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1. © Y: IN THE COURSE OF AN HOUR LONG DIS-

Cussi MBER & WITH VISITING COUNSELOR DERWINSKI, “
180 NJEGOVAN (PROTECTL, PRESIDENT OF THE YUGOSLAV l
GROUP OF THE INTER-PARLIAMENTARY UNION (1PU), EM-

PHASIZED THE YUGOSLAV FEDERAL ASSEMBLY’S SUPPORT FOR

THE RECENTLY ADOPTED GUIDELINES FOR THE LONG-TERM

PROGRAM OF ECONOMIC STAOILIZATION. NJEGOVAN ALSO COM-

MENTED ON YUGOSLAV PARTICIPATION IN THE UPCOMING IPU

MEETING IN SEOUL (SEPTEL). END SUMMARY

{U) ACTION REQUESTED: NONE.

3. (C) COMMON ECONOMIC POLICY. IN SUMMARIZING YUGO-
SLAVIA’S RECENT DOMESTIC CONCERNS, NJEGOVAN CITED

AS THE GOVERNMENT’S MAIN ACHIEVEMENT THE ADOPTION OF
A “COMMON ECONOMIC POLICY," BY WHICH HE WAS REFERRING
TO AGREEMENT REACHED IN LATE JULY BY THE VARIOUS
FEDERAL BODIES AND THE REPUBLICS AND PROVINCES TO
ADOPT THE CONCLUSIONS OF THE PROGRAM FOR LONG-TERM
ECONOMIC STABILIZATION DRAWN UP BY THE KRAIGHER COM-
MISSION.
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WORKING OUT AGREEMENT ON THE REFORM GUIDEL INES, AND

HE STRESSED THAT AGREEMENT HAD BEEN COMPLETE. HE
PARTICULARLY EMPHASIZED THAT THERE 1S NO/NO FOUNDATION
TO RUMORS THAT DISAGREEMENT PERSISTS BETWEEN THE
ASSEMBLY AND THE FEDERAL EXECUTIVE COUNCIL (FEC, OR
CABINET) ON ECONOMIC POLICY. COMMENT. BEFORE THE
KRAIGHER COMMISSION’S CONCLUSIONS WERE ADOPTED THERE
WAS voriFERntic DEBATE, PARTICULARLY IN THE ASSEMBLY, 87
AND ¢ WAS NOT A FOREGONE CONCLUSION.

NJEGC VE BEEN REFERRING TO RECENT ’
CRITICISM OF THE FEC AND ITS ECONOMIC POLICY BY THE CROATIAN 2

TRADE UNION CONFEDERATION (CUC). THE CTUC WAS PARTICULARLY
CRITICAL OF THE UNFREEZING OF PRICES THAT LED TO
THE AUGUST PRICE EXPLOSION
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5. LOOKING AHEAD IN ANSWER TO REFTEL’'S QUESTION »
ON THE OUTLOOK FOR CREDITS AND LEVERAGE, MANY IN THE
FRG AND ELSEWHERE EXPECT THE GDR TO BE ASKING AGAIN
FOR BIG AND UNTIED LOANS. HOWEVER, THERE REMAINS
CONSIDERABLE UNCERTAINTY ON HOW MUCH THE GDR MIGHT BE
WILLING TO PAY, OR HOW FAR THE FRG MIGHT GO IN TRYING
TO EXPLOIT ITS POSSIBLE LEVERAGE. WE DEFER TO
EMBASSY BONN ON THE FRG'S LIKELY POSTURE, B8UT EVERY-
THING WE HAVE ON THE GDR SIDE SUGGESTS THE EAST
GERMAN LEADERS WILL DO THEIR BEST TO "PAY" AS

LITTLE AS POSSIBLE (AS THEY DID FOR THE FIRST LOANJ,
AND THAT THE DOMESTIC POLITICAL PRESSURES ARE OF A VASTLY
DIFFERENT CHARACTER THAN THE SITUATION OF 1953,
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decentralization in general, which has become a Yugoslav
hallmark. The leadership does not want to push too hard for
controls from Belgrade, which would be anathema to some of the
country's national groups. The GOY is fearful that a general
rescheduling would be accompanied by outside pressures for
central controls going beyond what is politically tolerable if
done more gradually and by the Yugoslavs themselves.

The Yugoslav leaders are also concerned about the broader
implications of reaching an economic nadir in which
rescheduling becomes necessary and of what is seen in
Yugoslavia as a Western refusal to help. We are already
hearing comments from influential Yugoslavs that the West has
decided to "abandon" Yugoslavia. Most of these persons are
well-disposed to the West and all of them want Yugoslavia to
remain truly nonaligned and politically and economically
independent of the USSR. GOY leaders have watched with concern
the expansion of the Yugoslav trading relationship with the
Soviet Union, as Yugoslavia's ability to buy and sell in
Western markets has stagnated or diminished.

