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SUB-COMMITTEE ON SOVIET ECONOMIC POLICY

"ECONOMIC REVIEW OF EASTERN EUROPEAN COUNTRIES AND THE
SOVIET-OCCUPIED ZONE OF GERMANY

Note by the Chairman

In the light of the preliminary exchange of views in
the Sub-Committee during its last meeting on Thursday, 9th September,
on the draft summary report prepared by the International Staff on
the economic review of Eastern European countries and the Soviet-
Occupied Zone of Germeny, the Economic Directorate has prepared the
attached revised version of this draft in an attempt to take into
account the suggestions mede by some members of the Sub-Committee.

26 This revised text incorporates the amendments presented
by various delegations and differs from the original text in that
the summary and conclusions have now been presented at the
beginning of the_document while the snslytical part starts at
paragraph 8. Both thé original text AC/89-WP/4168 and the attached
revised version will be put on the Agenda of the next meeting of
the Sub-~Committee to allow the delegations to decide on the layout
to be adopted for this report to the Committee of Economic Advisers.

(Signed) A. VINCENT

OTAN/NATO,
Paris, XVlie.
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SUB-COMMITTEE ON SOVIET ECONOMIC POLICY

ECONOMIC REVIEW OF FASTERN EUROPEAN COUNTRTES AJD THE
' ‘ SOVIET-OCCUPIED ZONE OF GERMAVY

Note by. the Chsa 1rman of the Sub—Commlttee

1 In the light of’ récent ‘developments in the Communist
countries of Eestern Europe{4) it has been thought desir-ble to
improve the pooling within NATO of informstion on the current
economic situation of these countries for the purpose of asrriving
at an agreed assessment of their future economic development znd
trade prospects. The Sub-Committee on Soviet Economic Policy was
entrusted with undertsking such economic reviews on the basis of
reports to be prepared by NATO countries having a special interest
in a particular Eastern Eurcpean country(2).

2, The United States Delegation volunteered to begin this
new exercise by a note on the Rumsnisn economy which was discussed
in the Sub-Committee on 6th November, 41964 ; an Itzlian note on the
Czechoslovak economy was discussed on 11th February, 1965, a French
note on the Polish economy on 25th February; a Germ:n note on
the Soviet-Occupied Zone on 29th April; a United Kingdom note on
Hungary on 24th May, and a German note on Bulgsria on 2nd July, 1965.
High-ranking nationzl officials including representstives of HATC
countries stationed in the capitals of the Eastern European countries
concerned took part in these examining sessions., On each of the
countries so far examined a summary report has been sent to the
Council through the Comnmittee of Economic Advisers(3).

36 During this exercise, the Sub-Committee bore in mind a
previous report(l) which the Committee of Economic Advisers, advised
by national officials, had prepared last year following instructions
by the Council "to meke recommendetions as to such economic measures
as might be taken by NATO to loosen the ties between the USSR =nd
the various satellltes"(S) other NATO studies, completed or under
way, on general economic developments within the E=stern European
countries, these countries' relstions with COMECON, their trede with
NATO countries, etc., have also been taeken into con51derat10n(6)

(1) Throughout this study the expression excludes the USSR,
Albania and Yugoslavia,
%23 AC/89-R/55, Item I.
3 C-M(65)18 on Rumsnia;
C-M(65)41 on Czechoslovskiajg
C-M{65)42 on Poland;
C-M(65)63 on the Soviet-Occupied Zone;
C-M(65)57 on Hungary:; and
C-M(65) .. Oon Bulgaris,
See C-M(64)78.
C-R(63)58, paragraph 50,
See AC/127-WP/153(series) and other documents listed 2t
Annex to AG/89-A/70.
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L, The Sub-Committee felt that the Committee of Economic
Advisers and the Council might be interested to receive a general
review summarising the results of the studies on the individual
countries and compsring their present economic situation znd future
trends, in particular ss regards external trade.
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ECONOMIC REVIEW OF EASTERN: EUROPEAN. COUNTRIES AND- THE -
SOVIET- OCCUPIED ZONE OF GBRmAL’ -

Summary Report by the Sub- Commlttee on Sov1et Economlc Policy

A. SU“MARY AND CONCuUSIOWS

e The economies of the flve Communis t countrles of Eastern
Europe and the Soviet-Occupied Zone of Germany have sll .developed
gquickly during- the post-war period but, since the beglnnlng of the
1960"'s, the high growth rates of industrisl production have declined,
most markedly in.the more advanced countries of the region. Recog-
nising that a system of strict centralised planning and control works

