percent in 1962.
Tt declined to 10.7 percent in 1965 and 10.1 percent in 1970 (see table
2). The average rate of growth of international trade of CMEA

8 Iskra and Kislel, op. cit., p. 137.

38 A, Karpifski, Polityka uprzemyslowienia Pollski w latach 1958-68, Warsaw 1969,
pp. 28-29, 380-392,

31 0. Bogomolov (ed.), Ikonomicheskain effektivnost mezhdunarodnogo sotsialistichies-
kogo razdeleniia truda (Iconomic Efficiency of the International Socialist Divisfon of
Labonr), Moscow 1965 ; Polish edition Warsaw 1967, pp. 213-214.

3 CMEA Secretariat, op. cit., pp. 91-92.
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countries declined from 10.3 percent in 1955-60 to 9.9 percent in 1962—
65. Even more unsatisfactory from the CMEA point of view was the
performance of trade within the bloc. The average rate of growth of
trade within the CMEA area was the same as the rate of total CMEA
trade in 1955-60, i.e. 10.3 percent. The growth rate of intra-CMEA
‘trade, however, declined more steeply than total CMEA trade. It was
8 percent in 1960-62, and 6.9 percent in 1962-65. Both rates increased
in the second half of the decade but trade within the area expanded
again at a lower rate than total CMEA trade: 8.3 and 9 percent re-
spectively (see table 3). Between 1960 and 1970, the share of trade
with other CMEA countries increased only in GDR (from 67.6 to
68.3 percent), Poland (from 56.6 to 62.9 percent), and in the U.S.S.R.
(from 53 to 55.6 percent). It remained approximately the same in
Czechoslovakia (63.8 and 63.9 percent), and declined in Bulgaria
(from 80.4 to 7T4.1 percent), Hungary (from 63.1 to 61.0 percent),
and Romania (from 66.9 to 49.1 percent) (see table1).

The institutional strengthening of the CMEA structure and the
introduction of various policies outlined in The Principles failed to
accelerate trade within the bloc to any significant extent. At the same
time, a considerable deceleration of economic growth appeared
throughout the region. The average growth rates of national income
(Marxist definitions, official data) in all countries, except Hungary,
were lower in 1956-60 than in 1951-55. They declined again in 1961~
65 1n all countries except Romania (see table 4). This was not only
the result of difficulties in agriculture, often regarded as a perennial
problem of the Soviet-type economies ; the average rates of growth of
industrial production also declined in all countries, except Romania,
between 195660 and 1961-65.

TABLE 2.—CMEA SHARE OF WORLD TRADE
[!n percent]

1950 1955 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1972

Import. .._______ 6.1 7.6 9.9 1L4 111 10.9 10.9 10.0 9.6 9.7 9.6 9.3 9.4 91 9.7
Export._......._. 7.0 87 10.3 10.8 1.5 11.2 10.9 10.7 10.4 10.8 10.5 10.3 10.1 9.8 10.0

Sources: G.U.S., 'Rocznik statystyczny handlu zagranicznego™ (Statistical Yearbook of International Trade), Warsaw
1971, p. 90. L.S. "'XXVI{ Sesja RWPG,”’ p. 634.

TABLE 3.—AVERAGE RATES OF GROWTH OF TOTAL CMEA TRADE AND INTRABLOC TRADE

[In percent]
1950-60 1961-65 1966-70 19711 1972
Total trade:
EXPO il 10.4 8.6 9.2 111 110.4
. - 10.8 8.3 8.0 s
12.3 9.4 7.8 i9 110.2
13.0 9.4 8.6 (e

- Export plus import.

Sources: M. Bogacka. 1. Cieniuch, T. Leszed, ‘‘Rozwoj handlu wzaj g0 W h RWPG'' (Develonment of Intra-
* Comecon Trade), "‘Handel zagraniczny”, No. 11, 1973, pp. 374-5.
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TABLE 4. —AVERAGE A NNUAL RATES OF GROWTH OF INVESTMENT AND NATIONAL INCOME (MARXIST DEFINI-
TIONS, OFFICIAL DATA, CONSTANT PRICES)

[In percent]

Country 195155 1956-60 1961-65 1966-70 1971-72
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SOURCES

lggéu.s. ‘;l:ozavgoj gospodarczy krajow RWPG 1950-68'* (Economic Development of the CMEA Countries 1950-68), Warsaw
, PP. 44, 4b.
B. Zielinska, M. Golebiowski, “‘Rozwoj krajow socjalistycznych i kapitalistycznych w r. 1972 i prognozy na r. 1973*"
(“D(la;z;{:lopmegt4 lof 2sl&cialist and Capitalist Countries in 1972 and forecasts for 1973), ““Gospodarka pianowa’’ (Warsaw), No,
(0 , PP. 241, . .
A. Lubowski, “‘Kraje RWPC: rok 1972'' (The CMEA Countries: 1972), *‘Zycie gospodarcze’* (Warsaw), No. 12,1973, p. 14,

Tt was increasingly more difficult to continue to rely on the strategy
of extensive development because the sources of extensive growth were
almost exhausted.*® The rate of growth of industrial employment de-
clined in all countries, except Poland, Romania, and U.S.S.R., between
1956-60 and 1961-65, and during the latter period it was below the
1951-55 lével in all countries. Everywhere, except in Poland, the rate
of industrial investment declined in 1961-65 in comparison with
1956-60. It was difficult to increase the share of investment in national
income, as the rates were already high. There was a backlog of unsatis-
fied investments in other sectors of the economy, such as the nonpro-
ductive sphere, that is, in housing, social sciences, health, educatior,
and city and rural development.

At the time when only limited increases in the quantity of factors of
production were possible, improvements in productivity became of ut-
most importance. Labor productivity in industry declined, however,
except in Bulgaria, between 1956-60 and 1961-65. When it was in-
creasingly more difficult to secure high rates of growth of productive
investment (that is, investments in those sectors of the economy which
produce material output), the efficiency of investment declined con-
siderably. The ratio of increase in national income to productive invest-
ment in previous year (Marxist definitions, official data, constant
prices) declined in all countries except Hungary between 1950-55 and
1956-60, and it declined again in all countries in 1961-65 (se6
table 6).

® . Kohlmey, “From Extensive to Intensive Economic Growth,” Czechoslovek Economic
Papers (Prague), No. 6, p. 24,
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TABLE 5.—AVERAGE ANNUAL RATES OF GROWTH OF GROSS INDUSTRIAL PRODUCTION AND LABOR PRODUCTIVITY
IN INDUSTRY (MARXIST DEFINITIONS, OFFICIAL DATA)

[In percent]

Country 1951-55 1956-60 1961-65 1966-70 1971 1972
Bulgaria:
8Production ..................... 13.7 15.9 1.7 10.9 9.1 8.3
Productivity_ .. _.oooooooooooo 8.1 5.2 6.8 5.9 6.2 5.9
Czechoslovakia:
Production . - ..o oceoooooooooo 10.9 10.5 5.2 6.7 6.9 6.4
o ;roductivity .................... 7.1 7.3 3.5 5.3 6.4 5.8
" Production. ..o eoeeemeees 13.8 9.2 6.0 6.5 5.6 6.3
H Productivity - - oo 7.8 5.6 5.7 5.0 5.0
ungary:
gPrt)J/duclion _____________________ 13.2 7.6 1.5 6.1 5.0 5.6
Pol Péoductivity ____________________ 3.9 4.1 4.9 3.6 5.3 6.5
oland :
Production______.___.__.___.__. 16.2 9.9 8.5 8.3 8.3 10.8
R Productivity. .- 9.2 7.8 5.1 4.9 4.9 6.0
omania:
Production_ _ 15.1 10.9 13.8 11.9 11.7 1.7
s sP|r?odu<:tivi(y_ 9.9 8.2 7.8 7.3 4.6 7.0
“Production_ . 13.2 10.4 8.6 8.5 7.7 6.5
Productivity. oo ooo.oooooo... 8.3 6.5 4.6 5.8 6.3 5.2
SOURCES

19géU.S., :;;?ozgoj gospodarczy krajow RWPG 1950-68"" (Economic Development of the CMEA Countries 1950-68), Warsaw
, Pp. 47, 43.
G.0.S., “Kraje RWPG"’ (The CMEA Countries), Warsaw 1972, pp. 17, 13.
B. Zielinska, M. Goiebiowski, ‘‘Rozwoj krajow socjalistycznych i kapitalistycznych w r. 1972: prognozina r. 1973" (De-
vllsl;%pmentz g;_S;cialist and Cap italist Countries in 1972 and Forecasts for 1973), ‘‘Gospodarka planowa’* (Warsaw), No. 4
. PP .

TABLE 6.—RATIO OF INCREASE IN NATIONAL INCOME TO “PRODUCTIVE INVESTMENT'' IN PREVIOUS
YEAR (MARXIST DEFINITIONS, @FFICIAL DATA, CONSTANT PRICES)

Country 1950-55 1956-60 1961-65 1366-69
Bulgaria.____. 0.62 0.61 0.29 0.24
Czechoslovakia .54 .4 .10 .31
G.D.R.1 .78 .37 A7 24
Hungary .31 45 .22 22
Poland .48 38 .29 24
USSR e cecmc e .83 62 .41 31

t Total investment.

Source: E. D. Lidwin-Piotrowska, ‘'The Coefficient of Effectiveness of investment in the CMEA Countries in the Years
1950-69"" “‘Problemy ekonomiczne’’ (Krakow), No. 3, 1971, p. 10.

Toward the end of the first stage in the evolution of Comecon the
importance of the size of the domestic market, international specializa-
tion and comparative costs was discovered. In the middle of the 1960’s,
three additional factors were added: (1) the importance of interna-
tional trade for achieving high rates of technological progress; (2)
the necessity of substantial changes in the industrial structure in order
to reduce capital intensity and to increase productivity; and (3) the
need for at least some modification of the system of planning and
management in order to increase its efficiency.*® This was the time
when the full extent of the technological gap was realized. Statements
appeared emphasizing the importance o% international trade during

40 The author has discussed this problem and the conflict between these objectives in
7. M. Fallenbuchl Croissance économique et échanges exterieurs de 1'Union Soviétique et
de I'Europe de I'Est. 19711975, Revue de PEst. v. 4, No. 1, 1973, pp. 27-46 and, with
reference to Polish experience, in Industrial structure and the Intensive Pattern of
Development in Poland, Jahrbuch der Wirtschaft Osteuropas (Munich) v. 4, 1973.
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the period of a rapid scientific and technological revolution.** There
was Increasing emphasis on two channels of technology transfer—the
import of machines and equipment from the most advanced countries
and the use of licenses acquired from the most advanced producers. It
became increasingly difficult to export machines and equipment to
other CMEA. countries, as they all had a strong preference for obtain-
ing the technologically more advanced machines from the West.*?
Indeed, the use of relatively inefficient and obsolete machines was
accepted as one of the factors behind the deceleration of growth
throughout the region.*® The old Soviet complaint about the exces-
sively large share of raw materials in Soviet exports to Fastern
Europe,* was supplemented by new complaints about the quality of
imports and the services offered by the East European exporters.*

Specialization in the production of a limited number of products,
such as standardized components for machines and plants built on a
multinational basis, was suggested as a new approach. This new type
of specialization and cooperation among several enterprises, which
could be located in different countries, required substantial changes in
the industrial structure of all countries and increased decentralization
of decisionmaking.*® The industrial structure which had been created
in the early stages of industrialization drive became one of the main
obstacles to more efficient international specialization and cooperation.
The difficulties were, according to one observer, the result of the direc-
tions of development which had been accepted in the past, when the
necessity of expanding specialized production for export * * * [had
not been] realized to a sufficient extent.*’

Restructuring of the economy and economic reforms were intro-
duced throughout the region in the second half of the 1960’s. The
extent of the reforms differed widely from one country to another;
only in Czechoslovakia and Hungary were they pushed sufficiently to
promise significant improvement in efficiency. A serious conflict
appeared between the objective of restructuring of the economy from
above, which would require a new investment drive in order to be
effected quickly, and the objective of reducing the strains and stresses
in the economy and increasing the output of consumption goods, which
were considered prerequisites for the reforms.*

At first glance, the results of the 196670 plans were quite satis-
factory. The average rates of growth of national income (see table 4)

1 Tor example: I. Medvedkov, The Scientific-Technical Revolution and Economic Col-
laboration Among Socialist Countries, Alirovaia ekonomika i mezhdunarodnye ostnosheniia
(Moscow) No. 12/1969; English translation in Prodblemeg of Economics, July 1970; L.
Zacher, Zewnetrzne asgpekty polityki prremian strukturalnych 1w gospodarce (External
Aspects of the Poliey of Structural Changes in the Economy), Gospodarka planowa, No.
12,1969 : J. Bognar, op. cit.

42§, Tolaczek, 1stotne crvaniki integracji krajéw socjalistycznych (Essential Factors
in the Integration of Socialist Countries), Gospodarka planowa, No. 7, 1968, pp, 19-20.

1 For example : Karpinskl, op. cit., pp. 105, 400.

44 ¥, Sarnacki, Ekonomidci radzieccy o nowym podejécin ZSRR do twspéblpracy gospo-
darczej 2 zagranica, (Soviet Economists on the New Approach to International Economie
Relations), Gospodarka planowa, No. 8-9, 1966, p. 106.

16 Medvedkov, op. cit., pp. 44-45.

40 7. Kamecki, Problemy integracji gospodarczej krajéw RWPG (Problems of Economie
Integration of the CMIIA Countries), Gospodarka planowa, No. 10/1968, pp. 5-6.

#7.J. Soldaczuk, J. Glezgala, Integracja kragéw RWPQ : metody i §rodki jej przydpies-
zenia (FEconomic Integratlon Among the CMEA Countries: Methods and Means of Its
Acceleration). Gospodarka planowae, No, 11, 1968, p. 3.

48 7. M. Fallenbuchl, From the Extensive to the Intensive Strategy of Economic Devel-
opment in the Soviet Union and Eastern Europe, a paper presented at the Annual Meeting
of the Michigan Academy of Arts, Sciences and Letters in April 1970 and The Strategy
of Development and Glerek’s Economic Manoeuvre, Canadian Slavonic Papers, No, 1-2,
1973, reprinted in A. Bromke and J. Strong (eds.), Gierek’s Poland, New York 1973.
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were higher during that period than in 1961-65 in all countries, ex-
cept Poland and Romania. Only in Romania and Bulgaria were the
planned rates not reached. This improvement was, however, associated
with considerable increases in investments. The rates of growth of
investment were higher than during the 1961-65 period in all countries,
except Romania where the 1961-65 rate was the highest among all
CMEA countries. The actual rates of growth of investment exceeded
the planned rates in all countries except Bulgaria and Romania. In
1966-70, the average rates of growth of gross industrial production
were below the rates which had been achieved in the preceeding 5-year
period in all countries, except in Czechoslovakia and the GDR (the
two countries with the lowest rates in 1961-65). Only in the U.S.S.R.
were the planned rates not reached. Again, the performance seemed to
be moderately satisfactory. However, the rates of growth of labor
productivity in industry were lower in 1966-70 in Bulgaria, Hun-
gary, Poland, and Romania, and the planned rates were achieved only
in Czechoslovakia, Poland and Romania.*® Clearly, this was not an
intensive pattern of development. The rates of growth still depended
heavily on extensive factors. '
Diverging interests emerged within Comecon, and the solution of
political problems required considerable efforts.®® As the Soviet pro-
posal to prepare a joint development plan had been rejected, the
Eighteenth Session in Moscow in July 1963 and a conference of the
party and government leaders, which took place at the same time,
agreed on the coordination of plans for 1966-70 on the basis of a time-
consuming process of negotiations and agreements. The Twenty-first
Session in December 1967 approved a program for the coordination
of plans for 1971. _
This task was particularly difficult because of the uneven path of
economic reforms, which resulted in considerable differences among
the member countries, and mounting political pressures within the
bloc. There was no session of the Council in 1968, the year of the
Czechoslovak crisis, but activities accelerated again in 1969. Closer
links among the member countries were discussed at the 22d session
in January. In April the 23d session began preparations for the elab-
oration of a program of Socialist integration and a further institu-
tional strengthening of the CMEA structure. In the same year an-
other international organization, Interchim, was created to coordinate
developments in the chemical industry. The 24th session held in May
1970, created the International Investment Bank as one of the main
tools of envisaged integration, prepared ground for the reorganization
of the International Bank of Economic Cooperation in order to stim-
ulate credit transactions and multilateral clearing, and established the
International Institute for the Study of Economic Problems of the
World Socialist System, a research agency of the Council financed
from the budget of the Secretariat. )

3. The Third Stage (1971-7})

A new stage in the evolution of Comecon represents a movement
“from cooperation to integration” in Eastern Europe. It began when

4 Tallenbuchl, Oroissance . . .. op. cit. pp, 29-32,

60 Diverging interests in the years 1961-66 are discussed in detail in Kaser, op. cit.,
pp. 92-129, For the periol 1967-71 see H. W, Schaefer, Comecon and the Politics of
Integration New York, 1972,
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the 25th session, which was held in Bucharest in July 1971, approved
the “Comprehensive Program for the Further Intensification and Im-
provement. of Collaboration and the Development of Socialist Eco-
nomic Integration of CMEA Countries” and effected a reorganiza-
tion of the institutional structure of CMEA. Like the establishment
of the Council in 1949 and the introduction of the second stage in 1962,
this event was also a reaction to some pressing developments within
and outside the bloc. In addition to difficulties encountered by all coun-
tries in their attempts to introduce the “intensive pattern of develop-
ment” and relatively unsatisfactory economic progress, there was the
problem of internal cohesion of the bloc.

Economic reforms undermined the old methods of cooperation. It
appeared that some other more flexible but still untried methods would
have to be introduced and that they could result in loosening the links
among the member countries. Political unity and stability was en-
dangered by the relatively independent foreign policy of Romania,
the Czechoslovak crisis of 1968 and riots in Poland in 1970. The con-
tinuation of the conflict with China created ideological and political
dangers for the Soviet position in East Europe.

The Soviet policy of détente with the West also created problems
in Eastern Europe. The Moscow-Bonn treaty opened the door for
trade arrangements for other CMEA countries. Some of them joined
GATT, the World Health Organization and the Food and Agricul-
ture Organization.* Warnings appeared in Eastern Europe about the
dangers of the Western “policy of building bridges” and the “policy
of softening socialism.” A greater degree of vigilance in every member
country and ideological and political consolidation of the bloc were
recommended.

The advance toward economic integration in Western Europe also
had an impact. The EEC was progressing very rapidly through the
sixties. The member countries enjoyed high rates of growth, which
were stimulated by very high rates of export. In 1968 the EEC Com-
mission was expanded to a 14-member supranational body. A definitive
plan for financing future operations, which would make the Com-
munity activities less dependent on individual governments, was
accepted. Various possible extensions of economic cooperation within
the Community were discussed, including a common currency, or at
least a system of national currencies with stabilized rates of exchange,
and the chartering of industrial enterprises on a “European” basis.
Negotiations for admitting four new members began in 1970.

A number of countries outside the Community gained an associate
status, and it was expected that the EFTA countries which would
not join the Community would enter into an agreement with it to
eliminate tariffs. There were signs that bilateral trade with Fastern
Europe would be replaced by a common policy. The example of suc-
cessful economic integration, particularly impressive at the end of the
sixties when some serious difficulties had not yet appeared, coupled
with the fear that the Eastern countries would find themselves prac-
tically excluded from the rich, dynamic and geographically close
markets, generated considerable dissatisfaction with CMEA
arrangements,

51 These developments are discussed by L. A, Fischer, The Comecon: Past, Present and
Future, Annals of Public and Co-operative Economy, No. 4 1071, pp. 375-377 and “Come-
con and the Brezhnev Doctrine, East Burope, No. 10, 1972, pp. 27,



98

The “Comprehensive Program,” a lengthy document which presents
the goals, principles, and methods for achieving economic integration
by stages over a period of 15 to 20 years, was again a compromise
between different conflicting positions of the member countries. It
states that “the continuous intensification and improvement of the eco-
nomic and scientific-technical collaboration of CMEA. member nations
and the development of Socialist economic integration, as well as the
development of their economic and scientific-technical relations with
the remaining Socialist countries,” are necessary because of the level
of development achieved by the CMEA countries, the need to effect
“major structural changes in the production and consumption sphere,”
the “urgency of the tasks entailed in implementing the scientific and
technological revolution,” the need for accelerating technical progress,
increasing “effectiveness of social production” and improving the
standard of living, and “the demands of the class struggle against im-
perialism.” Socialist economic integration among the CMEA countries
1s defined as “a process that entails the international Socialist division
of labor, the unification of their economies, and the formulation of a
modern, highly effective structure of their national economies; the
gradual merging and equalizing of the levels of their economic devel-
opment; the formation of deep and lasting ties in the major branches
of the economy, science, and technology ; the expansion and strength-
ening of the international market of these countries; and improvement
in commodity-monetary relations.”

It is expected to create “conditions favorable to the more effective
utilization of the nations’ resources and to the broader development
of the scientific and technological revolution which, as an important
prerequisite to the development of Socialist society, has become one of
the main factors in the historical competition between capitalism and
socialism,” 52

Economic integration is, therefore, unavoidable. It is in the best
interest of every member country and in the interest of the bloc as a
whole for both economic and political reasons. The program makes it
clear, however, that the member countries are not forced into it by
political pressure and should not be afraid that they might be domi-
nated by any country or group of countries within CMEA.. It
states:

* ¢ = further intensification and improvement and the development of the
Socialist integration of CMIEA-member nations will be carried out in accordance
with the principles of Socialist internationalism and on the basis of respect for
national sovereignty, independence, and national interest, of nonintervention in
the internal affairs of nations and of total equality, mutual advantage, and com-
radely reciprocal aid * * # Socialist economic integration is carried out on an
entirely voluntary basis and is not accompanied by the creation of supranational
organs, nor does it affect matters pertaining to internal planning or the financial
and cost-calculating activities of organizations.®

These assurances are similar to those which were included in the
1962 program of Socialist international division of labor. Coming so
soon after the invasion of Czechoslovakia and the proclamation of
the Brezhnev doctrine, they have to be taken with a considerable dose
of skepticism. The fact that no supranational authorities are envisaged

52 Comprehensive Program for the Further Intensification and Improvement of Collabo-
ration and the Development of Socialist Economic Integration of CMEA Member Nations,
Ekonomicheskaia gazeta, No. 33. 1971; English translation Soviet and East European
Foreion Trade. Fall-Winter 1971-72, pp. 187-189,

&3 Ibid., p. 190.
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represents a major victory for the Romanians and all those who are
afraid that such authorities would, in effect, become an extension of
the Soviet central planning bodies. Not only because of historical ex-
perience but also because of the complete lack of proportion between
the economic, political, and military potential of the Soviet Union and
that of its partners, the situation in Eastern Europe differs consider-
ably from a relatively balanced situation within the European Eco-
nomic Community, where the potential of the strongest partner does
not exceed the combined potential of other partners.

A very important provision is the principle that each country can
decide whether to participate in a given project on the basis of calcu-
lations of the benefits of the project to its own economy and of the
profits which participating production and trade organization would
gain. Nevertheless, the member countries are reminded that “the grad-
ual merging and equalizing of levels of economic development of
nations in the Socialist commonwealth are an objective historial proc-
ess in the development of the world Socialist system” and that “the
urgency of the task * * * isintensified by the demands of the scien-
tific and technological revolution and by tKe demands for the further
intensification and improvement in collaboration and in the develop-
ment of Socialist economic integration.” Like its predecessor, the new
program states that “the principal avenues to the gradual merging and
equalization of the levels of economic development of Comecon mem-
ber nations are first and foremost the maximum mobilization and
effective utilization of the nations’ own efforts and resources, as well
as the utilization of the advantages of the international Socialist divi-
sion of labor.” It reconfirms that the member countries may develop
comprehensive industrial structures, but it qualifies this right in the
following way:

For CMEA member nations, especially the less industrially developed ones,
an exceptionally important problem is that of defining the major future direc-
tions in the formation of the optimal national economic complex of each CMEA
member nation. The creation of such a complex under the conditions of the cur-
rent scientific and technological revolution presupposes effective foreign economic
ties and the development and intensification of international specialization and
cooperation in the realm of production.®

A whole section of the program is devoted to provisions for eliminat-
ing differences in levels of development between member countries—
a politically sensitive problem, particularly to Romania. Less devel-
oped members will be allowed to select certain new lines of production
for specialization, in order to promote their further industrialization,
as long as the products which they produce are of sufficiently high
quality and technological sophistication. More advanced members will
extend assistance and will also help less developed members to partici-
pate fully in research and development activities.®®

Since the comprehensive program created no supranational plan-
ning authorities, other measures had to be devised to coordinate
efforts aiming at cooperation and integration. They include, first of
all, reciprocal consultations on the basic questions of economic and
scientific-technical policy on a multilateral basis within the frame-
work of CMEA, as well as on a bilateral basis between interested
countries which are expected to conclude these consultations on the

8 Ihid., p. 195.
& Ibid., p. 196.
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chosen questions by adopting appropriate agreements, protocols, or
other joint documents.

- Collaboration in planning is accepted as the basic method of orga-
nizing collaboration and intensification of the international socialist
division of labor. This collaboration includes: (a) elaboration of fore-
casts in the most important fields, (b) coordination of long-range
plans for the most important sectors of the national economy and
branches of industry, (¢) improving coordination of 5-year plans,
(d) joint planning of individual branches of industry by interested
countries, and (e) exchange of experience on improving the system of
planning and management of the economy.®® This is the most im-
portant part of the program.

Science and technology is another field to the coordination to which
particularly great importance is attached. The agreed upon measures
include consultations on scientific and technological policy, the elabo-
ration of scientific and technological forecasts for 10 to 15 years, joint
planning and cooperation in research, joint research projects, ex-
change of scientific and technological knowledge and collaboration in
the training of scientific personnel.5?

Other parts of the program deal with collaboration in foreign trade,

increasing the role of the collective currency (transferable ruble),
introduction of economically substantiated exchange rates and other
financial matters, collaboration in the field of standardization and in
legal matters. Objectives of cooperation in industry are discussed in
great detail. They include: (1) the attainment of the highest scientific
and technical level of production which would insure higher labor
productivity; (2) the development of a rational structure of the na-
tional economy of the member countries, which would insure the total
utilization of their natural resources; (3) the intensification of inter-
national specialization and cooperation; and (4) the introduction of
progressive forms of the organization of production. Measures to
strengthen cooperation in agriculture and the food industry, trans-
port, construction, and water management are also listed.
. In order to strengthen the institutional structure of the CMEA
In two important areas, parallel committees of the Council were estab-
lished by the 25th session: a Committee for Collaboration in Plan-
ning and a Committee for Scientific-Technical Collaboration. The
Committee for Collaboration in Planning represents a considerably
stronger institutional setup than the former Bureau for Integrated
Planning Problems. It is placed at a higher level of organizational
hierarchy (see table 7), and it enjoys much greater prestige. It also
has much wider range of duties. The member countries are repre-
sented by chairmen of their state planning agencies. The committee
has to meet at least twice a year, and the meetings are chaired by
every member on a rotation basis. It has a permanent Bureau which,
like the former Bureau for Integrated Planning Problems, is com-
posed of the representatives of the member countries at the rank of
deputy chairmen of the planning agencies.

. 50 Ibid., pp. 206-208.
& Ibid., pp. 214~-215,
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Table 7.—Organization of OMBA (after 25th session, July 1971)

Session of the Council.
Executive Committee.
Council Committees:
(1) For Collaboration in Planning.
(2) For Scientific and Technieal Collaborativn.
Secretariat.
Standing Commissions:
(1) Statistics.
(2) International Trade.
(3) Currency and Finance.
(4) Electric Power.
(5) Peaceful Use of Atomic Energy.
(6) Geology.
(7) Coal Industry.
(8) Oil and Gas Industry.
(9) Chemical Industry.
(10) Nonferrous Metallurgy.
(11) Ferrous Metallurgy.
(12) Machine-building Industry.
(13) Radio-engineering and Electronics Industry.
(14) Light Industry.
(15) Food Industry.
(168) Agriculture.
(17) Construction.
(18) Transport. ;
(19) Communications. )
(20) Standardization.
Conferences:
(1) Heads of Water Management Agencies.
(2) Representatives for Legal Matters. -
(3) Heads of Patent Offices.
(4) Representatives of Freightage and Shipping Organizations.
Scientific institutions:
(1) Institute for Standardization.
(2) International Institute for Economic Problems of the World Socialist
System.
International organizations:
(1) Interconnected Power System.
(2) Common Wagon Pool.
(3) Intermetall.
(4) Organization for Cooperation in the Ball-bearing Industry.
(5) Interchim.
(6) Interatomicinstrument.
(7) International Bank for Economic Cooperation.
(8) International Investment Bank.
(9) Centre for Scientific and Technical Information.
Sourcm: B. W. Reutt, “RWPG: Cele-Zasady-struktura” (CMEA: Qoals-Principles-
Structure), Zycie gospodarcze (Warsaw), No. 28, 1972, p. b.

It is authorized to create various working groups and to organize
conferences of planning officials and other personnel from the member
countries and Comecon international organizations and agencies. Its
tasks include: (a) working out comprehensive solutions of the most
important problems of cooperation in the major sectors of the national
economy, above all in the production of fuels and raw materials and in
the introduction of advanced technology in the most important
branches of engineering and transportation, (b) consultations on the
main problems of economic policy, (c) coordination of the national
economic plans and work on improving the forms of this coordina-
tion, (d) preparation of proposals for collaboration in the construction
of the investment projects in which the member countries express’
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interest, (e) cooperation in forecasting, (f) joint planning of indi-
vidual branches of industry and in the production of particular prod-
ucts, (g) exchange of experience on improving the systems of planning
and management, and (h) any other problems of collaboration in
which the member countries may express interest.®®

The establishment of this committee is regarded by East European
economists as one of the most important events in the institutional
evolution of the Council as the committee serves now as the general
staff of CMEA, the main task of which is the supervision of the
realization of economic integration.”® It is a strong committee. Its
terms of reference are much wider than those of other organs of the
Council and it has the right to give directions to other organs.®
_ The fact that the Committee for Scientific-Technical Collaboration
1s raised to the same rank as the Committee for Collaboration in Plan-
ning is the best indicator of the high priority given to the development
in this field. Each member country is represented by the head of the
central body in charge of science and technology, who has the rank
of minister or often vice premier. The Committee has to meet, at least
twice a year and the meetings are also chaired on a rotation basis.
Its tasks include: (1) organization of multilateral consultations on
the basic policy matters in the field of science and technology, (2) orga-
nization of multilateral coordination in connection with those scientific
and technological aspects of the 5-year and long-term economic plans
in which the member countries express interest, (3) coordination of
research in the fields which are important for the long-run develop-
ment of the national economy, (4) preparation of proposals concern-
ing the introduction of the newest scientific and technical achievements
and leading industrial experience into production processes in the
member countries, (5) organization of the studies of world scientific
and technological progress in some selected fields, (6) organization
of joint planning by the interested countries in connection with the
stimulation of scientific and technological progress in selected fields,
(7) organization of collaboration in the training of scientific and tech-
nical personnel, (8) control over the activities of specialized inter-
national organizations which are established by the Council, and
coordination of their activities with its own activities; (9) organiza-
tion of cooperation in the production of scientific instruments and
equipment, (10) supervision of the fulfillment of commitments
accepted by the member countries in the field of scientific-technical
collaboration.®*

All supranational activities of the two committees are limited to
those aspects of planning or scientific and technological development
coordination in which the member-countries express an interest ; every
country has the right to abstain from joining a particular agreement
or joint activity by declaring the lack of interest. In this way, the
majority cannot force its decisions upon any member-country and, at
the same time, the minority cannot veto the establishment of joint

%8 RWPG : Wyspecjalizowane organa (CMEA: Specialized Organs), Zycie gospodarcze
(Warsaw), No. 26, 1972, p. 7. R

»f, 8. XXVI Sesja RWPG o postepach w realizacji programu socjalistycanej integracji
gospodarceej. (The Twenty-sixth session of CMEA on the Realization of the Program of
Socialist Integration), Gospodarka planowa, No. 12, 1972, p. 743.

o T Ptaszek, Postepy wspolpracy (The Progress of Cooperation), Zycie gospodarcze,
No. 38, 1972, p. 5.

&L RWPQ: Wyspecfalizowane organy, p. 7.
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programs of action by the majority. However, the fact that no supra-
national institutions have been created, and the member-countries re-
tain the right to refuse to participate in any project, does not neces-
sarily prevent a real advancement toward integration, as some Western
observers believe.

First of all, there is a political pressure which can be exerted at the
conferences of party leaders and bilateral talks. As the example of
Romania’s independent position shows, a country is able to resist it
for some time within certain limits. The pressure is, however, very real.
As Professor Wiles has pointed out, the main weakness of the formal
structure of Comecon is that it is a state and not a party organ, and
to be fully effective it would have to be supra-party rather than supra-
national.”* But this informal supra-party organization exists, despite
some serious differences and conflicts of interest, and it can be quite
effective, as it was at the time of the Czechoslovak crisis of 1968.

In the economic sphere, two factors—consultations and coordination
in planning, and joint planning in selected areas and the emergence of
integrated industries—will have long-run effects. Mutual consulta-
tions, joint forecasting and the coordination of the plans before they
are formulated represent new features in the process of collaboration
in planning which the comprehensive program has introduced.®* If
the main lines of development are agreed upon in this matter, the
freedom of maneuver left for the national planning bodies will be
considerably limited in practice. This is what at least some East Euro-
pean economists expect to happen:

It is, therefore, a coordination of the strategy and the tactics of development—
in a new multflateral, systematic, and binding manner. Taking into consideration
the intentions of its CMEA partners, each country has a possibility to formulate
correctly its development plans. The intentions, presented during consultations
and included in the consultations protocol, have in a certain way an obligatory
character. The partners have a concrete basis for the formulation of their con-
clusions from these intentions and they can, therefore, determine the profile of
the development of their countries accordingly.®

In the process a certain industrial structure will be created in each
country. Just as the creation of particular industrial structures during
the industrialization drive in the early 1950’s determined the lines of
development during the subsequent years, the restructuring taking
place at present as the result of consultations and coordination in plan-
ning may predetermine the lines of development in the future. It may
reduce the possibility of withdrawing from the integrated complex of
national economies without considerable losses.