For all of these reasons, the Yugoslav leaders view the
prospect of general rescheduling not as a new beginning or
fresh start but as a formal admission of failure. Directives
from outsiders regarding conditions to be met for rescheduling
would be a serious blow to Yugoslav pride. One cannot predict
how serious the "abandonment" syndrome will become, or how this
will change attitudes within Yugoslavia toward the West and the
U.S. in particular. In any event, the top leaders are deeply
worried that rescheduling will be widely interpreted outside
Yugoslavia as symbolizing the failure of the vaunted Yugoslav
alternative to traditional, centralized communist control. 1It
would also, in their view, project economic and leadership
weakness so serious as to leave the country vulnerable to
outside pressures. Foremost, of course, is concern over
potential Soviet pressures for concessions in political and
military areas.

GOY top political leaders still hope that something can be
done to give their economy an extended lease and avoid reaching
the point where general rescheduling is unavoidable. Unpopular
domestic measures have been taken. Gasoline has been rationed,
politically-sensitive and potentially~-destructive limitations
have been placed on travel abroad and access to private hard
currency accounts, and the dinar has been devalued. Growing
economic strains could interact with the latent nationality
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problem leading at some point to increased domestic unrest. The
choices before the top Yugoslavs over the next few months pose
a serious test of the post-Tito leadership and perhaps the
greatest challenge since the 1948 break with Stalin.

The Yugoslavs recognize that their independence hinges on
internal stability and the country's economic viability. They
also believe that American perceptions and interest coincide
with their own in this respect. This seems to explain why the
leadership, despite its suspicions and desire to avoid
dependence on either "super power®, has turned first to us.
Examples include then-President Kraigher's meeting with the
President at Cancun, Foreign Secretary Mojsov's
Westward-looking inaugural foreign policy address this summer,
and President Stambolic's July letter to the President asking
that he support Yugoslavia's loan effort.

2.U.S. INTERESTS:

Yugoslavia's unity and stubborn independence of "blocs"
serves our strategic interest in the Balkans and Mediterranean
as well as our political interest in encouraging the
attenuation and eventual dissolution of the Soviet empire:

a. Geopolitical:

The Adriatic is an open sea, the Warsaw Pact is denied
bases there, and the Soviet threat to NATO allies Greece and
Italy and to the Middle East is, as a consequence,
substantially less. Yugoslavia controls the only air corridor
from the Warsaw Pact to the Mediterranean and the Middle East
through non-NATO airspace. The Soviets are denied Adriatic
airfields. Thus they have no tactical air support for the
Soviet Mediterranean Fleet. The Yugoslav ground defense is
primarily geared to repelling an attack from the Warsaw Pact.
It is presumably determined to block any move through northern
Yugoslavia by Pact forces seeking to enter northern Italy via
the Gorizia Gap.

b.

U.S. economic interests in Yugoslavia are substantial. The
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Yugoslavs have purchased billions of dollars worth of U.S.-made
industrial equipment, agricultural products, and manufactured
goods ($6.3 billion since 1965). The presence of well-known
U.S. and other Western products throughout the country
constantly underscores the efficacy of the industrial
democracies in producing a rising standard of living and the
material well-being associated with Western life. Seeing this,
the Yugoslavs have continued to work toward a market-oriented
economy, seeking to stimulate their firms to greater
efficiencey through competition with foreign firms both in
export and domestic markets. Foreign private investors are
welcomed, and the U.S. is the largest foreign equity investor
in Yugoslavia. Yugoslavia is a full member of the GATT, the
IMF, and the World Bank. All this takes place under a system
that is nominally socialist, greatly magnifying the Yugoslav
example's impact on its neighbors to the East.

c.POLITICAL

Yugoslavia, the prize that eluded Stalin in 1948, has not
been forgotten in the Kremlin. The U.S. gave Tito the help
that was essential to keep Yugoslavia independent while he
began the slow process that has resulted in opening Yugoslavia
to the West and permitted evolution in the direction of
pluralism, and fostered receptivity to Western attitudes and
culture. As a result, Yugoslavia is now well along a course
that is the envy of the Eastern European countries of the
Warsaw Pact (with the partial exception of Hungary), and is
gradually evolving in the direction of peaceful democratic
change. What happens in Yugoslavia has obvious implications
for future developments with respect to Romania and other
Eastern European countries.

A protracted Yugoslav economic crisis accompanied by a loss
of faith in the West could lead that country in several
possible directions, none of them in our interests. As a
coalition of historically-warring national groups and
economically-disparate regions, Yugoslavia is not easy to

govern - especially by committee - even in the best of economic
t : 1 o i b}

dritt, e 1t litd iins, would lead to
increased domestic dissention. If matters continue on their
current downward course, it is difficult to foresee any
scenario which would not, inter alia, undo much of the progress
over the years in that country's gradual democratic evolution,
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including human rights gains. The Yugoslav model, publicly
discredited as an effectively functioning economic system and
stripped of its democratic trappings, would lose its luster as
a beacon for pluralism in the communist world. A prolongation
of Yugoslavia's problems could threaten that country's
independent course and seriously weaken Yugoslavia's ability to
withstand Soviet pressures for political and military
concessions.
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