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Out of obscurity

What is CMEA? Posing this question to a
West European or American intellectual
in the 1950s or 1960s, one would proba-
bly have got the answer "I don’t know”.
The Council for Mutual Economic Assist-
ance at that time was known in the West
not by its proper name, but by the catch-
word ”Comecon”. The organization was
perceived as a kind of Communist com-
mon market, subservient to Soviet great
power interests. It was usually dismissed
as just another means of Soviet exploita-
tion of the USSR’s Central and East Eu-
ropean allies. The mane "Comecon” was
part of the Cold War vocabulary in the
West.

In the 1970s there was a thaw in East-
West relations. The Federal Republic of
Germany normalized her relations with
the USSR, Poland and the other East Eu-
ropean states. The trade between East
and West grew significantly, although on
a bilateral, country-to-country basis. The
interest in the functioning of the socialist
economies and not the least of their for-
eign trade mechanisms grew among West-
em politicians, businessmen and social
scientists. The question ”what is CMEA?”
now is being posed with the aim of get-
ting substantial answers. And research in
the West has been substantial.

The volumes of papers under review
here treat the European members of the
CMEA, i e, the USSR, Bulgaria, Czecho-
slovakia, the GDR, Hungary, Poland, and
Rumania. The Nove-Hohmann-Seiden-
stecher collection has chapters on Albania
and Yugoslavia as well. Taken together,
this and the Marer-Montias volume pre-
sent a valuable overview of the economic
structure and the trade pattems of the
European socialist states. They are clearly
problem-oriented and attempt to use con-
temporary Western social science tools of
analysis in order to make their findings
comparable with what we know about
the workings of different mechanisms —
investment policy, prices, flows of capital
and labour — in capitalist market econo-

mies. While the Marer-Montias collection
is the most deliberately comparative one,
the Nove-Hohmann-Seidenstecher volume
is stressing the problems of each East Eu-
ropean country with a clear ambition to
depict and analyze these problems from
within, from the perspective of the deci-
sionmakers and economists of the coun-
try in question. The NATO-volume has a
narrower scope — the energy question —
and is more future-oriented than the oth-
er two, besides being interested in the po-
litical implications of the development
prognosticated. All this is quite natural,
given the institutional background of the
colloquiumin Brussels (April 810, 1981),
where the papers were first being present-
ed.

CMEA changes

It is evident, not the least from the ana-
lyses in the Marer-Montias and Nove-Hoh-
mann-Seidenstecher volumes, that the
question what is CMEA?” has to be an-
swered differently not only with regard
to the position, and hence perspective, of
the observer, but also with regard to
point of time. The CMEA of 1949 is dif-
ferent from that of the 1980s.

When CMEA was originally established
in 1949, it was depicted as a means to
help the socialist states overcome the
drawbacks inflicted on them by the US
trade boycott and by the indrances to
East—West trade generally at the height
of the Cold War. The association remained
more or less a paper organization, how-
ever. The period up to Khrushchev’s de-
stalinization policy and the upheavals in
Poland and Hungary in 1956 really was
characterized by Soviet economic exploi-
tation of the East European states, espec-
ially the GDR. On the basis of careful cal-
culations Marer (in an earlier work) came
to the conclusion that the magnitude of
the net flow of resources from East Eu-
rope to the USSR was of the same order
as that from the United States to West Eu-
rope under the Marshall plan.! It is worth
while noting in this context that after the
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price rises in 1973 and 1979. The ”Gold-
en years” 1968—1973 with an annual
growth of 7 per cent were followed by al-
most zero growth in 1979—1981. Due to
the increase in oil prices, Hungary’s terms
of trade deteriorated with 20 per cent be-
tween 1973 and 1980. This amounted to
a loss of 10 per cent of the national in-
come. Hungary is continuing her price re-
forms nevertheless. The motivation is,
with the words of the head of the Hunga-
rian Materials and Prices Office, Csikds-
Nagy, that “monetarization” of the econ-
omy is the best way of accelerating the
reform programme.?

Although Vajna gives a fair and perti-
nent analysis of the Hungarian reform
policy up to the early 1980s, it is not
quite clear neither in this volume nor in
the other two under review, how out-
standing the Hungarian example really is.
While the chapters by Nove, Korbonski
and Melzer, mentioned above, as well as
the chapters by Brus (on Poland), Kosta
(on Czechoslovakia), Kaser and Spigler
(on Romania) and Singleton (on Yugosla-
via), all in the Nove-Hohmann-Seiden-
stecher volume, and the chapters by Mon-
tias (on Romania) and Shabad (on the
USSR), both in the Marer-Montias vol-
ume, give the by now common, gloomy
picture of economies in decay, deliberate-
ly depriving themselves of their best econ-
omists (this goes especially for Poland
and Czechoslovakia), Vajna’s chapter on
Hungary is different, as any chapter on
Hungary must be.