-less efficiently the more. SOphlSthcth productlon becomes, the

Eastern European leaders began to introduce some merket elements into

- their economies. The most far-resching reforms h-ve recently been

introduced in the two most industrislised countries of the region,
Czechoslovekia and the Soviet Zone, while the others sre still dis-
cussing and experimenting, like . the Soviet Union along the lines of
the Libermann propossls- of 1962° Though it is yet too early to judge
the effectiveness of these reforms and experiments, it ¢ nnot be

- excluded that they might one. dey improve economic perform: nce,

Attempts are also being made. in some countries  to make agrlculture

- more productive by improving 1ncent1ves for collectlve and state

farmerso

: 2. ‘ The - Sov1et Unlon is the predominant tradlng partner of a1l
the countrles under review, but the share of NATO. countries  in the
latter's trade is also quite important snd much greater than that of

-Communist countries in NATO countries'-trade. According to Eastern

European- statistics, whlch are believed to under-estimzte the impor-

. tance of the countrles trade with the Weut - the shzre of the

Soviet Union 2nd of NATO countries in the Ecstcrn uuropeun countrleu
forecign trade turnsver in 1963 was:

Share of Share of

: - -Soviet Union : NATO countrles

Bulgaria . 55% . . 13%
Soviet-Occupied- Zone » - :

of Germany IR ua% (53&)(1) 185% (7ﬁ)(2)
Rumania ° o u2% - 20%
Czechoslovacla N ITs o , 1 0%
Poland - S % 20%
Hungary * > . 3L4% : 4 5%

(1) 148% if 1ntra—German trade is 1ncluded 53% if it is excluded-
from. the Zone's total forelgn trrde turnover° .

(2) 18% if intra-German trade is included, 7% if it is excluded@.

-5~ NATO CONFIDENTIAL



DECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE - MISE EN LECTURE PUBLIQUE

NATO CONFIDENTIAL - -6—

"AC/89-WP/168(Revised)

3, - Though all Eastern European countries wish to expsnd their
trade with the West to raise the guslity of their own production -
and in the czse cf the Soviet-Occupied Zone 2lso to become indepen-
dent . from West German deliveries and to win diplomatic recognition -
they would certainly resist a shift which threatened to attain
dimensions that might provoke Soviet counter-measures. The varying
degreeg of dependence on the Soviet Union set the limits to which the
Eastern European '’ countrles can allow their trade links with the
former te slacken, - . Rumeniz with its solid raw matcrial

- base seems to be in a somewhat more faveurable position than the

other countries.’ Hungary, the Eastern European country with the
largest share ef NATO trade before the 41956 revolution, might be
allowed by the Soviets to re—establish its ¢ld ties with -the West, .at
least to a certain degree. Alsc in the case of Bulgaria, there seems
to be a Tair chance for a con31derable expznsion oft NATO countrles
trade, as in that country the economic weight of the Soviet Union‘is

:'so strong that the latter can well permit a further substsnthl
- increase in the country's trade with the NATO countries. In Pdland
‘and Czechoslovskia, and in perticular the Sovie t~-Occupied Zone of

Germanys political end military motives seem to be so overwhelming
thet probably none of their régimes would be =ble or willing to under
take any action that might arouse susplclon in the Soviet Union, even
if it would be economically advantageous to them; on the-other hand
the great political dependence of these countries cn the Soviet Union

..might make the latter less reluctant to agree to an intensification

of their trade relstions with the West considering that such a

'co~operatlon would increese the industrial capacity of these countries

and thus be an asset for the Soviet Unlon 1tselfe

hc None of the Eastern European countries, ‘with the probable

- exception of Bulgzria, is satisfied with the benefits derived from

COMECON, -but they. cannot be expected to leave this org cnization; the
urge for such 2 step has probsbly weakened as, for the time being =%
leest, the organization has-abandoned its more ambitious plins.

