
Eeport by the  Committee of Economic  Advisers 

The Council, a f t e r  examining in June 1967 the 
Com.i%tee*s  15th Report on credits  granted by NATO countries 
to C o m m m i s t  countries(l), invited it ,to  carry  out a factual 
analysis o f  the significance o f  the  continuing  increase in 
the  granting of these  export credits(2.). The Committee has 
attempted in the  following  paragraphs to meet  the Councilrs 
request by setting forth some general  considerations on the 
increase in credits, and by examining  its  causes  and  its 
economic  effects. !This analysis  bears  only on the USSR and 
the Eastern Zuropean countries(3) as Communist  China is a 
special case( 4) . 
I. S-Y, 

2, The extension of export  credits, in particular 
longertern credits( 5) , has been a world-wide  phenomenon 
over the  past few years. The main beneficiaries of longer 
term  credits are the  developing  countries of the Free World. 
Howeverp over  recent years, the growth of these  credits has 
been much faster for Communist  countries than for developing 
countries. Attempts made in 1JATO  to evolve Western policies 
1irn.itïng credits  to  the former countries have not succeeded. 

C”(67J34b 
C-E(67)50, Item IV. 
For the purpose of.this paper  the  expression  “Eastern 
Enropean countries”  covers  the  following  communist 
countries: Albania, Bulgaria,  Czechoslovakia,  Hungary, 
Poland, and Rumania, 8s well  as the  Soviet  occupied 
%on,e of Germany. 
See Annex x. 
LongeT-term credits: in this paper this  expression 
refers Lo credits of over five years!  duration. 
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3. A number of factors may explain the increase in 
export  credits  to  Communist  countries. A growing proportion of 
trade with these countries has been in industrial goods, in 
particular in complete  factories, the sale of which normally 
gives rise t o  longer-term  credits. Efforts  made by Western 
countries %O aevelop'E&st/West  trade have a l s o  favoured the. 
increase of export  credits t o  Communist  countries,  These 
have increasin Zy reco'gnised  the  benefits which. they.could . ' ' . . . 
gain from Zast 7 West trade and from Western credits, 

4. Had credits not been granted,. MATO exports  to' 
Communtst countries would-mo'st probably have been smaller, 
Despite the  expansion of credits, NATO countries  exports 
to  Communist  .Countries  represent a relatively  modest 
percentc?.ge OP their  exports to the  world - not more than 5% 
for NATO bïhrope and 4% for NATO as a'whole. This percentage 
however, varies  from .one country t o  another and trade with the 
Communist  countries may be  significant for certain Western 
products or industries. 

5. To the  extent  that  there -is a .transfer of resources . 

from- the  lending  to  the ,rec.ipient  countries  tt may -be 
considered -(;hat the  ,extension of credits  to  Communist  countries 
places 8omf; temporary burden on the economies of the West, 
However, the mounts involved  are.  relatively  small in terms of 
percentages of the gross national  products of the BAT0 countries 
which extend such credits (0.29$ in 1966). 

6. Member countries  differ in their  assessment  of  the 
possible  adverse effect of e,uport credits  to  Communist 
countries 011 the  amount of credits  available  to  less- 
developed  countries. Some feel that  credits  granted  to  one 
CoUtry do not detract from those  available  to  third  corntries, 
while other member countries believe.that, in the  absence of 
credits  to  Communist  countries,  the NATO countries might be 
in a POSi ' l ; . iOl?  to increase %he financial means put at the 
disposal of developing  countries. 
. .  .7. Credits  granted by -NATO countries  to  Communist . . 
count;ries - expressed as a percentage of the  latters gross 
national products o r  investments - appear very small. However, 

! their economic  significance is greater than it- would seem . .  
~ from such  percentages in so f a r  as they  ease  the  working of the 
Communist  economies  through breaking bottlenecks and putting 
at their dtsposal advanced  techniques and know-how which 
would be very expensive to develop  independently. Hence 
Communist  countries have been  generally keen to obtain longer 
term credits  from  the West. Ln the case of the Eastern European 

