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THE ECONOMIC INTEGRATIGN OF THE SOVIET ELOC
31 March 1952

COLONEL RINDLAUB: Last year a student of the Soviet econamy wrote
one of the most complete summaries of the economy of Soviet Russia,
That same man last year left his position as professor at Syracuse Uni-
versity and went with ®The New York Times? as a specialist on the Soviet
area. I can't think of any man that we could have gotten to give our
final talk on the integration of the economies in the Soviet bloc other
than that particular individual. He has been kind enough to come here
- this morning to speak to us. I now present Dr. Harry Schwartz.

DR. SCHWARTIZ: (eneral Vanaman, Colonel Rindlaub, and _gentlemens
That was a very kind introduction by the Colonel.

I think I ought to start in by saying that a person like myself
feels very ignorant, even after having produced a 600~page book,
because there is so much more we would like to know about the Soviet
economy and the satellite economies than we do know that we are con=
tinually scratching.

. I was told that I am going to have to answer questions after this
talke I will be glad to do so within the limits of my sbility. I
would hope that you gentlemen, who have access to classified material,
can answer more of those questions than I can.

Our topic this morning is "The Economic Integration of the Soviet
Bloc.® I take it we mean by that the vast area now controlled by Com=
manist Russia, including not only the Soviet Union itself, the heart.
land of the area, but also the eastern European satellites~--Poland,
Bulgaria, Rumania, and the like; China, including Manchuria, of coursej
North Korea; the Mongolian peoples republic; and also the Soviet zone
of Germany and the Soviet zone of Austria, the last perhaps more ten=
uously a part of the Soviet economic empire than the others.

It is always a good idea, I think, in these matters to start off
with a little backbround. And so let me give you a resume rather
briefly that will bring us up to the present.

In the pre-World War II period, the men that ruled the Soviet Union
had very few problems in integration to contend with, that is, integra-
tion outside their own national borders. Up to World War IT at least,
the only nominally independent state, which was actually a satellite
of the USSR, was the Mongolian peoples repuhlic, a rather small country
populationwise, with extremely primitive people, mainly pastoral herds-
men, offering no very great problems of economic control, integration,
and the like,
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The Soviet leaders had to solve many complex problems of integration
and coordination within their own vast country; but it was within one
national state. It was within a state where there were common traditionse
There was a mutual language, the Russian language, which was pretty com=-
monly understood. There was a common economic ftradition, although there
were different levels of economic development in different areas.

Now, with the end of World War II and even more so with the conquest
of Communist China in 1948 and 1549, the whole picture has changed very
radically. The Kremlin has to coordinate roughly 10 countries, each of
them with its own langunage, its own economic and industrial traditions,
and its own level of economic development.

This is a complex problem technically. It is not one which could
be solved easily by anybody, including ourselves. Those of you who are
acquainted with the problems we have on NATQO, trying to coordinate and
integrate the military purposes and economies of western Europe with the
economy of the United States, know how complex and how difficult such a
problem can be.

In retrospect, looking back over the history of the past seven years,
it seems clear that the Russians started this period with very little in
the way of carefully thought~-out, long-range plans. By that I mean, when
the Russians came into the area they occupied at the end of World War II,
when they came into western and eastern Europe, when they came into
Manchuria, into North Korea, they came as a horde of devouring locusts,
They seemed to have only one thing in their minds-=-and that was "grab"
They looted those areas very severely. '

I recall back in 1948 I was at the railroad station at Karlshorst
and I saw machine tools lined for miles on both sides of the track.
These machine tools had been taken out of German plants and were simply
waiting, without any protection from the rain or sun, transshipment to
Russia,

The Soviet activity, at least so far as you could judge it from the
way the Russians acted, was based upon two notions: one, that they had
suffered severely during the war and needed the maximum economic aid
for their own domestic rehabilitation; and, second, they were now the
milltary masters and therefore the political and economic masters, of
a comparatively rich area--an area which for the most part had been
enemy territory and which they therefore could loot at their discretion,

So out of this vast area--easterm Europe, Manchuria, North Koreae=-
they took a very large portion of that which could be moved, They must
have taken hundreds of factories~-by %factoriest I mean the machinery and
equipment--and a large quantity of raw materials. They took the livestock,
the tractors, and other farm machinery. They took consumer goods. They
looted the eltizens® apartments of their furniture and sent it back to
RU-SSiao 2
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Various people have iried to estimate the volume, the value, of
these takings. The figures are very rough. My own impressions are’
that if you try to add everything together as to what the Russians
obtained from the area they occupied after World War II, it comes to
somewhere in the neighborhood of perhaps X0 billion dollars. That .
is not an exact figure. It is merely an order of magnitude statement.

We ought to remember, however, that this 10 billion dollars was
value in place. The material they received and finally got to Russia
was worth much less than 10 billion dollars. When you have inexperienced
workers 't0 move machinery, when you have a bunch of Germans moving their
oun heavy machinery that they know is going to Russia, they are naturally
- clumsy. They are not so very enthusiastic about the idea of having ‘
everything go to Russia. Every now and then they drop it. When you
drop a press, things get broken. Then they had to move these machines
out in the open and let them stay in the sun and the rain for months
and months., Then they put them on flat cars and they went on a very
rough trip to Russiae I think it is reasonable to assume that a great
part of this machinery that they moved out of these countries was pretty
valueless except as scrap when it arrived at its destination.

We should not exaggerate; this stuff did have some value. The
Russians have used a great deal of it in re~equipping their plants
in the Ukraine and other parts of Russia end to a limited extent in
Siberia. But certainly the value of that machinery, when it got to
Russia, was distinctly less than before its removal.