" 5. . As past developments have shown, a mere exponsion of trade

between NATO countries and the Communist countries of Eastern Europe

does not automatically. reduce the share of the Soviet Union in the
%atter s trade. During recent years, this has only becen the case for
umenia, whereas in the case of Hungary a substantial incre:se in the
USSR's share was accompanied-by a considerable reduction of the share
of HATO countries, i.e. Rumania and Hungary secm to be the only
countries where an expansion of NATO countries' trade would contribute
directly to a lessening cf these countries' economic ties witn the
Soviet Union. All the other countries secem to expand their trade with

NATC countries 81mu1tqneously with their trade with the Soviet Union -

a pnenomenon which is comprehensible, given the great interdependence
of their economies with the Soviet economy: the demand for Soviet raw
materlﬂ;s and energy grows in proportioh to these countries' exports
of finished =nd semi~finished goods to NATO countries. :

NATO CONFIDENTIAL ~6-
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6. Though the-commodity structure of the Eastern European
countries' exports to the West is undergoing important changes, trede
relations with the West will continue to -be limited by the small
range of goods thesé countries have to offer, the poor cguelity of
these goods, the inadequste servicing facilities, etc., snd also by
the qucntltetlve and-other. restrictions which hamper the entry of
these countries’ exports into Western m-rkets,

o .
L0 9 .

__A'7° As far as the economic pollcy of NATO countries is concerned,
the Sub-Committee feels thzt, 'in spite of the various obstaclesIEmper~
ing trade with the Ezstern European countries snd the fact thet 2 mere .
expansion of NATO countries' trade with these countries will not
necessarily reduce their economlc dependence on the Soviet Union:

(i) NATO countries should continue to encourage trede .
relations with the Eastern Europesn countries:
indeed, in the sbsence of such encouragement, their
present share in the trade of these latter countries
might significantly decresse; in addition, there may
be a2 1link between trade with the West and the extent .
to which economic reforms are introduced in E:cstern

" Europe: on the one ‘hand such reforms, as they leave
greater freedom to the individual enterprises in the
choice of their suppliers and customers, m:cy in the
future favour an expansion of trade with the Westy -
on the other hand this expansion of trade, even when
accompanied by an increase of trade between Eastern

~ Europe and the Soviet Union, may help in moking new
economic measures work smoothly and thus contribute
towards 1ntroduc1ng in Eastern Europe an element of
freedom which may grow and even have a liberslising
_effect on the polltlcal life of these countriess

(ii)  they should endeavour to facilit=zte the access of
B Eestern European products to their markets by what-
'~ ‘ever measures they feel appropriste, teking cere,
~ however, not to damage the legitimete interests of
" other countries, especislly those of the free world
‘which rre still in the course of decvelopment. In
particular, they might- ‘explore the possibility of
‘removing gquantitative restrictions on goods 1mported
from Ecstern EBurospean countries on condition that
these countries undertske to avoid sny action likely
‘to disrupt Western markets. In addition, Western
European countries should give close consideration
to “the approaches made by some Ee stern European
countries to internationsl economic orgznizstions
such as GATT; it appears, indecd, that the outcome-
of the conts cts made by Poland Jlth GLTT, in the
framework of the Kennedy Round, and with the
European Economic Community, w111 strongly influence

—7- " NATO CONFIDENTI L
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the attitude of other Eastern Europe‘n countrles
- towards Western economic organlzatlons.__Wostern
‘countries should also further examine the problem-
of extending credits to Eastern European countries,
tsking account of the need to avoid giving state-
trading countries the cpportunity of plrying off
one Western firm agoinst snother: in the view of a
number of delegstions, NATO countries should aim &t
~ co-ordin~ting their credit policy towsrds these
countries, r. problem which-h~s not becn fully dis-
-. cussed in the course .of this exercise: in genersl,
Western countries should pursue sn economic policy
- Flexible enough to allow them to exploit any oppor-
- tunity th~t future economic developments in Esstern
- Burope may offer, bearing in mind the numerous
differences among individuzl countries with respect
to .such factors as. their size, geogrsphical situa-
.tion, history, stage of development dependence on
~the Soviet Unlon, etc-

(iii) “they should continue to. study, in NATO, economic

o ‘developments in the individucl .E:zstern Buropean
countries and slso to consult on the economic
policies which may be ocpplied to Enstern European
‘countries. with a view to furthering the intercsts
of the Alllﬂnce@w . ) -