Not that the position of Hungary is
not precarious. It is. Vajna’s analysis
draws up to 1979. His conclusion — fore-
cast — is that Hungary will continue with
her socialist market economy, “with
more or less success according to the
world economic situation”.?! Hungary,
while being, of course, still a member of
CMEA, is tying herself to the capitalist
world economy. This economy now is in
a state of deep recession. It is interesting
to register the Hungarian reaction in face
of these “objective difficulties”.

Discussing the necessity — for an econ-
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omy as dependent on foreign trade as
Hungary’s - of fitting CMEA into the in-
ternational monetary and price system,
Csikds-Nagy argued en 1982 that ”’in con-
trast with earlier ideas, the CMEA coun-
tries have to take initiatives separatedly”.
The Hungarian ones aim at making the
forint convertible.?? It is to be remem-
bered, when discussing the Hungarian
way, that the alternatives that the deci-
sionmakers in the CMEA countries faced
were either to rationalize and relax the
administratively planned economy, or to
introduce a socialist market economy.
Hungary and Czechoslovakia chose the
second way in 1968, but Czechoslovakia
was soon forced to leave it. She had to
adopt the first alternative, thus joining
the remaining CMEA countries. The posi-
tive results of this way have been meager
indeed, as Hohmann points out.?® Poland
is the best known and most obvious case,
of failure but Czechoslovakia and Roma-
nia are not far behind on the road to dis-
aster.?*

Viewing the problem from an all-CMEA
perspective, Marer and Montias describe
the necessary choice as one between im-
posing supranational authority over the
members and developing comprehensive
economic reforms. The latter must con-
sist in economic — not just administrative
— decentralization, change of the price
mechanism, and making the currency
convertible.?® Only Hungary has chosen
the second alternative. The consequences
are far-reaching, as noted by Hungarian
economists. The director of the Hungari-
an Institute for World Economy, Bogndr,
has underlined that Hungary’s further
adaption to the world economy is neces-
sary for the country’s survival. This adap-
tion is not just a matter of the economy
but entails “substantial” changes in the
social and cultural structure and in the
organization of science. The former sta-
bility, based on the international isolation
of the country, is gone, and the regime
must find new ways of integrating socie-
ty.? The stakes are high, as was spelled
out in 1982 by another economist work-

ing in Bogndr’s institute, Béla Kdddr, in
an article with the telling title ”Preparing
to meet the challenge”.

Kdddr noted that the decision from
1977 to continue the economic reforms
were given new emphasis in a Party reso-
lution in June, 1982. He concluded:

”The reform policy has to take into
account that a switch to a more
competition-oriented growth course
or social environment clashes with
the conditioning of several decades,
and in the absence of suitable prep-
aration is likely to produce more,
and make more visible successes
and failures. Society has to be psy-
chologically prepared, and armed
with a new set of values to accept
the more conspicious success of a
few, and to bear the inevitable fail-
ures and conflict situation. That is
(,) a broad transformation of social
views has to take place. — — — It is
increasingly recognized today that
the success of the reform, cutting
short the phase frought with the
most severe ordeals, ultimately de-
pends on the extent to which socie-
ty is able to shape the non-econom-
ic conditions of progress.”?’

As both Korbonski’s and Brus’s analyses
were completed before the Polish August
in 1980, there is no discussion in the vo-
lumes under review of Solidarity’s and
KOR'’s programmes. It should be noted,
however, that the leaders of the reformist
opposition in Poland in 1980—1981 were
well aware of the importance of the
broader cultural, social and political impli-
cations of deep-going economic reforms,
i e, the factors the Hungarian economists
have pointed to.%

It is a commonplace to note the ob-
vious truth that the Hungarian NEM was
a parallel to what the Czechoslovak re-
formers 1968 tried to accomplish. In a
quiet way the Hungarians have done with
the Czechoslovaks were forbidden to do.
It has been pointed out that the political
setting was different and working in Hun-
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gary’s favour. Imre Nagy had not, in 1956,
contaminated the idea of economic re-
forms, as he did not propose any, and by
1968 Kdddr had a firm political control
over all groups of the population. The
most recent development suggests that
the Hungarians now — quietly, again —
are doing also what the Poles were for-
bidden to do in 1981. The combination
and concrete actions of the social classes
have been different in the two cases, but
the substance of cultural, social, and hence
political change, seems to be similar.