Joint planning is envisaged in some selected fields. It is expected to
encompass all stages, including forecasting of demand, preparatory
activities, the production process, and the distribution of output
among various markets over an agreed period of time. The stress will
be on specialization in the production of parts rather than finished
products, with a cloge direct link among the enterprises located in
various countries and a system of severe financial penalties for non-
fulfillment of contracts. The comprehensive program puts special

¢ For example: P, Knirsch, Bemiihungen un elne Wirtschaftsintegration in Osteuropa,
Europa Archiv, January 1972,

@p. J. Wiles, Communist International Economics, Oxford 1969, p. 314,

o [, Skibifiski, Kompleksowy program socpaliatycznej integracji gospodarczef krajbw
RWPG (The Comprehensive Program of the Socialist Economic Integration of the CMEA
Countries), Gospodarka planowa, No. 11, 1971, p. 647.

. Drewnowski, “O programie integracji krajow RWPG” (On the Integration Program
of the CMEA Countries), Zyeie gospodarcze, No, 14, 1972, p. 10.



104

emphasis on collaboration in production, including joint investments
and the establishment of multinational enterprises or associations
which group enterprises of all or some CMEA countries. All essential
decisions in major industrial sectors would then be made within the
integrated industries, and only subsequently would they be incorpo-
rated into the national plans of the member states. The need to estab-
lish supranational planning authorities would be reduced. Since the
Soviet Union is by far the largest trade partner, its State Planning
Commission would, in effect, control the integrated industries through
its decisions to purchase industrial output, to ask for changes in the
type of products and their quality, and to provide essential raw mate-
rial inputs.®

After the economic reforms had been introduced in the second half
of the 1960s, hopes were raised, particularly among Hungarian and
Polish economists, that CMEA integration would be based on the
market mechanism and that in this way, it will in turn, stimulate fur-
ther reforms.®” Although the comprehensive program envisages some
liberalization of trade it does not go very far in this direction. Trade
in the most important raw materials, fuels, machines and equipment,
and even some foodstuffs and manufactured consumer goods, is to be
governed by rigidly defined quotas specifying quantities, delivery
dates, and other matters. For a second group, composed of less essen-
tial commodities, the only quota established will be a figure for the
total value of goods exchanged. A relatively small third group is ex-
pected to be free of any quota limitations and will not have to be
bilaterally balanced. Although the comprehensive program includes a
part dealing with improvements in the field of exchange rates and
strengthening of the transferable ruble, it is clear that its main stress
is not on the market mechanism, but on the collaboration in planning,
coordination of scientific and technological progress and infraindustry
coordination in production. Instead of increasing the role of market
forces and promoting decentralization of decisionmaking, this ap-
proach to integration may have an opposite effect. The integrated
industries will become international socialist cartels or socialist multi-
nationals enjoying a monopolistic position within the CMEA market.
They may easily be highly centralized, although the degree of central-
ization would probably vary from one industry to another, and run by
administrative decisions. Nevertheless, profitability, modernization
and technical efficiency would, undoubtedly, be stressed. In the absence
of the market forces, it is doubtful, however, that the price mechanism
would work better in the future than it has been working until now.
Tt would continue to be difficult to find whether particular operations
are really profitable or not, or in the words of a Polish economist :

¢ ¢ * Because of the autonomous system of domestic prices in each country,
an automatic and purely internal character of the monetary system and arbitrary
official rates of exchange which do not reflect relative values of currencies, it is
impossible to compare prices and costs of production of particular commodities
in different countries.®

“ng. I;I. Tallenbuchl, “Comecon Integration” Problems of Communism, March—April 1973,
pp. 38-39.
e? See for example: S. Ausch, Theory and Practice of OMEA COooperation. Budapest
1972 and P. Bozyk, “RWPG : Ekonomiczny mechanizm wspolpracy’” (CMEA : The Economic
Mechanism of Collaboration), Warsaw 1970.

68 7, Kamecki, J. Soldaczuk, W. Sierpinski, Miedzynarodowe stosunki ekonomiczne. (In-
ternational Economic Relations), Warsaw, 2d ed. 1971, p. 242.
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The first international industrial association, based on economic cal-
culations (l.e., on profit and loss accounting) is interatominstrument
which was established by the executive committee in 1972, as the re-
sult of a Polish initiative, on the basis of an agreement signed by Bul-
garia, Czechoslovakia, G.D.R. Hungary, Poland and U.S.S.R. The
association, which is located in Warsaw, is composed of enterprises,
industrial associations and other economic organizations, and scien-
tific research institutes in the member countries which specialize in the
production of instruments and equipment for nuclear physics, engi-
neering and medicine. It is expected to eliminate duplication throngh
specialization and cooperation, to reduce the number of products
(which exceeded 1,000 in all CMEA countries taken together), reduce
costs, Improve quality and stimulate mutual trade among the mem-
ber-countries in this field.®® It is significant that Romania signed an
agreement _establishing an international team of scientific and tech-
nical specialists in atomic physics at the Hungarian Academy of
Science in Budapest at the same time, but declined to join the inter-
national industrial association. This is one of the indications that,
despite the acceptance of the comprehensive program, Romania is still
not prepared to move as far as other CMEA countries in the direction
of economic integration.”™

The 26th session took place in July 1972 and examined progress
achieved during the first year after the adoption of the comprehensive
program. In the field of scientific and technological collaboration, 18
agreements were signed concerning coordination in research, and
20 coordinating centers, 7 scientific committees, and 2 international
scientific teams were established. A number of joint investments in
fuel and raw materials production were agreed upon, and a decision
was reached to expand the joint electric power distribution system
and the natural gas and oil pipeline system. Multilateral consultations
on the basic directions of socio-economic development in the years
1976-80 were conducted. The session asked the member countries and
Comecon agencies to prepare the plans for that period in the years
1972-74 in order to secure enough time for all the long-term agree-
ments which would have to he signed.”

As a form of joint planning in selected branches of production, a
number of agreements were signed concerning specialization and coop-
eration in the engineering and chemical industries. The agreements
took into consideration all stages, from the division of tasks in research
and development to the allocation of production responsibilities and
distribution of final products. A gradual extension of these methods
of collaboration is regarded as one of the main duties of the standing
commissions responsible for various sectors of the economy, especially
because progress which has so far been achieved in the field of special-
ization and cooperation in production, particularly in the engineering

® 1, 8. “Nowe organy { organizacje gospodarcze RWPG"” (New Organs and Organizations
of CMEA), Gospodarka planowa, No. 7, 1972, p. 443,

7 Schaefer has reached the same conclusion: For Romania the situation and the issues
had not changed all that much with the adoption of the integration program, and there
was no immedinte sign of any modification in her established policy of fightlng for
grinclple while cooperating fn new projects and in new approaches when she deemed it

eneficial. Schaefer, op. cit., p. 176.

nJ, G. “XXVI Scsja RWPG: Praktyka socjalistycznej Integracji” (The twenty-sixth
session of CMEA : Socialist Integration in Practice), Zycie gospodarcze, No. 30, 1972, p. 2;
L. 8. “XXVI Sesja * * ¢ pp. 742-¢

P

32-765—T74——8
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industry, cannot be accepted as satisfactory despite some recent
improvements.”

Not all decisions concerning specialization and cooperation were
satisfactory. In some cases there was no reduction in the number of
%)roducers and this situation “is not conducive to the utilization of the

atest achievements of science and technology.” The accepted recom-
mendations “were not always taken into consideration at the stage of
the coordination of economic plans among the member-countries.” Not
enough attention was given to the specialization and cooperation in
respect to the production of parts and intermediate products. There
are also difficulties created by excessively lengthy discussions and slow
work within various Comecon bodies.” This last point is particularly
important. After rejecting integration through the market, the com-
prehensive program is attempting to effect integration through basi-
cally administrative methods. There are, however, no reasons to assume
that these methods would be more eflicient and less bureaucratic at the
international level than they have been when applied within coun-
tries. On the contrary, they may work even less satisfactorily as co-
ordination is even more difficult and complicated and conflicts of in-
terest more clearly visible.

Yugoslavia, which on the basis of an agreement signed with Come-
con in 1964 has been participating in some sessions and other activi-
ties, was represented at the 26th session by a strong delegation, This
was interpreted as a sign of real interest 1n CMEA integration. The
session also admitted Cuba as a full member.

The 27th session met in June 1973. It discussed, above all, the co-
ordination of national plans for 1975-80 and, in some selected fields,
for a longer period. The supply of raw materials was given top
priority. Again some joint investments in this field were studied and
agreed upon, mainly in the Soviet Union. Decisions were made about
specialization and cooperation in the engineering industry. They will
be taken into consideration during the preparation of national eco-
nomic plans and are expected to influence the future lines of the de-
velopment in this industry in the region as a whole. Considerable
attention was also given to the expansion of the industries producing
consumption goods, to the acceleration of technological progress and,
for the first time in the history of CMEA, to ecological problems.
Intensification of joint aid to Mongolia and Cuba, further expansion
of cooperation with Yugoslavia and the new agreement of coopera-
tion between Finland and CMEA were also discussed.™ 75 7

No progress, however, has been achieved so far as the extension of
international trade is concerned. Both the CMEA share of world
import and the share of world export declined in 1971 to its lowest
level since 1960 (9.1 and 9.8 percent respectively). The share of import
increased somewhat in 1972 to the level which it had reached in 1967
(9.7 percent). The share of export in that year was, however, the sec-
ond lowest since 1960 (10 percent) (see table 2). Although the average
rates of growth of export increased in 1971-72 in comparison with

7_; Ptaszek, “‘Postepy wspoélpracy,” p. 5.

id.
™ L. 8, XXII Sesja RWPG : Program socjalistycznej integracji gospodarczej w dzialaniu
(the 27th session of CMEA : The Program of Socialist Economic Integration in Action),
Gospodarka planowa, No. 9, 1973, pp. 633-6.
75 Ibid., p. 635.
7 Comecon : Little more than a name, Fconomist (London), Mar. 2, 1974, p. 59.
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1966-70 in all countries, except Bulgaria and the Soviet Union, and
the average rates of growth of import everywhere, except the G.D.R.,
Hungary and Romania. trade within the bloc grew again less rapidly
than total trade of the CMEA countries (see table 3).

No acceleration of economic growth was visible in the region as a
whole. The average rates of growth of national income declined in
1971-72 in comparison with 1966-70 in all countries except Poland and
Romania, reflecting a decline in the rates of growth of investment
which, except in Poland, were below the 1966-70 level (see table 4).
Similarly, the rates of growth of gross industrial production were
lower in 1971-72 than in 1966-70, except in Poland where there was
an increase and in Czechoslovakia where they were at the same level.
This decline reflected a decline in the rates of growth of employment,
an insufficient improvement in labor productivity in Bulgaria, Hun-
gary, and the Soviet Union, and a decline in the rates of growth of
labor productivity and an insufficient increase in the rate of growth of
emplovment in the G.D.R. and Romania. Only in Poland, and to a
.smaller extent in Czechoslovakia, was there some evidence of an
intensive pattern of growth.

TaBLE 8.—Sessions of CMEA

First session, Moscow, April 26-28, 1949.

Second session, Sofia, August 25-27, 1949.

Third session, Moscow, November 24-25, 1950.

Fourth session, Moscow, March 26-27, 1954,

Fifth session, Moscow, June 24-25, 1954,

Nixth session, Budapest, December 7-11, 1955.

Seventh session, Berlin, May 18-25, 1936.

Eighth session, Warsaw, June 18-22, 1957.

Ninth session, Bucharest, June 26-30, 1938.

‘Tenth session, Prague, December 11-13, 1958,

Eleventh session, Tirana, May 13-16, 1959.

“Twelfth session, Sofia, December 10-14, 1959.
Thirteenth session, Budapest, July 26-29, 1960.
Fourteenth session, Berlin, February 28-March 3, 1961.
Fifteenth session, Warsaw, December 12-15, 1961.
Sixteenth session, Moscow, June 7, 1962.

‘Seventeenth session, Bucharest, December 14-20, 1962.
Eighteenth session, Moscow, July 25-26, 1963.
Nineteenth session, Prague, January 28-February 2, 1965.
*"Twentieth session, Sofia, December 8-10, 1966.
Pwenty-first session, Budapest, December 12-14, 1967.
Twenty-second session, Berlin, January 21-23, 1969.
Twenty-third session, Moscow, April 23-26, 1969.
Twenty-fourth session, Warsaw, May 12-14, 1970.
"Pwenty-fifth session, Bucharest, July 27-29, 1971,
Twenty-sixth session, Moscow, July 10-12, 1972.
Twenty-seventh session, Prague, June 5-8, 1973.

II. Toe MECHANISM OF INTEGRATION

1. Coordination of Plans

"nder the centralized model of planning and management of the
Socialist economy, the mechanism of integration was composed of
mainly administrative measures with only a limited role being played
by market forces. The basic tool was the coordination of economic
plans of the member-countries on the basis of the so-called material
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balances, which after 1956 were prepared for some selected commodi-
ties, both raw materials and final products, for CMEA as a whole. At
first the problem was limited to registering surpluses and shortages
of various commodities and to allocating the surpluses among those
member-countries which needed them. In this way the cooperation of
the 5-year plans for 1956-60 and 1961-65 was effected. A serious dis-
advantage was that in both cases the process took place after the na-
tional plans had already been prepared and approved by the appropri-
ate authorities of the member-countries. At this stage the plans were
difficult to adjust and the suggestions made by the Comecon bodies
usually encountered an inflexible response from the national central
planning agencies.”

This was, in effect, the coordination of trade on the basis of bilateral
consultations. As international trade had only one function at that
time, the removal of short-run bottlenecks, these consultations had
very little impact on the industrial structure of individual countries.
The production profiles were constructed “without economic calcula-
tions as the result of the tendency to achieve maximum economic self-
sufficiency of individual countries.” 78

During the break between the coordination of plans for 1961-65 and
those for 1966-70, attempts were made to coordinate the long-term
prospective plans up to 1980. In practice, however, it was impossible
to go beyond some bilateral consultations which took place in 1961-63.
Only a few particularly important sectors, such as fuel and electric
power production, were balanced on a multilateral basis. It was dis-
covered that the methods which were used for the coordination of the
5-year plans could not be used for the coordination of the long-term
plans, and the exercise collapsed because of the lack of proper method-
ology. Some results of discussions, however, were apparently useful
for the preparation of the subsequent 5-year plans.”

‘At the beginning of the 1960’s the existing system of coordination
of plans was recognized as being inadequate, time consuming, and
cumbersome. The coordination could only advance to the extent to
which all partners were willing to go, and their interest was usually
limited to insuring supplies which were needed for the fulfillment of
their economic plans. In 1962, Khrushchev proposed the system of
joint planning for CMEA as a whole.?* The 12th Congress of tlre
Communist Party of Czechoslovakia, which was held at the end of
that year, accepted the proposal and some Czechoslovak and East
German economists supported it in their writings.®* HMowever, the
proposal was rejected, because planning at that time was understood
as the administrative-command system and “the concept of inter-
national planning for CMEA as a whole was accepted to imply the

77 B. Miroshnichenko (ed.). Problemy koordinacii narodnokhoziaistvennvkh planov
stran SEV (the “Problems of the Coordination of National Economic Plans of the CMEA
Countries”), Moscow 1968, pp. 97-108; M. Guzek, Problemy integracji gospodarc:ej
panstw socjalistycenvch.” Poznan, 1964, pp. 72-73.

8. Gora, Z. Knyziak, Wapdlprace krajow RWPG a rachunck ckonemiczny (Cooperation
of the CMEA Countries and Economic Calculations), Warsaw 1966, p. 150.

7 M, Deniszczuk, K, Derbin. Koordynacja planéw %oapadarezvch krajéw RWPG (the
“Coordination of the Economlc Plans of the CMEA ountries’”), Warsaw 1972, p. 103,

8 N. Khrushchev, “Aktualne zagadnienia rozwoju Swiatowego systemnu socjalistycznego”
(*“Current Problems of the Development of the World Socialist System”), Problemy pokoju
i 8ocializmu, No. 9, 1962,

8 For example: J. Novozamsky, Vyrovnavani ekonomicke urovnezemi (“Reduction in
the Differences in Eastern Development”), Prague, 1964, pp. 194-156: W. Kunz Grund-
Jragen der internationalen Wirtschaftszusammenarbeit der Lander des Rates fur gegen-
seltige Wirtschaftshiffe (‘Principal Problems of the International Economic Coopera-
tion Among the CMEA Countries”), Berlin 1964, p. 18.
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necessity to create an international planning agency for CMEA which
would have the right to make economic decisions which would become
compulsory for individual countries and which would, therefore, effec-
tively 1imit the scope and the possibility of making independent eco-
nomic decisions by individual countries.” 82

The proposal had its merits. The existing system was not satisfac-
tory and no alternative solution could gnarantee much improvement.
It had, however, great political risks for the parties in Eastern Eu-
rope. It also had economic disadvantages, particularly for less-devel-
oped member-countries:

This concept was an attempt to overcome in a radical manner all the diffi-
culties which the development of socialist infegration encountered under the
conditions which required considerably more effective methods than those which
had been used in the past. It should be added that the apparent attraction of this
idea was that it implied the unification of economic methods and planning de-
vices (for example the introduction of a uniform currency in all CMEA coun-
tries), without which it would not be possible to prepare a joint economie plan.
Without trying to evaluate this concept, it is enough to say that it would tend to
petrify the existing international division of labor, and this would mean a limi-
tation of sovereignty of individual countries in respect of their ability to develop
their economies in accordance with the national interests.®

The only acceptable solution was improvement in the methods of
international coordination of plans, which in effect became even more
complicated and bureaucratic. These starting points were bilateral con-
sultations among the member countries. The central planning agencies
submitted to the Comecon secretariat information on their plans, in-
cluding the planned quantity of production, the expected require-
ments and the size of a surplus or a deficit. The sector departments
of the secretariat collected this information for a particular sector and
prepared the balances for the bloc as a whole. The results were sub-
mitted to the standing commissions for discussion. The final balances
were then submitted to the executive committee. As some shortages
and surpluses were still present at the end of the first stage (consulta-
tions), during the second stage (coordination proper), bilateral dis-
cussions again took place on the basis of the suggestions prepared by
the executive committee. The results were sent to the secretariat for a
new exercise in balancing which involved again both the sector de-
partments of the secretariat and the standing commissions.

The executive committee examined the final product and bilateral
commercial agreements were signed by the member-countries for the
5-year period which incorporated decisions on planned exchange of
commodities. Attempts were made to balance bilaterally not only the
total volume of trade but also the major groups of commodities,
machines, and equipment, raw materials and fuels, basic foodstuffs and
manufactured consumption goods. The bilateral agreements on export
and import quotas of very detailed nature were, of course, a logical
extension of the material balances method of detailed balancing of all
major commodities in real terms which was used for the construction
of economic plans in each of the member-countries.s

As very little coordination is possible in practice after investment
decisions have been made, and even less when a certain industrial struc-

8J. Soldaczuk, “Handel miedzynarodowy a rozwéj gospodarczy w socjaliZmie” (“Inter-
national Trade and_Economic Development Under Sociallsm”), Warsaw 1970, p. 150.

S P, Glkman, “Rachunek ekonomiczny we wspdlpracy kraléw RWPG w dzledzinie
inwestycjli” (Economic Calculations in the Cooperation of the CMEA Countries in Invest-
ment), Warsaw 1970, pg. 51-2,

8 Bozyk, op. cit., pp. 35-7.
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ture has already been created, the coordination of investment plans
was accepted as the most important measure. A similar mechanism,
including a stage of consultations and a stage of coordination proper,
has been used for the coordination of the overall plans. The starting
point is the collection of information in the form of indicators and the
list of proposed investment projects, including the construction of new
and enlargement or modernization of existing plants, which are con-
nected directly with the international division of labor. On this basis,
consultations take place, first bilateral and subsequently multilateral,
in the sector standing commissions, in the sector departments of the
secretariat and, finally, at the executive committee. The accepted deci-
sions ave then embodied in the 5-year plans, commercial agreements
and joint investments.®® Again, the process is extremely complicated,
lengthy, and inflexible.

The coordination of investment was attempted on a large scale dur-
ing the coordination of plans for 1966-70. Several hundred projects
were presented by the state planning agencies. In accordance with the
previously accepted principles, decisions were to be made on several
matters: cancellation of a particular investment project in one country
if identical productive capacity was not fully utilized or was planned
to be constructed in another; changes in the timing of construction of
some investment projects; the priority which should be attached to
various projects; specialization in the production of particular com-
modities according to the type, size, et cetera, in the case when several
similar plans would be constructed in more than one country, in order
to achieve economies of scale ; and the collaboration and mutnal assist-
ance in the construction of some projects of particularly great impor-
tance for several countries. This coordination of investments had “only
a very limited effect” because there was “the lack of a sufficiently pre-
cise instrument which could be used to compare investment outlays in
different countries and to bring them to a common denominator. It
was simply impossible for the national planning agencies and for the
Comecon bodies to make calculation of the efficiency of proposed
investment projects and to choose from among alternative projects
located in different countries.®

The tendency to cover the widest possible range of commodities and
to examine the greatest number of details, which had been present dur-
ing the first two attempts to coordinate the 5-year plans (for 195660
and 1961-65) was recognized as a mistake, and, during the prepara-
tion of plans for 1966-70, the range of coordination was reduced and
the process became less detailed.®”

The coordination of plans for 1971-75 was started 3 years before
their beginning, to make sure that its results are incorporated in the
national plans, The main stress was put on a relatively limited number
of the most important problems for which the coordination process
was strengthened to achieve a higher degree of specialization. Special
attention was given to the coordination of production with the help of
international sectoral organizations such as Ingermetall and standing
sectoral commissions. In every country a determined effort was made
to adjust direction of development in the selected sectors to the re-
quirements declared by its partners. The creation of a number of links

8 Deniszezuk, Derbin, op. cit., p. 107.
8 Tbid.

51 M. Guzek, Miedzynarodowa integracja gospodarcza 10 socialiémie (International Eco-
nomic Integration Under Socialism), Warsaw 1971, p, 124,
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was planned which were basically of an autarkic nature, taking CME A
as & whole. Priority was given to the creation of international links in
the production of fuel and raw materials, where “the supply of main
products was fully secured from intra-bloc sources for all countries’”
and in the engineering industry, as the result of which “the main in-
vestment needs of the CMEA countries for machines and equipment
were met by supplies from the member countries.” 88

Despite some improvements, this was basically the same bilateral
system of coordination of plans which had previously existed.®* Writ-
ing in 1969, a Polish economist pointed out that the system stressed
mainly the creation of planned forms for the mutual collaboration
among the member-countries which would help them to fulfill their
national plans, rather than to achieve the optimal utilization of eco-
nomic resources of these countries through the widest possible speciali-
zation and coordination. Instead of concentrating on the coordination
of the main directions of economic development and on the creation of
a basis for mutual trade, attempts were made to determine particular
types and quantities of mutual deliveries of goods. In effect, the co-
ordination of plans was simply an introductory stage for the negotia-
tions of commercial agreements.

It influenced the coordination of the directions of development of
individual countries only indirectly and rarely in a durable way, be-
cause the types and quantities of deliveries were subject to consider-
able change from one planned period to another. The practice of
limiting the coordination to the 5-year plan periods tended to create
discontinuity, and it was responsible for the fact that the coordina-
tion decisions were strongly influenced by existing short-run situa-
tions and current needs. Moreover, the coordination decisions were not
always secured by any binding agreements, and this created a real
danger that they might not be carried out. The coordination was tak-
ing place almost exclusively on a bilateral basis and this tendency for-
bilateralism was further strengthened by the difficulties which were
experienced by individual countries in obtaining required imports
and, in some cases, in finding foreign markets for commodities which
they produced.?°

In practice, during the first stages in the evolution of Comecon, the
coordination of plans was applied fully only for the production of
fuel and most important raw materials, and, to a lesser extent in the
engineering industry. Its application to all products of the manu-
facturing industry, particularly to consumption goods, proved im-
possible :

The feasibility of balancing in physieal units is determined by the degree of
hoinogeneity of products. As it is well known, this condition can be met more
readily in the case of such products as electric power, fuels, mineral raw ma-
terials, or such mass commodities as grain. On the other hand, the collection and
processing of information for non-homogeneous products require aggregation
in value terms. Even in respect to the domestic economies of the individual

CMEA countries this problem is not easy to solve. Difficulties are even greater in
the analysis on the scale of the whole group of countries as, in addition, there is

83 Bozyk, op. cit., P, 42,

8 A. Shulman, ‘“Koordinacla planov stran SEV” (The Coordinatlon of Plans of the
CMEA Countries), Vneshnaia Torgovlia (Moscow), No. 4, 1971.

% Z. Kamecki, “Klerunki zmian w systemie koordynacjl plan6w krajow RWPG"” (Direc-
tions of Changes in the System of the Coordination of Plans of CMEA Countrles),
Gospordarka planowa, No. 10, 1969, pp. 1-2.
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the problem of comparability of monetary units, the matters of standardization,
differences in statistical methods and processing of planning data.”

The economic reforms introduced in the second half of the 1960’s
made the existing method of international coordination of plans obso-
lete and even less workable than before. They introduced some changes
in the nature of national plans by reducing the number of directives,
reduced the degree of centralization, and put a greater stress on eco-
nomic as opposed to administrative measures. The national central
planning agencies cannot make the same commitments as before. The
national plans are less detailed, and they are formulated to a greater
extent than before in aggregative value terms. The reforms made it
necessary to modify the international coordination of plans. Plans
had to be less detailed, less rigid, and representing to a greater extent
only the main directions of development or a general framework
within which specific decisions would be made by economic units of a
lower level.

At the same time, the reforms opened up possibilities for the appli-
cation of new methods of international coordination. In the past,
decisions were made in physical units at the central level and were
transferred down to the enterprises in the form of commands. A really
effective international coordination required, therefore, a supra-
national planning office. However, when the enterprises acquire some
freedom to make decisions on the basis of profit-and-loss considera-
tions, they need prices as parameters for their calculations. While in
the past, prices did not supply any information to the enterprises, they
must be more meaningful now. All CMEA countries effected price
reforms in the years 1967-70, and, although the new prices still do not
correctly reflect the supply and demand conditions, they are more
reliable than the old prices. There is, therefore, room now for forms
of international planning other than those based on the direct com-
mands of the international planning office.?

One possible modification of the international coordination of plans
would be the acceptance of the suitable market mechanisms, such as
prices, rates of exchange, and an international-bloc currency. The
advocates of this approach among the East European economists are
stressing that “no system of coordination of plans, if it is expected
to give real results, can be regarded as a substitute for the market
mechanism,” and that “the wide utilization of the market mechanism
wonld make it possible to concentrate during the process of the co-
ordination of plans on real and direct coordination of the directions
of economic development,” which should be established as “long last-
ing linking of production and scientific and technical activities” among
the member-countries.®

This approach is regarded as a necessary precondition not only for
strengthening integration, but also for a successful switch from the
extensive to the intensive pattern of development :

The functions of the mechanism which regulate mutual coordination must
correspond to the specific conditions under which the CMEA countries are, at

present, moving toward the intensive stage of development. In comparison with
the situation which existed in the past there must be a change in the role of both

91 Guzek, op. cit., pp. 129-130.
92 M. Guzek, “Modele mledzynarodowe{1ntel‘gmcjl gospodarezej w socjalizmie,” (Models
(if Tnternational Economic Integration Under Socialism), Ekonomiste, (Warsaw), No. 5,

968,
93 Kameckl, op. cit., p. 2.
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institutional and market factors. The institutional factors, continuing to play
active functions, cannot now and will not be able in the future to determine all
possibilities and directions of mutual trade and specialization in production in a
detailed way. For this reason the market forces must, to a certain extent, play an
active role in the process of determining mutual trade and specialization. With
such a change it would not be possible to bring individual enterprises into a
direct participation in the determination of the international division of labor.” ®

In other words, the volume, direction, and composition of inter-
national trade, and the corresponding specialized industrial structure,
are determined, within the overall framework established by the cen-
tral planning authorities, by microeconomic decision of enterprises
dealing directly with enterprises in other countries.

However, the leading Soviet specialist in the field of CMEA inte-
gration, O. Bogomolov, has not accepted this view. He admits that the
previous forms of cooperation were not sufficient in the second half of
the 1960’s, and that “the stage of intensive economic development, into
which the CMEA countries enter, requires a wider field for an inter-
national maneuver with material, financial, and human resources;
some specific forms of the unification of economic and scientific and
technical potentials; concentration of joint efforts for the solution of
the basic problems of socialist and Communist construction * * *»
Discussing various forms and methods of integration, he stresses that
the most important theoretical and practical problem of the establish-
ing of real mechanism of economic integration is that of finding a
golden mean between the state-political and economic methods of regu-
lating the process. Bogomolov rejects the market mechanism, point-
ing out that “the Socialist ownership of the means of production makes
it possible to adjust the economic structures of individual countries not
through the spontaneous fluctuations of the market but in a much
simpler and more effective manner on the basis of the adequate regula-
tion of the activities of the states.” For him “the state Plan is the most
effective lever of the process of integration” although “the acceptance
of the primacy of the planning over market instruments does not, of
course, mean that the role and the importance of the latter is under-
estimated.” 93
 Bogomolov’s proposals represent the concept of adjusting the in-
dustrial structure of the member-countries “from above” through
direct coordination of plans by administrative methods which would
be improved and which could utilize some economic instruments. How-
ever, despite considerable efforts, by 1970 “no effective forms and
methods of the coordination of the plans for economic development of
CMEA countries had been found.” ®¢

The comprehensive program, approved in the following year. was
supposed to introduce a significant modification of the system. It has
accepted Bogomolov’s approach. It stresses the coordination of overall
economic policy in addition to the coordination of long term, 5-year
and annual plans. More responsibility is given to the Comecon by cre-
ating the Committee for Collaboration in Planning, composed of the
chairmen of the state planning agencies. Plans for 10-20 years, which
outline basic trends in the development of the key sectors of the econ-

& Bozyk, op. cit. p. 96.

83D, Bogomolov (Problems of the Economic Integration of Soclalist Countries), Prob-
lemy Mira 1 Sotsialiema (Moscow), No. 11, 1970; Polish translation in Gospodarke
planowa, No. 1, 1971, pp. 61-2.

% Soldaczuk, op. cit., p. 151.
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omy, are to be coordinated by bilateral and multilateral consultations
of the representatives of planning agencies of the member-countries,
with the participation of the CMEA bodies dealing with foreign trade
and scientific-technical cooperation, and appropriate sector depart-
ments of the Secretariat and standing sector commissions. On this
basis, the member countries are expected to conclude long term multi-
lateral and bilateral collaboration agreements, which would include
“reciprocal obligations, terms, measures for their fulfilment, material
liability of the parties for their nonfulfillment or improper fulfill-
ment.” Priority 1s given to the coordination of long-term plans for:
(1) the fuel and energy base, including nuclear energy, (2) the raw
material base for ferrous and nonferrous metallurgy, for the chemical
pulp and paper and light industries, including geological prospecting
works, (3) the key types of industries in ferrous and nonferrous metal-
lurgy, (4) the petrochemical and associated industries, and (5) the
integrated system of machines and instruments that determine the
development of the scientific and technological revolution.*’

The stress in the long-term cooperation among the member-countries
1s on those sectors producing producers’ goods which have always been
given top priority in Eastern Kurope. They include fuels and raw
materials, because of relative shortage of these commodities, and those
industries in which most of unnecessary duplication of investment and
parallel development occurred in the past. At least some of these prod-
cts are also relatively homogeneous. The inclusion of the CMEA
bodies in the process of coordination of the long-term plans is the
<closest substitute for supranational joint planning which is acceptable
‘to all member-countries at present.

One of the first activities of the newly established Committee for
the Collaboration in Planning was the preparation of a list of the
main problems of the development of the national economy and the
types of production which should be coordinated for the period up to
1985 and in some cases even 1990. Concrete methods and ‘a timetable
for multilateral and bilateral works in this field have also been
accepted. In accordance with the comprehensive program, the coordi-
nation of the long-term plans will be based on jointly prepared fore-
ccasts of the development of production of the most important
Pproducts.®®

The comprehensive program states that the coordination of the
5-vear plans takes place at the time of the preparation of the national
plans, before the drafts are submitted for approval by the appropriate
national authorities. They are coordinated on a bilateral and a multi-
lateral basis for those problems in which the member countries express
an interest in joint solutions. The process of coordination is finalized
by the signing of protocol by the heads of the central planning agen-
«cles of the member countries. Four types of problems are specifically
mentioned as requiring coordination: (1) basic directions in scientific
and technical progress, (2) the development of specialization and
ccooperation in production with the aim of organizing a rational pro-
duction scale based on more sophisticated technologies, (3) the coordi-
nation of capital investments which are of mutual interest, especially
for the expansion of the fuel and raw material base for the key

o7 “Comprehensive Program. . .,” pp. 206-8.
8], 8, “Rozwsj wspélpracy w dzledzinie planowania’” (The Development of Coopera-
tion in Planning), Gospodarka planowa, No. 11, 1973, pp. 780-2.
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branches of industry, and (4) the output and deadline for reciprocal
supply of goods and services.”®

The program of work in this field for the plans for 1976-80 was
prepared by the Committee for Collaboration in Planning during
1972, and it was approved by the Executive Committee. The program
assumes an active participation by various Comecon bodies. In 1963,
standing commisions were coordinating plans for their respective sec-
tors for the years 1976-80 and for the longer periods. It is expected
that the member-countries will be able to sign commercial agreements
on the basis of the coordinated decisions in the first half of 1975.1%°

In accordance with the stipulations of the “comprehensive program,”
there were also consultations on the main problems of economic policy
and exchanges of information on the experience of various member-
countries in the field of improving the planning and management
system,1?