'.-.countries - these  credits may also serve to  decrease  their 
dependence on sophisticated  equipment and technology  from 
the Soviet Union, . - 
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8. Communist  countries  have  been  careful  not  to  default 
on the  reimbursements of credits  received.  Indeed  some of 
them: Poland,  Czechoslovakia,  the  Soviet-occupied  Zone of 
Gcrmany  and Hungary, have up till now  followed a very  cautious 
borrowing  policy.  Bulgaria and Rumania, on the  other  hand, 
seem to be relying,  to an increasing  degree, on credits  to 
f.inance their  imports  from  the  West;  the  commercial  debts of 
these  two  countries  appear high in comparison with their 
foreign  currency  earnings and their GNP; 

9. By resorting  to  credits,  Communist  countries  have  to 
some  extent  mortgaged  their  future  hard  currency  earnings. 
In the  process a certain  interdependence has been  created 
between  themselves  and  the ?"!est, as their  future  solvency 
depends 'Co a considerable  degree on their  ability  to  develop 
their  exports  .to  the  Western  industrialised  countries. The 
need t o  achieve  this  aim may provide an impetus t o  the 
Communist  countries  to  improve  the  efficiency of their  produc- 
tion system  through  economic  reforms,  even  if  these are 
considered as potentially  dangerous by some  of  their  leaders. 
F o r  its  part  the  West may find that in the l o n g  r u n s  in order 
to  be  reimbursed,  it will hzwe no alternative  but  to open 
increasingly its markets  to  products  from  Communist  countries. 

II, GXlmP& CONSIDERATIONS .ON T m  INCREASE IN CREDITS 

10. The  statistical  information at the  disposal of 
NATO is o f  a rather  uneven value. It is  more  precise f o r  
longer-term  credits - which are shown  separately in member 
countries' reports  and  notified  to  NATO in each  case - than 
for credits of a shorter  duration. The fact  that, f o r  the 
latter, the actual  length of the  credits is not knownz&2,s 
St  difficult  to  evaluate  the  amount of repayments t o  be made 
by the  recipient  countries in a given period. Also the  data 
availabls t o  NATO refer to  outstanding  credits  and not to 
actually drawn credits. There is a substantial  difference 
between  the  amounts  corresponding  to  these two concepts,  and 
this  increases  the  difficulty of relating  credits  to  exports 
and of  assessing  their  impact on the  balance of payments of 
Communist  countries in a given period. A further  difficulty 
in this  respect  stems  from  the  fact  that  longer-term  credits 
cover not only  physical  goods,  included in trade  statistics, 
but also the  cost  of  various  services  linked t o  exports of 
sopUsticated equipment  and  complete plant. It must be noted 
too  .that,  the  present  paper deals only with credits  extended by 
NATO memberso  Communist  countr.ies also obtain  credits  from 
other  industrialised  countries of  the Free World,  but no 
precise  statistics  are  available on such credits. As regards 
longer-tern  credits, an OECD survey(1) shows, however; .%l1?~:2;~ In 
the  three year period 1964 t o  1966, somewhat  more than 75% of 
the  total  amount of such credits  granted  to  Communist  countries 
came  from ïTAT0 countries. 

. . . j . .  . 

W 
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11. With’  these  qualificskions,  the main features in the 
development o f  export  credits  to  Communist  countries  over  the 
past years seems to be as follows: 

“here has  been a marked  increase in the  volume o f  
outstanding  credits;  these  have grown.tenfold 
between 1959(1) and 1967, from $326 million  to 
$3,134 million. 

Credits of over five yearsp  which  had not been 
granted up to 1964, have since then become 
extremely  important; by the  middle of 1967 they 
represented 41.4$ of the  total  outstanding. The 
share of longer-term  credits in the  increase in 
member countries* total outstanding  credits to.’ 
Communist countries is even more impressive; 
3876 in 1965, 66% .in 1966 and 86.5% in the.  ffsst 
half of 1967. Such credits have  been granted 
on ly  by.some European  members of MATO. 