¥hen you loot countries like the Russians did, it means that you
contribute to two factors at least. One factor is simply the political
 hostility that will arise. A worker who sees his factory made useless
because you have stolen the equipment from it isn't going to love you.
Second, it would seem that you have no long-range plan for exploiting
the area. ‘

After all, even the Russians must have asked whether it wouldn't
be more worth while tothem to leave the equipment in place and let those
plants run for their own account in the indefinite future. Apparently
the need for rehabilitation of their own economy overrode any considerae
tion of either political advantage or long-range exploitation initially
in the postwar period.

After a while, this looting had to slow down, because there was
Just so much that they could take out. The Russians didn't completely
demude these areas. After all, there is a point beyond which it
becomes not very advantageous economically to take any more out.
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Secondly, international affairs were being regulated, national
gsetups were being created, peace treaties were being signed. The
Russians couldn't call this "war booty" any more after ihey had
signed agreements with these countries. Things were beginning to
get on an orderly basis.

Now, two things seem to have happened by 1948 that radically
changed the Russian policy. One thing was the Marshall Plan. You
recall that in July 1948 the foreign minister of France invited
the foreign minister of England and Mr. Molotov, foreign minister of
Russia, to the Paris Conference to draw up a program, which subse=-
quently became what we call the Marshall Plan. Mre. Molotov showed
up with his entourage of experts but left immediately thereafter
without doing any business. He wasn!'t going to take any part in any
Marshall Plan. A number of the Satellites, particularly Czechoslovakia,
which had enthusiastically accepted the invitation to join, suddenly
got orders from Moscow that they weren't to join; and they had to with-
draw very hurriedly. At any rate, the Russians were suddenly faced
with the problem that the American sphere of influence was going to
be aided very substantially by the United States.

Their propaganda said that the Marshall Plan was a weapon of
exploitation. But they knew the factse They knew that unless they
did something, the people in their own empire would see a very marked
contrast, a contrast of western Burope receiving large amounts of
economic aid from the United States, while the eastern Evropean area
and China had not yet been completely Sovietized, and eastern Europe
had to struggle along as best it could.

Finally, I suspect by this time they had made sufficient progress
in their domestic recovery to do some thinking about the long=range
perspectives of exploiting these dependent areas, and about how these
areas that they dominated politically, economicallyy and militarily
were going to fit into the over-azll scheme of the Soviet pattern.

For both these reasons-~beceuse they had to offer a counterpart
to the Marshall Plan and because they had to face the long-range
problem=-they very dramatically reversed their entire pattern. I
want to warn you, I am oversimplifying in summarizing very hurriedly,
but I think it is not inaccurate to summarize it in this fashion; that
since about 1948 and early 1949 there has been a quite different
pattern. The pattern can be summarized perhaps in this fashions

The Soviet Union is now attempting to manage the economic develop=-
ment of the satellite areas in such a way that those areas will become=-~
they are already--positive economic assets to the Communist military

L
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and economic potential. The Soviet Union is helping these countries
to industrialize. The Soviet Union is more and more integrating its
own economy with those countries and integrating the economies of all
of these countries into one unified bloe.

I wrote an editorial for "The New York Times,® which appeared in
yesterday's newspaper, in which I made the point that more and more
the eountries of eastern Furope are becoming indistinguishable from
the continental area of the USSR economically speaking. lMy own cone
clusion would be that certainly the end result of the present process
of development will be precisely one in which the nominal political
independence or autonomy of these various satellite areas will be
canpletely fictitious in the economic sphere. I argue that todsy,
and increasingly in the future, the entire Soviet area must e con-
sidered one economic bloc, drawing its resources from cammon centers,
planned from a common center, and directing its output toward common
objectives,

I think that perhaps the best statement of what is going on has
been made by a Commmunist. Hilary Minec, economic director of Poland,
who in writing about the trade agreement between the countries of the
Soviet bloc, said this: W"The conclusion of the long-term agreements
encourages the people's democraciest--that is, the satellites--"to seil
up economic plans which take into account not only their own possibil-
ities and needs but also those of friendly nations. The development
of economic relations between the USSR and the people's democracies
leads to a planned tie-up of their economies. Every couniry builds
up such branches of industry, especially of heavy industry, which have
the greatest chance of development and of which there is the greatest
need in other friendly countries.®

In other words this is a simple statement that the entire area is
being built up as an organic unit, with planned division of labor
between the different parts of it, based upon the relative advantages
and disadvantages of these different parts, and slso taking into account
the over-all need.

Now, so much for summary--I1 would suggest as a conclusion that
what we have here is a vast area of the earth's surface, which has
a very important portion of the human and material resources of the
world, being planned and being directed from Moscow for the enhance=-
ment of Moscow's policy. I think that any study of what happens in
these countries must bear out that conclusion. So what I would like
to turn to now is a discussion in some detail, not to great detail,
of exactly what is being done on these levels,

First of all, the most direct form of integration takes the form
of direct Soviet control and management of parts of the economies of
these different countries. This in turn takes two forms. In Eastern

5
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Germany and in Eastern Austria the Soviet Union owns directly in the
aggregate in both countries almost a thousand enterprises, producing
all kinds of commodities, from plants that turn out guns or repair
tanks down to those that malke synthetic gasoline and down to large
farms producing food only for the Soviet army. So here we have simply
direct ownership and control.