The cursory examination of both the relevant parts of the “com-
prehensive program” and the information on currently conducted work
on the coordination of plans indicates that, although the methods
have been elaborated in greater detail and a wider range of problems
have been included, no major change has occurred in this field. Most
of the objections which were made against the coordination of plans
in the past remain valid, and no great improvement in results can be
expected. Particularly striking is the great degree of bureaucratization
of the process. It absorbs considerable human and other resources and,
because of various delays at the international level, may tend to make
national planning even less flexible than it was in the past. To this
extent, the Comecon activities may represent a real burden for the
member-countries. The greatest benefit of further elaboration of meth-
ods seems to be the increased knowledge of the situation, current aims,
policies, and other economic activities in other member-countries. This
may be an important factor from the point of view of the Soviet Union
as 1t may help to anticipate some potentially explosive developments,
which in the past seemed to come as a surprise for the Soviet leaders.

Although the coordination of national plans by the supranational
bodies, as it exists at present, does not yet represent supranational
planning, it reflects some supranational preferences, and in the long
run it may lead to such planning. At present, “the introduction of
supranational planning sensu stricto is still very difficult, because if
the decisions about the allocation of resources for specific purposes in
sectoral and geographic aspects were based on an international system
of economic calculations, they could, in many cases, hamper the
national interests of individual Socialist countries.” 102

Tt seems that without the introduction of the “market instruments”
at the international level, this difficulty will never be eliminated and
no real progress could be achieved, although the frequent meetings of
the planning officials from the member-countries, which are attended
by the Comecon officials, and the enhanced role of the Comecon agen-
cies may create more favorable conditions for supranational planning
in the future.

0 “Comprehensive Program . . .,” pp. 208-210.

100 T, §, “Rozw6j * * *” p. 782,

101 Thid.

102 A, Marszalek, “Planistyezno-instytucjonalne metody integracji ekonomicznej krajow
socjalistycznych’” (Institutional Planning Methods of the Economic Integration of Soclalist
Countries), Gospodarka planowa, No. 11, 1972, p. 694.
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2. Collaboration in Production

Since 1962, when the Soviet proposal concerning supranational
planning was rejected, it has become clear that the progress of Fast
Furopean integration must proceed gradually and that, in effect, it
will be a lengthy process. Although the creation of a supranational
planning body and the introduction of joint general plans for the eco-
nomic development of CMEA as a whole has been retained as a long-
term objective,’*® the coordination of national plans has been accepted
as an “objective necessity at the present stage of the development of
international relations among the CMEA countries.” ¢ At the same
time, it was realized that the coordination of plans should be supple-
mented by the development of other institutional links. The fact that
in the past insufficient attention had been paid to this matter and that,
“because of the political-systemic similarity of the CMEA countries,
the coordination of plans was regarded as a sufficiently strong institu-
tional link” was accepted as a mistake.*°®

During the 1960’s, the Comecon was searching for some suitable
forms of integration in production. There were, first of all, attempts
to improve specialization and cooperation agreements based on the
recommendations of the executive committee and standing commis-
sions. These recommendations were, at first, limited to defining the
products, or groups of products, in which individual countries should
specialize. Subsequently, they became more detailed and included the
date when the production and deliveries should start, the quantities
which should be delivered, quality, et cetera. However, “the progress
of specialization on the basis of the recommendations by the Comecon
bodies was unsatisfactory.” The recommendations were not creating
necessary conditions for their implementation. They “did not include
technical, economic, and legal elements which would act as incentives
and obligations for both the producers and the buyers of specialized
products.” 1%

In 1967, the CMEA countries and Yugoslavia accepted the “Effec-
tive Method of Improving Specialization and Cooperation in Pro-
duction” as a basis for contracts between direct producers. This new
approach was recognized as being far superior to the use of “recom-
mendations” which, because of their nature, had to be vague and
inconclusive. The contracts between direct producers cover a whole
complex of problems, including research and development, production,
and marketing. They stipulate the responsibilities of partners, penal-
ties for failure to meet contractnal obligations, and determine prices
“which in the final analysis decide about the economic results of inter-
national cooperation in production which are achieved by each part-
ner.” The new approach has been accepted as an important step
forward as “every contractual agreement concerning specialization
and coordination in production, which solves the whole range of prob-

103 G, Sorokin, Soviet delegate, at an international symposium on “International Eco-
nomic Integration of the Socialict Countries” held in Warsaw in January 1969, Handel
zagranicenv (Warsaw), No. 4, 1969.

104 Miroshchenko, op cit., pp. 36-7.

105 M. Deniszcezuk, “Miedzynarodowy podzial pracy a Integracja eknonomiczna krajow
RWPG” (International Division of Lahour and Economic Integration of the CMEA
Countries), Handel zegraniczny, No. 7, 1971, p. 217,

ws B, W. Reutt, “Mledzynarodowe formy specjalizacji produkeil krajé RWPG” (Inter-
national Forms of Speclalization in Production of the CMEA Countries,” in P, Bozyk
(ed.), Integracja ekonomiczna krajow socjalistycenych (Economie Integration of the
Socialist Countries), Warsaw 1970, p. 159.
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lems in a given sector of production in the long-run sense, becomes a
new stone in the edifice of the integrated international socialist
economy,” 107

The “‘comprehensive program” asks the member-countries to create
appropriate economic prerequisites for the development of direct ties
“between their ministries, agencies, and other government organs, and
between economic, scientific research, and planning and design organi-
zations.” These ties should be established when there is mutual interest
of the parties in the elaboration of specific measures on a cooperative
basis. They should be established “with due regard to the systems of
planning and management. employed in the given nations, as well as
to the rights and authority held by the parties within the framework
of these systems,” and with the understanding that “each party in-
volved in direct ties coordinates its activities within the nation in
accordance with the system of planning and management existing in
a given nation.” Thus, direct ties should not weaken the autonomy of
each member-country in respect to planning and management, and
cannot be used as an instrument of pressure for effecting any systemic
changes or preventing changes envisaged by an individual country.
The contractual agreements will be utilized to formalize the reciprocal
obligations of parties. They should include effective guarantees and
material responsibility of the parties for the nonfulfilment, or im-
proper fulfilment, of their obligations. Various Comecon agencies will
retain their right to give recommendations on direct ties among the
member-countries, but these ties can also be established in response to
recommendations issued by bilateral intergovernmental commissions
or at the initiative of those organizations, presumably including indus-
trial enterprises, “which are empowered to establish them.” 108

In the second half of the 1960’s, some Soviet economists formulated
a new concept. In addition to improving the coordination of perspec-
tive (long-term), multiyear, and annual general plans for the devel-
opment of national economies, the member-countries should also in-
troduce joint planning for the development of some selected branches
of industry in order to insure specialization and coordination.?®

This is an attempt to promote integration gradually on a selective
basis, starting with some key sectors such as the chemical, electronics,
and engineering industries. In these sectors, technological progress
plays a particularly important role; and they, in turn, determine
the level of technique in an economy which mainly depends on its own
production, or that of its bloc partners, for the supply of capital
goods. These are, at the same time, highly capital-intensive sectors,
which require large outlays on research and development, and have
large potential economies of scale. None of the CMEA. countries, except
the Soviet Union, has sufficient resources to construct modern and
efficient plants in these sectors and, what is even more difficult, to con-
stantly modernize them in order to keep them abreast of the world
technological progress. Moreover, none of these countries has a suf-

107 J. Kormnov, ‘“Mledzynarodowa socjalistyczna kooperacja produkeji” (International
Socialist Cooperation in Production), Gospodarka planowa, No. 5, 1969, p. 31.

108 “‘Comprehensive program * * ‘,”ﬁ)p. 241-243.

1% G, Sorokin, “Problemy ekonomicheskof integratsil stran sotsialisma” (Problems of the
Economic Integration of Soclalist Countries), “Voprasy Ekonomiki,” No. 12, 1968, p. 86;
0. Bogomolov, “Nekotoryie problemy spetslalizatsii kooperatsil proizvodstya mezhdn
stranami S. E. V.” (Some_ Problems of Specializatlon and Cooperation of Production
Among CMEA Countries), Mirovaia Ekonomika i Mezhudarodne Otnosheniia (Moscow),
No. 5, 1967, pp. 78-80. ’
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There is a general agreement among Soviet and East European
economists that the development of joint enterprises has been ham-
pered by various features of the economic system of socialist countries,
such as the lack of uniform prices, correct exchange rates, converti-
bility, and an appropriate monetary system, and that “without solving
the question of market and monetary problems there will be no pos-
sibility to solve complicated problems of joint enterprises.” 3

Because of the still strong presence of administrative-command
features in the planning and management system of the CMEA
countries, the enterprises in one country are not interested in mutual
contacts and specialization or in cooperation arrangements with enter-
prises in other member countries. The system does not provide suffi-
cient incentives for action in this direction and there are even many
disincentives.’?* For this reason, even the purely coordinating inter-
national organizations, such as “Intermetall” and “Organization for
Cooperation in the Ballbearing Industry” have been playing only a
relatively minor role and they are not fully utilizing the rights given
to them by their charters:

This is, above all, a consequence of the fact that these organizations cannot
have a wide field of activities in the system of planning and management which
has been in existence so far in the individual countries. However, with accelera-
tion of economic reforms, their ability to act effectively should increase. They
would then be able to accept new functions and could be transformed from coop-
erative organizations into industrial organizations which would directly deter-
mine size, product mix and the allocation of production tasks among the national
industrial organizations and enterprises.’®

The “Comprehensive Program” puts considerable emphasis on the
expansion of direct ties between various national and Comecon agen-
cies and organizations. It also envisages improvement in the operation
of existing international economic organizations in production, trade
and other fields, as well as establishment of new ones. Moreover, it
expects that the international economic associations, a higher stage of
development than the purely coordinating organizations, would be
established “to coordinate the activities of the participating nations in
collaboration and cooperation, and to manage jointly their economic
activity in individual branches of production, technical development,
foreign trade, et cetera.” 1%

In the light of the previously quoted views about the conditions
which must be fulfilled before the coordinating international organiza-
tions could become effective, it will be interesting to watch the progress
of “Interatominstrument,” the International Company for Nuclear
Instruments, which started its operations in Warsaw in March 1972.
This is the first international industrial association which groups one
Bulgarian, two Czechoslovak, three GDR, two Hungarian, one Polish,
and two Soviet industrial and trade enterprises, which specialize in
this field. It operates on a commercial basis and has the right to estab-
lish a plant, a research laboratory or its own branch office in each of the
cooperating countries. However, the enterprises and organizations
which belong to it do not lose their autonomy or their present organiza-
tional links in their own countries, although they are obliged to carry

1231 Frisch, Hungarian delegate, at the international symposium on “Economic Inte-
gration of the Socialist Countries,” which was held in Warsaw in January 1969. Handel
zagraniczny. No. 4, 1969, p, 152, Also Clamaga, op. cit., p. 325.

124 Soldaczuk, op. cit.,, p. 165,

125 Thid., p. 166.

128 “Comprehensive program . . .,” p. 247,
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out the decision of the board of directors of the association. The associ-
ation is “an open organization.” New members, even from outside
CMEA, are free to join it any time. There are some indications that
similar international associations may be established in other fields.»??
Iowever, it is not clear how all the difficulties which had appeared in
connection with the operation of “Haldex” have been solved.

Sinece the introduction of the “Comprehensive Program,” collabora-
tion in production has been accepted as one of the main activities of
CMEA. Its importance was again acknowledged by the 27th session as
“the mnain stream of the processes of Socialist economic integration”
with “specialization and cooperation forming a material basis for the
integration of CMEA on which rest all other forms and methods of
scientific and technical, economic and commercial cooperation.}?®

Following the recommendations of the program, the first multi-
lateral agreements concerning specialization and cooperation were
signed in 1971. They dealt with the automotive, glass, and ceramics
industries. In 1972. further multilateral agreements were signed which
covered a wide range of production, including shipbuilding and pro-
duction of shipping equipment, tractor and agricultural machines, and
some chemical, metallurgical and engineering products.*® A large
number of studies have been completed, the results of which will be
taken into consideration in the coordination of national plans for
1976-80 and included in bilateral and multilateral agreements.*s
Altkough the multilateral nature of agreements is a new factor, it
seems that otherwise all these activities belong to the traditional
method: nothing has been reported about direct contractual agree-
ments among cnterprises.

There has been some activity in the field of joint planning. In 1972
Bulgaria, Czechoslovakia, the GDR, Hungary. Poland. Romania and
the U.S.S.R. signed an agreement concerning joint planning in the
production of various metalworking machines. Another agreement
was signed on joint planning in container transportation.*s*

Fxcept for the establishment of “Interatominstrument,” the
approval by the executive committee of a document regulating the
establishment and operation of international economic organizations
in January 1973 and commencement of work on a further, more
detailed. document which is expected to be completed in 1975,'*2 noth-
ing has been reported on joint enterprises or international industrial
associations.

It may be significant that in discussing the future of international
economic organizations recently. a leading Soviet specialist stressed
that these organizations do not have to assume the form of joint enter-
prises. as this particular form could in many cases prove to be less
efficient than a transfer of resources, in the form of credit granted for
the development of specialization and cooperation, to an enterprise
located in another Socialist country. He felt that, in order to improve

17 A, Nalecz-Jaweckl, “Interatominstrument,”’ Zycie gospodarcze, No. 28, 1972, g)p. 10-11.
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efficiency of production, credit may be more useful than a joint owner-
ship in the form of international economic associations.*s

Probably even more significant, is the fact that it was noted recently
that a number of obstacles which hampered the development of spe-
cialization and cooperation in the past are still present. They belong
to two groups: difficulties caused by the different levels of develop-
ment and the existing specific industrial structure in the member-
countries; and difliculties connected with the system of international
cooperation within CMEA. which are related to the defective systems
of planning and management of national econoznies.***

1t seems that the sections of the “comprehensive program” which
deal with direct contractual agreements among enterprises of different
countries, with the, establishment of jointly owned enterprises, with
international associations, and perhaps even with joint planning in
selected sectors, depend on the further progress of economic reforms
in the member countries and radical improvement in the financial sys-
tem of CMIEA cooperation. In the absence of such reforms, collabora-
tion in production will be a very imperfect instrument of integration.

3. International b obility of Factors of Production

Until the middle of the 1950’s movements of capital among the
CMEA countries were limited to credits advanced at 2 percent per
annum in order to enable the recipient country to finance imports from
the creditor country.'* Between 1945 and 1957, the Soviet Union
granted the following credits to Eastern lfurope: $31 million to
Czechoslovakia, $153 million to Albania, $223 million to Romania,
$313 million to lHungary, $334 million to Bulgaria, $448 million to
GDR, $498 million to Poland (excluding the amount of $500 million
which was canceled by the Soviet Union 1 1956 as a compensation for
the loss suffered by Foland as the result of coal exports at special low
prices in the years 1945-53). The loans, according to the calculation
of a Polish economist, amounted to approximately 27 percent of total
investment outlays which Bulgaria made during that period, 6 percent
in the case of RRomania, 4 percent in Hungary and 2 percent in
Poland.**¢ They, presumably, included cancellations of reparations
and of some payments for assets of joint companics which the Soviet
Union had acquired in the ex-enemy countries at the end of the war.
Hence, a smalt figure for Czechoslovakia, which as an ex-allied coun-
try did not pay reparations, and a relatively high figure for the G.D.R.
T'he other UMIEA countries advanced the following credits during
the same period : Hungary, $9 million ; Poland, $10 mullion ; Bulgaria,
$18 miilion; Romania, $24 million ; Czechoslovakia, $171 million ; and
tne (i, $280 million*#

In the second huif of the 1950’s credits for investment purposes
became even less significant, and the less developed CMIEA countries

133 J, Kormnov, ‘“‘Mezhdunarodyne ckonomicheskie organizatsii i ikh rol’ v sotrudnichestve
stran CEV’' (International Ecoomic Organizatious and Their Roie in the Cooperation of
the CMEA countries), Planovoe Khoziaistvo (Moscow), No. 4, 1973, pp. 54-063.

14 Leszek, op. cit., p. 285, ..

1% K, Peci, ‘“Zagadnienia koordynacji plandw inwestycyinych krajow RWPG” (Problems
cla\f theICooperution of Investment P’lans of the CMIA Countries) Gospodarke planowu,
NO. 6. 1864, p. Y. - . . RN

16 A Bodnar, -Gospodarka europejskich krajéw esocjalistycenych (The Economy of the
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had to depend to a larger extent on their domestic accumulation (sav-
ing). As a Polish economist observed in the early 1960%: “the main
problem for the Socialist Countries now is not the problem of obtain-
ing credits for the stimulation of economic development, but securing
the supplies of raw materials in exchange for the export of manufac-
tured goods.” 138

During the industrialization drive of the early 1950’, many Soviet-
designed plants had been assembled in other mémber-countries. Their
operations were based on the import of Soviet raw materials, and their
output was directed partly for import substitution and partly for
export to the Soviet Union. The most glaring example is provided
Ly the commission-work agreements in the textile industry, under
which cotton was supplied by the Soviet Union, which then reccived
the final product at special price below the world market level.1#

When more sophisticated economic calculations were introduced, it
was discovered that from the Soviet point of view it was not really
rational to send raw materials to other CMISA countries in ovder to
receive back products of exactly the same type as those that were pro-
duced in the Soviet Union. Soviet manufacturers were closer to the
sources of raw materials and to the end users, and the costs of trans-
porting goods from Eastern Iurope were in some cases alarming. The
average length of railway haulage was 1.7 to 2 times as large in the
ases of goods entering international trade as those produced for the
domestic market. In addition, there was an agreement among the
CMEX countries that to a product’s price, which was determined on
the basis of the world prices, the cost of transportation was added at
50 percent of the cost which the importer would have paid if he im-
ported this conmodity from a major exporter outside ClMEA. So, for
example, to the price of iron ore imported by oland from the Sovict
Union, half of the potential cost of transportation if iron ore froni
Sweden to Polish Baltic ports was added.*® However, transportation
from the Soviet Union was more expensive in reality because of the
distances involved and the use of railways, which are an overcom-
mitted carrier in the Soviet Union. The cost of transporting raw ma-
terials in the Soviet Union to the Western frontier represents about
14 percent of the cost of production of coke, 26 percent for manganese
ore and rolled steel, 28 percent for pig iron, and 90 percent for iron
ore

Moreover, while the world price of iron ore, a particularly impor-
tant commodity for the Kast Kuropean countries in view of the very
rapid expansion of their steel industry, declined between 1956 and
1966 and the average c.i.f. price of iron ore imported by Western
Kurope declined by 40 percent, the cost of producing iron ore in the
Soviet Union increased. It became necessary to use gradually less
efticient deposits, and, between 1957 and 1963, the average content of

181 1pld., p. 45.

19 Ausch, op. cit., pp. 91-94.
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M1 Zasoby a wspblpraca miedzynarodowce (Resources and International Cooperution),
Warsaw, 1970, p. 350. :



124

iron declined from 48.1 to 41.6 percent of the produced ore.** The
cost of producing coke in the Donetz basin is about 17 percent higher
than the average for that industry because of unfavorable geological
eonditions, Whigle in the case of the deposits in the eastern regions,
where about 79 percent of the known coal is located, the cost of trans-
portation is very high.** The Soviet Union is also a relatively high-
cost producer of ofl. This is particularly true in the case of new
oilfields in the Eastern regions, which have to be expanded to meet the
rapidly growing needs of the Comecon countries. While investment
outlays necessary for the creation of 1 million tons of oil per year
are $4 million in Saudi Arabia, $9 million in Iran, $12 million in
Kuwait, and $56 million in the new oilfields in the North Sea, the
corresponding figures for the Soviet Union are $34 million in the old
oilfields and $80 million for the new oilfields. ¢

(apital intensity in the Soviet extractive industry was three times
higher than that of total industry at the beginning of the sixties. In-
vestments in this field have long gestation periods and, to the extent
to which the growing demand has to be met by the development of
new deposits in the remote areas, require additional investments in
providing transport facilities and socio-economic infrastructure. In
the second half of the fifties, the Soviet Union had already started to
complain about its role as the exporter of raw materials to other
Comecon countries in exchange for manufactured products. These
complaints increased in the first half of the sixties.*

The problem was additionally complicated by the use of world
prices, which reflected different scarcity relations than those existing
within the bloe, as a basis for intrabloc transactions. While the world
terms of trade were against the producers of primary products after
the end of the Korean boom, in CMEA there was a relative scarcity of
raw materials and overproduction of many manufactured products.*«¢
There was little incentive to expand the export of raw materials to
other member-countries, despite the fact that, in bilateral transactions
within the CMEA, the countries buying raw materials were prepared
to offer higher prices in order to receive higher prices for some finished
products. Consequently, “the 1963 intra-CMEA price level of raw ma-
terials was, on the average, 15-percent higher than the corresponding
world price level of 1957-61.7 147

In this situation, the so-chlled cooperation in the construction of
plants, or “joint investments” was devised in the form of long-term
eredits for specific purposes. These were considered consistent with both
“modern conditions of international Socialist division of labor” and
“the principle of economic sovereignty of a Socialist country,” and
“full ownership of the means of production which are located on their
territory.” 14¢ Tts essence was described by a Soviet economist in the
following way:

u2 J. Gwiatdzinski, Hutnictwo Zelaze i stali krajéww RWPG (Steel and Iron Industry in
the CMEA Countrles), Warsaw, 1972, p. 122.

w1 Tbid., pp. 107-08.

]’:_‘ 'lﬁh Beq::il r'/,‘.‘];g(nrbo;:}‘lelnﬂa; {Carbo.-cl.lex‘n!‘stry), Z&;cie ﬁ{)&podarc%, No. 21, 1973, p. 11.

Sarnackt, onomidci radzieccy J* pp. 106-07; O. Bogomolov, G. Pekeshev,
“Znsac}y i perspektywy mledzinarodowego podzialu pracy i wspélpracy miedzynarodowej”
{Principles and Perspectives of International Division of Labour and International Coopera-
tion), Gospodarka planowa, No, 8, 1962, p. 10.

18 Ausch, op. cit., ‘pp. 86-103. Cf. P. Marer, “Postwar Pricing and Price Patterns in
Socialist Foreign Trade (1946-71), Bloomington, Ind., 1972.

1! Ausch, op. cit., p. 87.
us Bogomolov, “Ekonomicheskala * * *” p. 212.
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[It represents] a “transfer” of investment resources from a country which
lacks a given raw material (capital inténsive) to a country which has favorable
conditions for the development of its production, but lacks the necessary invest-
ment resources. This makes possible a greater concentration and a higher effec-
tiveness in the utilization of investment outlays in the system of CMEA coun-
tries and a more rapid liquidation of a temporary deficit of raw materials and
fuels. The expansion of the preduction of raw materials and fuels takes place
with the minimization of investment and current costs and with the safeguarding
of economic interests of individual countries.1¢®

_Joint investments in the production of raw materials in resource-
rich countries were accepted as the only alternative to the development
of the “domestic raw material base” in those countries which had some
poor resources available. During the 1950’s, these countries were
encouraged by CMEA to expand some extremely poor and inefficient
deposits. This policy led “to the reduction of investment resources
which, as it became clear Iater, could have been utilized for more
effective purposes.” The plants for enrichment of poor iron ores were
build in Czechoslovakia, G.D.R., and Poland, and they all were closed
down at the end of the 1960’s.2%¢

The size of the credits corresponds to a share of the total cost of the
construction, or expansion, of a plant, which is equal to the share of
output in which the creditor is interested. They are advanced, usually
for a period of 10-15 years, in the form of exported machines and
equipment, building materials, and consumption goods, representing
an equivalent of the wages paid in connection with the construction of
the plant. The cost of construction should include all investments,
including those in transport, power, water, and social infrastructure.*s

The repayment of credits takes place in the form of the export of a
part of output of that plant, or the branch of industry, which has been
constructed with the help of these credits. The agreements concerning
cooperation in the construction or enlargement of plants include a
long-term commitment by the recipient country “to supply specific
quantities of the product in the course of normal international trade
transactions.” %2 Even as late as the early 1970’s, the rate of interest
was 2-3 percent per annum. Some East European economists feel that
the low-interest rate is one of the main obstacles for the development
of this form of international cooperation, particularly because for
domestic investments, all countries use the “normative period of
recoupment, of 5-6 years which corresponds to 12-15 percent interest
per annum after the 5 percent rate of amortization has been
deducted.’®® These economists sug, that, in order to stimulate par-
ticipation in foreign investment, the rate of interest should be at least
6 percent.s*

The first project of this nature was the credit advanced by GDR in
1957 to Poland for the expansion of mining of brown coal for the
generation of electricity for export to the GDR.**®* In the years
1957-62, 16 agreements on joint financing of plants were signed by the
CMEA countries. They included five projects in Poland, four in the
Soviet Union, and the rest in GDR Romania, Bulgaria, and Hungary.

149 Thid.
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About 60 percent of total credits were advanced by Czechoslovakia and
20 percent by the GDR.}¥* During that period, Czechoslovakia ad-
vanced about 200 million foreign exchange rubles to Poland for the
expansion of mining of copper, sulfur, and coal and participated in
the construction of .an electric power station in Romania, a copper
mine in Bulgaria, and in the extraction of potash in the GDR. Czecho-
slovakia, Poland, Hungary, and Romania jointly financed the con-
struction of a cellulose factory in Braile, Romania. The Soviet Union
recelved from Czechoslovakia “substantial credits for the development
of mining facilities to expand the production of iron ore, copper, zinc,
lead, and bauxite,” 70 million foreign exchange rubles from Poland
for the expansion of potash mines in the region which until World
War I1 had formed part of Poland, and credits from Bulgaria, Hun-
gary, GDR, Poland, and Czechoslovakia for the construction of phos-
phate mines in Estonia.’®?

The construction of an international electricity grid and the “friend-
ship” pipeline were major joint investment ventures which, however,
did not mmvolve international flows of capital, since each country was
responsible for its own section.’®® Another joint investment of this
type 1s the construction of the gigantic hydroelectric power station at
the Iron Gate on the Danube, which was started by Romania and
Yugoslavia in 1964 and is expected to be completed in 1977.1%

The shortage of raw materials remained a serious problem in the
second half of the 1960s, and the International Bank of Economic
Cooperation was criticized for not taking an initiative in financing
“Joint investment prograins in individual countries, which would serve
the strengthening of the international division of labor.” ¢ The Inter-
national Investment Bank was established for this purpose on Janu-
ary 1, 1971, by Bulgaria, Czechoslovakia, the G.D.R., Hungary, Mon-
golia, Poland, the Soviet Union, and Romania (which, at first declined,
joined in 1972). It advanced credits for 5 to 15 years in transferable
rubles or exchangeable non-CMEA currencies for investments con-
cerned with the development of specialization and cooperation, the
expansion of the raw materials base, and the construction of plants
in which all member-countries are interested, especially joint projects.
The rate of interest is 4 to 6 percent for loans advanced in the rubles,
and the current rate of intevest in the world money markets for loans
in non-CMEA currencies. The first recipicnt of credit was Hungary,
which received a loan of 12.7 million transferable rubles repayable in
8§ vears for the enlargemnent and modernization of a bus factory, 20.5
million, payable in 10 years, for the electrification and modernization
of ratlways and 11.2 million for the enlargement of cotton textile mills,
The laregst credit, 78 million rubles including 25 million in convertible
currencies, was received by Czechoslovakia for the modernization of a
truck factory. Poland received 14.6 million rubles, including 10 million
in convertible currencies, for the expansion of three engineering fac-
tories (electronic calculators, small electric motors, and automotive

18V, Lublmov, ‘“Sovremiennyie mezhdunarodnyle ekonomicheskiie otnosheniia,” (Con-
temporary International Economic Relations), Moscow 1964, pp. 108-22,
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parts) .26t All these credits were advanced for projects closely connected
with intra-CMEA trade.

The “Comprehensive Plan” not only stresses the importance of joint
investments for the advancement of integration, but lists several proj-
ects which should be examined in the near future. They are mainly
connected with the expansion of production of fuels and ferrous and
nonferrous metallurgy : oil, natural gas, iron ore, and a stecl mill in the
Soviet Union; coal, phosphorus, copper, tin, and molybdenum in Mon-
golia; manganese in Bulgaria; coal, copper, and tin in Poland.*¢?

Implementing the program, the representatives of Bulgaria, the
GDR Hungary, Poland, Romania, and the Soviet Union signed an
agrecment at the 26Gth session in 1972 to build a cellulose factory in

Tst-Tlim in the Soviet Union with an annual capacity of 500 tons of
cellulose. At the 27th session in 1973 a similar agreement was signed
to construct jointly an asbestos mine in Kimbayev in the Soviet Union
with an annual capacity of 500 tons of asbestos.'¢® Other projects which
are considered for implementation in the Soviet Union include the
construction of a steel mill in Kursk with an annual capacity of 12
million tons of rolled steel products and the expansion of production
of nickel and titanium products.?®*

It has been pointed out that, as both the advancement of credit and
its repayment are in the form of the supply of commodities, the bene-
fits for the creditor, and the debtor depend not only on the rate of
interest and the length of the repayment period, but also on the prices
of goods which are supplied in connection with granting credits, as
well as those which represent repayment.

" In addition, the size of the credit and the share of output committed
for export to the creditor country as both repayment and normal ex-
port are important.1®® ¢ Tn connection with these matters, there are
opinions that the existing arrangements “do not guarantee the elimina-
tion of the conflict of interest between the countries which export raw
materials and those which import them.” The essence of the conflict
is that “the latter group of the countries receives high quality raw ma-
terials and pays for them with processed goods for which the world
prices are high, although their quality of technological and economic
parameters are often low in comparison with the average world
standards.” This conflict has not been eliminated :

The problem of harmonization of the interests of various countries at the
present stage in the field of cooperation in the satisfaction of demand for fuels
and raw materials far exceeds the boundaries of traditional commercial meth-
ods * * * Thig problem is not solved by the mutual advancement of credit, which
is the practice widely used in the cooperation among the CMEA countries. The
credit relations are in their essence a specific type of commercial transaction:
buying of raw materials at a future point of time as the repayment of credit
with interest in the form of the deliveries of necessary raw materials. The

creditor does not participate directly in the production of raw materials and
has no influence on the effectiveness of the use of resources which have been

11,8, “Mledzynarodowe banki krajow RWPG"” (International Banks of the CMEA
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invested in a given project, and this fact reduces, of course, interest in expanding
these investments.'®

It seems, therefore, that this instrument of integration also has some
serious limitations, at least under the present system of intra-CMEA
price determination, methods of advancing credits and repayments,
and the determination of the rate of interest.

While there has been some international mobility of capital within
CMEA, the movements of labor have been only marginal. They exist
in the regions close to the Polish-Czechoslovak and Polish-GDR
borders. In the GDR, where there has been serious shortage of labor,
a few thousand Polish workers are employed and a somewhat larger
number of Hungarian workers find seasonal employment. A specific
form of international labor movements are the construction contracts
accepted by Polish firms in Czechoslovakia and the GDR. The Polish
firms use their own construction workers. In effect Poland, which has
relatively plentiful labor, specializes in the labor-intensive types of
constriction, reconstruction, or modernization work which is per-
formed in countries experiencing labor shortage.®

Although the Czechoslovak and East German representatives have
often raised the matter of international labor movements, “in the
majority of the member-countries there are some doubts about inter-
national mobility within CMEA for economic reasons.” Apparently
the countries feel that they should utilize at home the benefits of the
training of human resources and, for this reason, the countries who
could export labor expect to be reimbursed for their expenditures. It
is felt that “the problem of international labor movements requires
finding a solution in the sphere of economic calculations which would
permit a proportional allocation of benefits among the partners who
participate in the transaction”.®® The acceptance of this solution
would not only be an entirely new approach to international labor
movements, but would also imply the state ownership of workers.

Until now international factor movements have not been strong.
They seem to be encountering serious obstacles, and it is doubtful that
they can play a more effective role under the present system of inter-
national payments within Comecon.

4. Scientific and Technical Collaboration

Mutual technical assistance was mentioned in the 1949 communicque
as one of the main objectives of the proposed Council. The second
session, which was held in Sofia later the same year, created a basis
for an exchange of technical documentation. Bilateral transfers were
the main form of scientific and technical collaboration during the
1950°s. There were also reciprocal training arrangements and short-
term assignments of specialists. However, this last form was seriously
discredited by the presence of a large number of Soviet advisers in all*
East European countries during the Stalinist period. whose role
exceeded that of normal foreign advisers.’” For some time afterward,
this remained a sensitive point. Although the first joint research insti-

187 Thid.

188 Tgkra, Kisiel, op. eit., p. 56.

10 Thid., 'pp. 5657

170 1, Agoston, “Le Marche Commun Communiste,” Geneva, 1985, pp. 29-30; Fischer,
op. cit., pp. 370-71.



129

tute was created in 1956 (the Joint Institute for Nuclear Research in
Dubna in the Soviet Union), this form of collaboration did not develop
on a larger scale during that period. Joint interstate committees or
commissions were established for bilateral collaboration.