The main beneficiaries of longer-term  credits have 
been the  less-developed  countries of the Free World. 
‘The study  made by the. OECD(2) shows that. t o t a l  
credits  granted by the NATO European countries 
dur ing  the three years 1964, 1965 and 1966 were 
aistributed as follows:. less-developed  countries 
OP the Free World 74.8%) Communist coun.tries 18,6$ 
and. industrialised  countries. of the Free World..6.6$, 
In the  case of the  United States, which accounted for 
about 43% of the  longer-term credlts  granted by 
NATO countries, 70$ went to. the  developing and 3074 
t o  the  industrialised  countries of the Free World. 
However, the growth of longer-term  credits from 
European NATO countries has been much faster for 
Commupist  countries than  for the deve1opi.q ones; 
the share of the  former in the new credits rose 
from less .than 12$ in  1964 to some 25% in 1966. 

In the early 19601s attempts were made in NATO to 
develop common policies among Vestern  countries with a view to 
limiting  to five.years credits  extended to Communist countries.; 
However;  those  attempts did not meet with-any,success as some- 
member  countries  felt  unable to discriminate in the  granting 
of credits between Communist and other countries. 

(1) Starting  point of the reportiw procedure. 
(2)  !lcC/ECG/l”T( 67)4 and 5 
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III. MAIN CAUSES OP THE INCRl2ASE 

13. A number of factors may explain  the  increase in 
export  credits  to  Communist  countries,  although  it is 
difficult  to assess Vmir relative importance: 

(.i) mere has been, in recent  years, an increasing 
tendency f o r  the  industrialised  nations t o  grant 
credits in support of thhsir trade in all parts of 
the world. As far as Communist  countries are 
concerned,  the  increase has been all the  greater 
owing to the  fact bha% it -started from a low level. 

(1.i) A growing  proportion of trade with Communist 
countries has been .in capital goods and, particularly, 
in heavy plant and complete  factories,  the  sale of 
which normally  gives rise to  longer-term  credits. 

Efforts  made by Western countries  to  develop East/ 
West  trade f o r  commercial  and  economic  reasons, 
as well as to  promote a policy o f  d&ente, have also 
favoured  the  increase of export  credits to Communist 
countries. Within 3TATO it has been  agreed in 
document C-M(66)84(Final) that an intensification 
o f  trading  exchanges  between  individual  member 
countries on the  one hand, and the Soviet Union 
and Eastern European States on the other,  would 
serve Q tlscful purpos~~ both %rm the  poJ.itics1 
and the  economic  point of view,  and  should be 
promoted as far as possible. This  document  did not 
refer to  credits. 

(iv) On the  part o f  the  Communist  countries,  there has 
been a growing  recognition of the  benefits  which 
could  be  gained  from  East/West  trade  and f rom 
Western credits. The scarcity of hard currency 
experienced  by  Communîst  countries as a result of 
their difficulties in increasing exporks'and, in 
ccrt-in yc~ra, of exceptionally  heavy  grain  imports, 
has increased  thcfr  need  for such credits,  especially 
longer-term  ones, 

- . i I ,  

IV. MAIN EPECTS OF THE INCREASE 

14. The effects of the .increase  of  export  credits  to 
Communist coutries may be emmined from  the  point of view of 
both  the  lending  and the recipient countries. A s  far as the 
latter  are  concerned, a distinction has been made  between  the 
USSR and  the Eastern krropean countries. 
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From the  point of view of the  lending  countries 

15. The main motive of the  lending  countries in granting 
credits is of course  to  promote  their  exports. A s  it has been 
repeatedly pointed,out in the  periodical  reports to the  Council, 
it is difficult  to establish-a valid  relationship  between 
cred.its and exports  to  Communist  countries  over a given period. 
However, it is likely  that HAT0 countries’  exports to  Communist 
countries would have been smaller if no credit had been 
granted,  considering  that  the gold reserves o f  the  latter 
countries were probably low and that  they would have had 
great difficulty in expanding  their own exports more,than 
they dld. It is also  doubtful whether they  could have 
significantly  reduced  their  imports  from  less-Csveloped 
countr.ies in order t o  increase  those from industrialised 
countries. 

