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oub: the distortion resulting from lavge twrmover tames, the relatively
emall rols that prices in the USSR play ag an allocation mechanism, and
the wide disparities between the price strusture of the USSR and the
West, It was shown that these factors greatly complicate the task of
finding strietly comparable mpagmures of Soviet and Western economic sc-
tivity. It vas generally agreed that eince there was no idssl set of
prices valid for all esconomies, an effort should be mads to present dif-
ferent broakdowns of Soviet GNP in future estimates, one using ruble
values and representing Soviet relatiomships, the other using dollar
values ani representing US standards. The former mothod would be helpful
in deternining economle iremds, the latter in estimating capabilities.

The Soviet Growti Bate

2. In tke efternoon sesaion the diseussion ranged over ths whole
arga of Soviet econcmic development, and attention was foensed on msthods
of improving the economic analysis in future estimates, Mossly made the
recommendation, which was supported by Milliksn, that future papers should
examine more €logely the effect on the Sovist growth rate of alternative
allocations of invesiment, Milliken added that more attention should be
paid to the impact of different patiterns of growth on Soviet military po-
tential and to the more difficult problem of determining the relation-
ships between living stonderds and economie growih, To 1llustrate his
point, Mossly stated thal the transfer of resources to the small and wmder-
developed light industrial sector might offset any possible decline in the
growth rates of other industrial ssctors, and that, consequently, there
night aot be an over-all decline in the growth rate of Sovist GNP between
1956-59, as was estimated in NIE 11-4-54, Sweeny countered this argument
by pointing to the relatively smeller capital returns in Soviet light
industry thun in hecvy industyry, as wsll ag to the tighter manpower situ-

3. Miliikaw explored some of the methods that conld be used 4o esti-
mate the effeet of alternative patterns of inwestment, He
Sweeny's proposal that more attention be devoted in future estimates to
examining the eapital structurs of the Soviet eceoncmy, the sectoral breal-
down of eapital assets, and the composition of capital investment, pex-
ticularly the exbent to which the investment flows to the various sectors
of the eeoncmy were competitive or complimentavy, exrgued that
this kind of structural analysis could provide o basis for determining
‘the relationships between investment flows and resultsnt inecreasss in
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cutput and for estimating the effects of various alternative allocations
~of investment, Heo made the poiwt also that input-output enslyasis was
superior to natiomal incoms analysis in solving this kind of rroblen,

(T4 should be noted in passing that ORRhaainitiatedastwiyofSomt
capital siructure, but it will probably not be eampleted before the prep~
aration of the next Soviet esiimats,)

4. Smith expwessed the need for n clecr, definite, end agreed egti-
mate of Soviet agriouliural eapebilities, In this connection,
suggosted that future papers should conmtaln more econcnic geography in

able Soviet reaction to conmtimuation of 4he agricultural lag, The possi-
bilivy of a shift in the patiern of Soviet comparative advantage in trade,

vas probably regarded as the mosgt expadient method of rapidly building up
& cushlion of grain reserves,

Economic - Military Copabilities

5. To a question raiscd by Greonsiade about the economilc
of Soviet military eapabilities, Milliken replied that examination of ag-
grogate economic comts or effects of Soviet nilitary effort was the ey
stons of the intelligemce areh®, In rogard to this problem,
roted, the vast ecomomic rescareh program now in progress wms not vory

West, and not the pay and maintenance of troope. pointed out that
wof egtimates of

Soviet military end-item production, but that inconsistencies renained

betwsen the esbimates of Soviet militery procurement based on

analyeis and the eabimates of nilitery end-item produstion,
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6. Strayer felt that we could not yet be sure of ratification.
While the individusl obstacles might not be too great, although the