On the basis of the “Sofia principles” the Soviet Union transferved
more than 21.000 complete technological documents to other CMEA
countries and accepted about 36,000 East European specialists for
training, consultations, or short visits to research institutes, industrial
enterprises, or government departments. During the same period, other
CMEA. countries transferred more than 11,000 complete documents
and provided training for 18,000 Soviet specialists.*"*

Until 1955, the transfer of documentation from the Soviet Union,
the assignment of Soviet specialists, and training in the Soviet Union,
dominated the scene. Afterward, there was two-way traffic of a more
balanced nature. As a Hungarian economist has pointed out, these
arrangements did not give the CMEA countries an access to the high-
est and most modern technology in the early period. -

Of the nonmilitary industrial products of the Soviet Union, only a few (though
highly important) kinds of productive equipment approached the world standards
of the time. The technical level of Soviet products, however, became extremely
important for the CMEA countries when, in a few years, the greater part of their
foreign trade became dependent on the Soviet Union, the “dominant economy” of
CMEA, by its relatively low technological level (in spite of high performances in
several branches) had an adverse influence on their economy.’”

Tn 1962. as a part of general efforts to increase the “international
Socialist division of labor.” the decision was made to prepare an overall
plan of scientific and technological research of all member countries,
and a standing commission for coordination of scientific and technical
rescarch was established in Moscow. The commission prepared an
“Interim Methodology of the Organization of Collaboration Among
the Interested Countries in the Field of the Coordination of Important
Scientific and Technical Research.” The executive committee approved
this document in 1964. and all member countries and Yugoslavia
(which started to participate in some activities of CMEA in that year)
accepted it as a basis for multilateral collaboration. The main purpose
was to eliminate unnecessary duplication in research. Because of the
similarity. in development strategies, the number of identical research
projects included in the national plans was very large, and consider-
able benefits could be achieved for each country by a division of labor
and narrowing down of the national “research front.” The second ob-
jective was the concentration of scarce personnel and resources on the
most erucial problems of economic development.?

METHODOLOGY

The “Interim Methodology” outlined in an approach to the coordi-
nation of research which is still in force. During the first stage, pro-
posals are prepared by the participating countries on the basis of
their natianal plans for scientific and technical research.

171 J, Metera, 7. Zistkowski, “Wapélpraca nankowo-techniezna Kraj6w RWPG” (Sclentifie
and Technical Collaboration Among the CMBA Countries), Warsaw, 1972, pp. 162-63.

13 Ausch, op. cit., p. 36.
173 Metera, Zi6tkowski, op. cit., pp. 42-44.
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They are subsequently discussed in bilateral and multilateral con-
sultation. During the second stage, the standing commission for co-
ordination of scientific and technical research, and, since 1971, the
Committee for Scientific-Technical Collaboration, prepares, after con-
sulting with various sectoral standing commissions, a proposal on “the
main direction of research” and presents it to the executive committee
for approval. During the third stage various commissions elaborate
proposals for the coordination of research. The plan is, in effect, a list
of national proposals which have been approved and formulated as
firm commitments by the participating countries. It includes sectoral
plans, which are prepared and approved by the appropriation sectoral
standing commissions, which subsequently act as the coordinating
bodies for their respective parts of the plan. The overall summary
plan is approved by the executive committee. It is now controlled by
the Committee for Scientific-Technical Collaboration (previously by
the standing commission which it replaced). The plan 1s divided into
the 5-year and annual, or “operative,” plans of research activities.}™

On this basis, the plans were prepared for 1964-65, 1966-70, and
1971-75. The first summary plan included 154 research projects. The
Soviet Union participated in 189 of them, the GDR in 125, Czecho-
slovakia in 123, Poland in 122, Hungary in 101, Bulgaria in 97, and
Romania in 69.°The second plan included 185 projects. The Soviet
Union participated in 169, the GDR in 155, Poland in 153, Czecho-
slovakia in 150, Bulgaria in 124, Hungary in 118, and Romania in 66,
The third plan included 217 projects.*™

This highly bureaucratic and time- and resource-consuming process
of coordination only partly succeeded. Because of the conflicts of inter-
est and the difficulty in establishing a fair share of expenditure for
each participating country, the member-countries often preferred to
go ahead with their own research rather than participate in a compli-
cated coordinated program.*”® There was also a lack of a joint center
for documentation and scientific and technical information. Some
East European economists believed that, for this reason, the flow of
information among the CMIEA countries was not sufficient, and that
there was “duplication of their efforts and waste of financial and other
resources”. 1%

In the middle of the 1960’s, the extent of the technological gap
between the advanced capitalist countries and CMIEA became appar-
ent. Until then the member countries were not particularly interested
in the purchase of licenses from the West. However, in 1965 alone, the
Soviet Union, Czechoslovakia, Poland and Romanta each purchased
abont 20 licenses, and interest has been growing since. For example,
Hungary, which between 1950 and 1968 bought only 75 licenses for her
engineering industry, envisaged the purchase of 100 licenses for that
industry in the plan for 1971-75.178

In 1965, the coordination of license purchases was inangurated, and
a gradual process of integration of research activities began.® In all
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CMEA countries, the percentage of national income allocated for
research and development increased considerably between 1960 and.
1968 : from 2.7 to 3.6 percent in the Soviet Union, from 2.4 to 3.3 per-
cent in Czechoslovakia, from 1.8 to 3.0 percent in the GDR, from 1.7
to 2.4 percent in Hungary, from 1.3 to 2.2 percent in Poland, and from
1.1 to 1.4 percent in Bulgaria. Romania planned to allocate 1.0 per-
cent in 1970.180

A symposium was organized in Moscow in 1968 which was devoted
to the discussion of methods needed to increase the effectiveness of
scientific and technical collaboration. Speaking at the symposiani,
N. Fadeyev, the Russian secretary-general of Comecon complained
about a number of weaknesses of the existing practice: the lack of
decisiveness as to the topics assigned and the parties who were expected
to fulfill specific tasks; delays in the completion of research ; the lack
of “complete and operative” exchange of information ; insufficient con-
tacts anong the researchers and the scientific institutes; and the fail-
ure to elaborate a system of economic calculations among the cooper-
ating rescarch units.?s!

A year earlier the 30th meeting of the executive committee approved
a system of payments for the received results of research, whenever
these results included original inventions or-represented the standard
of technology equal to the world standards which would make it pos-
sible to sell the products in the advanced capitalist markets.>* "The
decision was an inevitable development that was closely connected with
the purchases of licenses from the West. It also represented a recogni-
tion that financial incentives are necessary in order to achieve progress
in research. The 23d session, held in 1969, admitted that while such
forms of collaboration as consultations, visits by scholars, training,
conferences, et cetera, functioned well, the results’of all cooperation 1n
research were much less satisfactory, particularly for the key problems
which determine technological progress, large-scale methods and
reduction of costs at present and in the future. The methods ot coop-
eration used by the CMEA agencies were criticized as “inflexible,
nonoperative, and involving too many stages”.s2

The session also recommended the establishment of new joint re-
search units and the creation of direct links between the national units
on the basis of special agrecments and contracts. In 1970, the executive
committee, implementing the decisions of the 23d session, issued five
documents which supplemented the “Methodology” with some new
regulations on the functions, rights and obligations of the coordinating
agencies, the nature of agreements and contracts, the establishment
and operation of joint research units, and payments for the results of
research.’®* The ““Sofia principles” have been retained only for the ex-
changes of some relatively unimportant technological documentation.

1t has, however, becn noted that the acceptance of the principle of
payments for the results of research has not accelerated exchanges
among the member countries. Among the reasons given are such factors

0 J. Kleer. Warost intensywny w krajach socjalistycenych (An Intensive Growth in
the Socinlist Countries), Warsaw, 1972, p. 185.
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as: the difficulty of establishing the cost of research on which reim-
bursement is based, and of recalculating it into transferable rubles
because of unrealistic exchange rates; the lack of the comparability
of prices in different countries; and “spontaneous increases in the costs
of projects” during the implementation of contracts because of delays
in their completion.’s®

A number of joint organizations were established at that time: an
International Laboratory of Low Temperatures and Strong Magnetic
Fields in Wroclaw, Poland, in 1968 ; an International Center of Scien-
tific and Technical Information in Moscow in 1969 and an Interna-
tional team of scientists at the Institute of Administration in Moscow,
n 1970.1%¢

The “Comprehensive Program” attaches great importance to scien-
tific and technical collaboration and enumerates a wide range of
measures, which include mutual consultations on the national policies
for science and technology; preparation of long-term forecasts on-
future scientific and technological developments; joint planning and
joint implementation of research, exchange of information and co-
operation in training of scientists and technicians. Special emphasis is
put on the work of the coordinating centers, organized on the basis of
bilateral and multilateral agreements, and on international teams of
scientists, international laboratories at the national institutes, interna-
tional institutes, and international associations which would be in-
volved in both research and development and production.**’

Commenting on the program, a Polish economist has expressed the
following opinion:

The success of the joint efforts of the CMEA countries in the field of scientific
and technical collaboration depends, to a considerable extent, on the solution of
a number of financial and legal problems and on the organization of the flow of
information. Some steps in this direction have been made. The principle has been
aceepted that the transfer of the results of research can take place, depending on
a given agreement, either without payment or on the basis of a financial
recompensation.’®

Tt seems that the future scientific and technical collaboration within
€MEA depends not only on the sufficiently strong financial incentives
but also on the unification of methods which are used for the calcula-
tion of prices and on the introduction of realistic exchange rates. It is
doubtful that any significant improvement in the situation. which is
regarded as unsatisfactory in many respects,’®® can take place in the
absence of a major reform of the CMEA system of cooperation and
further economic reforms in the member-countries.

5. Market Forces

In a free enterprise economy integration is effected mainly through
the mechanism of international trade, which may be associated with
international factor movements and the coordination of economic and

1% Ibid., pp. 184-85.
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social policies. This may also happen in a socialist market economy.
However, in a socialist system in which central planning plays a
dominant role, and market forces operate within a relatively narrow
range, international trade cannot lead the process of integration. It
is an outcome of planned decisions, not only in the field of inter-
national trade, but also in other sectors of the economy.

In CMEL.\, the mechanism of integration is provided by the coordi-
nation of plans, collaboration in production with some limited factor
movements, and scientific and technical collaboration. International
trade follows the development in these areas. The system of planning
of international trade as it existed in the past, with an almost com-
plete separation of the domestic market from the outside world,
created some additional obstacles for the progress of integration.
Some improvements in the planning and administration of inter-
national trade have been introduced in all CMEA countries. Differ-
ences among individual countries in this respect are now quite
considerable, but it is the trading partner which has made the smallest
advance that determines the pace for the trading bloc as a whole. In
the small countries, the role of international trade is relatively impor-
tant, and they have a strong inducement to increase its efficiency.!?®
In the Soviet Union, trade represents only a small fraction of total
production. It is, therefore doubtful that the country which dominates
mtra-CMEA. trade would be particularly anxious to liberalize its
international trade mechanism. It is quite likely that it will be the
slowest partner. For this reason it is impossible to expect much trade
liberalization within the bloc although the “comprehensive program?”
envisages some movement in this direction.

The measures which are mentioned in the program include the
creation of a certain proportion of trade which would not be limited
by quotas, and balancing of trade on a multilateral basis. However,
the main stress is put on reciprocal deliveries of goods based on lon%-
term agreements and annual protocols which “will promote the ful-
fillment of national economic plans and the planned formation of
proportions in the development of the national economies of CMEA
nations”.**! International trade will, therefore, continue to have a sup-
porting role. It will be more than simply “an instrument with the
help of which the national economy could be supplied with necessary
commodities which were in short supply,” as it had been described
until the middle of the 1950’s.7°2 It can be used to reduce social outlays
which are necessary to achieve a planned level and structure of national
Income ** and can even be recognized as “a powerful supplementary
factor in the growth of income.” 1% It will not, however, be accepted
as a determinant of the rate of growth and of the structure of the
economy as both are determined by the planners.

' Z. M. Fallenbuchl, “The Role of Internatfonal Trade in the Czechoslovak Economy,"
Canadian Slavonic Papers, No. 4, 1968,

¥ ~Comprehensive Program,’ p. 233.

12 J. Wierzbotowski, “‘Z prebleméw socjalistycznej polityki handlowej” (On the Problems
of the Socinlist Trade Policy, Handel zagraniceny, No. 10, 1964, p. 476,

AV, 'l‘rfxzpclakp\yski, Metody wiyznaczaaia uray gran(c:nega i uprozczone metody
analizy efektywrnoici handlu zagranicznego (Methods of the Determination of the Margl-
nal Rate of Exchange and of the Simplified Analysis of the Effectiveness of International
Trade), “Prace 1 materiaty Zakladu Badaf Kenjunktur i Cen Handlu Zagranicznego,”' No. 3,

1963, p. 5.
™ Medvedkov, op. eit., p. 51.
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The “comprehensive program” also has a section dealing with “im-
provements in monetary and financial relations” which includes meas-
ures to strengthen the role of the CMEA collective currency (con-
vertible rubles), changes in the exchange rates of national currencies,
and expansion of multilateral payments. It will be interesting to see
how much progress will actually be made. Without convertibility
of commodities, the quantities of which are determined by the plans,
the convertibility of currencies is impossible. On the other hand, it is
quite likely that the exchange rates will be made more consistent with
one another within the bloc.

Although the prices will not fully reflect the supply and demand
conditions in the member countries and in the bloc as a whole, they
most probably will at least be based on similar principles in all CMEA
countries. Credits may play a greater role, and the rates of interest
may well be increased in the future to encourage “joint investment”
in other CMIEA countries.

The integration process will probably advance gradually and slowly
as the result of the coordination of pfrans, joint planning of selected
sectors, joint international associations, firms, and scientific and tech-
nical institutes. Even with the difficulties created by the lack of free
operation of market forces, a considerable degree of integration may
be achieved, as has been pointed out above, on the sectoral basis without
any supranational planning agency. Conflicts of interest, resulting
from impossibility of calculating costs and benefits in various joint
ventures, will remain, but they will probably be resolved on a political
level by the process of bargaining in which various economic and non-
economic advantages will be balanced against disadvantages in a sort
of give-and-take process.

It is doubtful that this will be an efficient integration, certainly no
more efficient than the dominant economy with which gradually
smaller economies will be integrated. It. will not, therefore, contribute
much toward the establishment of an “intensive pattern of develop-
ment” throughout the bloc, but it will probably keep costs relatively
low because of economies of scale inherent in producing for the bloc
as a whole, a certain degree of specialization and cooperation in pro-
duction, established mainly through administrative measures “from
above” rather than through microeconomic decisions of enterprises
“from below,” and some division of responsibilities in scientific and
technical research. :

It will not be a socialist economic integration through the market,
as many East European economists have -been hoping. Nevertheless,
there will be a movement toward establishing one economy, which will
be directed by the strongest. partner, although for political reasons
smaller partners may continue to receive many concessions. The extent
of thesc concessions may depend on the bargaining power of each
member country, in the widest sense, including political factors, and
diplomatic skills and cunning of. its leaders. -

[N
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I. IxTrRODUCTION

The most significant general factor in the relations between the

Soviet Union and the countries of Ilastern Europe (Bulgaria, Czecho-
H 1 . 3. o .

slovakia, East Germany, Huihgary, Poland, and Romania) is the large
disparity between the population, tervitory, resource endowment, and
military power of the U.S.S.R. and those of the countries of Kast
Iturope, individually and collectively. Given these differences, and
given Soviet policy, intrabloc relations involving the U.S.S.1%. are

“This study represents a substantial revision and expansion of an essay presented at the
International Studies Association Conference In New York, March 15-16, 1973, whose
proceedings will appear in Steven Rosen and James Kurth (eds.), “Testing Theories of
Eeonomic Imperialism (Lexington, Mass. : DC Heath & Co., 1974). The author is grateful
for permission to use materials from that earlier verston. I am indebted to Gregory Grosss
man and John P. Hardt for valuable suggestions, to Robert W. Campbe!l and Willinm J.
Siffin for detailed comments on a draft version, to John W. Tilley for research asslstance
and to Edward A. Hewett and Vaclav Holesovsky for permission to cite from their un-
published work. Responsibility for errors and opinions Is solely .the author’s. The Inter-
nitional Development Research Center of 1ndiana University bas supported the research.
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inevitably asymmetrical. They ave, in the most general terins, marked
by the dominance of a superpower and the dependence of six relatively
small client states.!

Any such relationship of asymmetrical interdependence offers
opportunities for the strong to take advantage of the weak. In the
political-military sphere the East European nations have certainly
been subordinated to the Soviet Union. An interesting question is,
therefore: has the Soviet Union also asserted its power to dominate
the Fast Kuropean countries economically? Has the Soviet Union
exploited its political-military position for its own economic
advantage?

The logic of the situation would seem to support an unhesitating
affirmative, as do the well-documented cases of economic coercion by
the Soviets under Stalin, and of Soviet military intervention in East
Germany in 1953, in Hungary in 1956, and in Czechoslovakia in 1968.

Recent research, however. reveals some rather surprising evidence
on this matter. It shows that the economic relationship between the
Soviet Union and East Europe after Stalin has changed substantially,
so much so that it is no longer to the advantage of the dominant power.
Evidence indicates that there is a net cost to the Soviet Union which
1s measurable, large, and increasing—so that these costs now constitute
a significant pressure for some type of economic disengagement by the
Soviets from East Europe.

This paradoxical relation between the political and economic aspects
of the Soviet-East European relationship has been noted by a few
observers, among them David Gianick, J. Michael Montias and John
Hardt.? This study presents new systematic evidence on the subject,
based on the author’s own work and on recent scholarship by others,
including Edward A. Hewett.* Some of these new findings have not
yet appeared as part of mainstream scholarship.

Our principal findings show that—

TUntil after Stalin’s death in 1953, the Soviet Union’s political
domination of East Europe was accompanied by conventional
types of economic extraction. The size of the unrequited flow of
resources from East Europe to the Soviet Union was approxi-
mately equivalent to the flow of resources from the United States
to West Iourope under the Marshall Plan.

Since the mid-1950’s, the Soviet Union has not obtained un-
requited resource transfers from East Europe. In fact, the
U.S.S.R. is paying an increasingly steep price for the continued
dependence of the East European countries on the Soviet Union.
This net cost to the Soviets is reflected in adverse and deteriorat-
ing terms of trade. One form of that disadvantage is a highly

1 Yugoslayia Is excluded from the study because its relationship with the Soviet Union
since the Stalin-Tito break has differed in substance from that of the European members of
the Council for Mutual Economic Assistance.

2 David@ Granick, “Economic Relations With the U.S.8.R.,” in N. J. G. Pounds and N.
Spulber, Resources and Planning in Eastern Europe, Bloomington: Indiana University
Puhlicaflons, 1957, pp. 129-148; J. Michael Montias, “Obstacles to the Economic Integra-
tion of Eastern Europe,” Studfes in Comparative Communism, No. 314, 1969, pp. 38-60;
and John P. Ifardt, “East European Economic Development : Two Decades of Interre'atlon-
ships and Interactions with the Soviet Union,” in Economic Development in Countries of
Eastern Europe. a compendium of papers submitted to the Subcommittee on Forelgn I5co-
nomic Policy of the Joint Economic Committee, U.S. Congress, Washington, D.C.: U.S.
Government Printing Office, 1970,

3 Bdward A. Hewett, “Forelgn"l‘mde Prices in the Council for Mutnal Economic Assist-
ance.” London : Cambridge University Press, 1974.
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unfavorable commodity composition of that trade. The costly flow
of Soviet exports to East urope forces the UU.S.S.R. to forgo
purchases of urgently needed machinery and other commodities
from Western countries, while Kast Kuropean countries are un-
able to supply theni.

These findings fail to accord with the distribution of political power
within the bloc. They also run counter to the logic one would expect
to find. on the basis of supply and demand corstderations. within the
Council for Mutual Economic Assistance (CEMA). At prevailing
CIMA prices there are within the bloc acute shortages of primary
products and large surpluses of manufactures. particularly machinery,
much of it not. modern. Within the bloe the Soviet Union is the only
net supplier of primary products and the principal net importer of
machinery and other manufactures. which should reinforce the strong
potential bargaining power inherent in its superpower status.

The par: adox can onlv be explained by considering the economic and
political costs and benefits of intrabloc relations as inter acting factors
and joint products. .\ framework for explaining how a power-oriented
nation can use commercial policy to advance its ends was developed
three decades ago by Albert Hirschman. Tn this view foreign trade has
two principal eflects upon the power position of an nnponahsi country.
First, economic gains from trade increase the economic power of the
dominant (onntl.\ Hirschman calls this the supply cffect. Second.
foreign trade becomes a direct source of power if other countries be-
come economically dependent on the dominant country and thus pro-
vide its with an instrument of coercion. Hirschman calls this the
influence effect. The power to interrupt or redefine commercial rela-
tions with any country is the root cause of the influence, or power
position which the domnnnt country acquires over other nations.*

The influence effect requires that the dependence of the trade part-
ners must be greater than that of the dominant power. In such a situa-
tion dependent countries will very likely grant the dominant country
certain economic, political, and military fmdvmntages in order to main-
tain stable trade relations. Such dependency is enhanced to the extent
that the smaller countries cannot dispense with trade with the domi-
nant country, or replace it as a market and source of supply. In the
case of CEMA, the larger difficulties lie with the smaller countries.
Their ability to divert trade to other countries is limited by monop-
olistic and monopsonistic trading conditions: “Country .\ may try to
change the structure of country B s economy so as to ‘make it highty
and altlﬁcmllv complementary to A's own economy * * * [creatine]
what might be called exclusive complementarity.” ® This dependence

as created during the early postwar period. For the more developed
] ast European countries, it lies primarily on the export side; for the
less developed East European countries, it is primarily on the import
side.

In addition to creating exclusive complementarities, there are also
price considerations. Hirschman argues:

If by some preferential treatment A induces B to produce a commodity for
export, A becomes B’s only market, and the dependence of B upon A thus created

+ Albert O. Hirschman, “National Power and the Structure of Foreign Trade.” Berkeley :

University of California Press, 1945.
§ Ibia., p. 31.

32-765-~T74~10
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may be well worth to A the economic cost involved in not buying in the cheapest
market. In general, any attempt to drive the- prices of exports from trading
partners above world prices * * * will fit in with the policy of increasing their
dependence [pp. 31-32].

One final point, again citing Hirschman :

Is there any means of extending [export dependence] to imports as well? The
policy of bilateralism is perfectly fitted to take care of the problem. Indeed, a real
impossibility of switching exports induces a technical impossibility of switching
imports. In this way the device of bilaterdlism is seen to be an important link in
the policies by which the aim of maximum power through foreign trade may
be attained [p. 33].

Bilateralism is a principal feature of intrabloc trade. Several Fast
Furopean countries are seeking institutional reforms which would
promote multilateral arrangements, yet the bilateral trading frame-
work continues to be advocated by the Soviet Union,

This study examines the evolution of certain aspects of Soviet-East
European economic relations during the postwar period. Three related
topics are discussed : the size of unrequited capital transfers during
1945-60, the terms of trade, and the commodity composition of exports
and imports. These topics do not exhaust the relevant issues, but they
are among the most important.

IT. Carrrar TRANSFERS

The probable Soviet objectives in East Europe during the first post-
war decade were military: to deny the area to Germany (whose re-
emergence was a potential long-term threat), and later, to potentially
hostile Western powers; political: to insure that individual countries
would not be controlled by Governments hostile to the U.S.S.R.; and
economic: to use the resources of the area for Soviet reconstruction
and industrialization via reparations and other forms of economic
extraction. To be sure, reparations-type deliveries by the ex-enemy
countries of East Germany, Hungary, Bulgaria, and Romania must
be viewed in the light of the destruction inflicted on the Soviet Union
during the war.®

This section presents a cumulative balance sheet of (@) reparations
and other forms of subvention transfers from East Europe to the
U.S.S.R. and (&) Soviet foreign aid to these countries. The year 1960
was chosen as a dividing line, as probably the last year by which
transfers related to the war were settled.” Until 1955 resources flowed *
primarily from East Europe to the U.S.S.R. In the second half of the
1950’s, there was a reverse flow which can be viewed as partial com-
pensation for earlier extractions. Thus it. is proper to discuss both
flows in thé same context. The frequency and importance of subven-
tion- and aid-type transfers have diminished considerably since 1960.

In this balance sheet, no account is taken of several types of trans-
fers, potential or foregone, conditioned by dependence on the U.S.S.R.
These include the sacrifice of Marshall plan aid, the aid that East

mg;/,biguiiwg_K. Brzezinski, “The Soviet Bloc: Unity and Conflict.” New York: Praeger,
961, pp. 4-5. . . T

. 7The year 1960 is the last year in which the U.8.S.R. cancelled debts incurred right after
the war, 1959 the last year in which it cancelled reparations obligatlons, 1958 the last year
in which “‘joint” companies in Fast Europe were released and perhaps the last.year -in
twhig*p ex-enemy countries contributed significantly to the support of Soviet traops on their
erritory. A b

H K
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Europe has been obliged to provide to other socialist countries and to
the third world, the net value of blueprints and licenses provided free
of charge, the subsidies that might be involved in a cumulative trade
surplus, and the implicit subsidies that may result from discriminatory
noncommercial exchange rates used in settling invisible transactions.’

Reparation-Type Transfers

East Germany.—The Soviet Union demanded $10 billion of repara-
tians at prewar prices. In the absence of an agreement with the Allics,
it proceeded unilaterally to collect from the Eastern zone. Reparations
took the form of (1) “official” dismantling of industrial installations
(as well as conscription of much timber and livestock in six waves
from 1945 until the spring of 1948), whose rough order of magnitude
is estimated at $+ billion in 1955 prices, representing one quarter or
more of East Germany’s postwar industrial capacity ; ® (2) reparation
deliveries to the Soviet Union from current production until the end
of 1953 which, though reduced twice, are estimated as over $6 billion
in current prices; (3) deliveries to the Red army stationed in Germany
until the end of 1958, estimated at about $4 billion in current prices;
and (+) other deliveries, such as uranium (1946-60) and inventory
depletion of expropriated Germany companies just before they were
returned in 1952-53, for an estimated combined total of more than
$1 billion in current prices.® _

East Germany’s total reparation-type deliveries to the Soviet Union
are thus estimated to have amounted to about $19 billion (most esti-
mates range between $10 and $25 billion), which represented from
one-fifth to one-third of Kast Germany GNP during the first 8 years
after the war.”* This is a large enough transfer to be important to the
US.S.R. According to one calculation, East Germany reparation
deliverics in 1950 amounted to about 3 percent of Soviet national
income,' although the percentages during the early postwar years
were probably higher. East Germany of course lost much more than
the Soviet Union gained because of wasteful dismantling of
installations. :

Poland.—Although not an ex-enemy country, Poland made two
transters to the U.S.5.R. in connection with German reparations. First,
even though according to an agreement signed in Moscow on August 16,
1045, the Soviets renounced all claims to German property in Poland,
mecluding those located on former German territory, much industrial
and transport equipment and livestock were removed from tlie new
Polish tervitories both before and after the signing of the agreement,
as revealed by a Polish publication in 1957.% Second, according to the
agreement, (erman reparations to Poland amounting to 15 percent of
total German reparations to the U.S.S.R. were to be handled. by the

8 8ee Paul Marer and John Tilley, “Tourism.” section. 1II. Tn this fompendium,

°Helnz Kohler, “Economic Integration in the Soviet Bloc.,” New York: Frederick A.
Praeger, Inc., 19635, pp. 11--17; and Edwin M. Snell and Marilyn Hatrper, “Postwar Ico-
nomic Growth in East Germany ; A Compariron with West Germany, ' in Ileonomic Devel-

opm%gts in Countries of Eastern Furope, op. cit. -
10°H. Kohler, op. cit., table 1. v '
1 H. K§hler, op. cit., pp. 3:3~-35. o B
. 1 Pl.q.‘{_.qD. Wiles, **Communist International Economics.” New York : Frederlck A. Praeger,
ne., 1969, . : -
13 The Polish publication is cited in a Jan Wszelakl, *“Communist Economic¢ Strategy : The

Role of East-Central Eurupe. " New York: National Planning Association, 1959.
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Soviet Union. In return for this service, Poland agreed to deliver to
the U.S.S.R. each year for the duration of the reparations large quan-
tities of coal at a special low price, $1.25/ton, somewhere in the neigh-
borhood of one-tenth of the world market price. [Why the U.S.S.R.
should have been compensated by Poland for German reparations to.
Poland is not clear.] Even during the early years, apparently, Soviet
deliveries of German reparations to Poland amounted to much less
than the agreed 15 percent,** and deliveries stopped altogether in 1948.
Nevertheless, Poiish coal deliveries at concessionary prices continued,
apparently until the mid-1950’s. After the autumn 1956 upheavals in
Poland, the Soviet Government acknowledged “past relations of in-
equality among Socialist states” and in November 1956 agreed to a
$626 million reimbursement, in the form of canceling Poland’s debt
to the Soviet Union.’* This amount, however, reportedly represented
less than half of Poland’s claim on the U.S.S.IR. on the reparations
account.’® But perhaps the real issue to Poland was that by 1956 coal
was no longer in short supply on the world market so that whatever
chance Poland had earlier to earn hard currency had passed, and for
this reason too the compensation seems inadequate.

Hungary, Romania. and Bulgario—The Soviet Union also required
reparations from Hungary and Romania " in the form of (1) de-
liveries from current production : $200 million from Hungary (mainly
metallurgical products) and $300 million from Romania (mainly crude
oil and derivatives), with actual deliveries subsequently reduced to
$134 and $266 million, respectively.’® The amounts were fixed in gold
dollars, that is, in goods valued at 1938 prices. Together with especially
low accounting prices during the early years, this made the value of
deliveries at current prices perhaps double the nominal dollar
amount.’® (2) Payments to the Soviet Union of debts incurred by these
states to Germany during the war (while their claims on Germany
were canceled) : $200 million was claimed from Hungary alone, of
which $45 million was delivered.?® (3) Additional deliveries to com-
pensate for equipment and objects removed from Sovict territory and
for supplies consumed by troops in their zone of occupation during
the war ; more than $500 million was originally claimed from Romania
alone, of which almost $200 million was delivered.?! (4) Until at least
the latter half of the fifties, supplying the Soviet Army stationed in
these countries. In addition. during the early vears there was consider-
able dismantling of industrial property (as well as the usual “trophy
campaign” by troops). A very rough estimate would place the value at
$1 billion in Romania and Hungary each.?*

14 J, Wszelaki, op. cit., p. 70.

15 Marshall I. Goldman, “Soviet Foreign Ald,” New York: Frederick A. Praeger, Inc.,
0 3 Py elakd, op. cit., p. 70.

17 Reparations were also levied on Hungary payable to Cuzechoslovakia nnd Yugoslavia
($50 million each) and on Bulgarla payable to Yugoslavia and Greece ($25 and $50 million),
stated in 1938 gold dollars [Nicolas Spulber, “The Economics of Communist Fastern
Europe.” Cambridge. Mass., and New York: The Technology Press of M.I.T., and John
Wiley & Sons, Inc., 1957, p. 391.

:-: %\; Spultl;er, og. l(i‘t"ip' 167. ted bst . !

eparations deliveries represen a substantial portfon of budget expenditures in early
postwar years, absorbing 26.4 percent of the Hungarian and 37.5 percent of the Romanian
budgets in 1946-47 and 17.8 percent and 46.6 percent, respectively, in the following year
[N. Spulber, op. cit., p. 179].
2 N, Spulber, op. cit., p. 172.

21 N. Spulber, op. cit., p. 176.
2 J. Wszelaki, op. eit., p. 69.
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No formal reparations were requested by the Soviet Union from
Bulgaria, and no industrial equipment was removed from that country.
According to one source, however, Soviet transfers took the form of
forced exports of foodstuffs and the profits of Soviet-Bulgarian joint
companies, which are discussed next.

Soviet-Fast FKuropean Joint Enterprises

Lackground —Before and during the war one aspect of Germany’s
strong economic penetration eastward was its acquisition of substan-
tial financial and operating assets in east central Europe. At the
end of the war the Allied countries, C'zechoslovakia, Poland, and
Yugoslavia. recovered these assets while in the ex-enemy countries the
German assets were transferred to the Soviet Union and became the
basis for joint Soviet-Hungarian, Soviet-Romanian, and Soviet-
Bulgarian enterprises.. The Soviets contributed the assets formerly
owned by German interests and subsequently some investment goods,
while the bloc partner delivered additional capital and most of the
labor and material inputs (although each party supposedly contrib-
uted half of current outlays), with de facto management firmly in
Soviet hands. In 194647 Yugoslavia voluntarily agreed to participate
in two joint companies with the Soviets in river navigation and civil
aviation.

The joint navigation company, Juspad. in competition with the
wholly Yugoslav-owned State River Shipping Co., entered into ship-
ping agrecments with Soviet and other joint Soviet-East European
shipping companies. charging. over the strong objection of the Yugo-
slav partner, extremely low rates. Moreover, by the time of Juspad’s
liquidation in 1949, the Soviet partner had invested less than 10 per-
cent of the nominal capital it was supposed to, whereas the Yugoslavs
contributed 137 of the best craft they had, which represented 76
pereent of the capital they were obligated to invest. Juspad’s capital
stock was owned 50-50 by the two partners, and profits were also dis-
tributed evenly.

These joint companies gave the U.S.S.R. controlling positions at
some key economic points in the four countries, with the relative im-
portance of these enterprises the greatest in Romania, somewhat less
m Hungary, and smaller in Bulgaria and Yugoslavia.?* In Tast
Germany, 213 enterprises originally earmarked under reparations to
be shipped to the Soviet Union, mostly in basic and metal-working
industries, were transferred to Soviet ownership and operated in
Germany as Soviet enterprises,”* in many respects similarly to the
joint, enterprises in other bloc countries.