Now, farther east, in eastern Europe, particularly in Rumania and
Hungary--and also a beginning being made in Chinae-you have a different
organizational form; it is not really new. It was used to a very limited
extent by the Russians before the war in countries like Iran, but cer=
tainly new in importance and in scope. That is the so-called joint come

banye

In Rumania there are some 13 of these joint companies and in Hungary
I believe there are 5 or 6. These companies are nominally stock com-
panies, owned equally, fifty-fifty by the Soviet Union and the particular
country itself, In theory the two partners have about equal capital
investment. The theory is that the general managership of these companies
will develop them as economic enterprises to produce a profit. -

In Rumania, for example, these joint companies include a Danube River
Navigation Company, a shipping company, an aviation company, a good pore=
tion of the Rumanian metallurgy and oil,. the timber, and a whole string
of others. In Hungary they include shipping, aviation, aluminum, bauxite,
and metallurgy. In other words these companies control the key areas of
the economy of these individual countries, ‘

In actuality it is apparent to anyone who has had any dealings or -
experience with these joint companies that the legal fiction of joint
ownership by the two countries is precisely that=-a fiction. These com=
panies are merely devices by which the Soviet Union controls directly
and plans directly major areas of these satellite econamies., Those
areas are the ones that appear strategic from its own point of view. .

The laws of the various countries are so adjusted that these com=
panies have a very preferable position. In Hungary at one stage, and
perhaps even today, the laws were so set up that the Soviet-Hungarian
oil company can't lose money. It has to make a profit. If it doesn't
nake a profit, the government givesit a profit out of its budget. And
those companies don't have any tariffs, They don't need any license
to import or export. They have a monopoly and are in a very favored
position. These are kind of ideal types of what imperialism can do
when the imperialist power has carte blanche,
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In China & beginning has been made with this kind of instrument
of economic penetration. There are already three joint companies in
northwest China--one for exploitation ‘and development of the petroleum
resources, one for exploitation and development of the nonferrous
metal resources, and one for civil aviation. Presumably there will be
further companies in the future,

Well, that is instrument number one of integration--direct Soviet
ownership and control, either openly or covertly by the joint company
device, of important areas in the sateilite economies. The organiza-
tions are owned and controlled by the'Soviet Union and are working for
the Soviet account and are very efficient instruments to drain these
countries for the Soviet benefit.

A second type of integration of a more general type but nonetheless
effective, is simply the fact that the economic development of these
countries and the economic plans of these countries are obviously direc-
ted by Moscow.

} In 1949 there was announced the creation of a body cslled the

Council for Mutual Economic Aid, whose membership now includes the
Soviet Union and all of the eastern European satellites. This Counclil
has had very little said about it in the Soviet press. We know little
about it in detail. But it is quite clear what its functions are., Iis
functions are to make sure that the economic plans of these satellite .
countries are coordinated with thossof the Soviet Union. So the state
plamming committee, or whatever the proper body is in the Soviet Union
itself, now not only plans the Soviet economy, but plans the economie
development of this entire bloc. Remember what Mr. Minc said before--
These countries in their plans will take into consideration the needs
of their friends and of their friends who are more friendly than the
Soviet Union?

China may be a special case. I am sure there is a great deal of
liaison and coordination between the Chinese Communists and the Russians.
Whether a committee from the Chinese Cormunists is the group in control
of the development of this area or not is something that I am not sure
of. It may very well be and it may not be. Perhaps you gentlemen
knows I don't.

What are these plans aimed at? What is the objective? All these
countries inm eastern Europe are trying to industrialize as rapidly as
possible. Wuhen I say "industrialize® I mean industralization in wha'b

7

RESTRICTED




RESTRICTED

has now become the classic Soviet pattern-~a pattern of pushing the
development of heavy industry, of a1l direct and indirect armament
industries, as rapidly as possible, with little concern for the lme-
pact of this development upon the standard of living and also the
liberties of the people involved. ‘

The Soviet Union is playing a very positive role not only of a
plaming nature, planning this development, but alsoc mroviding the
raw materials required. Thus many of the new plants--metallurgical
plants, machine-tool plants, mines, and so forth--being built in
eastern Europe are being btuilt on the basis of blueprints drawn up
by the Soviet technicians. Their construction is being supervised
by Soviet experts. The machinery which goes into them is Soviet
machinerye. This is a sort of gigantic Soviet Point Four Program.

I think it is decidedly an oversimplification to think, as some
people apparently do, in judging of or writing about this development,
that at the present time the Soviet Union is only concerned with the
short-range exploltation of the satellites, That was true five or
8ix years ago. But todey the Soviet Union, I would say, is operating
from a much more long-range point of view and is contributing very
substantially to the capital expansion in these satellite areas,
expecting that the long-range military and economic benefits derdived
from the long-range expansion will more than compensate them for any.
short-term loss of what might have been gotten by a continuation of
the old policy.

As a matier of fact, the Soviet Union is going further. It is not
only prow.ding machinery and technicdl assistance but also money; it
has given substantial loans to some of the countries. A few years ago
Poland got a loan of 400 million dollars to pay for capital investment.
Somewhat more recently Poland got an additional loan of a smaller sum.
By comparison China has been treated very badly. While Poland has
gotten over 600 million dollars in loans, the Chinese, with their much
vaster population and much greater need, only have gotten 30Q million
dollars. Perhaps that is an indication. that the Russians consider
Poland more easily controlled, more malleable, than they consider China,
There have been smaller loans to the govermments of some other satellite
countries,

What is happening on the technical end is very interesting., The
techniques of all the satellite countries are being remolded on the
Soviet model. We have Soviet technical standards, blueprints, nomen=-
clature being introduced ever more widely, with the end result of the

8
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process being ideally that 5 or 10 years from now, engineers can be
shifted just as easily from, say, a factory in Prague to a factory
in Vladivostok &s the Kremlin can now shift engineers from Moscow
to Viadivostoke. ‘

And by using the same technical standards and the same type of
blueprints, they make sure of the interchangeability of parts. They
are making the same machinery in the satellite factories that they
are making in the Soviet factories, They are making the same arma=
ment. They are making one country, economically speaking, of this
whole vast area.