B. INTERNAL ECONOMIC SITUATION

(a) Aren and Populﬂtlon -

8; " The flve Communlst countrles of Eastern ‘Europe =2nd the
Sov1et-00cup1ed Zone of Germany cover sbout 4 million so.km. or 20%
of the BEuropean continent, excluding the Soviet Union, The indivi-
dual countries differ considerably in size: Polznd and Rumsnis arc
comparatively lerge (313,000 sg.km, and 238,000 sg.km, respectively),
while Czechoslovakie, Bulgcrla, the Sov1et~Ocvup1ed Zone of Germany(4)
and Hungary cover only around 100,000 s¢.km. each(2)., Poland =and
Rumanis have long common borders w1th the Soviet Union, Czechoslo-
vakia and Hungary only smell ones, while the Soviet Zone and Bulgaria
are -divided from the USSR by Polsnd 2nd Rumsnis respectively. Three
of these countries have common borders with NATO members: Bulgrris
with Greece and Turkey, Czechoslovekir rnd the Zone vith the Federal

feg;bélc of Germany. Czechoslovski- =nd Hungory ere entirely land-
ocke B

9. Populatlon figures also dlffer substantizlly: Polsnd has
31 m¢1110n Rumenis 419 million, the Zone 47 million, Czechoslovzkis
14 ml*llon, Hungary 40 million and Bulgerizs 8 mllllon inhabitents, a
total of close to 100 million or 23% of the Europe an populetion,
that of the Soviet Unlon excluded

(1) The use of the word "country" with respect to the Soviet-

Cccupied Zone of Germsny does net imply that the Zone is
considered zn independent steote like the other Communist
eountries of Ezstern Europe.

(2) See Annex I.

NATO CONFIDENTIAL : -8-
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(v) General Develepment

10, Importent historical snd political factors have sh‘ped the
economies in the individuel Eastern BEuropean countries A8 & conse-—-
gquence of Werld War II a2ll countries were occupied by the Soviet
.Union which succeeded in installing Communist régimes, znd in
imposing its own social and economic system on.them. Poland under-
went. a profound geogrqphlcﬂl transtPmatlon Czechoslovakis and
Poland were trected us former: "allies"; they were 2llowed to confis-
cate German assets whieh, in the other countries, were clzimed as
"war booty by the Soviet Unlon- the 'Soviet-Occupied Zone was cut off
from the 211-German economic structure, its economy was dismantled
“and 1t hﬂd to pay fear hesvier reperstions than. the other former
Menemy™ countries, until the middle of the 41950's. After the 1956
‘revolutions in Poland and Hungsry, Gomulks introduced some flexibility
‘into the strict planning and control system and s1lowed collective
faormers to return to individual’ pessent farming while Keader tightened
the grip: and cut- off ﬂpny of the economic ?Pd other tle ‘with Western

countrlese

11. There are considereble differences in,the stagasof economic
development reached by the various countries,. Two of them -
Czechoslovakia and the Soviet-Occupied Zone of Germrny - cre highly
industrislised: their per capita GNP can be ¢stimated as zbout 25% to

, 30% higher than that of the Soviet Union and ebout equal to that of
a2 number of advanced Western countries. . Rumanis ‘and -Bulgaria are
.8til1 backward - -their per capite GNP's 2re only sbout. 60% that of
~the Soviet Union's; Hungary and Poland range in betveen, with per
capltq GNP's of cbout 75% of tha t of the Sov1ot Lnlone Tl e

_ ’120 The economles of all countrles under review propreeeed
oulckly during the second hzlf of ‘the 1950's, after reconstruction
- had been completed and the repsration claims of the Soviet Union ful-
. .filled, 1In recent years, however, ‘growth rstes have declined in 3ll
'countrles of the reginn, and .in purtlcul r in the more =sdvanced ones,
In 1963, Czechoslovakia was. hit by a severe economic crisis: the
o réglme officislly recognised o decline in ‘the n=tionzl income of L%,
- a striking refutation of the claim that the Communist system wos the
_ best guarantee for steady and raopid economic’ growth. ‘It would
“‘appear, indeed, that the rigid Soviet system of centralised plannlng
becomes 1ncreas1ngly 1nadequate as the economy developse

(c) Industrlql Productlon

13. 'In 1line with Communist econcmic doctrlne industry, =nd
esp601ﬂ11y heavy industry, was particulrrly favoured in all countries.
During the period 1960-6L, gross industrisl production rOSe =1 the
follow1ng annual -average rstes: Rumanie 15%, Bulgaris 11%, Hungsry 2 0%