The special case of uranium.—An important special case is Soviet
exploitation of the uranium resources of East Germany, Czechoslo-

2 1n Romania about 400 commercial and industrial enterprises (mainly in oll prospect-
{ng, drllling and processing, coal mining, air and river transport, metalworking, and bank-
ing and insurance) were taken over and consolidated into approximately 15 joint companies.
In Hungary about 200 companies (mainly in bauxite mining, processing and related opera-
tiong, oil and other minerals, and air and river transport) were organized into half 2
dozen joint companies. In Bulgaria joint partnerships were established in mining, clvil
aviation, shipbuilding, and construction IN. Spulber, op. eit., pp. 185-19471.

In 1948, exclusively Soviet and Soviet-Hungarian firms employed just under 4 percent of

Hungnry's total gainfully employed in manufacturing [Ibid., p. 189]).
*t H. Kohler, op. cit., p. 17.
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vakia, and Hungary. In East Germany the prospecting and mining
of uranium was started by a Soviet company, Wismut, 1n 1945. Until
the end of 1953, all ore deliveries were credited -(at an unknown price)
to the reparations account. In 1954 Wismut became a joint Soviet-
German enterprise (as far as it is known to me it still is) with the
total output being shipped to the Soviet Union.?

In Hungary and in Czechoslovakia (not an ex-enemy country), the
uranium mines have been operating as joint companies.*s We obtain
some insight about how the Soviet Union handled these transactions,
at least under Stalin, from the testimony of Czechoslovakia’s Deputy
Minister of Foreign Trade, frequently in charge of his country’s trade
negotiations with the Soviet Union until 1949. He relates that even
though the general principle was to conduct intrabloc trade at world
market prices, for uranium the Soviets were willing to pay only the
much lower price of cost plus 10 percent. Of the November 1947 nego-
tiations he writes:

My argument was that we paid world market prices for wheat and for [iron]
ore from Krivoi Rog [T.8.8.R.] and that I could not see why we should accept
other than the world wmarket prices for what was practically our only natural
wealth. After the war the price of uranium was very high and thus considerable
sums were involved. Price was all the more important at this juucture, as we

were being expected to increase the amount we mined., * * * [After February
1948] the whole uranium question was taken over by Gottwald's presidential
chancellery and # * * after that the subject of uranium ore became taboo and

[discussion of it] even the cause of criminal action.?

Operation and dissolution—From all available evidence, the Soviet-
owned and the mixed companies were run to provide maximum benefit
to the Soviet economy at the expense of local interests. The Soviet ad-
vantage derived from arbitrary high valuation of its contribution, the
enterprises’ preferential legal, tax, foreign exchange, and material
supply status, and discriminatory pricing in favor of Soviet cus-
tomers.*® These enterprises thus represented a visible burden imposed
on these countries by the U.S.S.R., although the resulting resource
transfer is very difficult to quantify.

After Stalin’s death the Soviets made the political decision to re-
linquish these highly profitable enterprises (except uranium) by sell-
ing their share to the respective countries—a decision no doubt designed
to reduce pent-up popular dissatisfaction throughout the bloc which
erupted in the June 1953 East German riots. Most of the agreements
were signed in 1953-54, and in many cases the resulting financial obli-
gation was converted into loans payable with goods in installments
over a period of years.? After the Polish and Hungarian revolts of

% Ibid,, p. 23.

26 M. Goldman, op. cit., p. 19,

27 Eugene Loebl, “Sentenced & Tried: The Stalinist Purges in Czechoslovakia,” London :
Elek Books Ltd., 1969.

= N. Spulber, op. cit., pp. 182-228; M. Goldman, op. cit., pp. 10-22; and “White Book on
Aggressive Activities by the Governments of the U.S.8.R., Poland, Czechoslovakia, Hungary,
Rgunlmnla, Bulgaria and Albania toward Yugoslavia.”” Belgrade : Government Printing Office,
1951.

#In East Germany nearly half of the plants, but apparently not including the mest
important ones, were returned in 1947, the rest in stnges by 1953. Those réturned before
1952 were paid for by East Germany in cash or equivalent; the remaining ones were
turned over free of charge after the 1953 riots [H, Kéhler, op. cit., p. 47]. *

The Soviet-Yugoslavy companies were liquidated on Yugosiav initiative in 1949. Yugosiav
charges concerning Soviet exploitation through these companies contributed significantly
to the conflict between the two countries during the late 1940x [White Book, op. cit.;
and Robert O. Freedman, “Economic Warfare in the Communist Bloe.” New York : I'raeger
Publishers, Ine., 1970, Chapter 2].
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1956 the Soviets cancelled unpaid debt obligations. These remissions
along with successive reductions of the amount of reparations levied,
constituted a significant part of Soviet foreign aid to the bloc, in the
last half of the fifties.

Soviet Aid to East Europe

CMEA sources interpret as economic assistance provided by the
Soviet Union: (@) loans; () cancellation of debts arising from earlier
deliveries; (c¢) cancellation of reparations; and (&) release of joint
stock companies. Of these, (@), (5) and (&) represent a real transfer
of resources, while (¢) can be considered either a gesture or a real
sacrifice, depending upon how just and realistic the initial demands
were, about which opinions are likely to differ. The timing and com-
position of U.S.S.R. assistance to individual East European countries
have been recently compiled from Western and CEMA sources.®

With respect to timing and purpose, U.S.S.R. aid can be divided
into: (1) immediate postwar loans to provide relief of troubled situa-
tions of one kind or another (about $50 million, plus food loans, plus
debt and reparations cancellations of about $260 million); (2) con-
solation loans in 1947-48 to countries pressured into rejecting the
Marshall Plan ($450 million to Poland and smaller loans to Czecho-
slovakia, Romania, and Bulgaria) ; (3) loans and concessions follow-
ing the death of Stalin and the Berlin eruption thereafter, mainly to
Fast Germany (a loan of $125 million and other concessions) ; and (4)
the comprehensive aid program of 1956-58 following the Polish and
Hungarian revolts. The 1956-58 program stands apart with respect to
size and composition from previous aid programs: it involved total
aid amounting to about $3.6 billion, comprised of $1.4 billion in loans,
close to $1 billion in debt cancellations, and more than $1 billion
(claimed value) in free transfer of joint stock companies, whereas the
big-ticket items before 1956 had been reparations cancellations.

Toward o Bolance Sheet of East European Subventions and Soviet
Aid

To arrive at some tentative conclusions about the direction and size
of uncompensated resource transfers during 1945-60, East Kuropean
subventions and Soviet aid flows are brought to a common denomi-
nator by calculating their grant equivalent, which measures the uni-
lateral transfer component of each transaction. The application of
this approach to intrabloc transactions was pioneered by Janos Hor-
vath (see footnote 30); here we attempt to fill in the details with
documented estimates and assumptions that in some cases differ from
those of Ilorvath. Because reliable information is scarce, no more can
be attempted than to estimate rough orders of magnitudes, subject to
corrections as more accurate information becomes available.

The balance sheet excludes Albania and Yugoslavia, the former
because information on Soviet aid is not available and because the
benefits it received from the U.S.S.R. under Stalin would have to be
balanced against losses due to Soviet economic pressure after 1960,

s .Janos Horvath, “Grant Elements in Intra-Bloc Ald Programs,” ASTE Bulletin XIII,

No. 3 (Fall 1971), pp. 1-17.
81 R. Freedman, op. cit., Chapter 3.
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which is outside the scope of this analysis, and Yugoslavia, because we
would have to quantify the cost of Stalin’s economic blockade and other
pressures, which is again outside our scope.

Subvention.—The grant equivalent of East European countries’
subventions to the U.S.S.R. 1s calculated in appendix table 1. For
some subvention items the donor’s sacrifice is not identical to the
recipient’s gain: in the case of reparations dismantlings, the wasteful-
ness of the operation made the donor’s sacrifice considerably greater
than the eventual gain realized by the U.S.S.R.; in the case of joint
stock company assets transferred to the U.S.S.R., these were pre-
viously expropriated by or sold to foreigners (except in East Ger-
many), so the Soviet’s gain may not be an equivalent loss to the bloc
countries; and in the case of profits from these companies, the Soviet
gain is assumed here to be a sacrifice only to the extent that the earn-
ings were unfairly distributed.

On balance, we find that the cumulative grant equivalent of East

Europe’s estimated sacrifice during 1945-60 was $23.2 billion, the cor-
responding gain to the U.S.S.R. $19.2 billion. These figures do not
include uranium shipped by Czechoslovakia and Hungary and the
maintenance of Soviet troops in Hungary and Romania for which no
estimates are known to the author, and do not take account of unfavor-
able prices on commercial exports during the early postwar years,
except on Polish coal. The largest burden by far was shouldered by
cast Germany: its $19.5 billion sacrifice represents almost seven-
eichts of the East Europe total, although its share would be reduced
somewhat if estimates of comparable completeness were also available
for the other countries. The next largest burden was on Romania ($1.7
billion), then Hungary ($1.3 billion), followed by Poland ($626 mil-
lion). Among the ex-enemy countries, Bulgaria apparently received
preferential treatment, at least relative to that of other countries.

Soviet aid.—The grant equivalent of Soviet economic assistance to
East Europe is estimated in appendix table 2 in two versions: one
which excludes, realistically we believe, reparations cancellations, and
the other which includes this item at full value (the approach followed
by CEMA sources). The grant equivalent of loans to East Europe has
been caleulated by assuming, following Horvath (pp. 2-6), that all
Soviet loans were for 12 years, at 214 percent interest. with a 2-year
grace period, a 10 percent opportunity rate of discount, fully delivered,
and that aid tying represented a 10 percent cost to the recipient as
compavred to aid that could have been spent freely on the world market.
The calculation is based on Horvath’s formula, which yields a grant
ratio of .26 to the face value of the loan.*?

i ~aM—E 9T
o=[1- Tz][“ m-m]""

g=ratio of grant equivalent to the face value of the loan;
i—interest rate charged:

q=opportunity rate of discount;

T=maturity in years;

M =moratorium (grace period) in years;

e=base of natural logarithm, 2.718;

m—grant element of aid tying.

where

22 The grant rate g is a fraction stating the grant equivalent as a_proportion of the
face value of a loan. The grant equivalent of a loan can be obtained by deducting the
present value of the stream of repavments from the face value of the loan. For compu-
tational facility, it is convenient to express the ratfo as:
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On balance we find that the enmulative grant equivalent of Soviet
aid during 1945-60 was $2.6 billion excluding reparations cancella-
tions and $9.4 billion including this item. Accorﬁing to the first version,
all countries benefited, in amounts ranging from $16 million for Czech-
oslovakia to $842 million for Poland, with the composition of aid
varying from country to country. According to the second version,
more than two-thirds of the aid benefited East Germany because the
Soviet Union claims to have lightened the country’s reparations burden
by almost $7 billion.

Balance of aid and subvention.—The net balance of the foregoing
estimates is shown in the last four columns of appendix table 2. If
reparations cancellations are excluded, the six East European coun-
tries have provided, on balance, approximately $20 billion subvention
to the U.S.S.R. (corresponding gain to the Soviet Union, about $17 bil-
lion). 1f reparations cancellations are also included, the net subvention
estimate declines to below $14 billion (with the corresponding gain
about $3 billion less). The size of this flow of resources from East
Europe to the U.S.S.R. is of the same order of magnitude as the flow
of resources from the United States to West Europe under the Marshal
Plan, which amounted to about $14 billion. The distribution of this
large subvention (or what may be called coerced grant) has been most
uneven, however, because East Germany accounted for more than nine-
tenths of the total. Significant amounts were also provided by Romania
and Hungary, whereas Bulgaria, Czechoslovakia and Poland are
shown to have been net beneficiaries in small amounts.

It cannot be emphasized enough that these figures should be inter-
preted with a great deal of caution, not only because of the roughness
of the component estimates but also because the above calculations take
account of only some of the most highly visible capital transfer items.
Other important considerations are the terms of trade and the com-
modity composition, issues to which we turn next.

ITI. TerMs oF TRADE

Background and Interpretation

Price determination in CEMA.—The technique of intra-CEMA
price determination has been shrouded in secrecy. Prices are said to be
based on those on the world market because such prices represent
alternative opportunities to CEMA buyers and sellers and also he-
cause, given arbitrary domestic prices, CEMA countries have been
unable to come up with an alternative to world prices acceptable to all
members. There is no question, however, that considerable bargaining
does take place on prices, if for no other reason than that “world
market price” is too ambiguons a concept to serve even as a starting
point. Furthermore, world prices are said to be adjusted to eliminate
the influence of speculation and monopoly and to take into account
CEMA demand and supply.

CEMA literature offers only limited insight into how world prices
are translated into CEMA prices. The only definite point is that certain
formal principles have been agreed upon as to which historical period’s
prices should be used by negotiators as a base.
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During 1945-50, prices were reportedly based, at least formally, on
current capitalist world market prices. The period 1951-53 was the
era of “stop prices,” when negotiators used prices agreed upon prior
to this period in order to avoid the distorting influence of inflation due
to the Korean war. During 195457, selected “stop prices” were ad-
justed to eliminate the greatest discrepancies between these and current
world prices. A situation existed whereby “stop prices,” their adjustec
version, and current world market prices for newly traded products
existed side by side, causing frictions that came more and more to the
open rather than remaining repressed as under Stalin.

A major landmark, the ninth session of CEMA (Bucharest, June
1958) adopted comprehensive new rules to the effect that: (1) average
1957-58 world market prices would be introduced (with exceptions
which were not clearly defined); (2) prices would remain fixed for
several years, except for new and improved products whose prices
would be currently negotiated; (3) certain specific documents would
beeome acceptable documentation of world prices in bilateral negotia-
tions; and (4) the principle of “half-freight” charge would be intro-
duced ; that is, one-half of the hypothetical charge would be added to
the world market price to establish the documented negotiating base
price. Prices continued to be determined bilaterally ; the new element
was the multilateral agreement on rules to be followed in bilateral
negotiations.

Recognizing that by the early 1960’s, CEMA prices had deviated
from current world market prices, an agreement was reached during
the mid-1960’s that introduced a new 1960-64 world market price base,
implemented during 1956-67 in several stages. At the beginning of
the current (1971-75) 5-year plan a new, average 1968-69 world
market price base was introduced.

[nterpretation~It is important to note in connection with inter-
preting empirical studies of CEMA prices that individual commodity
prices and quantities traded are determined, not by single buyers and
sellers in relative isolation from the prices of other cominodities, as in
the West, but by government agencies which bargain over a whole
range of export and import prices at once. Bargaining power in such
a situation may be exerted through prices (obtaining high prices for
exports and paying low prices for imports) and also through quantities
(supplying small or zero quantities of goods whose prices are dis-
advantageous and forcing the trade partner to supply specified kinds
of goods in specified quantities if prices are advantageous). It is for
this reason that if a Western observer finds, say, the price of a par-
ticular commodity high or low relative to current world prices, this
may be because the CEMA price has remained fixed while the world
price has changed or, alternatively, because the price that is “out of
line” may be compensated by offsetting deviations in the prices of
other export and import items.

As to the benefits, or “gains” from trade, it is useful to distinguish
between static and dynamic considerations. The issue with respect to
the static gains from trade is whether or not CEMA countries trade
according to their short-run comparative advantage. A substantial
part of CEMA trade within the bloc is probably not according to
this criterion because opportunity costs are not fully known due to
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inadequacies in their system of determining domestic prices, but also
because foreign trade decisions are often made on the basis of second-
or third-best considerations, forced upon éach country by the institu-
tional shortcomings of bargaining within CEMA, as discussed in sec-
tion IV. But let us suppose that trade is in equilibrium within the
bloc. One characteristic of this is that there are no disparities in cost
ratios among countries. If then the cost ratios within the CEM.\
market ave different from those on the world market, as appears to
be the case, then there are unrealized gains from further trade; that is,
from opening up the bloc as a whole. There indeed appear to be such
large unrealized gains, suggested in the first instance by the extremely
high proportions of total trade conducted with CEMA partners. Some-
body must bear these opportunity costs. CEMA can be viewed as a
sort of customs union in which members give to each other, in Holz-
man’s phrase, “an excessively large preferentiality”; that is, members
voluntarily channel a portion of their trade to bloc partners even
when more profitable opportunities are available on the world market.s
Evidence presented below indicates that this type of cost tends to fall
disproportionately heavily on the U.S.S.R.

With respect to dynamic gains from trade, benefits are forgone it
the preferential or “sheltered” CEMA market absorbs for a long time
poor-quality goods and obsolete equipment, thereby reducing the in-
centive to innovate and produce “for the market,” causing the exporter
to fall more and more behind its competitors. This is the cost which
appears to fall disproportionately heavily on the smaller and relatively
more advanced CEMA countries like East Germany, Czechoslovakia,
and Hungary. The importer of shoddy goods and equipment loses
potential productivity gains too; yet it might not be able to resist buy-
mg such goods if its own producers are dependent upon the same
CEMA suppliers for their export market. This is why 1n a bilateral,
state-trading framework terms of trade considerations cannot be di-
vorced from the commodity composition of trade, discussed in the next
section. But now let us summarize some of the principal findings on
prices and the terms of trade involving price considerations only.

LEmpirical Evidence

Terms of trade—Statistical information on CEMA. prices before
1955 is scarce and episodic. What theve is suggests strongly that the
Soviet Union under Stalin used every chicanery in the book to obtain
favorable prices. We have already mentioned the case of low prices for
Hungarian and Romanian reparations goods, Polish coal, and Czech
uranium. Circumstantial evidence is offered also by the Stalinist
purges of senior Communist leaders in Bulgaria (Kostov in 1949) and
m Czechoslovakia (Slansky and Loebl in 1952), who during their

3 Franklin D. Holzman, “Soviet Foreign Trade Pricing and the Question of Discrimina-
tion,” Review of Iconomies and Statistics, XLIV (May 1962), p. 146; and Robert W.
Campbell, “Some Issues in Soviet Knergy Policy for the Seventles,” In Soviet Iiconomic
Perspectives for the Seventies, Joint liconomic Committee, U.S. Congress, Washington, D.C. :
U.8. Government Printing Office, 1973, pp. 15-16.

% Thus, an important objective of Hungary'’s comprehensive economic reforms introduced
in 1968 is to expose the country gradually to genulne International competition, as discussed
in Alan A, Brown and Paul Marer, “Foreign Trade in the Kast European Reforms,” in
Morris Bornstein (ed.), Plan and Market: Fconomic Reform in IBastern Europe.” New
Haven and London : Yale University Press, 1973, p. 20,
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trials were charged with having asked too high and offered too low
prices in trade negotiations with the U.S.S.R. and trying to maintain
commercial secrecy during the negotiations.

Numerous other cases and episodes are also listed in the specialized
literature.® It would be very difficult, however, to quantify the extent
of price discrimination by the Soviet Union during this early period.
Until additional systematic evidence becomes available, we must stay
with the vague conclusion that, until 1953 at least; prices were most
probably heavily slanted in favor of the Soviet Union.

The period 1954-58 was one of upheavals, retrenchment by the
Soviet Union, and a movement toward putting many aspects of intra-
bloc commercial relations on a more stable and equitable basis.
Covering the period since the mid-1950’s, statistical evidence and
interpretive studies suggest the following : *

(1) The dollar or other hard-currency prices in which intra-CEMA.
transactions are contracted before their conversion to settlement
(devisa) rubles are on the average substantially higher than world
market prices. During 1958-64, the gap between CEMA and world
price levels is estimated to have been about 20 percent, ranging between
20 to 40 percent for major groups of manufactures and between 0 to 20
percent for groups of primary products. Since 1965, the price-level
gap narrowed to about 10 percent, but the just-noted differences
between manufactures and primary products persisted. Contributing
to the emerging and persistence of high CEMA prices have been:

(a) The sellers’ market at CEMA which places all exporters in
a position to charge the highest world market price which can be
documented. In a centrally planned economy the buyer’s domestic
costs or profitability do not provide an effective price limit on
imports. And since most export and import prices are simultane-
ously determined, high-cost imports can be compensated by charg-
ing high prices on exports.

The world market price range which emerges during the “battle
of documentation” between buyers and sellers tends to be narrow
for primary products and wide for manufactures. Thus, given the
tendency of CEMA prices to gravitate toward the upper end of a
documented price range, the wider the range, the larger the
margin by which CEMA prices, on the average, exceed world
prices.

(b) The overvaluation of domestic currencies of CEMA coun-
tries according to official exchange rates, which result in high
world market prices whenever prices charged are determined
partly or fully on the basis of domestic costs.

25 F. Loebl, op. cit.. passim : Frederie L. Pryor. “The Communist Foreign Trade System.”
Cambridge, Mass. : The MIT Press, 1963, pp. 136-139; P. J. D. Wiles, op. cit., Chapter 9;
and J. Wszelaki, op. cit., Chapter 7.

3 Tn addition to my own calculations, these findings are based on studles by CEMA
economists (the most informative ones are Sdndor Ausch, “A KGST-egylittmiikidés helyzete,
mechanizmusa, taviatai” [CEMA Cooperation, Sitnation, Mechanism and Perspectives].
Budanest : Kozgazdasigl és Jogi Konvvkinda, 1969, and Adam AMirton, ‘Price Develonments
in Hungary’s Foreign Trade : 1949-70." Working Paper No. 10. Bloomington : International
Development Research Cente-. Indiana Un‘versity. 1972), and on Wesfern e»leculations
(the most comprehensive one is Edward A. Hewett, “Foreign Trade Prices in the Council for
Mutual Economic Assistance.” Unpublished Ph. D. dissertation, Universty of Michigan,
1971), all discussed In Paul Marer, “Postwar Pricing and Price Patterns in Soclalist Foreign

Trade.” Bloomington: TInternational Development Research Center, Report No. 1, 1972,
whose summary exposition is followed closely in the next two paragraphs.
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(¢) The hypothetical freight charge. which is added to the
basic contract price in addition to actual freight costs.

(¢) Bilateralism, under which it is easiest to obtain compensa-
tion for high import prices in the form of high export prices,
which is why it is essential to examine jointly both 1mport and
export prices.

Except for (c), the enumerated causal factors affect manufactures
more than primary products.

(2) Price fluctuations, both in the sense of variations from uni-
formity and changes from year to year, were much greater before
1959 than after. Ifor example, during 1954-57 prices fixed in intrabloc
trade agreements before the Korean war (“stop prices”), their ad-
justed version, and current world market prices for newly traded
products existed side by side. The resulting confusion is characterized
by a CEMA source:

* ¥ * the bilateral adjustment of prices has upset the unity of socialist world
market prices and opened up plenty of opportunities to take unfair advantage
of the situation by both sides.™
Prices become somewhat more uniform, underscoring the importance
of the first CEM.\-wide revision of prices in 1958, although recent
empirical work shows that the rule of “uniform price for the sanie
commodity” is not always observed so that significant price dispersion
for the same commodity still persists.

(3) With respect to the movement of prices over time, the two price
adjustments, in 1958 and in 196567, reduced prices on balance, par-
ticularly those of raw materials and industrial consumer goods, bring-
ing these prices closer to actual world prices. Since the U.S.S.R. is
the largest supplier of raw materials to the rest of CEMA (abso-
lutely as well as in terms of percentage of trade volume), these ad-
justments have led to a deterioration (roughly 20 percent) in Soviet
(net barter) terms of trade with CEMA between 1957 and 1970. Dui-
ing the same period, the terms of trade of Czechoslovakia, East Ger-
many. and Hungary with all socialist countries as a group improved.
This finding does not imply anything about the level or equity of
Soviet-CEMA. prices during the mid-1950’s. The point is that the
Soviet Union’s export prices have fallen relative to import prices
so that the Soviet gains (losses) from trade are now relatively lower
(higher) than they were during the mid-1950’s.

Gains from trade—The actual distribution of gains and losses in
Sovict-CEM.A trade in 1960 and in 1970 was estimated by a Western
scholar, Edward IHewett.?® His calculations are based on statistical
evidence compiled for a different purpose by a group of CEMA ex-
peris working at the Hungarian Academy of Sciences. This research
group revalued the input-ontput tables (cea. late 1950%s) of individual
CEMA countries, estimating the total (direct plus indirect) factor

it Gara and Ivan Schweitzer, “A Tokés Vildgpiacl Arak és a Szoclalista Vildgplace
.{;-}f-njf‘gl S?,erz«‘idésos A1al [Current Contract Prices of the Cagitalist and Socinlist World
Market<]. A compilation of papers and reports by Economic Institute of the Hungarian
Acadany of Sclences, appearing in A szocialista Vildgpiacl dr [Soclalist World Market
Prices]. Budapest : Kossuth Kdnyvkiadé, 1965, p. 94.

‘8 10. Hewett, op. cit., p. 204,

@ Baward A. Hewett, *“Prices and Resource Allgcation in Intra-CEMA Trade,” paper

prepar«d for a conference on The Consisteney and Efficlency of the Soclalist Price System,
Unjversity of Toronto, March 89, 1974.
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requirements for producing a million settlement rubles through ex-
ports. Defining gains from trade as the ratio of the estimated resource
cost of exports to the potential resource cost of full import substitu-
tion, Hewett used these Hungarian studies to calculate the gains from
trade:between the UU.S.8.R. and individual CEMA countries.

Under ordinary circumstances, when two nations engage in trade
both partners are expected to benefit, even though the distribution
of gans from trade may not be equal. Hewett found, however, that
trading with CEMA actually resuits in a loss for the Soviet Union.
That is, by these calculations, in 1960 it cost the U.S.S.R. 38 percent.
more resources to export to CEMA than it would have cost to sub-
stitute domestic production for imports from CEMA. In contrast, all
CEMA countries except Romania. were able to save anywhere from
3 to about .50 percent of the resources they would have had to expend
had they been forced to produce domestically the commodities im-
ported from the Soviet Union (Romania “lost” 19 percent).

By 1970, both CEMA foreign trade prices and the commodity
structure of Soviet-CEMA trade had changed. Assuming that only
prices changed (ie., that the commodity composition in 1970 would
have remained the same as it was in 1960), Hewett calculates that the
Soviet loss on trade with CEMA would have increased to 67 percent.
The actual loss was only 28 percent because of changes in the structure
of trade: by 1970 a larger proportion of Soviet exports to CEMA was
comprised of machinery than a decade earlier. In spite of changes in
the commodity composition, CEMA countries had increased their
gains from trading with the Soviet Union by 1970 as compared with
1960 (gains for IPoland remained about the same).

Because of data problems and the simpiifying assumptions which
had to be made, these numerical results should be interpreted only
as broad trends rather than precise measurements. Indeed, Hewett
himself claims no more than that the results are general indications
ot orders of magnitude that might be involved. Aithough these find-
ings tend to contirm what is claimed by the Russians and generally
acwnowiedged by the East ISuropeans, we must await additional evi-
dence before accepting with full certainty that Soviet export and
inport decisions are so poor that they result in a large net transfer
of resources to their trade partners in CEMA.

One interesting aspect of these findings is that they bear at least a
superficial analogy to the controversial Prebisch-Singer thesis, as
pointed out by Junos Hovvath.*® Prebisch and Singer argue that trade
between rich and poor countries tends to redistribute income from the
exporters of primary products to the exporters of manufactures via
deteriorating terms of trade for the producers of primary products.
The findings here are consistent with the Prebisch-Singer hypothesis,
although, we hasten to add, they should not be invoked in support of
it because the terms of trade between the Soviet Union and Kast
Kurope are the outcome of a combination of factors, only one of which
is the rciationship between the prices of primary products and manu-
factures on the world market.

4"6lunust Horvath, “The Cost of Soviet Aid,” Problems of Communism, May—June 1972,
p. 76. . : .
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IV. Conraroprry: CopreosiTioN

The First Postwar Decade

It is almost a cliche to state that after postwar reconstruction had
been completed by 194849 (later in East Germany), the development
strategy of all East Kuropean countries appeared to have followed the
Soviet model : increasing the share of investment in national income
to very high levels, mostly at the expense of consumption, and concen-
trating investment in industry, and within industry on machine
building and metallurgy. As a result, these countries have achieved
good-to-spectacular growth rates, with fluctuations, put at the same
time created serious imbalances, ineflicicncy, and a host of other
problems.

Each East European country’s development strategy determined the
changes in the economic structure, which in turn was retlected in the
new geographic and commodity composition of trade. The question
we would like to pose, therefore, is whether the adoption of the extreme
version of the “Soviet model” by national Communist leaders was
voluntary or imposed from without. If the latter, did this serve Soviet
economic interests? In particular, did it result in economic extraction
by the Soviet Union and, if so, in what form and for how long? We do
not as yet have complete enough factual information to provide un-
qualified answers; below some viewpoints are presented, and a tenta-
tive interpretation is offered. :

Much of the Western literature would answer the above series of
questions by indicting the Soviet Union. To quote from one well-
documented study :

The direction and structure of [postwar] East Furopean trade has been
designed primarily to accord with Soviet economic and strategic priorities, at
considerable cost to East Europe’s own economic development * * * The Soviet-
dictated policy of broad industrial diversification fell more heavily on the more
developed Czechoslovak aud East German economies than on the oiher East
European economies.®

Yet this conclusion has not been found fully convincing by all
because of an apparent contradiction between presumed Soviet eco-
nomic interests on the one hand and the parallel industrialization pat-
terns and the structure of Sovict-East European trade on the other.
For example, Granick observes that furtherance of military security
of the U.S.5.R. in the cold war atmosphere of the early 1950’s would
not appear to have required a program of rapid expansion of heavy
industry in East Kurope. On the contrary, he argucs, one could make
a strong case on grounds of relative susceptibility to attack for the
concentration of the Soviet BBloc’s expansion of producer-goods pro-
duction within the borders of the U.S.S.R.*2

Be that as it may, countless eyewitness accounts testify to the de-
cisive role Soviet advisers and shopping lists played in choosing de-
velopment strategies in Kast Europe during 1948-53, and perhaps
beyond. Such Soviet actions can be explained also in terms of the

‘1 J, Hardt, op. cit., p. 41.

4 David Grantek. “The Pattern of Foreign Trade in Eastern Furope and Itx Re'ation
fo E-onomic Deve'opment Policy,”’ Quarterly Journal of eonomies, XLVII, No. 3 fAugust
1954), pp. 377—400.
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U.S.S.R.s desire to assure the dependency of these countries on the
Soviet Union, as can also its refusal to push for regional economic
integration when CEMA was established. In attempting to go beyond
generalizations, a useful approach might be to examine Soviet-East
FEuropean relations on a country-by-country, case-by-case basis rather
than to deal with all of heterogeneous East Europe combined.

To understand the role of indigenous versus foreign influences in
postwar development strategies, %zechoslovakia is very important:
after the war it was already a relatively highly developed country.
whose industrial base had not been destroyed, the country had an in-
fluential indigenous Communist party, as well as alternative economic
development programs. Postwar economic events in Czechoslovakia
have been reconstructed by Holesovsky, a source on which the follow-
ing account is based.**

During 1947-48, a significant debate about development strategy
took place between proponents of what Holesovsky calls the Swiss
strategy, stressing balanced growth, diversification. and specializa-
tion in products with low import content and high domestic value
added. and the Communist-advocated machine shop strategy, empha-
sizing specialization in heavy industrial machinery and metallurgical
products, with trade gradually oriented toward the Soviet bloc. (Some
elements of this debate are reminiscent of the industrialization debates
in the U.S.S.R. during the 1920°s.) Advocates of the machine shop
strategy foresaw a stable, long-term demand for investment goods
from industrializing East Europe and expressed confidence that re-
cional cooperation and central planning would prevent trade-induced
flnctuations, which had been one of the main worries of Czech econo-
mists remembering the Great Depression. The crucial points, care-
fully documented by Holesovsky, are, first, that the machine shop
strategv as originally advocated contained elements of the Swiss
strategy and, second, that it posited a realistic rate of growth so that
rising Investment would not be at the expense of consumption. But
then came the double coup d’état: that of the Communist Party over
parliamentary democracy and that of the Moscovite faction over the
rest of the Party, which was immediately followed by two successive,
very large, and crucially important revisions in the draft of the origi-
nal first H-vear plan (1950-55). To explain what prompted these re-
visions. Holesovsky invokes the testimony of an economics text pub-
Tished in Prague in 1969 :

['The first revision] arose to a large extent from the content of long-term con-
traets with member states of the CEMA * #* * For Czechoslovakia, the treaty
with the Soviet Union for 1950-55 was the most important one. These agree-
ments raised the demands upon Czechoslovak heavy industry, in particular
upon the production of heavy machinery and equipment # # * These articles
were highly material-intensive and required the construction of new capacities,
or a reconstruction of existing ones.*

Asto the second revision in 1951 :

Demands addressed to Czechoslovakia, which had a developed armaments in-
dustry in the past, were considerable, and the entire economy was subordinated
to them. However, these tasks were no longer integrated into a modified plan but
represented a plan of their own.*®

41 Vaclav Holesovsky, The Czechoslovak Economy {n Transition,” unpublished manuseript.
4 Rudolf Olsovsky and Vaeclav Prucha, eds. Strucny hospodarsky vyvo] Ceskoslovanska
uh’)._rtljku 1955, Prague : Svoboda, 1969, p. 397, as cited in Holesovsky, op. cit., p. 32.

bid.
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Citing the same source, Holesovsky finds that the planned growth of
industrial output was changed from 10 to 20-25 percent per annum,
total requirements of the military with respect to industry quad-
rupled during 1950-52, and armaments production increased seven-
fold from 1948 to 1953.

We now turn to postwar foreign trade data released by the U.S.8.R.
In 1967 to gain another perspective on the events. No systematic infor-
mation is available on the commodity composition of Czechoslovak-
Soviet trade from Czechoslovak sources prior to 1958, but we have
Soviet data from 1946 on. Appendix table 3 shows the growth of
U.S.S.R. imports from Czechoslovakia and Fast Germany for 1948—
601 the figures probably do not include defense items. We find that
between 1948 and 1953 not only did total imports increase rapidly
(particularly from East Germany where many goods supplied under
reparations until 1948 became commercial exports thereafter), but that
the share of machinery and metallurgical products increased steadily
until it reached more than four-fifths of total exports to the U.S.S.1R.