. You gentlemen are perfectly familiar with the problems that we
get into because of the different standards that we have here in
the United States and Great Britain and Canada. You know we still
haven't been able to agree with the British as to which rifie we
-shall use. All those problems that cause such a lot of friction
for us, because we are dealing with independent countries, are not
problems in the Soviet sphere. The Kremlin orders and its puppets
in the satellite countries simply obey. From the organizational
point of view that is an enormous advantage. =~ ,

. 0f course, in this process of integration, trade plays an enormous
role. I should say a word about that. We don'!t have any stabtistics
vhere this trade is concermed. All the satellite countries have now
gone over to the Soviet practice of being very secretive about their
economic data and in particular about their foreign trade.

Two years ago Mr. Mikoyan, Minister of Foreign Trade, simply said
cryptically that Soviet trade with the peoples democracies composed
two~-thirds of their total trade. I put that together with some figures
that I got from some other places and I came up with this notion, which
may or may not be worth anything: that the Soviet trade with the satellite
area may now aggregate one billion dollars. If anybody wants to argue
and say it is 950 million dollars instead of one billion, I refuse to
argue. It is a very rough estimate. There are some clues which suggest
the total may be much larger.

Well, this is a very considerable volume of trade. We have to remem-
ber that most of fhe satellite countries did very little trading with
the Soviet Union before that. Countries like Bulgaria, Rumania, and
Poland didn't do more thamn 1, 2, or 3 percent of their total volume of
trade with the Soviet Union. Today the Soviet Union is the largest
single trading partner of almost all of its eastern European satellitess
it is also the largest single trading partner with China.

9
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Now, not only is the Soviet Union the largest single trading
partner with these countries, but these countries! foreign trade
now is almost completely with themselves. Bulgaria is the most
extreme cases All that we have for data shows that the Bulgarian
trade at present is roughly 92 or 93 percent with the Russian or
Soviet world and only 7 or 8 percent with the non-Soviet warld.

Just to give you an idea what this can mean to a particular
country, let me give you an example of Rumania, which has published
some data. Rumania is now getting from the USSR 55 percent of its
iron ore, 90 percent of it's coke, 56 percent of its cotton, and
practically all of its heavy machinery. It is now getting from the
Soviet Union all of its new metallurgy, its machinery for setting
up new factories-esuch as plants to make the heaviest combines,
refine oil, produce penicillin, and streptomycin, textile mills, et
ceteras In the long run there can be no doubt that the Rumanian
economy and similarly the other satellite econamies are simply going
to be replicas of the Soviet economy, integrated into that economy.

One other aspect of it is interesting as well, The Soviets have
made at least a beginning in 'trying to pramote the coordinated develop=-
ment of various of their satellites. For example, in Czechoslovakia
and Poland they are attempting to set up what is sometimes called the
- second Ruhr Basin. That is, they are attempting to set up a new metal-
lurgical area which will combine coal from the Upper Silesian coal fields
in Poland and from Czechoslovakia with iron ore sent from the Krivroi
Rog region in the Ukraine. So from now on these areas must be considered
a5 a total whole. The Soviet Union controls them pelitically, economlically,
and militarily. : -

I also want to mention two other facets of integration that are of
interest. One was treated in an article in "The New York Times" on
Saturday rather briefly. That dealt with the increassing integration
of the railroad system. ~

Tou gentlemen know that one of the problems in integration has been
that the Soviet railroad gage is the so-called broad gage, which is
several inches wider -than the gage of the Huropean standard railroads.
The eastern European countries have the standard gage, vhich means that
when they ship by rail from the Soviet Union to eastern Europe or vice
versa, when the train gets to the border, they have to unload the train
on one side of the border and take the stuff over on the other side of
the border and load it again., This is a very expensive proposition.

10
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This article--alsc a pretity good map~-~indicated that now a most
important stretch of railroads in Czechoslovakia, Poland, and Rumania
has either been or is in process of being converted to the Soviet
broad gage, which means that when this job is finished, trains can
roll from Vliadivostok on the Pacific through the Soviet Union through
eastern Europe to the Austrian border. This will greatly reduce the
cost in the problem of transport and certainly be a tremendous aid in
integration.

In China I haven't seen anything to indicate that the process of
changing the railroad gage has begun as yete. But a great deal of work
is being done in China with Soviet funds in the improvement of the
railroad facilities. The last information is that there is now a come
plete rail line from the Soviet border straight through China to the
border of French Indo~China.

We know that in 1948 and 1949 they finished a railroad which goes
from the Siberian border down to Ulan Bator, the capital of the Mongolian
peoples republic. So the transport system is being worked on very
intensively to ease the connections and permit the more rapid and more
economical shipment of goods and persons between these countries in this
ares, I hardly need tell an audience of this character that ease of
transport has some rather important military implications as well.

One last factor, which I think is important in a discussion of
military and economic integration~-znd this is one of the problems that
the Russian state will have initially at least-~-is that the problems in
integration of these peoples are many and varied. They have different
cultures, languages, and histories. This is economically important.