. Polend 9% (as in the Soviet Union), Czechoslovekia and the Soviet-
Occupied Zone of Germany 6%. This corresponds. but inverscly to the
‘stage of development resched bty the respective courtrles ~nd c-n be
explclned by the fact thet high growth rates zre = ¢ ommon festure in
vthe flrst phasezof 1ndustr1ﬁllset10n,.. _ -
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(&) Employment

4. A major problem so far unsettled sppears to be the 1z bour
situation., Whereas labour shortages mzske themselves 1ncrea81ngly
felt in the developed economies of the: Sov1et-Occup1ed Zone of | .
Germany and Czechcslovaklag_all the other countrles,-ﬂnd in pprtlcular
Poland, are faced with open or hidden unemployment, = problem .which -
accoralng to Communist dogma was supposed not . to ex1st in any Soviet-
type economy, The p0831b111ty of drawing upcn the reserves of .-
unskilled agricultural lsbour .which.are.still abundant in most
countries has so far been one of the main sources of repid 1ndustr1ol
progress, but as an. 1mprovement in quality is now the mein requirement,
even in the less-de¥eloped countries of the region, the existence of
this pool of unskilled lebour is no longer suéh =a valuable asset;.,
Furthermore, there.do not seem to exist any practicable plesns for.an
exchange. of labour among the COMECON countries on a significant seale.
Even if such plans were adopted, the Eastéern European leaders would
have increasingly to concentrrte their- attentlon on technlcal tralnlng
program'neq for unskilled workers@ :

(e) Agrlculturea

15, ”Agrlculture is fully collect1v1sed 1n 211 countrles of the

region except in Pgland where individuesl farming still prevails; but

as the holdings are extremely sms11l znd government intervention is -
very extensive, this type of farming has not so fzr proved more
effective than collective agriculture as practised in the other coun-
tries of the regicn., During the lest five years, agrlcultural pro-
duction in Poland and Czechoslovakia has increased at an average- -
annual rate of 2% (as in the Soviet Union), against 4% for the Zone,
3% for Bulgarla and. enly 1% for Rumania and Hungary, . two countries
which, like ‘Poland, depend heavily on agricultural exports as earhers
.of foreign currency@,_As a2 consequence ¢f the poor results of agri-
cultural production, most régimes have recently sltered their hostile
attitude towards the ownership of private plots by collective farmers
which only cover about 40% of the arable land:but account for up to

'25% .of total agrlcultural production, snd a much higher share in live-

stock bréeding. A number of incentive schemes are being’ introduced;
some of these are bssed on thée principle of rewarding collective - -
farmers in ‘accdrdance with the results achieved on. the particulern . land
on which théy are working; thus the régimes hope to mcke more . -
effective the considerable investments in agriculture, the share of
which in total investments is often greater than those in comparcble
Western ccuntries. T

(f) Economic Reforms Qﬂ

16 As a consequence of - the app“rent 1n9dequqcy of  the rlgld
Soviet- type system of centralised plannlng and control, especizlly in
the more advanced countries, economic pelicy is now being revised in
all countries of the Peglon, but in verying degrees., While the less

- developed countries of the region have: not .yet left the steoge of.

discussion nnd experlmentctlon economic reforms hsve been 1ntroduced

NATO CONFIDENTIAL -40-
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<in the Sov1et—Occup1ed Zone of Germeny in mid-41963 =nd in
Czechoslovakia in Jamiary 1965¢ These reforms hzve much in common
.with propossls made earlier in the USSR and Polznd by

" Professors Libermann, Lange and dthers; dnd are also 1nfluenced to

some extent by the Yugoslav example, Theoretieally at les .st, they

. ‘can be considered to be the most far-rezching revision of economic
- pollcy 80~ far 1ntroduced in ﬁny'Communist country, Yugoslavia excepted,

17 The reforms consist of a decentrallsatlon of pl: nnlng and
price fixing and the introduction of some elements of z market.
economy into.production.: Enterprises will now be ‘compelled to pay

- much greater attention to profitability than was previously  the case,

and direct contacts between suppliers and consumers will be estab—
lished in certain branches of the econony. All countries z=re now
engaged in experlmentlng ‘with some form of incentives for the pur- -

- pose- of encouraging quality production and economic efficiency. In
several countries, the foreign trade procedure has been modified _
somewhat by allowing enterprlses producing for export to calculate -
accordlng to world mcrket prices-and to make settlements in foreign
currenc;es@_