It is also a commonplace to note that
petty — and not so petty — corruption
has become almost endemic in the cen-
trally planned economies. Poland and
Bulgaria are especially mentioned in the
books here under review, but the phe-
nomenon is well documented also regard-
ing the USSR.? Economic corruption
probably is a structurally determined ef-
fect in a centrally.planned economy with-
out mass terror.*® Trying to fight it with
exhortations and slogans most probably
will not be successful. Again, it is instruc-
tive to look at the Hungarian example.
Csikds-Nagy frankly admits that the rise
of the so called “’second economy” was a
result of “the traditional organization of
the socialist economy”, adding that the
new forms of organization may be con-
sidered as a method to reduce the second
economy; to make a number of previous-

ly illegal activities legitimate” 3!

Curse or blessing — or both?

Both the Marer-Montias and the Nove-
Hohmann-Seidenstecher volumes contain
analyses which give valuable insights into
the intimate relationship between econo-
my and politics in the European CMEA
countries (and in Yugoslavia and Albania
as well). Abonyi and Sylvain (in the Mar-
er-Montias volume) observe that previous
research on CME “’has suffered from a
lack of communication between political
scientists and economists”. They note
that integration” has been an object of
research for political scientists but critici-
cize both the ne-funcionalist” and the
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transactions-communications” approach-
es for being Westem ethnocentric. They
argue that as the countries making up
CMEA were ’mobilization regimes”, the-
ories built upon notions of mutual mate-
rial benefits (nee-functionalism) or a sense
of common identity (transaction-com-
munication approach) are not the appro-
priate tools of analysis. They opt for de-
pendence theories as more useful.3? The
reasons are good, being just the top-heavy,
autarchic structure of mobilization re-
gimes but also the relative weight of the
USSR, which tend to make relations be-
tween the Soviets and the other CMEA
members relations of dependency; Capo-
raso, in a rejoinder to Abonyi and Sylvain,
choses the term interdependence as a sub-
stitute for the mis-nomer “integration”.*?
It is strange, however, that none of them
refers to the pioneering work of Zimmer-
man, who has actually tested dependency-
approaches in analyses of CMEA — and
done so successfully.>

Except stating that the trade structure
in CMEA is characterized by a flow of
fuels and raw materials from the USSR to
the other states in exchange for products
of the process industry,and that the terms
of trade have been deteriorating for the
smaller states, which are poor in raw ma-
terials and oil, the volumes under review
do not give a conclusive answer to the
question, whether belonging to the CMEA
has been a blessing or a curse for the East
European countries. The question is diffi-
cult to answer in an unequivocal way, as
the answer will depend on which alterna-
tives are suggested. That it is not a case of
outright Soviet economic exploitation is
clear, but the matter is not settled with
this observation. Perhaps the best expres-
sion of what might reasonably be said has
been made by Vanous, in an article pub-
lished recently.

Vanous underlines that economic rela-
tions are subordinated to political expedi-
ency within CMEA. On the one hand, the
USSR has subsidized the other states in
the bilateral trade, thereby helping them
to reach a higher economic level that

would have been possible otherwise, given
the established economic model. On the
other hand, the Soviet subsidies can be
viewed as a lind of payment for contin-
ued restrictions on national sovereignty.
The blessing thus is mixed, to say the
least. Vanous argues that an independent
Eastern Europe, free to restructure her in-
temal and external economic relations,
would be more productive than she is to-
day. The trade subsidies probably do not
compensate for the low productivity of
the economic system, which has been en-
forced upon the other European CMEA
states by the USSR: ”Without necessarily
intending to do so, the Soviet Union may
have seriously damaged the ability of East
European economies to become competi-
tive and thereby have threatened their
long-term viability.” 3

The results of the analyses in the Mar-
er-Montias and Nove-Hohmann-Seiden-
stecher volumes implicitly suggest, and
Vanous explicity states that the basic ra-
tionale behind CMEA is not economic,
but political. It should be viewed, prima-
rily, as part of the USSR’s political secu-
rity system and not as an East European
counterpart of the EEC. This interpreta-
tion, by the way, makes Hungary’s “devi-
ation” explicable. She may turn her back
to CMEA, in certain respects, as long as
she remains politically loyal to the USSR
and a trustworthy member of the Warsaw
Pact, as long as economic pluralism is not
accompanied by political pluralism.

CMEA 1949 and in the 1980s:
full circle

It should be noted regarding the NATO-
colloquium volume on CMEA energy pros-
pects that the focus of interest is on the
main supplier, the USSR. The uncertainty
of the data concerning the Soviet reserves
of fossil fuels is stressed. The internation-
al political implications of the recent So-
viet policy of letting the smaller CMEA
countries turn to the world market to sat-
isfy part of their demand, is discussed.
Professor Cobb, from the US Military
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after 1925 horizontal as well as vertical
diversification received much more prior-
ity. According to Harvey the major expla-
nation for the change in strategical ap-
proach was the appointment of Sir Auck-
land Geddes as chairman of the board in
1925. Increased competition in the world
copper market was of course another con-
tributing factor. From the end of the 19th
century increased merger activity had
brought companies like Anaconda, Cal-
mut and Hecla, Phelps Dodge and Kenne-
cott, to very strong market positions and
the hegemony of Rio Tinto in the world
copper market was seriously threatened.