It is very difficult for a Soviet engineer to turn a Hungerien factory
into what he wants if he is compelled to work through an interpreter.
It can be done, of course, but it is clumsy and he loses time, -

Well, what the Russians are doing in their entire industrial area
is a very intensive process of Russification. The Russian language is
now the compulsory language in all schools throughout eastern Europe.
It is showing signs of becoming compulsory in China. There are a tre-
mendous number of Russian language schools for adults., Russian culture,
technical writing, and scientifie work are being distributed very widely.
Although this area has not been Sovietized perfectly as yet, certainly
in the long range we can expect that the Russians will have no greater

difficulty anywhere in this area than they had in Kazskstan, whose
 people are basically quite different from the Russians, but who have
been Russified to a very great degree, with compulsory Russian language
and compulsory infiltration of Russian culture,

1
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If T might say just a word about the future, looking through a very
cloudy crystel glass or globe: I would argue ithat from what we know--
and all we can judge by is a2 guess=-=this process of integration will go
on and on forever greater. There is one week area, one nonintegrated
area~--that is agriculture. All of these satellite countries still,
with only minor exceptions, are free from organization into the Soviet
form of collective farms and state farms. They have made progress. I

~ believe asbout half of Bulgaria has been collectivized already. Bui
obviously all of these they intend to collectivize almost completely,
so that in 2 few years even that difference should be eliminated.

So I would argue this: I will put it pretty strongly. I wrote a
book. My own book is out of date; it is in a very real sense irrelevant.
I deliberately and very strongly give my belief todasy as this: We camnot
any longer: intelligently discuss the Communist military and economie
power simply on the basis of the Soviet Union. Any meaningful discuse-

" sion now, and for the indefinite future, must be a discussion of the
military and economic potential of the entire Communist area.

And so it is very misleading, I thinke-and I plead guilty of having
done this myself--to make simply a comparison between the United States
and the Soviet steel production. We have to understend and reckon with
the fact that there is now Communist steel production, petroleum pro-
duction, and transport, because this entire area from the western borders
of Eastern Germany, perhaps even Eastern Austria, to the Pacific through
China is now for practical purposes a single economi¢ entity and in time
of war would operate as a coordinated mechanism; producing goods, supplies,
and armament of all kinds for a unified centrally directed military effort.
Ind anyone trying to deal with that military effort would have to deal with
that hard fact,

I have been very sketchy. I have tried to hit a few high spots and
left a good many untouched; but now you can bombard me with questn.ons
and I wi'll try to answer them. Thank you.

QUES-TION: Relative to this integration of the different parts of
the Soviet hloc, and spesking of the connection between the Far East,
the eastern Pacific, and the rest of the Russian bloc being so dis-
continuous, I am wondering how much contribution eastern Siberia,
Manchuria, and the Chinese complex could make in the case of war,
Would you say something about that siimaiion-—what are the shortages
and what are the possibilities?

DR. SCHWARTZ: I must confess that I do not feel myself competent
to say anything very authoritative on that. I would hope that you
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. gentlemen, with all the many intelligence agencies that you have, :
would have some pretty good analyses of the thing.

I'would say this--purely my 'own impression--that the Russians
are aware of the problems that might arise if in time of war the
trans~Siberian or the east-west roads were cut and the Pacific areas
had to fend for themselves. Obvliously, they are trying to meke pro-
vieion to take care of that contingency.

This provision, obviously, takes two forms. One is the tmllding
up of the industrial resources of this area. Of course, you have to
remember that with the possession of all of Sakhalin Island, they now
have a major source of petroleum. In the past that has been a very
important deficit commodity in this area. So on the one hand they are
trying to build up production so that this area may be as self-sufficient
as possible,

. Secondly, if we assume that they have a target date of 1953, by
vwhich time they might anticipate a war for one reason or another, when
the area might not be self-sufficient, they are no doubt stockpiling
in this area so as to enable it to go it alone for some period of time.

You may recall .that before Russia entered the Pacific war the last
time, the Soviet Union wanted 90 deys between VE-day and its emtrance
into the Pacific war, which was devoted primarily to stockpiling the
area both with materials being sent across the trans-Siberian railroad
from the main part of Russia and with Americen lend~lease ships stopping
at Vladivostok and the other major ports in that area, where they were
stockpiling those materials as well.

. Of oourse,. they are not expecting any lend-lease stockpiling to
occur in a future war. But they obvliously must be attempting some form
of stockpiling. I would think that if war were to come, we could not
assume that a mere isolation of the Pacific area from the main portion
of industrial Russia would be enough to knock out that area in any
short time. It might after a year or two, but they would certainly be
prepared with enough stockpile to enable them to go it alone for a
vhile anyway. dJust how long they would be able to do that I suggest
is a question to which the cloak and dagger boys in the CIA ought to
devote a good deal of attention.

'QUESTION: In this long-range business in Russia you say it has
chenged in the past couple of years. So probably in the extremely
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long range, we should 'co_nsider the possibility of the Russians doing
the same thing with the countries of South America. What possibility
do you think there is of their doing that down there?

DR. SCHWARTZ: Well, when the Russians think of South America,
they have to recognize that they are under the same disadvantages
vis-a=vis South America, that we are vis-a-vis the Soviet Union and
eastern Europe. There is the mere fact of propinguity. I doubt very
~much if the Russians would think they could control or hold any
countries in South America, although they sre very powerful in Guatemala
and there are substantial Cormmunist movements elsewhere in South America.