16. In any case,  it is important to, keep in mind  the 
proportion of trade of NATO countries with Communist countries. 
The percentage of NATO countries  exports to these  countries 
varies from one  case  to another? but on the average,  it does 
not’exceed 5”/; for RAT0 Europe and 4% for NATO as a whole. 
Although E:ast/West trade may be important for specific  countries 
or 9or.specif.ic firms, f o r  the economies for the NATO members 
taken as a whole its  significance has remained  relatively 
srnall(1). 

17. ‘The-effect  on the  economy of Western countries of 
the granting of increased  export  credits  to  Communist 
countyies is by nature  the  same as if these  credits  had been 
eztendea t o  any other c o w t r y ,  To the extent that  there is 
a transfer of resources from the  lending  to  the  recipient 
countries, it may be considered  that  some burden is temporarily 
plac-ed on the economies of the West. However, the amounts 
involved are relatively ar?al1; in 1966 for instance  the new 
credits  grante,d by NATO countries  represented no more  than 
0.29% of the- gross national  products of the countries which 
extend  export  credits. In theory, this amount  could be used 
f o r  other pmposes, f o r  i n s t a c e  for  additional  domestic 
investment. .However, this is not in practice  always  possible 
in the short run and, in some .cases9 a decrease of exports  to 
communist  countries  might  result,  temporarily, in unused 
industrial capacity in the West. 

(1) See trade  statistics in AC/127-D/233, especially  pages 
.~ 

15  a d  16. 
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18. The question  arises  whether  the  granting of  credits 
%O communist  countries has  an^^ influence upon the  volume of 
financial  means  put at the  disposal of developing  countries. 
In 1966 the new credits  extended  to  the  Communist  countries 
corresponded  to  about 29$ OP the  flow of financial  resources(1) 
to  the  less-developed regions of  the world,  originating in 
NATO countries which grant  export  credits  to  Communist 
CoUtries. It m$ght  therefore be argued  that, in the  absence 
of credits t o  Communist  countries,  some Western countries 
might be able to  increase  the  financial  means  they  put  at 
the disposal of  the  developing  countries.  This  would  apply 
particularly when credit  extensions  to  the  Communist 
countr.ies 3- which are  included  together with credits  to 
other pa,rts of the warld in the  balance  of  payments  capital 
flow figures - influence  government  decisions  about  the 
volume of credit  that may be extended  to  developing 
countries on especially  favourable  teras. The argument 
would be less valid,  however, in cases where the criteria 
governing the granting of cred.its  to  Communist  countries 
and  the  granting of aid to  less-developed  countries are 
based on different  principles  and  the level of credits  is 
determined by commercial  considerations  without  pre-established 
overall limits. In any case,  the  capacity  to repay may not 
be the same for the two categories o f  countries. In addition, 
the  terns mazy be different; an important  part of the  financial 
f l o w  to  developing  countries from the  West  takes the form of 
grants o r  long-term loans, some of which are  at  reduced 
interest rates, while export  credits  to  Communist  countries 
are usually of shorter  duration  and bear commercial  interest 
rates, In view of the  many  factors  involved member countries 
differ in their  assessment of  the  possible  adverse  effect  of 
credits t o  Communist  countries on the  amount of credits 
available Lo less developed  countries.  Some feel that  credits 
granted t o  one  country do not detract  from  those  available 
to third countries, whole other members  believe  that, in the 
absence of  credits t o  Communist  countries,  the NATO countries 
might; be in a position  to  increase  the  financial  means  put 
at the  disposal of developiilg  countries. 

(bj) Effects on the  Communist  Countries 

19. The effects o f  export  credits on Communist 
countries mzy be looked at from the  point of view both of 
their  balance o f  payments and of their  economy as a whole. 