In political terms Rio Tinto’s relation-
ship to Spain was fairly stable and benefi-
cial to the company until the era of Fran-
coism began. After the civil war a nation-
alist financial and industrial oligarchy
emerged and came to exercise a substan-
tial influence on the policy formulation
of the regime.

Partly because of the very fragile eco-
nomic situation in Spain after the civil
war, and partly because of the policies
vis-a-vis foreign capital adopted by the
Franco regime, Rio Tinto began to find it
increasingly difficult to run the mine. Al-
ready in 1943 the board of Rio Tinto
started negotiations with different Span-
ish banks concerning a sale of 66 per cent
of the mine. After several failures a sales
agreement was finally signed in 1954 and
a Spanish company, Companhia Espanola
de Minas de Rio Tinto SA, was formed,
where Rio Tinto held a 33 per cent inter-
est. Rio Tinto could thus realize valuable
assets that could be put to productive use
in other parts of the world.

The global expansion

When the profitability of the Spanish as-
sets had begun to decline, the company
was more than compensated by the en-
gagement in Rhodesia’s copper belt. Orig-
inally Rio Tinto had not been involved in
the opening up of Rhodesia’s copper
wealth. But as US capital began to seri-
ously threaten British and South African
interests, Ernest Oppenheimer, head of
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the Anglo-American empire, tried to raise
new capital to combat the Americans by
inviting Rio Tinto and the Rothschilds.
Once the door had opened, Rio Tinto
moved quickly, and managed to acquire
a dominant position in Rhodesian copper
mining in association with Oppenheimer.
The Rhokana Corporation, the final re-
sult of a series of merger activities bring-
ing together various smaller Rhodesian
mining firms, was a joint undertaking be-
tween Rio Tinto and Oppenheimer’s Rho-
desia Anglo American Corporation. Rio
Tinto held around 25 per cent of the is-
sued shares in Rhokana, but nevertheless
managed to play an important role in di-
recting the activities of Rhokana.

When Mark Turner became chief ex-
ecutive in 1947 a new era of expansion
was initiated. Projects were started up in
South Africa, Uganda and Portugal. The
experiences gained from the post-civil war
period in Spain came to influence the for-
mulation of the new strategy. Investments
should be made only in politically stable
countries; minority shares should be of-
fered to local interests and subsidiary
companies should be more independent
in their decision making thus, by 1954,
the ground had been laid, both strategi-
cally and structurally, for the transforma-
tion of Rio Tinto into a modern multina-
tional enterprise.

Conclusions

What are the general findings of Harvey’s
book? According to himself there are pri-
marily four:

e In most business studies too much at-
tention has been given to high level man-
agerial activity. The Rio Tinto case shows
how low order activities have been quite
influential in shaping the longterm health
of the company.

e Dominant minority shareholders can
profoundly influence business strategies.

e The British government was quite
committed to support the interest of
British companies working overseas.

e Public relations activity is essential for
the success of several industrial projects.

None of these findings seems particu-
larly interesting. This is not surprising,
however, as Harvey’s main ambition is to
tell the story of Rio Tinto in a straight-
forward empirical manner. He does not
embark on any theoretical adventures,
which I think is unfortunate. An attempt
to put the study within a theoretical
framework, for example within a theory
on the internationalization of capital,
would probably have enabled him to
structure and problematize his study in a
much more interesting way. As it stands
now Harvey’s outlook is from the board-
room. This perspective leads him to con-
centrate a lot of attention on the activi-
ties of leading company executives. The
primacy attached to the decision making
of the board is, for example, reflected in
the periodization of the company’s histo-
ry. The first phase ends in 1925 when
Geddes takes over as chairman of the
board. A new expansionary phase is en-
tered in 1947 when Mark Turner becomes
chief executive and Val Duncan’s entry
on the stage represents the present phase.

By applying a board room perspective,
Harvey quite often tends to regard the ac-
tion of the leading executive as a major
explanatory variable. In my opinion this
is a very limited approach for understand-
ing the process whereby an mining com-
pany develops into a modern multinatio-
nal conglomerate.

However, if we judge Harvey’s book
for whatit is — a detailed story of the eco-
nomic development of Rio Tinto through
the eyes of the management, it obviously
has several merits. Harvey was given ac-
cess to previously unutilized and unac-
cessible source material in the archives of
the Rio Tinto-Zinc Corporation. The ma-
terial is skillfully handled and the story is
well told. The study therefore has a sub-
stantial informative, but less so analytical,
value.
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