I think that the Soviet strategy in South America would be mainly
directed at another objective==that is, building up sufficient Communist
or fifth colurn strength in these countries so as to make them troublesome
areas for us in the event of war and thereby force us to divert some
portion of our military manpower to keeping these countries in check.
Also attempting to build forces which could be used for sazbotage in this
area, 50 as to diminish as much as possible the availability of raw
materials from the various countries to ourseélves. I don't think we are
being very realistic about the Russians if we think that they might be
thinking of setting up a Russian zone in Venezuela to work against us,
‘when you consider the distances involved.

v

QUESTION: I gain the impression from your talk that a considerable
quantity of Russian resources are going into the European satellites of
Russla in order to shift those economies over to one of heavy industry.
I would judge from this that those satellites now might be an economic
liability to Russia. If that is so, when will they become an economic
asset instead of an economic liability?

DR. SCHWARTZ: Well, it is difficult to judge whether those areas
are economic liabilities or eccnomic assets, because we know very little
about the nature of the tradey about what the Russiams are getting out
of those countries. The Russians,after all, in their trade with this
area nold the whip hand. They set their own specifications for the
trade and they do not pay any attention to world prices. We know from
the Yugoslavian experience that the Russians like to sell dear and
buy cheap. The trade is cerried on, on some sort of Russian accounting
system; and perhaps, even in the capital investments that they are making
now, the Russians are possibly getting more out of the area than they are
- putting into it. I don't know. I am merely saying that it is not cer=
tain that they are an economic liability.

But to answer your question specifically about these satellites,
by 1954 or 1955 the satellites expect to have pretty much finished
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their initial plans for economic development. That is, by 1954 or 1955
the satellites expect to have completed all or most of the heavy induse
trial plants now being built. At that point certainly the production
of those plants will be available. In Poland, for example, it has been
announced that the loan of 400 million dollars which the Poles got from
the Russigns for capital investment will be paid. off with the production
of the factories being equipped and built that will have go*ze to Russiae

When I say "195l or 1955% I hope you gentlemen will remember that
already the Russians are getting a good deal out of this areaj that
every month new plants and new mines are being completed., Certainly by
1954 or 1955 they will he wettlng a very substantial contribution from
this area,

QUESTION: Doctor, three or four days ago I read an article in which
it was stated that Russia itself is just a hollow shell behind a big,
blustery mouthpiece., I just wondered what you would say about that.

- DR. SCHWARTZ: I know that there is such a school of thought in this
country. I don't quite know what people mean by "hollow shell." These
are emotional words and the people that are using them don't often specify.

I assume thal what people mean by this term is that the Soviet Union
is far weaker vis-z-vis the United States than would be indicated by the
preparations we are making for possible conflicte I would szy that it is
simply a misapprehension, an illusion, to feel that way. We know that
the Soviet Union, largely through its own efforits, stopped Hitler after
he had penetrated very substantially into its country and threw him back
and marched far west as Berlin, if not beyond. A hollow shell would not
have done that.

- - We know the Soviet Union is much stronger today than it was at the
time it faced Hitler, I feel pretty good, with kind of a morbid spirit,
that I guess in 1945 that it would be this way--but the one thing that
surprises me to this day is thist I had felt that, although we knew that
Russia was stronger than it ever was before, it was still sufficiently
weak vis-a~vis the United States that its leaders would take every pree-
caution not %o run any substantial risk of ware But the fact that the
" Bussians had the North Koreans march into Sout!: Korea, and, second, that
they then permitted the Chinese to march into Korea, both of which steps
might very easily have precipitated World War IIX, indicates to me a
degree of readiness, both from a military and an economic point of wview,
and from the psychological point of view, which T had not anticipated.
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Let us put it this way: If the Russian leaders themselves thought
they were a hollow shell, they would not have done what they have done
in Korea. And we know that the Russian leaders have a pretty good
estimate of thelir situation and are concerned sbout preserving their
skins and their power. I think the only course we can follow in the
interest of our national security is precisely the course that we are
now following. I only wish we had airplanes coming out more rapidly
than we are able to have now.

QUESTIONt South and southwest Asia supply many materials which
are critical to the industrialization of the Soviet Union. Would
you discuss the relationship of the Soviet Union to Southeast Asia
and whether or not its gold supply is playing any part in that trade?

DR. SCHWARTZ: I take it that by "Southeast Asia" you mean Indonesia,
Malaya, Singapore, and that area. There are a few things to be said
about that. In the first place, the Russians have been primarily inter=
ested until rather recently in the buying of natural rubber and tin and
some other raw materials from that area., They have been able to do that
because they have had a favorsble balance of trade with Great Britain
and they have had a sterling surplus and have used that sterling surplus
that they accumulated in western Europe to buy materials from Southeast
Asia.

Now, more recently, the Russians have been making a bid for these
countries, arguing that if they will increase the flow of their raw
materials to the Soviet Union, it is in a position to help them with
Jmachinery to help their industrialization. The Russians made that bid
most recently at a meeting of the United Nations Economic Commission for
Asia. They held up very alluring promises that if these countries will
play ball with the Soviet Union, they will be paid well with precisely
what they need for industrialization.

So far nobody has bitten. There is no specifie arrangement of that
sort being talked about. So we don't know whether this is just a propa-
ganda bluff or whether Russia could deliver,

So far as gold is concerned, I see no evidence myself that this gold
plays any major parte I might say, however, that the whole gold system
in the Soviet Union is a very interesting one. We know that the Soviet
Union has a very substantial supply of gold--how much it has is anybody's
guess~-but it is no doubt in the néighborhood of several billion dollars
anywaye. But it has just sat on that gold tiroughout the entire regime
or throughout the last decade at any rate.
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Now, at some time it may decide to use that gold as a weapon of
economic warfare. I myself suspect that at this international econe-
omic conference which begins on Thursday at Moscow, where the Russians
have promised that there will be some sensational offers, it may be
that they will offer to expand their purchases from the outside world
and to pay for them in gold. But so far, up to the moment at any rate,
the gold has always been something that they just hoarded at their
equivalent of Fort Knox rather than something that they used very
actively for international trade.