Important for the completeness of the argument that the ear] y post-
war development strategy in these countries was dictated by Soviet
priorities is the issue whether in East Germany, as in Czechoslovakia.
there was disproportionate investment in the machine building and
other branches whose products were exported to the Soviet Union.
Snell and Harper show that in East Germany, war destruction and
dismantling by the Russians in metallurgy and in the chemical and
engincering industries left the country’s manufacturing capacity pre-
dominantly in light and food industry and light machine building.
Yet while these latter industries were often operating below capacity
because of supply shortages, and in 1958 were still producing far below
1939 levels, branches founded or expanded to produce for Soviet export
(shipyards, railroad equipment plants, precision machinery, electrical
machinery, and heavy industrial equipment) were operating above
1939 levels.*® The data and other information, therefore, are consistent
with the hypothesis that at least in Czechoslovakia and Rast Germany,
postwar development strategies were significantly influenced by Soviet
strategic priorities.

Hungarian economist arrives at a similar conclusion for
Hungary:

Decisions which shaped the economie structure of individual countries were
based on bilateral economic relations, primarily the relations with the Soviet
Union. This was so not only because fhe ‘Soviet Union had a decisive sharve in
each country’s foreign trade but also hecause only Soviet industry was able to
produce or to share the technical documentation of large anetallurgical and
machine-building projects and to supply the basic raw materials ; and also hecause
its prestige and experience served as an example to every socialist counfry. How-
ever, given the known distortions of Stalinist policy, this [approach] frequently
resulted in one-sided decisions even in questions of detail.*”

We tentatively conclude that during the first postwar decade the
U.S.S.R. was instrumental in forcing the development of high-cost
industrial branches in East Europe, and probably for several inter-
related reasons. First, the Soviets probably did believe that their own
pattern of industrialization was 1deologically correct and did have

“# Edwin Snell and Marllyn Harper, op. cit., pp. 567-70.
" 84ndor Ausch, op. cit., Pp. 4243,

32-765—T74——11
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universal applicability for the new socialist states. Second, this modcl
also had the beneficial political ramification of placing limits on the
East European states’ interaction with one another, at least more so
than regional specialization would have, and thereby heightened each
state’s dependence on the Soviet Union. Third, this dependence was
beneficial to the Soviet Union as a means of supplementing its require-
ments for investment goods from the more advanced, and for other
products from the less industrialized East European countries, during
the Western embargo.

Between 1949 and 1953, Soviet imports of machinery from CEMA
each year increased faster than its exports of machinery to CEMA. so
that Fast Europe’s share in total U.S.S.R. machinery imports climbed
from 43 to 85 percent during this period.*® The main suppliers were
East Germany and Czechoslovakia, and, to a lesser extent, Hungary.
By the mid-1950’s, however, the specific U.S.S.R. objectives and the
nature of Soviet-East European relations had been radically trans-
formed, as outlined next.

Developments Since the Midfifties

During the sccond postwar decade (approximately 1956-65), the
U.S.S.R. must have realized that the political cost of economic extrac-
tion probably exceeded the economic benefits gained, hence extraction
was discontinued in most cases. Also, as the embargo was relaxed and
as the more developed East European trade partners gradually fell
behind Western technological standards, the U.S.S.R. probably
attached less and less economic importance to imports from Iast
Europe. It is conceivable that during this period the U.S.S.R. had no
definite policy on what commodity composition could provide maxi-
mum benefits from intrabloc trade. To be sure, large and very useful
bloc-wide projects had been completed. Much discussion was also heard
of the nced for improved bloc-wide specialization and integration, but,
as far as is known to me, the U.S.S.R. has not specified the economic
content of these broad objectives.

As a consequence of East Europe’s development strategy, poor en-
dowment, of natural resources, and wasteful use of materials, net im-
port needs of raw materials and energy grew rapidly during the 1960’s.
The smaller countries absorbed an increasing share of their total
output of primary products domestically and redirected some raw ma-
terial exports to the West. The U.S.S.R. became a large supplier of
their needs, to the extent of about $2.5 billion worth of raw materials
and energy by 1970. Today, the Soviets import mainly machinery and
equipment (about $3 billion in 1970) and industrial consumer goods
(about $1.5 billion) but complain that these are not up to world
standards.

Since the beginning of the third postwar decade (1966 to present),
the 17.S.S.R. has come to the conclusion, judging from its position in
CEMA debates, that the exchange of raw materials for manufactures
is disadvantageous because it limits its ability to import technology
and other goods from the West for which it must pay predominantly
with primary products, chiefly raw materials and fuels.

48 Paul Marer, “Soviet and East European Forelgn Trade, 1946-69"; Statistical Com-
pendium and Guide. Bloomington : Indlana University Press, 1972, serles III.
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The Precarious Supply of 0il

More than any other commodity, oil illustrates some of the key issues
in Soviet-East ISuropean relations: the dilemma of the Soviet Union
and some of the current problems and anxiety concerning the future
source and cost of this vital commodity in East Kurope.

In 1972, the six Kuropean members of CIZM.A imported about 50
million metric tons of crude oil and petroleum products from the Soviet
Union, in 1973 approximately 57-60 million tons.* In 1972 this amount
represented 47 percent of total Soviet export tonnage of crude oil and
petroleum products, sold to CEMA at approximately $14 to $16 per
ton,*® the price originally agreed upon for the duration of the 1971—
75 _trade agreements. The sharp rise in oil price in the West during
1973-74, to over $100 per ton, illustrates vividly the very high oppor-
tunity cost to the Soviets of supplying this oil to CIEMA, a cost that is
compounded by the poor quality and high price of the goods with
which CEMA countries pay for oil and other primary products.

With respect to oil, the following are the principal unresolved issues
in Soviet-Kast European relations: (1) Will the Soviets have large
quantities of oil to export after meeting domestic requirements, say,
by 19802 (2) How much of their projected total exports will they be
willing to ship to CEMA? (3) On what terms will these exports be
supplied? (4) What alternatives are available to East Europe to cover
the deficit which remains?

(1) According to a recent Hungarian estimate, by 1980 the Soviet
Union will consume more crude oil than it wil] produce : 650 million
tons versus estimated production of 625 to 645 million tons. The anthor
of the article still projects substantial oil exports to CEMA, evidently
assuming that Soviet production will be supplemented by imports.st
This assumption is by no means unrealistic; Becker concludes that it
is not at all unlikely that the U7.S.S.R. does have a serious economic
interest in importing oil and gas from the Middle East, for its own
use, and possibly for East Furope or for resale for hard currency.®
According to the usually optimistic official estimates, production by
1980 will be 611 million tons, consumption only 500 million tons, thus
leaving 111 million tons for exports to all destinations.

Important factors in any evaluation of future Soviet export possi-
bilities, according to Robert Campbell. are : 54

(@) How rapidly will reserves be proven and brought into pro-
duction? This in turn will be influenced by the world prices of oil
that will prevail during the near future and Soviet estimates as to
what prices might be in the long run. Campbell points out that the
Soviets are certainly aware of the possibility that present high
prices will evoke so powerful a supply response that oil prices will

minm from the Soviet forelgn trade yearbook, 1973 data from The Economist,
Dec. 1, 1973, p. 40.

% Unit values, calculated from Soviet forelgn trade yearbook.
q?3lstvﬂr;£(129’ozi, ““Energy Sources in the CEMA Economy,” Valésag (Budapest), January
l‘sﬂ}xr?gihAm S. Becker, “Ofl and the Persian Gulf in Sovlet Policy in the 1970’s,” Rand
Corp. Paper P-4743, Santa Monica, Calif., December 1971.

= The Economist, Dec. 1, 1973, p. 40

& Robert W. Campbell, “Siberian Edergy Resources and the World Hnergy Market,” paper
presented to a Round Table on the Natural Resources of Siheria at NATO, Brussels, Feb. 1,
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come down substantially from current levels. Another factor here
is Western participation in exploring, drilling, and producing
Soviet oil, which is now uncertain at best.

(b) The degrec of substitution of coal for oil and gas in the
Soviet Union, of which there are good possibilities. Once again,
the future world price should influence the desirability and speed
with which this substitution might take place.

(¢) The rate of growth of domestic demand, which will deter-
mine the level of consumption by 1980, but this cannot be esti-
mated accurately.

During the rest of the decade domestic demand will probably in-
crease faster than the just over 5-percent tempo during the 1960, as
the truck factory at Kama when completed will turn out 150,000 ve-
hicles a year which will need fuel, as the combined output of the 3
major Soviet car factories will be over 1 million units a year by 1975,
and as household consumption of energy rises as appliances proliferate
and housing space expands.

(2) There are no firm figures on Soviet oil commitments to the six
European CEMA countries for 1976-80. According to a Hungarian
expert, the Soviet Union can be assumed to limit its annual crude oil
exports to CEMA to no more than 100 million tons by 1980.%° Assum-
ing that the share of Cuba and Mongolia in this total in 1980 remains
the same as it was in 1972, the six European members of CEMA. will
receive a maximum of about 88 million tons from the U.S.S.R. Since
these countries will produce only about 20 million tons and their
consumption is estimated as about 160 to 165 million tons, they will
need at least 52 to 57 million tons from non-Soviet sources. This is a
minimum estimate. A few years ago a Polish economist put the gap to
be covered by 1980 from non-Soviet sources at 70 to 80 million tons.*
Some observers do not believe it unrealistic to assume that during
1976-80 the Soviets will not increase the level of theiv shipments beyond
the present 60 million tons, which would leave the CEMA six about
80 million tons to obtain from non-Soviet sources.

(8) A new CEMA price base will be established by 1976, and CEMA
experts agree that the price of oil and that of a good number of other
Soviet, export products will be substantially higher than now. My
view is that regardless of the period chosen as the new world market
price base, the new price of Soviet oil to CEMA will not be higher
than what the world price will be just immediately prior to the sign-
ing of the new agreement, primarily for political reasons, as the Soviets
probably do not wish to be left open to the charge that they extract a
higher than world price from their client states in East Europe. It
is conceivable, however, that the Soviets might be unwilling to sign a
fixed-price agreement for 5 years, preferring a shorter period to pro-
tect against potentially large losses, should the world price rise again
by a substantial margin.

In addition to the higher price, the Soviets will surely demand addi-
tional compensation also because: () producing oil and other raw
materials is highly capital intensive and, given the current CEMA

55 Istvan Dobozi, op. clt.
58 Gospodarka Planowa, April 1967,
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price of oil, the Soviets do not wish to export capital; > () most new
o1l fields and mineral resources are in the Asian regions, so transport
costs to Iast Europe are very high; and (¢) the growing technological
gap between the manufactures exports of CEMA members and those
originating in the West.

Methods of compensation to the Soviets currently discussed, in some
cases already implemented, are :

(@) A move toward practicing “commodity bilateralism”—a net-
work of tied exports and imports—under which machinery imports
are increasingly linked to machinery exports. This bargaining strategy
has been practiced heretofore primarily by Bulgaria, Romania, and
Poland in their trade with Czechoslovakia, East Germany, and Hun-
gary. Thus, according to plan figures for the 1971-75 5-year plan, the
U.S.S.R. succeeded in negotiating a pattern in which total exports to
CEMA will increase by 50 percent and fuel and raw materials by only
27 percent, but machinery exports will jump by 100 percent.®®

(b) The granting of special purpose credits to the U.S.S.R. for
developing new sources to supply East Europe. The commodity real-
1zation of these credits need not be limited to the types of resources
required directly for the oil fields but can include machinery and con-
sumer goods acceptable to the Soviets. Czechoslovakia has already
granted various types of such credits in exchange for future deliveries
of oil. The principal issues of contention are related to the type of
machinery and manufactures that are acceptable to the Soviets and to
the low interest rates customar’y in CEMA, usually 1 to 2 percent,
which are considered much too Iow by the potentially large creditors
of the Soviet Union. But because the other proposals face even greater
difficulties of implementation, the granting of special-purpose credits
to the U.S.S.R. may very well become an important compromise
solution,

(¢) Establish jointly-owned and managed extractive enterprises in
the U.S.S.R. There are formidable pricing, legal, and organizational
problems. A variant of this proposal is that the Soviets use construc-
tion and equipment enterprises, and also labor, supplied by the oil
importer country, but this faces problems similar to those of jointly-
owned enterprises.

(d) Soviet writers suggest the long-term leasing of fields in the
U.S.S.R. to CEMA partners, for a lease fce and an extraction charge.s
Kast European sources complain, privately, that the sites offered by
the Soviet Union are often not those which would be the most profit-
able to exploit.

51 According to Soviet figures, § rubles of capital need to he expanded for each ndditional
ruble of value in crude ofl output capacity versus 0.54 rubles in fixed assets per rnhle of
output in industry. More generally, the amount of capital invested by the U.S.S.R. to
prodluce the exchange equivalent in raw materlals and fuels it exports to CIEMA s ahout
3-3.5 times as mueh as the capital invested by the U.S.S.R. to produce the machines they
export to the Soviet Unifon. Since CEMA countries pay for two-thirds of Soviet raw
materials with machines, the investment burden imposed by this trade on the Soviet Unton
is greater than for the rest of CRMA [Dobozl, op. cit.].

%M. Loshakov, “Epoch-Making Success, Good Prospects,” Foreign Trade (Moscow),
November 1971, pp. 3-6. A counselor at the Soviet Embassy in Prague writes in a Czecho-
slovak publication:

We want our partners in the soctalist countries to understand that if their markets
are not opened to Soviet machinery and equipment, the Soviet Union will not be in a
position to expand economic relations, because our ability to supply fuel and raw
materials is limited. The continuation of this rising trend is mpossible if the {fesont

structure and pace are maintained [I. I. Semyonov In Svoboda, Sept. 13, 197
5 Dohozi, op. cit.
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(¢) CEMA countries should improve the quality and modernity of
the manufactures they export to the U.S.S.R. A Soviet spokesman
writes:

We shall under no circumstances be customers for an assortment of goods
which cannot be sold on other markets. The goods [supplied to us] must be of
first quality, and must meet the needs of the Soviet Union. A proportion of them
must consist of products made from import materials or under foreign license.
If Czechoslovakin saves an enormous sum through its purchase of raw materials
in the U.S:8.R,, it is only right, in my opinion, that it investigate the possibility
of spending some of this profit on the purchase of goods or licenses useful to the
Soviet Union.*

At the root of the problem of poor quality and obsolescence of manu-
factures is the systemic nature of central planning, so the solution 1s
partly in the hands of the Soviet Union 1itself: will it allow, if not
encourage by word and deed, the East European countries to under-
take comprehensive reforms?

(4) One solution the Soviets propose, specifically in the case of oil,
is that East European countries turn more and more to the Middle
East and North Africa for additional supplies. Since the late sixties,
there has been a shift in that direction. The heaviest involvement of
East Europe appears to be with Libya and Iraq (where Czechoslo-
vakia is active) with Tran, Algeria and other Arab sources also supply-
ing oil to several East European countries. To provide logistic support
for oil deliveries from the southern Mediterranean, several CEMA
countries have been negotiating with Yugoslavia about participation
in building the Adriatic pipeline, connecting the Adriatic with the
Danubian BRasin. The project is targeted for completion in 1976 or
1977, with an initial throughput capacity of 17 million tons per year,
which is to be doubled by 1980. The pipeline will start on the island
of Krk in Yugoslavia. One line will branch north to Hungary and
Czechoslovakia, another south and then northeast to Pancevo near
Belgrade. .

The Adria project has been on and off again since 196+ when it was
first discussed.®* Even though Hungary and Czechoslovakia are now
firmly set to cooperate in its construction and financing, the Yugoslavs
consider Western participation essential. The total cost is estimated
at $300 million, including seven pumping stations. A substantial loan
from the World Bank and supplies and credit from Western, including
U.S. sources are being explored.

By 1980 Yugoslavia expects to receive 24 million metric tons, Hun-
gary and Czechoslovakia 5 million metric tons each. During the last
year Poland has expressed a rencwed interest in participating in the
project, although as the matter now stands, the pipeline will not be
large enough to accommodate all Czechoslovak, Hungarian, and
Polish purchases of Middle Iast oil.®?

e Yemyonov, op. cit. The hard-currency import content of intrabloc exports Is an im-
portant bargaining point in CRMA trade (and is an issue to which practically no attention
has been paid so far in the West). This is because CEMA countries find it difficult and
costly to earn hard currencies, so goods that contain substantial direct or indirect inputs

obtnined for convertible currencies have a scarcity value generally not reflected in CEMA’s
trading prices.

o1 Croatian and Serblan oil refineries could not agree on the pipeline route until the middle
of 1973, and participation by CEMA countries was off again, on again for a variety of
reasons. Domestic investment problems in Yugoslavia also added to the delays.

62 These countrles, therefore, are also exploring participation in a proposed Trieste-
YVienna-Budapest pipeline.
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Some of the oil imports by East Europe from the Mideast are spot
purchases for hard currency : for example, in December 1973, Bulgaria,
Hungary, and Poland (no information on the other CEMA countries)
participated in oil auctions in Libya and purchased substantial quan-
tities at over $100 per ton—more than six times the price they are
currently paying to the Soviet Union. Other oil imports are purchased
under long-term bilateral agreements, such as Czechoslovakia has with
Libya, Iraq, and Iran, with machinery and installations supplied by
the CEMA country on long-term credit and at highly subsidized inter-
est rates of 2 to 214 percent.

Regardless of what the world price will be a few years hence, it
seems certain that in view of the projected deficits the oil bill for the
CEMA six from non-Soviet sources will be immense. The Hungarian
authority previously cited, writing just before the current oil crisis,
assumed that by 1980 CEMA would have to import 50 million tons
of crude from non-Soviet sources, at $20 per ton, costing a total of
$1 billion. There is no reason to assume that even it prices do come
down from current levels, an oil bill of two or three times that amount
might not have to be paid.

While oil is the single most important commodity for which East
Europe has been relying primarily on the U.S.S.R., there are many
other essential imports purchased from the Soviet Union for which
there are or might be similar problems in prospect, for example, for
coking coal, gas, ferrous and nonferrous metals and products, syn-
thetic rubber, timber and products, cotton, grain, and some other
agricultural products. How East ISuropean countries can pay for the
substantial cost of oil and other primary products they will have to
import from non-Soviet sources is an issuc on which relatively little
research has been done so far in the West.

V. CoxCLUSIONS

The principal economic objectives of the U.S.S.R. in East Europe
since World War IT appear to have been to establish and maintain the
economic dependence of these countries, and to derive maximum eco-
nomic benefit from the relationship, subject to certain political con-
straints. The economic dependence of these countries is probably seen
by the U.S.S.R. as the ingredient that helps cement the political cohe-
siveness of the bloc. The aim of maintaining dependence gives a degree
of continuity and coherence to Soviet policy.

The Soviet Union and East Europe constitute a relatively closed
system facing a modernization crisis of special severity. For the Soviet
Union the problem is compounded by subtle but real challenges to its
imperial power. Russia’s military and political role in East Europe
is threatened by economic, social, and intellectual forces not suscep-
tible to the controls which have proved effective in the Soviet Union.
These forces include growing nationalism ; youthful populations with
significant anti-establishment elements and ideas; an intellectual and
philosophical vacuum, as Marxism-Leninism is seen as less and less
relevant for solving contemporary problems; and the example of the
economic vitality of Western Europe, from which East European
societies are no longer isolated because of tourism, other forms of
travel, and other varieties of communication.



160

Soviet options to mect these various economic and political chal-
lenges include:

Establish a socialist “commonwealth” which would absorb some
or all states of East Central Europe. For obvious political rea-
sons, this is most unlikely.

Transform CEMA into a supranational organization of reformed
and unreformed economic system. This would also be most
difficnlt politically because of fears that the Soviet Union would
dominate such a body and because the national interest of each
of the states of East Furope differs substantially from those of
the others, so they cannot easily be treated as a bloc.

Permit or promote economic reform along Hungarian lines. Apart
from the unresolved question of whether the Hungarian reforms
will survive the replacement in March 1974 of some of the prin-
cipal architects and supporters of the reform at the highest
party levels, there are other reasons too why this solution is
also unlikely. As in the Soviet Union, comprehensive reforms
are opposed in many East European countries by party bureau-
crats who would lose power and therefore view reforms as polit-
ically dangerous. So long as those in power perceive compre-
hensive reforms as a threat to their control, the party will not
push reforms with the vigor requived to implement them. -

Increase substantially trade with the West, and encourage new

" forms of commercial contact, such as joint ventures. Soviet
leaders realize that increased trade would lead not only to new
contacts and ideas, but possibly also to pressures for economic
reform in order to produce the kinds and quality of goods and
services required to pay for increased Western imports and re-
pay credits.

The implicit political danger of increased commercial intercourse with
the West is much greater for the small and densely populated East
European countries which are poor in resources and thus will have
to pay increasingly with manufactures, than for the more sparsely
populated and natural resource-rich U.S.S.R., where it might be pos-
sible to create enclaves of Western technology, although the very isola-
tion of technological imports would tend to limit their economic
impact.

For the future one can make predictions only tentatively at best.
With respect to the Soviet-East European trade pattern, it seems that
the Soviet disengagement will be gradual and limited, in the sense that
various types of parallel attempts will be made to reduce the economic
burden, but not to try to eliminate it all at once through drastic meas-
ures. The most likely attempts will be those elaborated above when
discussing East Europe’s precarious supply line of oil. These are,
briefly : ‘

Soviet encouragement for Fast Europe to turn to alternative
sources to supplement but not to replace Soviet supplies.

Price adjustments which on balance will benefit the U.S.S.R.

Various direct compensation measures, such as credits to the
U.S.S.R. at interest rates subsidized by East Turope.

What effect would expanded U.S.S.R.-West trade have on Soviet-
East European relations? At first glance it appears that détente offers

6 Robert F. Byrnes, “Russia in Fastern Europe : Hegemony Without Security,” Foreign
Affairs, 49, July 1971, pp. 682-97.
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a permissive framework for political changes within Tast Iurope.
But détente and increased contacts with the West also stimulate cen-
trifugal forces within the bloc. Given the way such pressures are
handled domestically in the U.S.S.R., countering policies by the Soviet
Union vis-a-vis East Europe may also be expected. Furthermore, if the
Soviets gain larger markets for their primary-product exports in the
West and new opportunities to import machinery from the West, this
may further weaken East Europe’s commercial bargaining power with
the U.S.S.R. Whether this will prompt significant changes in trade
patterns will depend largely on how the Soviets view the trade-off
between the economic cost of continuing heavy commercial involve-
ment in East Europe and the political gain from such involvement
through the “influence” effect.

ArrENDIX

TABLE 1.—SUBVENTION TRANSFERS TO THE U.S.S.R. FROM EAST EUROPEAN COUNTRIES, CUMULATIVE 1845 -60

[In millions of current dollars}

Plant dismantlement Reparations-type payments Favorable
prices on
Gain to Direct to To Red Uranium  commercial
Conveyor country Sacrifice U.S.S.R! USSR Army  and other exports
(€)) Q@) 3) O] 5) 6)
East Germany ? 34,000 1,333 04 382 NA
Bulgaria_ .. . NA
Czechoslovak NA
Hungary NA
Poland 1 12 626
Romania._ 131,000 1 453 NA
Total ... ... 6, 000 2,000 7,193 4,210 4,569 626
Joint stock companies

Assets Profits Grant equivalent
Conveyor country Sacrifice Gain Sacrifice Gain Sacrifice Gain
Q) ®) (¢)) (10) (1) (12)
East Germany ? 16453 16 453 (1) (1) 19,516 16, 849
Bulgaria...__._. (18) we NA NA . 6
CzechoslovVa ki, - . e e ne e mae ez eeeememezis
Hungary.._._._....._. (1) 20150 260 21180 1,329 2977
Poland B ettt mmm e mem e —mmm—emnaeaacn 626 626
Romania....... coceeeoiicnnnaann (1) 23200 2 8p 2240 1,720 1,43
Total. ... . 453 809 140 420 23,191 19,871

1 Following Horvath op. cit., p. 14, assumed to be 14 of the sacrifice, due to very large waste during the transfer.

2 The value of all reparations-type payments was calculated by Kdhler, op. cit., table 1, pp. 25-28, based mostly on East
ard West German documents, in domestic currency which cannot be translated into dollars at the official exchange rate.
Dollar values shown here were estimated on the basis of implicit devisa-ruble/DM exchange rates calculated by Kdhler
op. cit., table 28, p. 272 since 1950, with devisa-ruble values converted to dollars at the official pre-1961 rate of $1=4
rubles. Dollar values for 1945-49 were obtained on the basis of index numbers constructed for values shown in Kthler op.
cit., table 1, linked to 1950 dollar values as obtained above.

3Snell & Harper op. cit., p. 566.

4 1945-53 Kthler op. cit., table 1.

8 Including direct and indirect deliveries, 1945-58 Kthler op. cit., table 1.

K l;hE'stimateqturtanbiluml ore deliveries 1946-60 ($4,000,000,000) and inventory depletion of SAG firms 1952-53 ($260,000,000),
er op, cit., table 1.

7 Should include loss on uranium ore exgorts to U.S.S.R. (see text).

8 Estimate cited in Wszelaki op. cit. p. 69.

 1945-52: $134.3 “‘gold"’ dollars, Spulber, op. cit., p. 167, multiplied by a factor of 2 to take account of price increases
since 1938 and especially low-accounting prices (noted in Spulber op. cit., p. 170) during the early years.

10 Should include (a) uranium ore deliveries on reparation t and possible loss on cial uranium exports, as
is known to have been the case for East Germany and Czechosolvakia and (b) payment, if any, for objects removed from
Soviet territory during the war, Spulber, op. cit., pp. 3! 3
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1 Even though industrial and transport equipmant was removed from the newly acquired Western parts, thase may be
viewed as affecting Germany's lost terrrtorles rather than Poland Bierut estimated the value of plant dusmantlemint up
to the Potsdam agreement as $500,000,000 ‘‘Rzeczpospolita,’ Aug. 24, 1945, as crted in Alfred Zauberman, ‘‘Economic
tmperialism—the Lesson of Eastern Europe London: Ampersand, Ltd., 1955

12 Amount of Polish debts canceled as compensation for low prices pard for coal dunng 1946-56, Spulber op. cit. pp. 176-
77 and Goldman, op. cit. p. 7.

13 Author's estimated: same as Hungary. The order of magnitude is supported by John M. Montias, ""Economic Develop-
ment in Communist Romania,’’ Cambridge, Mass. : The M.I.T, Press, 1967, pp. 17-18, fns. 40 and 41 and Wszelaki op. cit.
p. 69; the estimates cited by "both sources are higher than this author’s. Speakmg of economic disruption after the war,
Ceausescu without directly mentronmg the Sovrets stated: ‘'The war reparatmns Romama had to pay and the other

" material losses totaled $1,000,000,000"" Nicolae C ""The Ri t Party—Continuer of the Romanian
People s Ravolutionary and Democratic Struggle, of the Traditions of the Workmg Class and Socialist Movement in Ro-
mania,'' Bucharest: Ager Press, 1966, p.

t“ 19?;3552 $226.5 ‘‘gold" dollars Spulber op. cit., p. 167, multiplied by a factor of 2 (see note above and Spulber, op.

ci
17::‘5 Féestltutlon for goods and materials taken by Romanian troops from the U.S.S.R. during the war, Spulber, op. cit., pp.

18 | the case of East Germany, enterpnses were expropriated and subsequently returned, first against payment and
later free of charge. From East Germany’s point of view, subvention was involved (other than operating profits foregone
shown in the next columns) only when the firms were repurchased The amounts are shown by Kéhler, op. cit., p. 47,
here converted to dollars through the implicit devisa-ruble/DM exchange rates calculated by Kbhler, op. cit., Table 28
p. 272 and the official pre-1961 rate of $1=4 rubles.

17 Qperating profits were included under reparations-type payments. See Kohler, op. cit., pp. 46-47, fn. 22.

18 For Bulgaria, Hungary, and Romania no subvention is assigned because to the extent that they made partial payment
(mostly during 1954-56 until the debt was canceled) they were acquiring assets previously owned by foreigners.

19 Spulber, op. cit., p. 194,

20 Spulber, op. cit., p. 205.

2 Since evidence detailed in the text suggests that joint companies yielded maximum benefit to the U.S.S.R., itis assumed
that the division of total profits gave a 15-percent return to the U.S.S.R. and a §-percent return to the bloc partner annually
on investment, which is assumed to have been shared 50-50. If so, the profit sacrifice to the bloc partner is 5 percent of
its invested caprtal annually for 8 years, 1946-53.

22 Includes $45,000,000 paid b{ ungary to the U.S.S.R. on a $200,000,000 commercial debt to Germany, subsequently
claimed by the U.S.S. R. Maigaret Dewar, <“Soviet Trade With Eastern Europe 1945-49."" London: Royal Institute of Inter-
national Affairs, 1951, pp. 68-70. The remaining $155,000,000 canceled deht appears as a component of the $197,000,000
entry for Hungary in col. (3) of table 2. )

23 Spulber, op. cit., 204.

Source: Each entry is documented by footnoted references above.

TABLE 2.—U.S.S.R. ECONOMIC ASSISTANCE TO EAST EUROPEAN COUNTRIES AND BALANCE! OF THE
GRANT EQUIVALENT OF AID AND SUBVENTION TRANSFERS, CUMULATIVE 1945-60

{In millions of current dollars]

Loans (A) Release of
Debt  Reparations Joint stock
Face Grant equiv- ¢ tati Iati pani

Recipient country value alent (B) ©) (D)

(¢Y] @ @ (©)) ®)
East Germany._ ... ... ........._.. 238 62 o eian 6,612 200
Bulgaria.._.... 343 89 45 10 ..
Czechoslovakia. 62 L
Hungary_ _. 379 99 197 78 250
Poland 831 216 626 .-
Romania. ..ol 222 |- S 147 2710
Total . ... 2,075 540 868 6, 847 1,160

Grant equivalent of aid Balance of aid and subvention
Excl. rep. cancel. Incl. rep. cancel.

Excluding  Including - -
rep. cancel, rep. cancel. Sacrifice Gain Sacrifice Gain
Recipient country (6) (¢)] 8) ) (10) Q1)
262 6,874 (19,254)  (16,587)  (12,642) (9,975)

34 144 128 134 138 144

16 16 16 16 16 16
546 624 (783) (431) (705) (353)

842 842 216 216 216 216
768 915 (952) (645) (805) (498)
2,568 9,415 (20,629)  (17,297)  (13,782)  (10,450)

1 Net transfers to U.S.S.R. in parentheses.

2 Goldman op cit. p. 19. The range of $700 to $1,100, 000 000 shown for this item in Goldman op cit. table 11~1 and the
$900,000,000 average shown by Horvath op. cit., table 1 probably includes the value of delivered Soviet investments in
joint stock companies which was repaid by the' Remanians, as discussed in Montias op. cit. pp. 146-7

Source: Cols. (1) to (7) are based on Horvath op. cit. 1971, table 1, except as noted; cols, (8) to (11): cols. (6) or (7)
less table 1, cols, (11) or (12).
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TABLE 3.—U.S.S.R. IMPORTS FROM CZECHOSLOVAKIA AND EAST GERMANY, 1948-55

['n miltions of current dollars or percent]

Share of machinery and metallurgical

Total imports products (percent)
Growth
previous Metallurgy
year=100 Machinery (CTN 24-27,
Year Valze {percent) Tota! (CTN 1) 29)
M @) (©)] (O] )
$136 348 48 18 30
205 151 41 18 23
201 98 68 29 39
253 126 71 31 40
299 118 78 36 42
312 104 84 36 48
318 102 83 46 37
386 122 73 41 32
62 283 6 4 2
146 237 18 15 3
160 109 41 38 3
328 205 52 44 8
365 111 61 54 7
3 132 78 73 5
61 128 79 75 4
506 82 84 78 [
Note: CTN=CEMA trade lature (cf. pendi app. A).

Source. “‘Vneshnaia torgovlia SSSR; statisticheskii sbornik, 1918-66"" (foreign trade of the U.S.S.R.; statistical vol-
ume, 1918-66).
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1. INTRODUCTION

Some 20 years have passed since the countries of Eastern Kurope
began their search for an alternative economic system, which could
effectively replace the traditional methods of running the national
economy.! These two decades have been a period of intense intellectual
ferment and of qualitative changes in economic thinking throughout
the Moscow Bloc. Orthodox economic theories, time honored ideologi-
cal dogmas, and long established practices of planning and manage-
ment have been not only openly challenged, but quite often publicly
condemned as “outdated, unworkable, and hampering further eco-
nomic progress.” *

The most apparent reason for this increasingly critical approach
was the growing realization that the traditional command cconomy
system has outlived any economic usefulness it ever had. Diminishing
returns had set in with respect to huge investment cxpenditures, and
such outlays—as a Czechoslovak cconomist put it—“were no longer
able to secure the predetermined growth rate, regardless of its social

1 Preliminary discussions on the need for economic reforms began in Hungary early in
1953, during the first premiership of Imre Nagy. Later that year, several committees of
economic experts were charged with the task of drafting a blueprint of a new economic
model. However, the whole project was abandoned in 1955 when Nagy was ousted and
replaced by Andreas Hegediis.

The first comprehensive program of economic reforms was worked out in Poland in 1957.
Despite the initial official approval, this program was never implemented, mainly be-
cause of strong objections raised by Moscow and other FEast Huropean regimes. Another
importgnt factor was a strong resistance of the dogmatic elements in the Polish party
apparatus.