(l) Official  assistance, pivate investment  and  lending, 
and commercial export credits. 
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'. 

The USSR 

balance of payments of the USSR refer  to 1965(1). During 
that year comparatively small amounts of new cr'edits were 
granted by ITAT0 countries and %he amount of outstanding  credits 
diminished, 3Tew credits  amounted  to $87.4 million, of which 
$13..3 million were credits  exceeding  five years which certainly 
did not influence the  balance of payments  that year. In the 
absence of the remaining shorter-term credits  from NATO 
countries - $74.1 million - and assuming  that  this shortfall. 
was not made good by credits  from  other  countries,  the USSR 
might have adopted  one of the  following  courses of action: 

20. The latest  data  available to NATO on the  overall 

- CU% imports payable in convertible  currency by some 
5$; 

- increase  exports  paid  for in convertible  currency 

- incrcase  gold  sales by some 2@, 

by some .6%; 

The Soviet Union  would probably have attempted to combine  these 
various possibilities. 

, .  

21, In  an evaluation of the  balance of payments  effects 
on the USSE of the present situation, where a continuing 
flow of new export  credits are made  available by the West, it 
may be convenient to make a distinction between shorter  credits 
and those  exceeding five-years, as the recent development of 
the total amount of outstanding  credits not exceeding  five 
years to the Soviet Union has been fairly constant  since  the 
end O f  1964(2). When this is the case  the  outflow of 
reimbursements on earlier creclits will fairly rapidly tend'to 
be equal . t o  the inflow of new credits(3) whereas the  balance 
of pagments continue to be burdened by interest  payments, as 
shorn in Table II. In this  situation  the  taking up of new 
credi-bs c m ,  from an economic  point of view, be regarded as 
2111 0perat.ion  allowing the renewal of  earlier  credits. 

F="-= 
22, The situation as regards export  credits  exceedi 
ears is quite different. Since ,1964 l!?A?J?O.coiintriesq " ." 

ave ex ended a total of 740.4 million  dollars of such 
credits  to the USSR, Ihe-initial phase of such a credit 
expansion is particularly  favourable for the  balance of 
payments of the  recipient comtry as the  deliveries of goods 

(l) AC/127-Kt?/lg3 
(2) See Table I at Annex II 
( 3 )  After  a period  corresponding to  the average length Of 

the credits . 
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are  not  yet  counterbalanced by payments  of  interest  and 
reimbursements. As notifications to BAT0 of  such  credits do 
not comprise  information on delivery  dates, it is  not 
possible todctmmine exactly  when  these  export  credits  will 
have  their  greatest  impact,  Eirevertheless  an attempt has  been 
made in  Table IV at Annex to show the  balance  of  payments 
effects of the credits  granted up to mid-1967  on  the 
assumption  that,  on  average, the deliveries  have  been 
terminated  some  three  years  after  the  signing o f  contracts 
and  that no repaynents  are made before  this  stage  is  reached. 
On  this  basis  the  impact o f  the  longer-term  credits  granted 

""'since  1964  would  first be felt  in 1967 and  would be parti- 
cularly  marked  in  1969. The balance  of  payments  effect 
night be compared to total  earnings o f  the  Soviet  Union  from 
their  exports t o  countries  paying  in  convertible  currencies. 
These  earnings  have,  for  the  year  1965,  been  estimated at 
$1,240 million(1). If  the  convertible  currency  earnings  were 
t o  rise  by 8% a year, as did 3TATO imports  from  the USSR 
between 1960 and  1966,  the  Sov.iet  Union's  export  earnings of 
convertible  currency  in  the 3* year  period  from  1967 to mid- 
1970 would total $5,600 mill.ion. The  net  positive  effect 
of  the  credits  exceeding  five  years  granted  by NATO countries 
up till m4d-1967 would  correspond t o  8.6% of  these  earnings. 