QUESTION: What is this conference for? Specifically, and not
wishing to be pérsonal, could you have gotten an invitation to it?
Could the State Department have gotien en invitation if it had wanted
one?

DR. SCHWARTZ: Could I have gotten an invitation? Yes. I was told
that by the man who headed up that particular effort. Anybody whose
name meant anything in the American economic world could have gotten an
invitation regardless of his connections. The Russians are.so eager '
to make this conference ultrarespectable that they would even give an
invitation to a reactionary bourgeois warmonger or an sgent of the
capitalist intelligence service, as they call ne,

There is a letter in "The Washington Post" this morning that made
me a little angry. It is from some American professor, referring to
our use of all this "lousy materiael," about all our economists pre-
ferring to use third-rate specialists to give them their data instead
of accepting this honest invitation to go to Moscow and see for themselves,

"~ I would argue that any idea that you can go to this conference and
reglly get a first-hand notion of what Russia is like purely fallacious.
In the first place this is going to be a gigantic Potemkin wviilage.

A1l the people who are going to this village are going .as straight VIP's,
" They are going to be shown the best factories and the best collective
farms, So I think that anyone going over there will come back, if he
isn't careful, with a quite distorted idea of what the Soviet Union is
like, because he will see only selected areas of it.

Now, the conference itself is obviously a major propaganda move,
Why are the Russians doing it? I had a long article in the "Times"
yesterday, which I will summarize by saying that basically my feeling
is that our economic restrictions are pinching the Russians and their
satellites; they would like very much to get raw materials and machinery,
which we are now cutting off under our embargo policy. They are trying
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to create within the non-Soviet nations a powerful enough flow of public
opinion so that the governments concerned will either have to remove the
existing restrictions or at least weaken their present severity.

Also I think they are trying to strengthen these elements in the
non-Communist world, like the Bevanites in Britain, who will grasp at
any straw in the hope that maybe trade will bring about a better world
and that maybe in this way these differences: can be ended.

Just last week a Bevanite in Parliament proposed that Britain offer
to sell- the Soviet Union textile and machine tools on a tie-in basis;
in other words, that the British offer a million dollars worth of textiles
to the Soviet Union, and if the Russians bought them, they would get a
certain amount of machine tools. To textile manufacturers in England
this would seem to be a very attractive prospect; and, well, the Russians
are perfectly happy to have people have such ideas., Why are they? Because
they need machine tools badly. :

I think Secretary Acheson is fundamentally correct in his statement
two weeks ago wherein he said that any American who goes to this confer=
ence is simply in one way or another letting his name be misused for
Soviet propaganda purposes in Soviet economic warfare against the West.

" QUESTION: Doctor, do you feel that this forced economic integra-
tion of Soviet Russia, and the industrial development that will result
from it will in time get the satellites to be willing partners with
Russia, or do you feel that the force that is involved will only inten=
sify the normal hatred that exists against Russia? :

DR. SCHWARTZ: That is a very complicated question, because it is
psychological as well as economic. I would argue that the evidence
so far is that the resentment of these people toward the Russians has
been.increased by what the Russians have done in this area, because the
Russians imposed their own system of work organization, business, and
social organization; they have seen that the standard of living of these
people is reduced toward the Soviet standard of living. The people can
see that they are building factories which will not make the things
they want, but will make things to be used for military purposes, and so
on.

In the long run they can use the steel from a steei plant either
to make guns or to make passenger cars. Maybe in the long run the

Russians will have enough steel so they will permit the satellites to
make passenger cars. That msy change the atmosphere; I don't know.
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I think that for the period we can talk about--in the short-range
future--I don't see any possibility of this industrial development
promoting any greater love for the Russians in these countries. The
industrial development has shaken up the lives of the people. The
Soviet government has forced people to leave the farms and go into
the cities o work. It has forced them to be crowded into horrible,
overcrowded quarters in the cities. It has forced them to live com=
pletely different lives. People are relatively conservative. They
don't change very easily or very willingly. If they are forced to
change drastically, as they are in eastern Zurope todszy, there must be
an inheritance of resentment whiech will continue for some time at least.
What will happen when the people who are now five, six, or seven years
old grow up to be adults may be another story, but that is still 20 or
30 years away.

CAPTAIN ALEXANDER: I am just wondering what effect this east-west
integration and reorientation of the satellites toward Russia has really
had on what they could get from western Europe. . Also what else do they
need besides the manufactured products that you spoke about, that is,
the machinery that they are really deficient in to carry out. their plan
of development?

DR. SCHWARTZ: Obviously, if you integrate a very large area, you
would use its resources more effeciently. than you would if that area
were broken down into small parts. You might perhaps find new surpluses
or increase your surpluses for foreign trade. That might be one result,

But, so far as what they need goes, I think they need a lot of things.
The need is more pressing in some cases and less pressing in others,s I
would assume from my own reading that the most pressing need at this
present time probably is for the nonferrous metals. At least that would
be my guess, ' '

Besides the nonferrous metals they need a wide variety of chemical
raw materials. They could use certain types of machinery, like electrical
equipment. They would like some of this new machinery. They produce
some of this machinery themselves, but they know that the Western World
is producing more advanced equipment which they would like to get. They
probably could uge some more natursl rubber, &lthough they are building
up their synthetic rubber industry. They might want some petroleum in
some areas. There is a wide list of products that they want to get.