C. FOREIGN ECONOMIC RELATIONS

(a) Importance of Forelgn Trnde for the E”stern Europe n
Economles , , _ '

.18, The 1mportance of forelgn trade for the economles of the
‘countries under review is in inverse proportion to -the size. of. thelr
population: the share -of imporis in the éstim=sted GNP is hlghest in
‘Bulgaria and Hungary (17% and 13% respectively) cround 10% in:

"Ozechoslovakla and the Soviet Zone and cbout 8% in Rumania end
Poland. These rates are much below those of comparable Western
countrles, probably because in Soviet-type centrally planned- econo-
mies foreign trade is a difficult element to handle it would seem

~-that with a more flexible system there ‘would be scope for a-

con31derable 1ncr'ease0

419, The six c¢ountries togdher accountfbr o llttle ‘over 6% of
‘world trade, iie. more than the Soviet Union (L.5%) but less than
some individusl Western countries such as the United States, the

- United Kingdom or the Federal Republic of Germany alone.. Tne shares
of the individual Eastern European countries in world trade’ ore.
Soviet Zone 1.6%, Czechoslovakia 4.5%, Poland 4.2%, Hungery O.3%,
Rumanic and Bulgarla 0.6% .each, Slnce 1955, the foreign tr:de turn-
over has more than doubled in all countries of the region, sdvancing
a bit faster in Hungary and Rumania and slower in Czechoslovqklav in
Bulgaria it increased no less than fourfold.

(v) Regional Pattern of Fofeigh Trade

20. The Soviet Union is the Eastern European countrles most
important trading partner. -Its. share in the countries' foreign .trade
turnover in 4963 was: 55% for Bulgsria, L48% for the Soviet zone(4),
42% for Rumania, LO% for Czecheslovakia, =nd 3L% for both Polr-nd

(1) Including intra-German trade: if excluded. the share -
ls 53%9 ‘ e < "
-41- ATO CONFIDENTIAL
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and Hungary. These countries depend on the Soviet Un1on for most of
their raw material supplies,. in partlcular erude oil via the COMECON
pipeline and iron ore, znd as & market for their manufsactured goods.
For the less developed countries of the region, Soviet deliveries of
equipnent and spare parts are of vital importance to some of their key
industries, '‘Most of the countries have received some form of economic
aid from the Soviet Union and can rely on supplementnry credits, grain
deliveries, ete., in the case of future emergencies, Furthermore, the
fact that all countries were compelled to introduce the Soviet system
of centralised planning, resulting in. control by the stzte of all -
foreign trade - transactions, makes trede relations among these coun~

- tries easier than with market economies. . Though Soviet pr0posals for
supranational plenning under the ausplces of 'COMECON have so far
failed; mainly because of Rumznia's opposition, economic co-ordination
is already quite -advanced, largely on the basis of bilatersl agree-
ments between the 1nd1v1duol Eastern European countrles nnd thelr most
1mportant trqdlng partner the Seviet. Unions |

21Qf The- share ef NATO countries in the Eastern Europenn coun-
tries’ foreign trade in 41963 was: 20% for both Poland ahd Rumsniza,
18% for the Soviet Zone (including intra-German trcde: if this was
excluded, the share would only be 7%), 45% for Hungary,- 413% for _
Bulgarla and 10% for Czechoslovakia. .These figures sre.much higher

. than. the- .share’ ef Communist. countries in NATO countries' foreign tr=de,

which averages sbout L% except for Greece (15%), Icel-nd (¥5%) and
Tquey (8%)., Five NATO countries account for close to 80% of total
NATO"s trade: with the Easstern Europesn countries: the Federsl Republic

©.of ‘Gérmany (35%), the United Klngdom (43ﬁ)3 Itely (- 2%) Frence (8%)

and “the ' United States (BA)