23. The effects o f  the credits  on  the  Soviet  economy 
look ,  at first sight,  rather  modest. This is not  surprising 
in view of the small  role  foreign  trade  plays  in  the USSR. 
ln the  year 1966, during  which  the  largest  amount  of  new 
cred.its  was  granted,  these  credits amounted to 0.24% of  the 
Soviet. GNP. If  the  total m o u n t  of  credits  exceeding  five 
years,  most o f  which  will  result  in  deliveries  in  the  years 
1967 to mid-1970, is compared to planned  Soviet  investments 
in  these 39 years,  such  credits amount to 0.25$ o f  such  invest- 
ments (see  Table V). However,  the  significance to the 
Soviet economy of  the  imports  from  the  West  covered  by  credits 
is undoubtedly  greater  than  such  figures  would  suggest, as 
far  as  they  may  serve to break  bottlenecks  and  put  at  the 
disposal of the  USSR  advanced  techniques  and  know-how  which 
would be very  expensive to develop independently.  This  is 
confirmed by the  keen  Soviet  interest  in  obtaining  credits 
of the  longest  possible  duration. 

24.  Another  way o f  illustrating  this  significance is to 
compare  the  longer-term  export  credits to imports  by  the USSR 
of  machinery  and  equipment.  Such  imports from the NATO 
countries  which  have  extended  longer-term  credits to the 
Soviet  Union,  amounted to $757.1 million  in  the S* year 
period  from  mid-l963 to the end of  1966.  As  already  noted, 

(l) See AC/127-W/193 
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the  longer-term  export credit6,extended in the  period Up till 
mid-1967 - $740.4 million. - will presumably  mostly  cover 
exports in the 34 year perlod.9rom 1967 to  mid-1970. However, 
8 nmber of adjustments  have  to be made in order  to  establish 
a valid comparison  between  these  two  figures. As regards  the 
figure of $740.4 miIliun account  should be taken of the  fact 
that most member  countries  include in their reported  figures 
of outstand-ing  credits  the  accumulated  future  interests 
thereon(1). Supposing - as a working hypothesis - that  such 
interests are equal t o  20s of the  total,  the  credits, strictly, 
speaking woula amount  to $592 million. As 'to  the  -i;mports of L 

machinery and equipment,  the  figure of $757.1 million  covers 
o n l y  physica1,goods entering  into  trade  statistics.  However, 
to  the value of the  physical goods should be added  that of the 
"SoftwareV, i:e. the  value of "know-how1* and various  services, 
which is z l s o  covered by credits. Although  no  precise informa- 
tion is available,  it  may be roughly  estimated  that  the 
l'softwarefs sccounts .for  some 40% of total  credits  granted 'in 
connect.ion wlth the  sale of complete plants. It is assumed. 
here.that only  the  latter  involve  "software"; in any  case, for 
the USSR, the vvsoftwareff which might  be linked to the sales of 
other machinery and equipment,  covered by longer-term-  credits, 
would not  be significant,  Indeed we know from  the  individual 
notifications of credits  exceeding five years that f o r  the 
USSR about 82% of.such credits  cover  the sale of complete 
plants. On the basis of these two percentages  it  may be 
calculated.  that  about $195 mill.ion of the longer-terPr credits 
extended up to mid-1967 (i.e. $592 million,.  after deduction 
of  interest) cover *'softwarei1, and $397 million  cover  machinery 
and equipment  stricto  sensu (i.e the physical goqds entering 
into the trade statistics). If, during the  periOd 1967 to 
mid-1970, the USSR were t o  import  from  those coqtries which 
are currently  granting such credits  to  it  the samb amount of 
machinem and equipment as during the preceding 3& xzars - 
i.e. a s  indicated  above, $757,1 million - these  credl%s would 
cover 52% of such inports. The Soviet.Union  mayp of course, 
modify the ratio between  credits and imports by changing  the 
level of the latter. It is likely  that  instead of just 
maintzining  the  previous level of its  imports of machinery 
and equipment and of .its total imports, it w i l l  utilise  the 
recorded  considerable  credit  expansion  to  increase it. However, 
it W o u l d  be hazardous  to make any forecasts as regards  either 
the magnitude of such an increase or the  nature of goods 
involved. It may suffice t o  note that  the  expansion of credits 
provides  the  Soviet  Union with a wider range of choices in 
trade policy. 