Saar problem alons would scuttle ratification, their eumnlative effect
night be formidsble, Linecln agreed, adding that Ademmusr’s death could
have o decisive effect; also what President Eisenhower or Mendes-Franoe
said or did not ssy cbout a wnifled Cermany, Both lLanger and Duphom felt
thabt the importancs to the CGermans of a wmified Germeny was played doun
00 much in the papory the unification question definitely affects rati-
fication prospects, Thore was general agreement that mo politician would
dare to oppose unification -- evaryone was for it, Bub in the hands of
a demagogus, this iscue could be & potent threat to ratificatiom, and
aloo a running seore in the future, Lenger felt the Paris Accords would
go through, sinco Adenauer would not have signed them if he thought he
could not get them through the Bundestag, Although the Consultents wers
apprehonsive over the many stumbling blocks, the majority felt that the
Acoords would be ratified,

Oriontation and Influengs of the Militery loaders

7. langer said it would not be possible for the new army to adopt
the role of ths old ome, The heart of the comitrol lies in the NATO and
WEU tless also the wateh dogs in the Burdegbag would be vigilamt. The
generals may try, but 1t will not be possibls to repeat the past per-
formance, Yan Slyck and Dunbem suggested that we might have to wateh the
eivilian elewent more elosely than tho military., Tt was also suggested
that the real problem might be a lack of enthusiasm for rearmament, rather
than renagcent militarigm,

8. Reiigel egresd with this, and seid that even if both the gov-
ernment and the army wers aggressive, the intermationsl situation was
entirely differsnt, perticularly from 1938-39., He commented that it wes
ths intornationel situation in 1938 that offset the Germen militery in-
foriority vis-a~-vis the Czechs, end gave Hitler the confidencs to ach,

9. Iinooln suggested that if each elass of conseripts were given a
dose of waification propagande once a momth i an I & E program it might,
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in time, offeet a large segment of the population, Mosely argued,
however, that while the Welmar Army had beon reaponsible only to Hin-
denburg as chief of state, the mew army would be responsible to the
cabinet and henge to parlisment, There wonld therefore be a subjection
of the militery to eivilien conmtzol never before achisved in Cerman

history.

10, langer considered that it was not so much the army per se,
but the govermment plus the army that was important. Bomn was likely to
bring continuous pressure on the West, partienlarly over recovering East
Cermany and ths eastern territories, Lineolm and Reitzel agreed, In
‘thelr view the mew Germany would not neeessarily be logieal about this
issue; moreover, the Germans would be in 2 position to preeipitate a
crisis between NWATO and the USSR and the faet that they would be umable
to control the situation thereafier would mnot deter them, Langer pointed
out that the new Gormany might want to make a deal with the Bloe - a
possibility would be Weastern congessions in the Fer East in return for
unification, A1l agreed that Cermany womld be a dynamio elemsnt in the
Western eoalition and very difficult to control. This possibility that
Germany might drag NATO eastwerds was what really frightenesd the UK and
France :

I1l. Mosely agreed in gemsral, but pointed out that since thers is
no really practical way of achieving unification and sinee all parties
actually would agree on the quostion once the Paris Aesords wers ratified,
the issue would simmer down. Shrayer disagreed, pointing out the use
which a demagogue could make of the iesue,

12, T% was agreed that since the Soviet conditions would be so dis-
advantageous to Germany, the latter would not make a deal on wnification.
Smith said that a permanently divided Germany would be a frustrated
countrys this would be fertile ground for another Hitler,

The Pozaibility of a Grand Coalition

13. Dupham pointed out that Adensusr had said that a Grand Coa-
1ition would leave the voter 1lititls for which to vote - as in France
and Ttaly, Dunham felt that a Grand Coalition would Jeopardize democracy.
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Tt any cnse he had strong doubts on ths strength of democracy in Germany;
¥he prenent govermment had been in operation for only five years, the
‘Jolmar Repwblic lested only 12 ysars, and sevenieen years of Coyman dem~
ocrat’.c experience was not much to go on.