+(), Sik, “The Problems Invelved in the "Transition to the New System,” Part I, Rude
Pravo (Prague), Feb. 18, 1966,
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usefulness.” ? Indeed, especially in the more industrialized countries uf
Kastern Europe, the growth rate began to stagnate.® At the same time,
statistical evidence bemm to accumulate, disclosing the growing dxs-
parity between actual output and cffective demand | (both for consum-
ers and industrial users). As a result, stocks of unwanted products
began to grow at an alarming rate, distm-bin;: the ratio between the
accumulation and consumption funds beyond the tolerable level. The
root of the trouble has been aptly diagnosed by a prominent Polish
economist as “a basic contradiction between the old methods of plan-
ning and industrial management, evolved at another stage of economie
development, and the current aims of economic policy, as determined
by an objective need to substitute intonsive methods of promoting cco-
nomic growth for the extensive ones.’

The orthodox command economy system became a victim of its own
partial success. Despite the overriding emphasis on capital goods in-
dustry and growth-oriented inv estment policies, pursucd for more than
a decade. b) the late 1950's most of the East Kuropean economies had
attained a sufficient degree of all-round industrialization to emerge
from an era of absolute scarcitios and a classic sellers’ market into the
stage of limited buyers' market. It was at this point that the inherent
1nadequac1es of the arbitrarily directed command cconomy began to
be felt in earnest. The most obvious symptom of inefficiency and waste-
fulness of the old System was “the objectively une\plmlmble phenone-
non of overproduction of unsalable and unwanted goods in the midst
of the still-prevailing scarcities.” ¢ All of these dispmpo:tions indi-
cated quite clearly that the command economy was simply unable to
cope with the problems involved in the transifion from an cra of pre-
dominantly investment demand, determined by the central planners
themselves, to a period when effective consumer demand was begin-
ning to assert itself. At this new stage, the prior determination of
production targets tended to become more and more difficult, since
the structure of consumer demand—once the staple needs of the popu-
lation at large have been reasonably well satisfied—is very much in-
fluenced by such unpredictable factors as subjective value judgment
and personal preferences. This effective consumer demand did not
exert much weight on the economic decisionmaking at the stage of
absolute scarcities, when practically everything which was bem«r pro-
duced for internal consumption, was almost sure to be bou(rht But
even in a limited buyers’ m.ukct the situation is entirel cifferent.
And by the mid-1950’s it was becommor more and more obvious that
the methods of planning and industrial management would have to
be adapted to this new situation.

Having accepted the need for change, the understandable reaction
of East European ruling elites has been a tendency to contain the
unavoidable economic reforms within the existing political and eco-
nomic system. Although the objective economic conditions put them
into the position in which they had no alternative but to initiate sub-

l‘):}]‘ Loebl, *‘On Dogmatism in Economic Thinking,” Kulturny Zivot (Bratislava), Sept. 28,

¢+ The pertinent facts illustrating this stagnation are well documented in the article hy
Prof. W. Brus, “Some General Remarks on the Changes in the System of Planning and
Management.” Gos podarkae Planowa (\Warsaw), November 1966,
L Pajestk.ﬂ Some Factors Affecting the Acceleration of Economic Development. of
Our Country,” Nowe Drogi (Warsaw), Dec. 12, 1962, pp. 66-77.
x ‘Vllnli%% “On Certain stlpulutions of Economie I'rogress,” Zycie Gospodarcze (Warsaw),
ov 2,
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stantive changes in the methods of planning and management, the
party establishments have shown every intention to control both the
scope and the momentum of economic reforms in order to preserve
the orthodox political and economic institutions which ensured their
monopoly of power.” They did not really want a new economic model,
but would have been perfectly satisfied with a more efficient and
rational version of the old one.

This ambivalent attitude toward economic reforms can be explained
both by purely ideological considerations and by the exigencies of
practical politics. It is one of the basic tenets of the orthodox Marxist
doctrine that the political superstructure of any given society is deter-
mined by the specific institutional forms of its economic base. This
dogma presupposes a full harmony between the prevailing economic
and social relations and the corresponding political system. In this
sense, the totalitarian power structure of the Communist state was,
indeed, perfectly coordinated with the centralized institutions of com-
mand economy and its arbitrary operational patterns. Within the
framework of this system, the ruling elite combined its monopoly of
political power with full control over all essential economic decision-
making. Thus, the party establishment was able not only to determine
a strict order of economic priorities, but also to subordinate economic
development of the country to its doctrinal and political objectives.
At the same time, a centralized command economy permitted the rul-
ing elite to dispense economic privileges to the huge, bureaucratic
administrative apparatus, which has been the backbone of Communist
system since it was established.

Thus, both the East European ruling elites and the great mass of
entrenched bureaucrats had every reason to preserve the existing eco-
nomic system and the traditional methods of planning and manage-
ment. Yet, they could not indefinitely ignore the extremely serious
economic and social problems, resulting from the persistent malfunc-
tioning of the orthodox command economy model. Those problems
were especially manifest because the relative liberalization of the
post-Stalin era gave many outstanding economists and other social
thinkers a chance to speak more freely and to point out the big flaws
in the traditional system of planning and management. They were
even able to put forward alternative solutions and to describe the out-
lines of an alternative economic model. The net effect of all this was
that the ruling oligarchy and the administrative bureaucracy have
found themselves in the unenviable position of defending an economic
system which was not only vulnerable on theoretical grounds, but
which had also failed to produce the expected results and had led to
economic stagnation.

It was, indeed, a very perplexing dilemma both for the more dog-
matic elements among the ruling elites and for the multitude of the
usufructuaries of the traditional economic system. While the latter
were mainly concerned about their jobs and other vested interests,®
the former were anxious about the implications of economic reforms
for the spheres of ideology and power politics. For it has long been

7J. Fock, “The Economic Reform Was Initiated by the Party and It Must Be Carried
Out Under the Leadership of the Partv,” Népszabadsdg (Budapest), Dec. 1. 1966,

19:"& Selucky, “The New System of Management Has Started,” Plamen (Prague), Jan. 1,
yi.
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perceived by more perceptive Marxist scholars that economic reforms
are bound—at least in a longer run—to undermine the monopoly of
political power enjoyed by the East European party establishments.’
Indeed, there was a very strong probability that, as the result of intro-
ducing a more participatory economic model, there would emerge a
number of special interest groups. Some interest groups, such as the
technocrats, might eventually evolve into new elites, with powerful
specific interests of their own. Such elites could then become real con-
tenders for political power.

With their vital interests at stake, the hardline party leaders and
the administrative bureaucracy have formed a common front against
pragmatic reformers. They avoided frontal attacks on the proposed
reforms and any involvement in theoretical debates. Instead, they
resorted to a variety of delaying tactics. They preferred to operatc
behind the scenes, often paying lipservice to the need for a change,
while, in fact, they were quietly sabotaging the reform programs.*®
In this way they usually succeeded in delaying or at least diluting
the necessary reforms.

The political strength of this antireform opposition in all Tast
European countries was quite formidable, and their negative attitude
toward any qualitative change in the traditional methods of planning
and management was by no means due to self-interest alone. One can-
not ignore the fact that, as far as the economic problems were con-
cerned, the perception of the East European party establishment was
conditioned for many ycars by the generally accepted dogma that pol-
itics must always have an absolute priority over economics. There
were many members of party apparatus in every East European coun-
try who genuinely feared that any meaningful changes in the economic
system could not fail to endanger the ideological purity of Marxism-
Leninism and. thus, undermine the very basis of the dictatorship of
the proletariat. They did not deny that a new economic model was
likely to perform much better than the old one. But they were firmly
convinced that this higher economic efficiency was not worth its in-
evitable political price.

II. Ecoxonmic Rrrorms Prror To 1968

These crosscurrents of pressures and counterpressures, genevated in
turn by objective cconomic needs and by subjectively motivated fears
and appreliensions, have serionsly retarded and distorted the whole
process of a gradual dismantling of orthodox command economy.
Everywhere the progress was slow. and its erratic course indicated
an obvious lack of political will to implement the necessary reforms.
But the overall trend toward economic pragmatism conld no longer
be reversed. By late 1960’s most East European regimes have formally
adopted some sort of a program of economic reforms.** It should be
noted, however, that the main changes which have occurred at this

91, Dystrina, “The New System and Democracy,” Literarni Norviny (Prague), Dec, 17,

19;:’(_‘0. Sik, “The Way to the New System Is Not an Easy One,” Prace (Bratislava), June 4,
6,

11 Phe most notable exception is Albania, where any deviation from the orthodox eco-
nomic system was (and still 18) regarded as an anathema. Also the minireform scheme
introduced in Romania in 1968 could hardly be regarded as a fully fledged reform program.
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stage were not so much institutional as psychological. The forces of
the old order have—at least outwardly—accepted the necessity of
introducing novel methods of planning and management, as well as
different organizational and operational patterns. But they still waged
a stubborn rearguard action, in order to limit the scope of the pro-
posed reforms and to delay their actual implementation for as long as
possible.

The reform programs adopted in the individual East European
countries were bv no means identical. Some of them could be classified
as blueprints of a genuinely new economic model, while others
amounted to nothing more than a haphazard patchwork of ad hoc
rationalization measures, intended to improve the performance of the
existing economic system. However, the dividing line was not easy to
determine. Quite often there was a big difference between the de-
clared theoretical assumptions of the proposed reforms and the sub-
sequent practical measures which purported to put them into effect.
Moreover, the same general concepts and apparently similar opera-
tional solutions often proved to have different substantive. meanings
at the stage of actual implementation.

Consequently, it would be quite futile to attempt an across-the-
board classification of the individual East FKuropean reform pro-
grams. Instead, it is much more advisable to discuss the progress of
economic reforms country by country. In this way, one can not only
describe and analyse the main characteristics of this or that reform
blueprint, but one can also point out the real significance of various
checks and balances, which were quite deliberately introduced by the
local ruling oligarchy, so as to preserve its essential prerogatives of
power. To be really effective a program of economic rationalization
requires something more than a set of sound theoretical principles and
a comprehensive reform blueprint. In the last analysis, the most de-
cisive factor is the political will to put these reforms into effect.

Poland—rthe Frustrated Pioneer

Poland pioneered the economic reforms in 1956 and 1957, only to
find itself near the very bottom of the reformist league some 10 years
later. It was by no means an accident that the first officially spon-
sored program of economic reforms was worked out in Poland. As
already indicated, any substantive changes in the orthodox command
economy system run counter to the most essential vested interests of
the party establishment and the entrenched bureaucracy. Therefore,
such changes can be forced through most easily in a country where the
political stranglehold of these dominant power groups has been con-
siderably weakened. Such, indeed, was the situation in Poland, where
a lengthy period of bitter factional struggle within the ruling elite
itself reached its climax in the “bloodless revolution” of October 1956.
At that time, the economic pragmatism in Poland enjoyed the appar-
ent (if not very sincere) official backing of the faction of party lead-
ership, which emerged victorious from this struggle. Indeed, the green
light for economic reforms was given by Gomulka himself, as soon
as he was elected First Secretary of the Polish Communist Party
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(PUWP).2? Soon afterwards, in response to powerful popular pres-
sure for meaningful changes in the existing economic system, the
Polish regime created the Economic Council, a special body composed
of some of the most prominent Polish economists.?® The publicly de-
clared task of this Council was to prepare the blueprint for a “Polish
Economic Model.” ** During 1957, the Economic Council elaborated
and published two basic documents, which contained both the theo-
retical premises of the new model as well as concrete proposals for the
necessary reforms.’ These two official documents were supplemented
by dozens of keynote articles published by the chief protagonists of the
“Polish Economic Model.” Together they provided a definite blue-
print of an entirely novel system of planning and management, per-
haps the most comprehensive program of economic reforms worked
out. anywherve in the Soviet bloc.

The reform program proposed by the Economic Council called for
two kinds of basic changes 1n the economic system. One was a drastic
reorganization of the administration and management of the econ-
omy, emphasizing far-reaching decentralization and full financial
independence of individual enterprises.’® The second category of pro-
posed reforms sought to inject quasimarket conditions into the rela-
tions between industrial enterprises and wholesale and retail distribu-
tion. The basic overall aim was to substitute “the profit motive and
other economic incentives for administrative directives, as the main-
spring of economic activity.” 37

On the organizational side the Polish economic model called for a
wholesale dismantling of the bureaucratic superstructure. The basic
economic unit was to be a self-governing, self-financing and fully
independent enterprise.® Each of these autonomous economic units
was to operate according to the principles of businesslike accounting,
and the highest possible degree of profitability was to be the main con-
cern of its director (acting together with the workers’ council, which
had at that time full rights of comanagement). This independent
enterprise was to sell its final products either to other factories or to
the distributive enterprises at prices “which would be primarily deter-
mined by the real costs of production and the forces of the market
mechanism.” ** All forms of state-subsidized production and distribu-
tion were to be gradually phased out.

In order to recreate such market-oriented conditions, in which the
profit motive could function as the mainspring of all economic activity,
the blueprint of the Polish Economic Market provided for a general
reform of wages and prices. The aim was to bring the prices of raw

12 Gomulka speech at the VIIT Plenum of the Polish Central Committee, Oct. 19-22, 1956,
published in Notwe Drogi (Warsaw), October 1956, pn. 30-34.

13 Among the members of the Fconomic Council were several economists of world repute,
such as Prof. Osear Lange, Prof. W, Brus and Prof. Michael Kalecki.

# Rditorial : “Economic Council has Begun Its Work—the Main Task is the Elaboration
of the Polish Economic Model”—Trybunae Ludu (Warsaw), Feb. 10, 1957.

i These proposals were contained in two basic documents:

(a) “Theses of the Iconomic Council Concerning Certain Changes in the Economic
Model”"—Zycie Gospodarcze (Warsaw), June 2, 1957,

(b) “Theses of the Economic Council in the Matter of Determining the Principles of
Price Strurture’—Zycie Gospodarcze (Warsaw), Dec. 22, 1957.

18 B, Lipinski, “Workers’ Councils, Enterprises and Other Matters,” Zycie Gospodarcze
(Warsaw), Dec. 22-29, 1957.

17 W. Brus, “The Concept of Incentives Based on the Profit Motive,” Zycic Gospodarcze
(Warsaw), June 23, 1957.

18 T4, Tipinski. “The Model of Socialist Economy,” Nowe Drogi (Warsaw). December 1956,
® J, Mujzel, “The Prices and the Model,” Zycie Gospodarcze (Warsaw), Apr. 28, 1957.

32-765—74 12
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materials, semifinished products and finished articles in line with the
real cost of production. To compensate the population at large for the
expected rise in the level of prices and in the cost of living, the Eco-
nomic Council proposed substantial increases in wages and salaries,
as well as in pensions and in social benefits.?* Polish reformers argued
that once the proper relationship between prices, production cost and
individual incomes had been reestablished the forces of the market
would tend to keep them in equilibrium. In time, economies of scale
and competition between independent enterprises could be relied upon
to bring the prices down to a level, which would make genuine mass
consumption possible.?*

The main mistake committed by the Polish reformers in the 1956
1957 period was that they wanted to achieve too much too soon. The
time was not yet ripe for implementing pragmatic reforms on such a
scale. The other countries of the Soviet bloe, including those which
later introduced economic reforms much along the lines advocated in
Poland in the midfifties, regarded the blueprint Polish economic model
as the epitome of ideological revisionism. Indeed, a strong pressure
was put on the Gomulka regime by those countries to stop playing
with fire.?

This hostile outside pressure was, however, only one of the factors
whieh prevented the practical implementation of the Polish economic
model. Much more decisive in this respect has been the active resistance
of the dogmatic forces within the Polish establishment. Those forces,
defeated temporarily in October 1956, have been fighting against the
implementation of the Polish economic model both on ideological
grounds and because their vested interests and special group privileges
were seriously threatened by the new organizational and operational
patterns, foreseen in the reform blueprint. But the new system of
planning and management was not the primary object of the hard-
liners counteroftensive. They used the failure of the new economic
model as a political lever to restore their power position within the
party, and they were indifferent to any harm done to the national
economy in the process. Thus, many experiments intended as pilot
schemes for the new methods of planning and management were delib-
erately sabotaged and obstructed by the entrenched bureaucrats.

By late 1959. the dogmatic counteroffensive had achieved most of
its objectives. The Economic Council had, for all practical purposes,
ceased to exist.?* The changes already implemented in the organiza-
tional structure of Polish industry were effectively countered by the
strengthening of centralized control, with its profusion of operational
directives. The proposed reform of wages and prices, due to be imple-
mented in 1958, was abandoned altogether. Workers’ councils, which
were originally intended to comanage the independent enterprises,
were shorn of all the essential prerogatives which had been granted

20 C°f. “Theses of the Economic Council in the Matter of Determining the Principtes of
Price Structure,” Zycie Gospodarcze (Warsaw), Dee. 22, 1957,

21'0), Lange, “How Do I Visualize the T'olish Econowmic Model.” Trybuna Ludu (Warsaw),
Dec 31. 1957, Sce nlso Cz. Borbrowskl, “Before the Change in the Feonomic Model,” Zycie
Goapodareze (Warzaw), May 12, 1957.

23 This hostile pressure was later fully admitted by the official Polish media. See : W. Brus,
«§ome General Remarks on the Changes in the System of Planning and Management,”
Gospodarka Planowa (Warvaw), November 1966, Among the countries, which objected most
strongly against the Polish Economic Model were Czechoslovakia and Hungary.

2 The Keonomic Council hecame moribund in mid-1959, although it was not formally
dissolved until the end of 1962.
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to them by legislation in 1956.** At the same time, the very concept
of a Yugoslav-type workers self-management system (a prominent
feature of the 1956/1957 version of the Polish economic mode) was
formally disowned.?® Finally, at the turn of 1959 the powers of the
central planners were greatly strengthened 2 and that was—for all
practical purposes—the end of the first phase of economic reforms in
Poland.

The return to a monocentric economic system and to the methods
of direct control inevitably created serious economic difficulties, which
reached their climax in the winter of 1962-63. Consequently, in the
fall of 1963, the Polish ruling elite hegan again to look more critically
at the arbitrary methods of planning and management. This led to
renewed interest in economic reforms which had been so hastily
abandoned. In March 1964, the party leaders, preparing for their
Fourth Congress in June, published a set of theses outlining, among
other things, certain concrete measures which were intended to reacti-
vate some aspects of the Polish economic model. Although quite a few
of those proposals were subsequently watered down in the final text
of the Fourth Congress resolution, the bulk of them did survive and
a more or less definite program of economic reform, based on this
truncated blueprint. was later approved by a Central Committee
Plenum held in July 1965.2

Thus. after an interval of nearly 6 vears, economic pragmatism
again became a part of the official policy line in Poland. But the
political situation in the corridors of power was by then entirelv
different from that which prevailed in the early post-October period.
At that time, the dogmatic clements within the Polish ruling elite
had been decisively routed and were in full political vetreat. The
quasi-liberal faction, favorable to cconomic reforms. held the levers
of power and—what is equally important—controlled the informa-
tion media, which it used very extensively to promote more prag-
matic concepts of “socialism.” In contrast, the 1964—65 version of the
reform blueprint was devised and sponsored by middle-of-the-road
apparatchiki, not as an article of faith, but under the pressure of
sheer economic necessity.

This second version of the Polish reform program bore a distinet
imprint of its principal sponsors. Structural and institutional changes
in the existing system were pushed into the background and new
theoretical concepts—if any—were deliberately blurred. The main
emphasis was put on preparing a number of eclaborate bureaucratic
measures, necessary (so i1t was argued) to set the new system in
motion. All in all it was a thoroughly Parkinsonian attempt to inject a
certain degree of economic rationalism into the Polish body economic.
This was to be achieved by some intricate juggling of the standard
indicators of centralized planning and a certain degree of decentrali-
m& of the Decree to Be Issued hy the Polish Council of Ministers About the
Organization and Prerogatives of the Workers’ Councils,” Trybuna Ludu {(Warsaw), Nov, 1,
1956, an official PAP release. See also: M. Kalecki, ‘“Workers' Counells and Central Plan-
ning,” Nowe Drogi (Warsaw), December 1956,

 “The Draft of a Bill on Workers’ Self-Government,” Trybuna Ludu (Warsaw), Oct. 11,

1958, an official PAP release,

2 UAR’ “Inereased Tasks and Prerogatives of the Planning Commission,” Trybuna Ludu
(Warsaw), Jan. 5, 1960.

2 Cf. : “The Resolution of the VII Plenum of the Central Committee of PUWD,” Trybuna
Ludu (Warsaw), July 27, 1965,
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zation in the sector of investment financing. The need to base pro-
duction plans detailed market analysis was also stressed, in order to
give this emasculated blueprint a sort of consumer-oriented appear-
ance. At the same time, however, each of the proposed pragmatic half-
measures was also replete with built-in safety devices, which were
meant to perpetuate bureaucratic controls.

Yet even this devitalized version of economic reform was unaccept-
able to the powerful pressure groups of dogmatic ultras, political
hardliners and entrenched bureaucrats. They fought the reform blue-
print every inch of the way, playing skillfully on the inbred appre-
hensions and reservations of Gomulka and his close associates. When
the watered-down version of the proposed reforms finally became an
integral part of the official party program. the dogmatists and the
hardliners reverted to their favorite tactics of procrastination, deliber-
ate inaction and other subversive forms of bureaucratic sabotage.
These tactics proved so effective that all the proposed cconomic re-
forms virtually remained on paper. In July 1967 Zycie Gospodarcze,
the organ of loyalist economic reformers, complained bitterly that
although 2 years had passed since the final approval of the new
methods of planning and management by the Central Committee
Plenum, the actual implementation of the reform on all levels still
left much to be desired.?®

Discussing the reasons why the 1964-65 version of the new model
failed to get off the ground, Zycie Glospodarcze put the main blame on
“old habits and conditioned reflexes which are the heritage of the old
system.” It also castigated very harshly the dogmatic mentality of
those who were entrusted with the implementation of the new system.
“They stick to old methods and familiar routine,” charged the Polish
weekly, “in the hope that everything will return to the old ways.” *

By the time the article in question appeared in Zycie Gospodarcze,
however, the dogmatists and the hardliners were alveady marshajing
their forces for a massive escalation of their counteroffensive against
economic reform, an onslaught, which reached its climax after the
Soviet invasion of Czechoslovakia. The net effect of this counter-
offensive was to push economic reform programs in Poland back to
square one.

Czechoslovakia—A Straggler Takes Over the Lead

In Czechoslovakia. the dogmatic majority within the top party hier-
archy had successfully resisted all meaningful changes in the existing
command economy system until well into the early 1960’s. But the
writing was already on the wall. In the course of the 1961-65 5-year
plan the average annual growth rate fell to 1.8 percent, down from a
respectable 7-percent growth rate, registered during the previous
5-year period.® Faced by a very real threat of virtual economic stag-
nation, if not a negative growth rate, the Novotny regime reluctantly
consented to a public discussion among the party’s economic experts

28 J.G. (J. Glowczyk, the editor-in-chief), “The Reform and Men,” Zycie Gospodarcze
(‘Y”n{;;](;v)' July 30, 1967.

30 Ota'Sik, “On the Threshold of a New Stage in the Development of Soclalist Economy,”
Rude Pravo (Prague), June 5, 1966,
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about the reasons for such an obvious malfunctioning of national
economy.

By contemporary Polish, or even Bulgarian standards, this debate
was certainly rather timid, and most participants did not dare to go
beyond a very general criticism of the worst abuses of the arbitrary
methods of planning and management. Its subject matter was also far
less specific than that of the theoretical discussion in the ‘Soviet Union,
which followed the publication of Professor Liberman’s theses ** and
their partial endorsement by Khrushchev at the CPSU Plenum in
November 1962. Nevertheless, there was a general concensus among
Czechoslovak experts that the whole economic system ought to be over-
hauled in order to make it more responsive to the needs of the market.
Such unorthodox ideas were expressed even in the official party state-
ments. Thus, in January 1964, an unsigned editorial in Rude Pravo
conceded cautiously that “production should be exposed to a certain
amount of pressure both from the market and from the customers.” 32

Nevertheless, by the middle of 1964 Czechoslovakia was still one of
the stragglers. The debate among the experts was purely theoretical,
cenfering on the theme of past errors in planning and management
and on the reasons for the poor current performance of the economy.
No concrete reform proposals had yet been publicly formulated, and
no significant experiment pilot projects were yet in operation. But
within a few months the situation had changed radically. By October
1964 a comprehensive, officially sponsored blueprint of economic re-
form had been worked out and published.s® In January 1965 this re-
form program was unanimously approved by the central committee of
the CPCS, and it was scheduled to become fully operative, at least so
far as its basic principles were concerned, in 1966. Detailed guidelines
were to be issued by June 1965, and all problems concerning the prac-
tical implementation of the new economic model were to be ironed out
by the end of the year.3

This rather tight schedule was, however, abandoned within a few
months, Instead, another plenary meeting of the central committee
resolved that the proposed new model should be implemented in two
stages. The first, beginning January 1, 1966, was intended to “create
proper incentives for discovering material and labor reserves on the
enterprise level.” The second stage, beginning January 1967, was to
provide the solution for “the problems of investments and of proper
management of Socialist enterprises.” The precise meaning of these
terms was not very clear, but the new timetable obviously implied a
delay. This was confirmed by the official explanation that such “grad-
ualism” was necessary because numerous practical problems and dis-
proportions do not permit a speedier implementation of the new
cconomic model.3s

Thus, on the eve of the “Prague spring” the situation in Czecho-
slovakia conformed to the well-known pattern. On one side was a truly

T, G. Liberman., “The Plan, Profits and Premium,” Prarda (Moscow), Sept. 9, 1962,

* Rude Praro (Prague), Jan. ], 1964,

31¢0On the Proposal Concerning the Principles for Perfecting the Planned Direction of
fhe National Economy,” Rude Praro (Prague), Oct. 17, 1064,

3 The Resolution “Concerning the Maln Trends in Perfecting the Planned Direction of
the Nntional Economy, and on Partv Work,” Rude Praro (Prague). Jan, 30, 19

. 1965,
3 “Resolution of the CC of the CPCS Concerning the Activities of the Organs of Central
Manngement,” Rude Pravo (Prague), Nov. 4, 1963,
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pragmatic blueprint, envisaging far-reaching reforms, on the other, an
apparent lack of political will to carry those reforms to their logical
conclusion. “The central authorities,” warned a Slovak economist, “are
already looking for possibilities of limiting the freedom of action of
Socialist enterprises by imposing additional obligations, which can
be enforced by a variety of means.” ** This undercover tug of war
persisted throughout 1966, and the chief protagonists of the new eco-
nomic model began openly to express their dismay over the slow prog-
ress of the reforms. And, although the 13th Party Congress in June
1966 unanimously approved all the pragmatic principles of the new
system of planning and management,*” the leaders of the reformist
wing of the CPCS were not too optimistic. “The chief obstacle,”
warned Professor Ota Sik in an interview published in the Slovak
Trade Union daily Praca, “is the noneconomic way of thinking of
some people who are backing the new system with words, but in prac-
tice still follow the old ways.” 38

Yet, despite all these delays and setbacks, the Czechoslovak reform-
ers had something to be really proud of. Within a relatively short time
they prepared a blueprint of a very progressive new economic model,
which was certainly far ahead of any contemporary Kast European
reform program, Moreover, their new economic model was formally
and unequivocally endorsed by the Party Congress.

The main feature of the Czechoslovak reform blueprint was far
reaching decentralization of the whole decisionmaking process. Only
the major questions of macroeconomic policy were to remain within
the sphere of authority of the central institutions. All other economic
problems, including operational matters, were to be settled either at
the level of individual trusts (raw material and investment funds allo-
cations), or at the level of enterprises (concrete production plans,
employment limits, wage scales and certain categories of prices).* Old
methods of economic management, based on arbitrary directives and
centralized control were to be replaced by new ones, relying prin-
cipally on material incentives, the profit motive and standard rules of
financial accounting.

In order to introduce at least some vestiges of a market economy into
their model, Czechoslovak reformers envisaged also a major reform
of the existing pricing system. They have proposed three categories of
prices: 1. State-determined, fixed prices for all essential raw materials,
investment goods and basic staples; 2. Flexible, or limited movement
prices for the bulk of less essential commodities and services. Such
prices were to be permitted to fluctuate freely within their lower and
upper limits, set up periodically by central authorities; 3. Free market
prices, determined solely by supply and demand. Such prices were
foreseen for certain, selected groups of consumer goods.*®

6 7, Kovacik, “A Difficult Birth,” Praca (Bratislava), Dec. 21, 1965,
37 Of. Resolution of the 13th CIPCS Congress as published in Rude Pravo (Prague), June 7,

1966.
38 Ota Sik, “The Way to the New System is not an Easy One,” Praca (Bratislava), June 4,

67,

2 Cf. The Resolution of the Central Committee of the CPCS, “Concerning the Main
Trends in Perfecting the Planned Direction of National Fconomv,” Rude Pravo (Prague),
Jan. 30. 1965. See also the relevant parts of the Resolution of the 13th Party Congress of
the CPCS Rude Pravo (Prague), June 7, 1966.

«© Jirl Typolt, “Fixed, Flexible and Free Prices,” Rude Pravo (Prague), Nov. 25, 1965.
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The logical implication of such a three-pronged pricing system was
that all nonessential commodities (and some staples as well) would be
eventually upgraded to a more liberal price category, as soon as such a
move was warranted by the supply and demand position. This is why
most Czechoslovak reformers regarded this system as merely a transi-
tional solution, which would remain in force until the full operation
of the market mechanism could be restored.+*

Fast Germany—A Reform Imposed From Above

As in Czechoslovakia, it was the specter of economic stagnation,
which finally forced the hand of the East German ruling elite.®? But
while in Czechoslovakia the new economic model was being shaped in
a protracted tug of war between the reformers and the dogmatic
majority within the party establishment, in East Germany a ready-
made reform program was imposed in one fell swoop of theoretical
debate and isolated pilot experiments.

The East German reform blueprint was worked out in near secrecy
by high party functionaries, and it was formally approved by the
Central Committee of the SED in July 1963.** Soon afterwards it
began to be implemented with a typical teutonic thoroughness. The
main feature of the East German model was a radical reform of the
organizational structure, geared to the basic objective of greater eco-
nomic efficiency. The cornerstone of this reorganization was the estab-
lishment of a relatively large number of specialized industrial trusts,**
patterned after the traditional German cartel. Each of these trusts,
called Vereinigung Volkseigener Betriebe (V.V.B.) were conceived
as an independent economic unit—not unlike an average Western
industrial concern.'The managerial board of each VVB was to super-
vise and direct the activities of a dozen or so of subordinate enterprises,
producing, as a rule, the same or similar goods.*

Their vast decisionmaking power has devolved to the Vereinigungen
Volkseigener Betriebe from the industrial departments of the national
economic council from the ministries and from the state planning
commission. At the same time, the VVB’s have become the task-setters
for all their component industrial enterprises. Hence, the East German
economic model resulted in a two-directional shift of the focal point
of economic decisionmaking toward the VVB’s—downward from the
central agencies and upward from the individual factories.

In contrast to other East European reform blueprints, the new eco-
nomic model adopted by the GDR did not envisage any larger scope for
the operation of market mechanism. There was also much less em-
phasis on material incentives and initiative from below. Instead, the
so-called “Tonnen Ideologie” (tonnage ideology), which was the offi-

‘1 For the most comprehensive discussion of the three-category pricing system and its

i({;ré{%'-term objectives, see Ota Sik, Plan und Markt Socialismus, Vienna, Molden Verlag,

$In East Germany too the growth rate dropped dramatically in the early sixties—
from 8.1 percent average annual growth rate registered during the 1956-60 period, to 2.8
percent in 1962, and 2.1 in 1963 and 1964,

43 “Guidelines on the New System of Economic Planning and the Direction of the Nattonal
Economy,” Neues Deutschland (East Berlin), July 17, 1963.

i According to the latest data some ninety trusts were operating in the GDR in 1972.
Cf. Neues Deutschland (East Berlin), Aug. 14, 1972,

4 Wolfgang Berger, “The New Economic System in the GDR—Its Essence and Its Prob-
lems,” World Marxist Review, February 1965,
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cial article of faith during the entire command economy era, was re-
placed by a veritable cult of economic efficiency, measured in terms of
productivity, up to date technology and strict cost-accounting.

To this end several pragmatic rules of the economic game have been
introduced in East Germany. Capital assets taken over by the newly
established VVB’s have been revalued to their true economic price in
order to insure realistic depreciation writeoffs. Differentiated Interest
rates have been set up for both short-term and long-term credits
granted by state banking institutions to individual trusts. State sub-
sidies paid to unprofitable enterprises have been largely eliminated.
All supply and industrial cooperation deals, both at the enterprise and
the trust level, were put on a strict contractual basis. Bonus payments
and wage increases were made entirely dependent on profits.

With such a degree of pragmatism in other fields, the East German
regime remained emphatically conservative on one basic issue. It
insisted on preservation of the principle of central price control. Al-
though in the original reform blueprint prices had been assigned a
special role as “economic levers,” their determination was to remain
the sole prerogative of central planners. In a keynote speech at the
December 1965 Central Committee Plenum, Ulbricht again insisted
that the adaptation of prices to the prevailing market conditions had
to be achieved “in a planned way,” that is, by central planners.*®

Some East German economists did play with the idea of a multi-
category pricing system, similar to that envisaged in Czechoslovakia.
But all 'such concepts were openly discouraged by the SED hierarchy.
1t is highly symptomatic that the only specific proposal for introduc-
ing such many pronged pricing system in East Germany was pub-
lished not in the GDR, but in the Soviet Union.t” In any case, until
the end of the period under review and, indeed to this day the East
German authorities remained firm in their resolve that all prices must
be centrally determined and strictly controlled.