(1)- AC/127-R/216, Item II . .  . .  
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_Eastern Europe 

25.  The  Eastern  European  countries  and  the  Soviet- 
occupied Zone of Germany9  taken  as a whole,  represent  for 
NATO a larger  export  market  than  the  Soviet  Union  but,  also, 
a greater  borrower of Western  funds.  Total  credits to this 
area  grew  from $303 million  in  January  1960 to $1,678 million 
(of which $558.1 million of credits  exceeding  five  years? 
durotion)  at  the  end  of June 1967; a more than  five-fold 
increase. 

26. Of the  three  industrialised  countries  of  the  area - 
the  Soviet-occupied  Zone of Germany,  Czechoslovakia  and 
Poland - the  latter  has  received  the  largest  amount  of  credits 
from NATO countries.  However,  the  rate  at  which  such  credits 
have been growing  has been generally  slow.  In 1966 new 
outstanding  credits  granted to Poland,  represented 0.5% of . 

her  estimated GNP f o r  that year. Despite a substantial  rise 
in 1965 o f  the  credits  granted t o  the  Soviet  Zone  and to 
Czechoslovakia,  their  volume  remains  relatively  modest and 
their  growth  rate moderate. In 1966  new  credits extended to 
these  countries  represented  respectively 0.23$ and 0.19% of 
their  estimated GNP. 

27, A s  regards  the  three  less-developed  countries of 
Eastcrn Europe, a clear  distinction  exists  between  Hungary, 
which  has been pursuing a very cautious  borrowing  policy 
'(credits t o  this  country  have  been  precttcally at the 
same  level  since June 1965), and Bulgaria  and Rumania, which 
seem t o  be increasingly  relying  on  credits t o  finance  their 
imports  from  the  West.  Thus  in 1966, as a percentage of 
GNP, new  credits  granted to Hungary  represented 0.19$, those 
granted to Rumania 1.58% and those to Bulgaria 1.68%. Between 
the end o f  1964(1) and t he  end of 1966, credits to Bulgaria 
more than  doubled and credits t o  Rumania increased  more  than 
four-fold.  Both  countries'  balances of trade  with NATO 
countries  have  been  almost  constantly  negative.  Present 
indications  suggest  that  there  will be no  reduction of this 
deficit in the  near  future, as both  countries are trying to 
quicken  the pace of  their  economic  development.  Thus  the 
obtaining of credits could  play  an  important  r61e  in  Bulgaria's 
and Rumania's  long-term economic growth.  This  may be particularly 
so in the case of Rumania which has been steering a more 
independent  course  vis-à-vis  the  COMECON  and  the  Soviet  Union 
than the other  Eastern European countries.  The  ris$, of course, 
of too liberal a credit  policy  towards  these  countries  is  that 
they  might  end up with  the  same  sort of balance  of  payments 
trouble as Yugoslavia  has  had  for a number of years. 

(1) Thls  is the time when  meaber  countries  started  giviIJg 
. .  

detailed-  information on their  cedits to Eastern  European 
countries. 
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28. Broadly  speaking,  the  effects o f  credits on both 
1e:lCLing and borrowing  countries  are similar to  those 
described in the  case of  the  Soviet  Union. Their signficance 
is -eater than their  relation to GNP'may suggest. They may 
serve t o  finance i npor t s  necessary t o  break bottlenecks in 
the economies of  these  countries,  and  put at their  disposal 
aiivznced techniques and know-how  that  they would be  unable Lo 
develop independently,.  At  the  same  time, they may in some 
cases decrease  the  dependence of these  countries on deliveries 
of sophisticated  equipment from the USSR and on Soviet 
technology. 