14. The main conalugions of the discugsion weret

a. Although there sre many sbtumbling blocks, the Paris
Accords would probably be ratified,

b. The Gorman Army per se was mot so much to be feared
as the Bonn govermment plus an ermy. This combi-
nation would bring contimming pressure to bear within
the Westiern coslition.

c. Unification would comtimie to be a goal for all partlss.

d. The Bonn government's drive for unification would be
the most trying problem for ths Western coalition.
(Mozely disagreed.)

e. A Grand Coslition is wnlikely. But if it d41d coms,
thers would be no change in foreign polioy.

IIT, YUGOSLAVIA

15. Mogely stated thet the most important fact of the neow era of
Yugoslav-Blos relations wes that it was mot the normalizetion of re-
Jations betwoen Commralst Parties, but betwsen states, Then turning to
the question of Tito's policy, he eaid that Tito's response to Bloe over-
tures was an effort to bs flexible end retain freedom of movement,
Another aspect of this policy was Tito's desire to bulld up better re-
lodions with non-impsrialist, non~Cominform states such as India and
Burma, It is part of his gearch for a stending ground that is not clearly
capitelistic in the US sonmse, and at the same time is not Cominformist.
Tt 18 not a Third Forge, but is a seerch for a place outside the Comin-
form, Lemper folt that Tito saw the situation as an opportunity to be a
rediator betwsen East and West,

16, Yogely said that Tit-o did mot feel that there had been a basie
change in Krewlin policy, but that the Soviets want a temporary poriod
cf ponceful coexistence., He ig talting advanbage of the lull to develop
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a separate niche for himself, Moveover, the softening of the Soviet
ativitude toward Yugoslavia pays imternal dividends -- it will enhange
his intermal prestige., In conclusion, he peid that Tito was not hetween
Easb and Westy ke iz o variant on the Western position, If he wevs
really betweon Bagh and West he would have to glive up the Ballmn Al-
liance,

17, Stzeyer said that, in the event of war, Tito would carefully
examine the odds and then make his terms, if necsssary with the Bloe,
Lincoln asked what Tito'es motive would be in returning to the Bloo; he
¢dded that in his opinicn, no motive was apperent,

18, Mogely said that the Fremlin was probably aware that its over—
tures to Tito would gemerate suspicions of him in the Vest. and
Vosely felt that it was just auother facet of the Sovist paacs offensiva,

19. Mosely then twrned to the intermsl effect of the new policy,
Fow that the big foreign bogey is gons, the parby may wish to push ghead
with ite program in the countryside, Bub the bulk of the population,
vhich is anti-Commmist, will want more frecdom, Thus Tito may have in-
ternal trouble, partieularly since he has thus far failed to solve Yuge-
plavia's most yPessing economic problems,

20. The Consulbtants wore all agreed that it was unlikely that Tito
would retura te the Bloe,

IV, SOME_FAR EASTERN QUESTIONS

21, Lincoln sald he feli that Mohru's declaration that Indiats
interests go to the sactern frontisrs of Laos and Cambodia sounds reason-
able, Nehru must eense that 1f the Chinsse Commmists overflow into the
rept of Southeast Asia, India‘’s prestige might be greatly redused, It
was nob & military question, exsept inscfer as militery force londs it-
g2lf to a posture of power,

22, Langep said thet while the Viet Mimh will do their best to get
South Viet Nem, they will go very slowly on Lacs and Cembodia. Strayer
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agreed; he doubted thot Commmist Chima would went to acquire these
remote areas if doing so would aliemate India,

23, The Consulitonts agreed that France would not fight for South
Viet Nam,

24. lanper uwrged that a study be made to ascertain whether ths
close-cut in Korea had led to a back-lash in Indoshina, Did the re-
1sase of their forces in Kovea permit the Chiness Commumnists to glve
increassd military ald to the Viet Minh, or was the impaet of the Eorean
truce on Indochina moyely politiecal? He guggested that this question
offered an opportunity for O/NE to test the walidity of its eatimates,
somethiing it ought to bs doing periocdieally, and particularly whenever
ag ints%llgen@e problem, as in this case, was closed out by the movement
of evenis,
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