220v ‘The" share of the Sov1et Unlon ‘and thot of NATO countrles in
the - Eastern Eurépean countrles foreign trade underwent some drastic
‘changes ‘since 1955(% ), Though the share of the ‘Soviet Union (and of
the other Eastern’ European countries) may have been over<valued by the
fact that trade between COMECON countries is believed to be carried out
at a higher price level than world trsde, the following trends can be
inferred from the development of the Eastern Europesan countries' trode
with the different regions of the world: in the csse of the Soviet-
Occupied Zone of Germany and Czecheslovakia, the share of the Soviet
Union has 1ncre°sed to the detriment of the rést of the lOPld, “hlle
the share of NATO countries has remained almost constant; in the ce
of Polong, the shzre of the Soviet Union and that of NuTO countries
has slightly increcsed while the share of trade with the rest of the
world has declined; in the case of Hungary., the share of the Soviet
Union has 1ncreased substantlally to the detriment of trade with N.TO
countries (as a consequence of the 1956 revolution); Rumenis hasm’
moved in the oppciite direction: the share of the Sov1et Union has
fallen considerably to the ﬂdvantage of NATO countries; in the case ef
Bulgaris, a marked increase in the share of the Soviet Union was
accompznied by a striking growth in -the share of NATO countries, while
the shﬂre of the other Eastern European countries declined con51derably@

DFECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE - MISE EN LECTURE PUBLIQUL

'(15' See Annex II,
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(c) Prospects for Foreign Economic Relstions

23, 1t has been recognised during the discussions in the
Committee that the prospects for the Eastern European countries’
foreign economic relzations will be influenced by other than .
purely economic considerations. Particulsrly important in this
respect is the-presence of Soviet troops in some of the countries -
four divisions in Hungary 2nd two in Polcond, as well :s the twenty
divisions stationed in the Soviet- -Occupied Zone of Germcny (which
for this and other reasons-is.a special case 2and can therefore not
te fully trested in the context of this paper);. furthermore, the

. ermed forces of the Eastern European countries are equipped with

modern Soviet weapons and integreted into the Warsaw Pact system;
last but not leasst, the leaders of some countries such zs Polznd s=nd
Czechoslovakia mlght consider close ties with the Soviet Union indis-
pensable as long as border questlons the problem of netionalities,
etc., -have not been settled. . o

2uq ,On the economie plone; therprospeots.for a substantial
expansion of the Eastern European countries' trade with the West do
not seem too favourahle for the follow*ng reasons :

- the fact thqt for the LGSS developed countrles of
- the region, Polond Hungary, Rumania =nd Bulgaria, .
- agricultural products are - the main earners of "hard"
~currency., Exports of these products will be diffi-
cult to expand given the verious qusntitative and
other restrictions hompering their entry into _ _
Western countries. - .The siturtion is somewhzt aggra-
vated by the gradual introduction of the agricultural
: provisions of the Tre=sty of Rome- the Poles have been
in ¢ontact with the EEC commission, but it is fer from
clezr. whether. the outcome of these negotistions will
prove sutlsfactory for them

= the difficulty for Eastern European countrles,
‘especially the less developed ones, to- offer manufac-
tured goods of .2 gquality competitive on Western
markets; on the other hand, low cquality goods for
‘mass consumption, such as textlles and shoes, are
sometimes offered at very competitive prices, so that
Western countries feel obliged to maintzin restric-
tions to protect their own industries; furthermore,
the commodity structure of Esstern Eurepeon exXports
to the West is changing and the export of machinery,
“equipment and manufactured goods growing in impor-
tance(1); however, delivery periods, .service
fa0111t1es and the provision of spare parts leave much
to be desired, and the efforts made by Eastern
Europesn exporters to use Western cdvertising methods
are undoubtedly insufficient.

(1) See Chzrt ot Annex
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the difficulty for state trading countries to provide
genuine compensation for the granting of MFN treatment
and to fulfil the obligations attached, for instance,
to full GATT membershlp, Czechoslovakla, though- a full

-TV GATT member since the foundation ¢f this- erganlzetlon

hos for this reason not been given full MFN treatment
by other member countries: however, ways =re being
explored to come to = prscticsl arrangement w1th Poland
within the framework of the Kennedy Round;

the stralned brlsnce. of pr yments 31tuatlon of most of
these countries in their trade with the West, especially
merked in the case of Pol nd which,-from 4965 onward,

a_  will have to repsy substentlﬂl Unlted States credits;

in the speé¢ial case of the bov1et-0¢cup1ed zone of :
Germany, it must be borne in mind that any expansion

of the trade of Western industrialised countries with
the Zone might, if it was achieved at the expense of
intra-German trade, weaken one of the liust ties between
the two parts of Germany and reduce the effectiveness
ef intra-German trade as an instrument designed to
protect free access to Berlin; mOreover, it should not

- .be overlooked that the East Germsn régime, by gaining

grcdusl acceptance as a commer01ql partner on the
internztionzl scene, hopes one da y to, be recognised as
an 1ndependent state. :