Now, I think the fundamental problem of the Soviet leaders is thiss
Let us imagine that we are the Soviet leaders sitting with Mr. Stalin in
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the Kremlin., What are they trying to do economically? They are trying
to prepare for war and to expand their armament economy very rapidlye.
It is now taking a substantial fraction of the na.t:.onal product to do
that. That is the first ob,ject:x.ve.

Secondly, they are attempting to increase the capital investment
of the Soviet economy itself, They are engaged in building a number
of gigantic hydroelectric irrigation projects, as well as plants for
steel, pelroleum, and varlous other things.

Thirdly, they are attempt:.ng to promote the industrialization o.f '
eastern Europe and China. This is an immense order, isn't it? They
are attempting to do a1l this without msking too deep inroads on the
standard of living of their people, for morale reasons.

Well, even the Russians- are only human beings. They have only
finite resources. The obvious result is that their resources are
being strained. If the outside world could be influenced to give them
for 10 years 10 billion dollars worth of materials, that would ease
their problem enormously.

‘There has been a lot of Soviet discussion of the international
economic conference. Of course, according to the Soviets, they are
holding it merely because they want to help the poor capitalist world
solve all its problems. For the first time in the last two issues
of the Soviet government's information bulletin about this economic
conference, some gentleman mentions that sacred word "credit" and
points out the fact that, after all, the Soviet Union has a very good
credit recorde It pays it obligations and there might be a profit fox
‘the capitalists if they are willing to give the Soviet Union credit.
It may be the Russians will come forward with a proposition for a
billion dollars worth of credit from someone, and show that they have
always had good credity that they will say: "We have paid our debts
- in the past and we are a good risk."

CAPTATN ALEXANDFR: Like they did to Sweden?

DR. SCHWARTZ: Yes. Sweden was a very interesting case. It was
one of these bad blunders made at the end of the war. Some economists
in Sweden said that our economy was going to go into a condition of
unemployment and chzos. It did nothing of the sort. But, anyway, in
Sweden these economists agreed that the American economy was going to
go into a depression in the next one or two years; they saids "The
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only way that we can save ourselves from the United States depression

is to get ourselves a very substantial market. The Soviet Union is

that market.® So on the insistence of these gentlemen the Swedes gave
Russia a five-year credit, which they figured would take them over the
period of the American depressicn. They are still looking for this poste
wer depression. It was a very sad experience for Sweden.

QUESTION: Doctor, your comments about this program of integration
with the satellites are very interesting. I can't quite .agree with your
optimism about its success. Looking back on the history of the Russians
during the postwar period in their various industrial programs that they
have had since World War II, I am wondering what they have actually
achieved, what progress toward their goals has occurred since 1948.

DR. SCHWARTZ: That is a very fair question. I want to answer it
honestly. ,

I assume that you have heard before from other speakers here various
estimates of things like Soviet steel production, petroléum production,
end so on. I'won't try to go into that. But I would say that it is a
fair question to ask whether the Soviets really have achieved their
objectives,

When T make a statement about the Soviet steel production being 31
million metric tons and someone else has samething less, the wgy we
find it out, is because the Russians have published certain data. So
you take their figures and you multiply, add, subtract, and divide and
you come up with 31 million tons.

But what is to prevent the Russians from putting out false data?
May be it was only 15 million tons. Maybe their percentage was too
high and instead of 31 million tons, it was only 7.5 million. After
all, I doubt if even the CIA could have an agent in every Soviet steel
plant to give you plant-by-plant production figures, so you could see
whether it was 31 million tons or not. There is always that possibility.

However, I would say thiss It is probably untrue that they are
faking this, at least to any such magnitude as to make it 15 or 20
million tons or even 25 instead of 3l. I wuld say that we have perfectly
objective evidence that the Soviet military and economic potential today
is great. I would simply cite two things to show that.

You gentlemen will recall at the end of the war, when the atomic
bomb became public knowledge, all the experts, including General Groves,

s

21

RESTRICTED




1628 RESTRICTED

thought it would take the Russians at least 20 years to make an atomic
bomb. They were the optimists. The pessimists thought they would never
make ite. The Russians made an atomic bomb in three or four yearse. They
have exploded at least thre¢ atomic bombs and presumably are busily
stockpiling them now. We will probably get reports about more atomic
bomb explosions. :

Now, we know perfectly well that an economy to be capable of making
atomic bombs has to be a pretity darn highly developed economy and have
a high level of technical efficiency -and have the good manufacturing
facilities and the complex preoductive machinery required. The Russians
obviously have them at the atomic bomb level. That is one piece of
evidence.

The next piece of tangible evidence that we have, again to our
disconfiture, is the Soviet aircraft in Korea. I know that some Air
Force generals say that our weapons are superior to the Soviet weapons.
Earlier there were reports that the Soviet airplanes were better thea our
planes, I don't know whether they are or not. But I will say one thing
that is clear, that is the Soviet Migs in Korea are darned good airplanes.
Well for a country to produce jet fightersthat are as good as ours at
least--and that is what they have done--it has to have a welleorganized
industry, high technical efficiency, and so on.

A1l I am trying to say is that at.the points where we have been
able to get tangible evidence of what the Russians have done, the
Russians have shown up with flying colors. Why should we assume that
they haven't been making similar progress in other areas that we don't
know about? And if they are, it is a plain national security matter.
for us to make one other assumption--that they are basically at the
level as indicated by the American specialists.

COLONEL RINDLAUB: I am sorry that we haven'!t time for any more
questions. Thank you very much for a splendid lecture.

(15 July 1952-250)S/mg
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