R x 
jf 

29. The  mortgzge  which  the  Eastern European countries 
and the  Soviet  Union, by resorting  to  credits,  take  out on 
their future hard currency  earnings,  creates a certain inter 
dependence between themselves and the West. If the Eastern 
Lhmopean countries do not want t o  default on .their  payments - 
and they have until now been very conscious of their  interest 
in ylot damaging  their  standing in this way - they wfl1.have to 
continue  to  develop  their  exports t o  Western industrialised 
countries. The need to be or to  become  competitive on Western 
markets might be an incentive f o r  the  Communist  countries  to 
improve  the  efficiency of their  production  system, even if this 
should entail unorthodox reforms considered by the leadership, 
02 part of it, as politically  dangerous. It would seem  that 
this consideration has had its effect on the refoms undertaken 
by certain Eastern European  countries  during  the  last few years. 
On the other hand, Communist  countries  being  forced  to  export in 
order to be able to repay the  credits  received,  might use this 
t o  put pressure on Vestern  countries  to buy goods which they do 
not need o r  which they could Just as easily  obtain  elsewhere, 
In any case, Western countries.wi.11 have t o  open their markets 
increasingly  to  products from  Communist  countries  to  enable. the 
latter t o  be in a position t o  reimburse  the  credits  extended to 
them, 

(Signed) . A. VINCENT 
Chairnan 
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ANNEX I' to 
C-M( 6816 

TKE SIGITIPICANCE OF CREDITS FOR THE  CHINESE  ECONOMY 

As regards  credits  from  members o f  the Alliance to 
Communist  China,  their  rapid  growth  in 1965 and  1966 is 
mainly  due to imports of grain  by  this  country.  Credits 
li?iked to such  purchases  have,  in  general, a length of 18 
months. Comist China  does not receive  credits of over 
5 years durztion from NATO countries.  Although  export  credits 
from NATO countries  are  relatively  short-term  ones,  they  have 
certainly  eased  the  problems  which  Communist  China has had to 
face in  financing  her  imports,  Credits  outstanding at the  end 
of June 1967 amounted to $244 m.illion  whereas,  according to 
infomation made available to NATO, Chinese  hard  currency 
reserves at the  beginning of 1967 amounted to about $450 to 
$550 million  only.  However,  in  view of their  relatively  short 
maturity, .it is  not  likely  that  export  credits  have  had a 
particular  significance  with  regard to capital  formation  in 
the Chinese economy or the  general  working o f  the  latter. 
Communist Ch.ina  also  receives  credits from other  countries 
of the Free World, notably  Japan  with  which  her  trade  has 
been grow.ing at a fast  pace  over  the  last  few  years. No 
data, howcver, are  available on the  relative  importance of 
these credits. 
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TABLE I 

(Million US Dollars) 
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TABLE II 

BALANCE OF PAYMENTS EFFECTS FOR THE USSR OF CREDITS 
.l- " m - - E X C E m  FIT' l?i?ARS G m  b TED =AT0 C O m I E S  . .  

(Million US dollars) 

New credits  not Reimbursements 
exceeding five on earlier credits, 
years including  the 

interests 

74.1 

112.4 

74.2 

99.4 

103.7 

58.1 

I 261.2 

Net balance 
of payments 
effect 

- 25.3 
+ 8.7 

+ 16.1 

- 0.5 
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TABLE IV 

. .  

(Million US D o l l a r s )  

January 
1967 t o  
June  1970 

Yew outstanding 
sredits granted 
three years 
2arlier 

149 40 

13 30 

491.70 

86.00 

740 40 

Reimbursements 
including 
interests(a) 

24.40 

25.59 

104 . 95 

57.20 

212.14 

Net effect 

+ 125.00 

- 12029 

+ 386.75 

+ 28.80 

+ 528.26 

(a) on the basis of the calculation in Table VI 

-19- NATO CONFIDEN!I!II-L 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



-20- 

d v 
. .  . . . .  

. .  

O 0 0 0  
O 0 0 0  

. -  m Q)* 

d 
H e , ,  

Q) O +  

O 0 0 0  + - n * o  

-20- 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



-21- 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E