Bulgaria—The Strange Case of a Phantom Reform

While the East German ruling elite has opted for a fairly com-
prehensive blueprint and introduced it in one fell swoop on the macro-
economic scale, the Bulgarian party leadership has elected instead to
follow the Soviet example of trying out the new system of planning
and management in a step by step manner, in the form of number of
selected microeconomic experiments. In Bulgaria, which in the early
1960’s was still a relatively underdeveloped country, the need to change
from extensive to intensive methods of promoting economic growth
was not so pressing as it was in Czechoslovakia and East Germany.
Nevertheless, once pragmatic reform proposals became politically
and ideologically acceptable in the Soviet Union itself, even the ultra-
conservative Bulgarian establishment could no longer keep its own
protagonists of a new economic model at bay.

6 Ulbricht's speech at the 11th SED Plenum as reported by Newes Decutschland (East
Berlin), Dec. 18, 1965.

7 Dr. M. Bettherr, “Four prices tynes,” Ekonomicheskaia Gazeta (Moscow), October
1966, 40. p. 39. In this article Dr. Bettherr proposed that East Germany should Introduce
a four category pricing system. He suggested the following types of prices: (1) Fixed
Prices for all staples, raw materials and investment goods: (2) Maximum Prices which
would allow some discount sales to industrial users; (3) Limited Movement Prices for

all nonessentials and consumer goods : (4) Contract prices to he determined by buyer and
sellers, for certain types of enterprises to enterprise transactlons.
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The most outspoken among the Bulgarian advocates of economic
reforms was Professor Petko Kunin, a newly rehabilitated associate of
Traicho Kostov and now a fully fledged member of the Central Com-
mittee.** As many other prominent East European economists, Pro-
fessor Kunin argued that the only way to increase economic efficiency
of the socialist system is to free individual enterprises from the
shackles of arbitrary, monocentric planning and direct, bureaucratic
controls. Instead, each enterprise should be transformed into an inde-
pendent, self-financing economic unit, which ought to base all its
activities on the profit motive and the full operation of the market
mechanism.®

Another remedy, which Professor I{unin prescribed for Bulgaria’s
economic ills was the old-fashioned medicine of competition. Socialized
enterprises—he argued—should compete with each other for shares
of the market, and the earnings of both managers and workers should
depend on the outcome of this competitive process. To this'end he ad-
vocated the principle of profit sharing, which would create a direct
link between economic performance of a given enterprise and the earn-
ings of the workers.?

As could well be expected the official reform blueprint which was
eventually adopted in Bulgaria fell well short of Professor Kunin’s
ultrapragmatic concepts. In actual fact, the full extent of this reform
program remained rather a mystery to everybody except the top
members of Bulgarian ruling elite. Early in 1963 the proposed reform
measures were discussed at length, but behind closed doors by the
Bulgarian Politburo. In May 1963, Zhivkov presented to this body a
report on the “Guidelines of a new system of planning and manage-
ment.” Neither Zhivkov’s report, nor the “guidelines” were ever pub-
lished. Apparently the Politburo had discussed this phantom reform
program in a very detailed manner, for it was not finally approved
until January 1964, and even then only “in principle.” *

Four months later. that is, in May 1965. the decision was made to
try out the new methods on a series of microeconomic experiments.
The new system was introduced first in the “Dimitrova” woolen textile
mill, and was subsequently expanded to about 50 carefully selected
enterprises in a number of industries. By late 1965 about 30 percent
of all major industrial undertakings, including most of light industry
and food processing and some machinery factories, were reportedly
working under the new rules.’* The Bulgarian authorities also began
to experiment with a regrouping of industry into industrial associa-
tions (trusts), resembling those institutions which have already been
set up in the other East European countries. Nine such trusts were

4 Traicho Kostov a leading member of Bulgarian hierarchy was executed in December
1949, after one of the most notorlous show trials, which followed the expulsion of Yugo-
slavia from the Cominform. In one of the subsidiary trials “the Kostov group” Professor
Kunin received a 15-year jall sentence. Early in 1960, he was fully rehabilitated and at
the VIII Party Congress in November 1962, he was reelected to the Central Committee
of the Bulgarian Communist Party.

# P, Kunin, “The Systematic Development of the National Economy According to Plan
and the Principle, From Each According to His Abllity, to Each According to His Work
Under Socialism,” Novo Vreme (Sofia), December 1963,

50 Ibid. For a similar proposal, see A. Miloshevsky, “On the Question of Strengthening
Economic Incentives in Our Country,” Novo Vreme (Sofin), November 1963,

5t Cf, J. ¥. Brown, “Reforms in Rulgaria,” Problems of Communism, May/JTune 1966.

62 Unsigned editorial: “For a Natlonwide Discussion,” Rabotnichesko Declo (Sofia),
Dee. 5, 1965.
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apparently in operation by the end of 1965, controlling the economic
performance of their subordinate enterprises.’®

Bulgarian experiments, both on the enterprise level and on that of
the trust were allegedly based on the “selective application” of the
profit motive and, to a certain degree, on the principle of profit shar-
ing. But neither the enterprises nor the trusts had any say in deter-
mining prices or wages, and they had little authority in shaping their
own production plans. Moreover, to discourage “excessive” invest-
ment expenditure and “to reduce costs” the Government had imposed a
substantial levy on all fixed circulating capital.’*

On the basis of such experiments, the Bulgarian Central Committee
approved in December 1965 a draft proposal of a comprehensive
reform blueprint. This time it “invited” a public discussion on the sub-
ject.®® The main reforms outlined in this draft proposal followed a
dual approach: binding directives and centralized controls on the
macroeconomic level, combined with indirect controls and a profit
motive at the factory and trust level. The Bulgarian blueprint also
envisaged the introduction of a many-category pricing system,
although not as flexible as the one adopted in Czechoslovakia.

On the whole, the proposed reform measures offered some hope for
a more efficient performance of the Bulgarian economy, although the
envisaged changes, both in industrial structure and in the methods of
planning and management, were certainly much less bold than those
foreseen in the East German or Czechoslovak models. As far as the
implementation of these reforms was concerned, the Bulgarian Central
Committee had tentatively decided that the scattered microeconomic
experiments should continue throughout 1966 and 1967. Beginning
with 1968 the new system was to be introduced in the economy as a
whole.58 J

Although these decisions were officially labeled as “unanimous,” the
Bulgarian hierarchy was apparently still very much divided on the
crucial issue of how much of the decisionmaking power should devolve
from the central economic institutions to the newly organized indus-
trial trusts. The Central Committee plenum, which was to give its final
approval to the proposed reform program was originally scheduled
for the end of January 1966.5” But since the reform controversy was
evidently not settled by that time, it had to be postponed at a very
short notice.’® Finally, a Central Committee meeting did take place at
the end of April 1966, but its outcome was still far from conclusive.
The plenum gave its approval to “the basic principles of the new sys-
tem” but not to the detailed “guidelines.” These were to be redrafted
by the Politburo “in accordance with the numerous suggestions put
forward at the plenum.” 5 Thus the dispute was not over yet.

ﬁI(z‘rb.i(};e‘trov: “How to Raise the Efficiency of the Management of the Economy.” a series
of articles in the provinclal paper Radopsky Ustrem, Sept. 22, 24, 26 and 29, 1964.

55 “The Politburo Theses on the New System of Planning and Management of National
Leonomy,” Rabotnichesko Delo (Sofia), Dec. 4, 1965.

57 L’nsigned editorial : “For a Nationwide Discussion,” Rabotnichesko Delo (Sofia), Dec. 5,
1965.
58 The plenum was scheduled for Jan. 28, 1966. The announcement about the postponement
was published in Rabotnichesko Delo (Sofin) on Jan. 26.

0 Text gf the Central Committee resolution as published in Rabotnichesko Delo (Sofia),
Apr. 29, 1966.
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By reading carefully between the lines of published documents,®
one could pinpoint quite easily the focal points of this controversy.
One was a conflict of authority between the ministries and the newly
created industrial trusts. The ministries were accused at the plenum of
“undue interference in the opcrational problems,” while the trusts
were charged with “a tendency to take advantage of their monopolistic
position.” The second major bone of contention was the issue to what
extent the market situation should have a direct bearing on the process
of price determination.®

These controversial issues were but the visible tip of an iceberg.
The real problem was that an essentially conservative Bulgarian estab-
lishiment was not yet prepared to implement an economic model, which
introduced so many far-reaching innovations. The crucial issue in
Bulgaria, to a much greater extent than in the other ast European
countries, was that of maintaining the cssential elements of party con-
trol over the economy. Throughout the debate about the new system,
there were clear indications that the dogmatic core of the party appa-
ratus intends not only to retain its existing prerogatives, but to
assiime new ones.®

With so many contradictory interests at stake, the only way to
achieve a semblance of political consensus was to send the whole draft
of cconomic reforms back to the drawing board.®® Thus, the decision
to continue microeconomic scale experiments was just a smoke screen.
The hard fact was that by the end of 1966 Bulgaria still had no viable
reforn: program and the prospects of working out such a program by
the 1968 deadline were extremely remote.

Hungary—Wheve There Is @ Political Will * * *

In Hungary, on the other hand, the situation was very different.
There was no open tug of war between the protagonists and the
antagonists of economic reform, and the Hungarian ruling elite
showed none of the ambivalence. inhibitions, and apprehensions, which
were so much in evidence in Poland, Czechoslovakia, and Bulgaria.
True, by contemporary East European standards, Hungary was cer-
tainly a very late starter. At the turn of 1964, the Hungarians did not
even have an officially sponsored reform blueprint. But this was due
primarily to objective political conditions prevailing during a period
of “normalization,” which followed the ill-fated Hungarian uprising
of November 1956.

However, what really distinguished Hungary from the other East
Furopean countries was the fact that a large majority of the post-
insurrection Politburo (whatever their political sins in 1956 and 1957)
was genuninely committed to the cause of economic reforms and had
amply demonstrated a political will to implement a comprehensive and
market-oriented reform blueprint. All this became apparent only in
mre Zhivko's report as published in Rabotnichesko Delo (Sofia), Apr. 29, 1966.

et (*f, Zhivkov report, op. ¢it, Rabotnichesko Delr (Sofin), Apr. 29, 1966.
1“‘(‘:’6_;[.}1]1;1';:1?;)\.(13(3})i.torinl: “Under the New Conditions,” Partyien Zhivot (Sofin), September

&1 After the April 1966 Plenum, a group of 150 economie experts was given the task of
preparing an “improved” version of the new model. This new version was supposed to

ifncorporate *all suggestions and conclusions as expressed by the participants in the plenum
discusston.” Cf. Rabotnichesko Delo (Sofin), June 6, 1966,
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the second half of the 1960’s. Meanwhile, after the traumatic experi-
ences of the Hungarian uprising. Kidar and his close associates had
to keep a very low and rather orthodox profile. As far as the Soviet
Union was concerned they were still on probation. But as soon as their
political credit in Moscow was firmly established, the Hungarian
hierarchy turned its attention to the task of economic reform.

After that events moved very swiftly. Tarly in 1965, 11 special
committees of economic experts were set up and began to work on a
draft of a new economic model.%* In less than 15 months all the pre-
paratory work was done, and in May 1966, the central committee of
the HSWP approved a comprehensive program of economic reforms.
It was also resolved that all the organizational and legal groundwork,
necessary to implement the new system should be completed by the
end of 1967, so that the new model could become tully operative as of
January 1, 1968.° For one, this rather tight schedule was strictly
adhered to, which shows quite clearly that where there is a political
will, there is also a way to work out a comprehensive program of
viable economic reforms in a relatively short time and to implement
it without undue delays. ’

The Hungarian reform blueprint differed from its other East Euro-
pean counterparts on four pivotal issues. First of all, in Hungary
the most essential operational and structural features of the new
model were to be introduced not only in industry, transport and dis-
tributive services, but also in agriculture. Second, the organizational
pattern foreseen for Hungarian industry, did not envisage any middle-
level superstructure, such as trusts or industrial associations. Third,
the Hungarians were the first to realize that, because of the changed
modus operandi of the new system, the whole concept of the role of
trade unions in a Communist planned economy had to be very radi-
cally redefined.® The fourth unique feature of the I{ungarian News
Economic Mechanism was an elaborate profit-sharing scheme, which
was deliberately biased in favor of the managerial class, to compen-
sate this group for its entreprencurial risk-bearing tasks.

However, the most essential distinguishing trait of the Hungarian
reform was the greatly enhanced econoniic role of individual enter-
prises, which were conceived as the mainstay of the new system. The
Hungarian decree on state enterprises,f” the first legislation of this
kind in Eastern Europe, was a virtual Magna Charta for business-
minded enterprise managers. In the decree the sphere of responsi-
bility of a factory director was greatly enlarged and very clearly de-
fined. He was to set up his own production plans based exclusively
on market analysis and negotiate with trade unions about wage rates

¢ Perhaps out of purely ideological considerations, the Huongarian ruting elite carefully
avoided the expression ‘“‘new economic model.” Instead the term “new economic mechanism’
(NEM) was being used in all official statements and documents.

% Cf. “The Resolution of the Plenum of the Central Committee of the HSWP,” published
in Népszabadsdg (Budapest), May 29, 1966. For more details on the proposed reform
blueprint see: Joseph Held, “Hungary: Iron Out of Wood,” Problems of Communism
(Washington), November/December 1966.

% There is no space here to discuss either the rationale behind the decision to reassess the
role of trade unions, or the specific measures, which were intended to serve this purpose.
For more information on this subject, see the chapter : *“Trade Unions: An Agonizing Re-
appraisal” in M. Gamarnikow Frconomic Reforms in FEastern FEurope, Wayne State Uni-
versity Press (Detroit), 1968, and Radio Free Europe Research Paper, *“The New Economic
Mechanism and the Reform of Trade Unions in Hungary,” (Munich), Nov, 11, 1966.

% Decree No. 11 of the Hungurian Revolutionary Workers and Peasants Government,
Magyar Ké:lony (Budapest) May 13, 1967.
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for his employees. He was also authorized to malke all decisions about
marketing his factory products and obtaining credits from the state
banking system and investment plans (in so far as these were financed
out of the enterprise’s own resources).

The principal statutory obligation of the enterprise manager was
to show a sizable profit at the end of the financial year. The appro-
priate legislation determined very clearly how such profits should he
divided.®® The state took its share in the form of taxes and capital
levies. The rest was to be apportioned between investment fund, capi-
tal amortization fund, profit and loss reserve fund and additional
remuneration fund. The investment fund was to be used for further
industrial expansion, the amortization fund, for replacement of capi-
tal assets and the profit and loss reserve fund, to cover possible losses
in a bad year. All this was very similar to standard Western business
practice.

The purpose of the additional remuncration fund was to finance
an elaborate profit-sharing scheme—another unique feature of the
IHungarian economic model. For profit-sharing purposes all personnel
of a state enterprise were divided into three distinct categories. The
manager and his top assistants belonged to the first category; the
supervisory personnel down to the foreman level and the top adminis-
trative employees belonged to the second one: and the remaining em-
ployees were classified in the third category. This subdivision was not
only pertinent in respect to participation in profits, but also indicated
the differences in bearing entrepreneurial risks.

Accordingly, the members of the top managerial group could be
rewarded, out of the additional remuneration fund, up to 80 percent
of their regular yearly salaries. The people in category II could re-
ceive no more than 50 percent of their regular salary as their share
In enterprise’s profits. For category ITI, this figure dropped to 15
percent. But this obvious inequality in profit-sharing rules was some-
what balanced by a similar difference in risk-bearing provisions. The -
workers and lower grade office employees were exempted from any
risk-bearing. Whether the enterprise made a profit or a loss. their wages
were guaranteed by the state and had to be paid out in full. In con-
trast, only 75 percent of the salaries of the top managerial group
(category I) were guaranteed by the state. The remaining 25 percent
were to be paid to them only if the enterprise which they managed
carned a profit. The same principle was to be applied to supervisory
staff (group II); for them the corresponding figures were : 85 percent
of the yearly salary guaranteed, 15 percent dependent on the balance
of the profit-and-loss account.®® Thus, the Hungarian profit-sharing
scheme was based on a clear principle of income differentiation,
depending on responsibilitv and risk-bearing.

As far as the reform of the pricing system was concerned, the basic
position taken in the Hungarian reform blueprint was that “prices
have to reflect the real (that is, market) value of all goods and serv-
ices.” 7 Until the existing market shortages were eliminated, however,

63 Decreg No. 19 issued by the Economic Committee of the Bulgarian Council of Ministers,
Miiszaki Elet, June 13, 1967.

@ Thid.

70 “Resolution of the Hungarlan Socialist Workers Party Central Committee Concerning
Reform of the FEeonomte Mechanism,” Supplement to the Weekly Bulletin—23 of June 9,
1960, published by the Hungarian news agency MTI.
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some prices would still have to be fixed by the state, or would be allowed
to move between the upper and lower limits set by the central planners.
Other prices were to be determined by the enterprises themselves, “in
accordance with the current supply and demand position.” It was
also assumed that, after the transitional period was over, the profit
motive and competition would keep all prices at their true market
value.™

Thus, on the eve of the Prague spring, Hungary had managed to
work out a new economic model, which was very much ahead of any
contemporary East European reform blueprint, both with respect to
the decentralization of the decisionmaking process and the conscious
use of the market mechanism to insure the best possible satisfaction
of the needs of the population at large. One can say, therefore, that
since 1968, Hungary has been the pace setter of economic reform move-
ment in Eastern Europe.

Romania—A Nonmaverick on the Reform Front

It was in the early 1960’s that Romania began to acquire its well
deserved reputation as political maverick of the Moscow bloe. In the
foreign policy field, its ruling elite proved consistently to be far more
sensitive to the self-defined national interests of Romania than to the
overall political objectives of the bloc. But on internal policy matters
the Romanian Party establishment remained staunchly conservative,
and it was still firmly wedded to the rules of Marxist orthodoxy. All
this, at least to some degree, explained Romania’s clearly demon-
strated distaste for all pragmatic economic concepts in the sphere of
planning and industrial management. But this lack of interest in
economic reforms had also a more valid objective reason. Ceausescu
and his close associates were simply too preoccupied with their drive
for political and economic independence from Moscow to pay much
attention to such mundane problems as greater economic efficiency,
rational industrial management, or elimination of waste. Besides, the
Romanian economy was just in the takeoff phase of rapid industriali-
zation and, from the point of view of quantitative returns on new
investment outlays, it was at the same stage of economic development,
which such countries as Hungary and Poland had reached in the early
1950’s. Romania’s basic economic problem was one of creating, as soon
as feasible, a relatively modern industrial potential to balance off her
essentially agricultural and raw material economy.™

But during 1966, the question of getting a proper return on invested
capital and the dire necessity to adapt the industrial output to the
highly competitive conditions prevailing in the Western markets ™

™ Ibid.

73 It was this question of massive industrialization, which was the main issue in a head-on
confrontation between Romania and the Soviet Union at all the Comecon meetings in the
early sixties. The U.S.8.R. (supported by Czechoslovakia and East Germany) insisted that
Romania’s main role in the Comecon should be that of a supplier of agricultural produce
and raw materials. Ceausescu and his close associates argued that in order to become 2
truly Soclalist state, Romania must create her own industrial proletariat and to this end
one has to huild up an adequate industrial potential. Needless to say, thelr true objective
was to create a sound economic base for Romania’s pelitical soverelgnty.

In many cases Western Investment credits were to be paid back in the form of

deliveries of finished and semifinished products, manufactured in newly built factories,
which were financed out of these credits.
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forced the Romanian Party leaders to revise, at least to some extent,
their indifferent attitude toward the problem of economic efficiency.
Accordingly in the second half of 1966, the tightly controlled Roman-
ian press published a whole series of articles stressing the necessity of
a more pragmatic and rational attitude to the problems of planning
and industrial management.” Some of these articles (no doubt also
officially inspired) went even so far as to suggest that the managers
of large enterprises should be given more competence in the sphere of
output planning, self-financed investments, and setting up of wage
rates.” This was a clear indication that some of the essential elements
of other East European reform programs were being tentatively con-
sidered as a suitable means for improving the Romanian monocentric
economic system.

More important still, a certain note of urgency crept into the dis-
cussion dealing with more pragmatic economic solutions by the end
of 1966. This was primarily due to a prodding keynote speech, which
the Romanian First Secretary, Nicolae Ceausesen, delivered at the
Central Committee Plenum at the end of December 1966.7¢ In his
assessment of the economic situation, Ceausescu was unusually severe
in criticizing the shortcomings of Romanian industry. He frankly
painted a very bleak picture of the deficiencies, which still prevailed
after almost two decades of planned economy and announced that a
whole series of problems, including improved organization of enter-
prises, the application of economic incentives, management training
and an increased role for the banking system, would come up for con-
sideration in 1967.77

But while the top leadership of the Romanian Party was apparently
ready for a small dose of economic pragmatism, the hard core of the
bureaucratic apparatus, and especially the powerfully provincial big-
wigs, remained ntterly antagonistic to all the proposed changes in the
existing economic system, because they feared that the principle of
party control over the economy (and thus much of their own power
base) would be substantially undermined. So, they pointed to a num-
ber of “objective difficulties,” which in their opinion made the pro-
posed changes somewhat “premature” and “perhaps too far-reaching
at the present state of economic development.” 7

Ultimately, after several months of such shadow-boxing, csoteric
polemics and behind-the-scenes give and take, the top party leadership
came out with a sort of a minireform program. In Qctober 1967, the
Romanian Central Committee approved draft directives for perfect-
g management and planning of the national economy. Those draft
directives were then unanimously approved by a specially convened
National Party Conference in December 1967. The blueprint for this
minireform was a rather curious document, a typically Romanian mix-

" I'or instance, B. Serban, “Enterprise Management in Step With Progress,” Romania
Libera (Bucharest), Sept. 7. 1966 ; L. Petrescu, “The Ability to Make Optimal and the
Most Objective Decisions,” Romania Libera (Bucharest), Sept. 14, 1966 ; N. Agachi, “The
Caliber of Enterprise Management,” Romania Libera (Bucharest), Sept. 28, 1966; N.
i\gg&rhi, “The Caliber of Enterprise Management,” Romania Libera (Bucharest), Sept. 28,

% L, Petrescu, ““The Abillty to Make Optimal and the Most Objective Decisions,” Romania
Libera (Bucharest). Sept. 14, 1966.

:Ichfl.dfhe text of Ceausescu's speech, as published in Scanteia (Bucharest), Dec. 25, 1966.

7 “Some Conclusions From the Meetings of the Regional Party Committee,” Scanteia
{Bucharest), Apr. 14, 1967,
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ture of a patchwork of pragmatic proposals, combined with an ardent
desire to acquire up-to-date technology of a modern industrial state.
But, precisely because of its inherent contradictions, the Romanian
minireform program could not be regarded either as an effective in-
strument for improving economic performance or as a viable solution
for the thorny and very complex problem of loosening the powerful
bureaucratic stranglehold over individual industrial enterprises and,
indeed, over the whole Romanian economy.

Thus, for instance, the directives issued after the National Party
Conference envisaged a substantial increase in the area of responsi-
bilities of the enterprise-level management.” Yet, the same directives
(or any other decree or instructions) failed to give these factory direc-
tors sufficient prerogatives to exercise this authority. Indeed, the pro-
posed changes in the organizational structure of industry (such as the
creation of industrial centrals) went in the opposite direction. If any-
thing they tended to strengthen the prerogatives of the burcaucratic
superstructure and its powers of operative control.

To a Western observer, the Romanian minireform looked like an-
other attempt to prove that a still developing “Socialist” country
could (and should) maintain the essentials of an arbitrary, mono-
centric command economy, with its intricate system of direct controls,
and yet—in spite of this—it could still achieve significant improve-
ments in economic performance through limited and selectively ap-
plied rationalization measures. Experience has shown that this type of
halfhearted minireform was doomed to fail, because even potentially
positive pragmatic solutions, if they are being applied in a patchwork
manner, tend to be effectively neutralized by bureaucratic interference
and administrative inertia.

TII. Tnr “Pracue Srrina” axp Irs Arrermato

There are many very sound reasons why the “Prague spring” should
be regarded as the most important turning point in the relatively short
history of the economic reform movement in Eastern Europe. For one
thing. all of what happened in Czechoslovakia during the brief period
of Dubcek’s rule is still being seen by all antagonists of economic
reforms throughout the Moscow bloc as a sort of a final warning that
any tampering with the orthodox economic base of “genuine socialism”
must inevitably create a mortal danger to the whole political super-
structnre of the dictatorship of the proletariat. This type of we-told-
you-so argument still remains a very serious obstacle to the implemen-
tation of really qualitative economic reforms in many East European
countries.

Second, the Soviet invasion of Czechoslovakia in August 1968 was
seized upon by the dogmatic core of the party establishment in some
Tast Eurpean countries (such as Poland) as a unique opportunity to
settle the accounts with their own economic reform lobby, hopefully
once and for all. Third, the traumatic aftermath of the Czechoslovak
events created very powerful pressures on these East European ruling
elites, which were genuinely committed to the implementation of a

7™ 1. Bituleanu, ‘“The Profitability of Enterprises,” Probleme Economice (Bucharest),
February 1967.



185

new economic model. These pressures and the sense of self-preserva-
tion induced some, such as the Hungarians, to scale down their own
reform programs.

But the most significant development—and a positive one this time—
was a growing realization that there exists a very close interdependence
between successful implementation of economic reforms and institu-
tional changes in the political structure. This interdependence was by
no means discovered by Dubcek and his close associates. But they were
the first to draw proper conclusions from the fact that so many well-
thought-out East European reform programs were effectively frus-
trated because the dogmatic elements in the party establishment held
the balance of political power.

What actually happened in Czechoslovakia in the brief interval
of relative political freedom, before the Soviet tanks rolled in, is now
a matter of historical record. There is little doubt that the entire proc-
ess of democratization acquired a specific momentum of its own and,
for many complex reasons, went much further than originally envis-
aged by Dubcek and his close associates, as 2 necessary precondition
for the successful implementation of the new economic model. No one
can say for certain whether the trend of events in Czechoslovakia be-
tween January and August 1968 was inevitable, since no absolutely
comparable situation has ever existed in Eastern Europe. The momen-
tum of any social process is influenced by many diverse factors, some
of them unique to the given country, to the given period of time, or
to the given political situation. Pertinent as those factors were to the
actual sequence of events in Czechoslovakia, they might not manifest
themselves elsewhere.

Yet one basic point should be stressed here—the fact that as soon
as Dubcek and his close associates assumed political power, they
deliberately reversed the priorities of the Czechoslovak reform pro-
gram, insisting that meaningful changes in the political system were
a necessary precondition for the effective operation of the new eco-
nomic model. This was not done under the spell of political euphoria
that overtook Czechoslovakia after the downfall of Novotny. The
reversal of priorities was a deliberate political decision, the theoretical
justification for which had been worked out well in advance by several
prominent social scientists.8®

The basic political postulates of the reformers were perhaps best
formulated by prominent sociologist I. Bystrina in an article written
1 year before the ouster of Novotny. His basic argument was that:

The continued development of the new system of management of the national
economy definitely requires a simultaneous development of more democratic
forms, methods, and institutions within the political system, in accordance
with the principles of Socialist pluralism, which is obviously a higher form of
political development than the old, partly fictitious, partly formal, monolithic
forms of the past.®

What the Czechoslovak reformers were aiming at was a sort of
institutionalization (within the framework of the prevailing mono-

#In the fall of 1966 a speclal research team was set up by the Czechoslovak authorities
to study and to recommend some changes in the existing political system, so as to make it
consistent with the requirements of the new economic model. This team, which was headed
by Prof. Zdenek Mlynar, a close associate of Dubcek during the Prague Spring, published its

findings just before the fall of Novotny.
8 1. Bystrina, “New System and Democracy,” Literarni Noviny (Prague), Dec. 17, 1967.
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party system) of the conflict of interest groups, which the imple-
mentation of economic reforms put into focus again after they had
been deliberately downplayed by the bogus “unity of interests”
approach. This could be done, they suggested, through devolution of
some of the political power to “democratic representative bodies and
to special interest organizations.” **

The main attention of Dubcek and his close associates was directed
toward creating the rudiments of a pluralistic and participatory
democracy in a form that could still be contained within the limits of
the single-party system. The task of preparing a comprehensive pro-
gram of economic reform, which now had a real chance to be promptly
and consistently implemented by a political leadership genuinely com-
niitted to introducing a new economic model, was turned over to a
group of economic experts, headed by Professor Ota Sik.®s

Although this second version of economic reforms was in essence
merely an expansion and elaboration of the original 1964 reform blue-
print, it was enriched by two entirely new elements—the concept of
diverse forms of ownership and the concept of self-administration of
enterprises. In addition the basic modus operandi of the new version
of the Czechoslovak model was to depend much more on the operation
of the market mechanism than it was the case in the 1964 reform
blueprint.®*

The concept of diverse forms of ownership envisaged in essence the
end of State monopoly in the fields of production. transport and dis-
tribution, one of the basic dogmas of orthodox Marxism. Instead, it
was proposed that the actual form of ownership should depend on the
specific economic tasks of a given enterprise and on its social signifi-
cance. Thus, State ownership was to be retained in all basic industries,
in banking and in public transport. Publicly controlled non-state
enterprises (owned formally by the workers themselves), were meant
to operate in those areas of production and services which were in-
tended to satisfy mass consumption needs. These large undertakings
were to be supplemented by cooperative and privately owned enter-
prises, competing with them for a proper share of the market.

The concept of self-administration meant not only that each enter-
prise should be a fully independent economic unit operating according
to normal business principles, but also that the employees of any
enterprise should have a right to participate (through a workers’
council) in the decisionmaking process. At the same time, the inde-
pendent role of the trade unions was to be fully restored. Within each
enterprise there was to be a plurality of three social forces: workers’
council, management and trade unions. Trade unions would represent
the interest of enterprise’s employees as hired workers, and the work-
ers’ council, their interests as co-owners of a given enterprise, while
m, “The Development of Political System in Our Country,” an interview with
Prof. Z. Mlynar, Student (Prague), Sept. 27, 1967.

8 Under Dubeck, Professor Sik became deputy prime minister in charge of economic
problems, but retained the overall direction over the final shaping of the new economic
m%]?l]"he work on the new version of the Czechoslovak economic model was not finished
by the time the Soviet tanks rolled in. Hence, no official document outlining the new pro-
posals was published. The best description of the proposed reforms can be found in ch. IV
of Prof. R. Selucky’s book ‘“Iconomic Reform in Eastern FEurope,” Praeger Publishers

(New York), 1972, pp. 95-110. Professor Selucky, now at Carleton University, Ottawa,
was himself a prominent Czechoslovak reformer.
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management was supposed to represent primarily business interest of
the enterprise concerned.

. In its actual functioning the new version of the Czechoslovak model
was to depend heavily on the operation of the market mechanism,
although the (‘zechoslovak reformers stopped short of the principle
of free price formation. Instead they proposed a slightly modified
version of the many-category pricing system and relied principally
on the structural changes and on competition to keep most prices at
their free market value level. They also aimed at the full convertibility
of the C'zechoslovak Koruna, in order to bring the domestic prices in
line with world price level.

The new version of the (zechoslovak economic model was to be
presented for approval at the forthcoming NIV TParty Congress,
which was also supposed to institutionalize the proposed political
reforms and legitimize the social objectives of socialism with a human
face. But before the XTIV Congress could convene, the Soviet tanks had
put an end to the Czechoslovak experiment and restored Marxist-Len-
nist orthodoxy.

Tt 1s not yet possible to assign a clear order of priority to the com-
plex motives that prompted the Soviet decision to invade Czecho-
slovakia. There can be Iittle question, however, that one of the pri-
mary objectives of this armed intervention was to curtail Dubcek’s
program of institutional and economic reforms because of its strong
reliance on concomitant political liberalization.

If this assessment of the Soviet motives is correct (and there is a
wealth of circumstantial evidence to support it), the Czechoslovak
precedent would raise a serious question-mark about the future pros-
pects of economic reform throughout Eastern Europe. What would be
at stake would be not necessarily the process of economic change in
the limited sense of efforts to evolve more rational and pragmatic
methods of planning and management, but the broader impetus to
bring about those qualitative changes in the orthodox power structure
that seem absolutely necessary, if the economic reforms are to succeed.

IV. Ecoxomic Rerorms ArrErR Avcusr 1968

The Soviet leadership has carefully (and. no doubt, deliberately)
refrained from defining the permissible limits of economic reforms
and the concomitant changes in political power structure.’® However,
the shock wave produced by foreible curtailment of the Czechoslovak
experiment undisputably had a very powerful impact on the whole
economic reform movement ‘thronghout Eastern IEurope.

After the invasion a veritable barrage of propaganda was divected
both against the “revisionist” concepts of Czechoslovakia’s reform
program and against economic reforms which were being implemented
m Yugoslavia. The fact that the Yugoslav economic model was also
included in these propaganda attacks convinced many members of the
party establishiment thronghout Eastern Kurope (and some Western
observers as well) that the Soviet leadership was not only seriously

8 The so-called Brezhnev doctrine meant simply that everything that happens in a Mos-
cow bhlo¢ country Is of major concern to the Soviet Union, But the doctrine was so loosely
formulated, as to give the Sovlet leadership maximum fiexibiHty in judging every develop-
ment, according to the current political situntion and Mosecow’s own interests.
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concerned about political and ideological cohesion of the Moscow bloc,
but also intended to put an end to al% economic reform experiments by
branding them publicly as dangerous revisionism.*

Today, in retrospect, one can definitely say that these fears (or hopes,
if one Jooks at the whole problem from the standpoint of dogmatic
ultras) have not materialized, and that the primary purpose of this
propaganda barrage against “revisionist concepts was to justify post
factum the armed intervention in Czechoslovakia.

The simple fact is that in the aftermath of Soviet invasion none of
the major economic reform programs in Eastern Europe (with the
exception of the Czechoslovak new economic model) was either totally
abandoned, or even substantially revised. True, some of them, notably
in Bulgaria, have been somewhat diluted and their implementation
was slowed down. On the other hand, the Hungarian party leadership
very soon reasserted its firm resolve to implement its own new eco-
nomic model as originally planned, while in 