25e Among the pos1t1ve elements can be c1ted

"~ the urgent need of all Eastern Europcan governments to
acquire technical know-how from the West for the pur-~
pose of modernlslng their econonies}

the interest of the Ezstern Europesn governments in the
possibility of joint projects to be operated on their
territories in conaunctlon with Western .firms for the
purpose of slleviating their unemployment situation, of
perticipasting in advanced Western technology. of meklng

_ their own products more accepteble on Western merkets,
~and of obtaining easier access to the eredit fq0111t1es
‘of the Western industriszlised countries;:

"the faveureble disposition of some'Eretern Europeen
. governments, such as that of Rumania =znd Hungery, to
- send students and technicsl missions to the West to

study modern industrial and asgricultursl technicues;

NATC CONFIDENTIAL -4 -



DECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE - MISE EN LECIURE PUBLIQUE

- 15 - NATO CONFIDENTIAL
AG/89-P/168 (Revised)

the disposition of some Western industrialised
countries to promote trade relations with Eastern
Europe, inter alia, by signing long-term trade
agreements and by granting credits to facilitate
the delivery of industrial installations ; in this
connection may also be mentioned the exchange of
permanent trade missions between the Federal
Republic and most Eastern European countries;
furthermore, the Urniited Kingdom has recently
offered to remove quantitative restrictions on

a wide range of goods imported from these countries
on condition that the latter undertake to avoid
any action likely to disrupt the British market;
Czechoslovakia, Hungary, Poland and Bulgarias have
so far accepted this offer, but it remains to be

" seen to what extent these countries’ trade with

the United Kingdom will, as a result, be increased,
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963 figures

BASIC DATA

EASTERN EUROPEAN COUNTRIES

(area, population, stage of development

and foreign trade dependency)

NATO CONFIDENTIAL

ANNEX I to

A20/89-Wp/1 68( Reviged)

Czecho~ Soviet- { Soviet
Unit Bulgaria |sloveki- {Occupied jHungery jPoland {[Rumania Total | Union
Zone of :
Germany
Area 1,000 111 128 108 g3 33 258 9901 22,400
8Q.km,
Population million 8.0 14,0 17.0 40,1 31.0 18.9 99,01 227,0
GNP-estimate(4) bzléion 5.4 20,0 25.5 9.8 25,6 12,6 98,9 270,0
Us
Per ceopita GNP Us g 670 1,425 1,500 970 830 670 1,000Q2} 1,190
Expcrts 839 2,456 2,671, 1,206 1,770 914 ] 9,856 7,150
Imports millicn 916 2,153 2,687 1,306 1,979 1,020 9, 661 7,0L0
Foreign trade turn- |)US g
over 1,755 L, 609 5,358 2,512 | 3,749 | 4,934 P9,57 | 44,190
Per capita foreign
‘ trade |{US 8 219 328 315 251 121 102 197 62
% of imports in GNP |% 17.0 10,8 10.5 13a4 7.7 81 9.8 2,6

) -

|

1) At 3963 market

2) Average.
2

3) Including intra-Gernan ﬁrade@

prices, based on United States estimates,
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FOREIGN TRADE OF EASTERN EUROPEAN COUNTIRIES

SHARE OF DIFFERENT REGIONS IN TOTAL TURNOVER

Soviet Other Eastern NATO Rest of
Union Europesn countries countries the world
1955 1963 1955 7963 11955 1963 1955 1963 -
Soviet-Occupied Zone of
Germany 38 L8 26 28 20(2) - 48(2)116 6
Czechoslovakia 35 Ie) 29 31 11 10 25 19
Poland 32 30 27 27 17(3) 20 oy 19
Hungary 22 3L 32 31 24 (L) 15 22 20
Rumania 52(1) L2 20(1) 22 12(4) 20 16 16
Bulgaria L9 8l 37 25 6 13 8 8

General Remark:

é;g 1958 figure

1955 and 7% for 1963,

Calculated according to officizl figures: given the higher price level of
intra-COMECON trade, the share of NATO countries is sctually somewhzt

higher (see AC/89-WP/453 series).

i 2 (1955 not available, but believed to be roughly the same).
Including intra-German trade; if this was excluded the share would only be 410% for

é3g In 1950, this share had been 25%.
4) In 1959, this share had only been 43%.
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