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This report-is concerped.with ‘the oontlmung movement towards mtegratlon
within the Council for Mutual Economic Assmtance (CMEA) and the implications
of this for East-West trade (pa.ragraphs 1-2)e '

2¢. The most signi flcant recent development w:.thm CMEA remams the adoptlon

of "The Comprehensive Programme" approved in 1971o This lengthy document
_ presented the goals, principles, and methods for achieving economic integration
over a period of 15-20 yearse The basic method of achlevmg these goals

..continues to be the oo-ordlnatlon of member countrles' economlo pla.ns

(paragraphs 3-6)s

3e EKast BEuropean investment m Soviet raw_matervie,l‘rescurces has increased
considerably in the last five years but as yet there are fewl ma;jorA

multilateral CMEA projects in other member countriesu Spec1allsatlon (which
involves -« oncentrat:ng the output of a glven Drcduct or component in ‘one or more
member c'ountrles) and oo-productlon (where dlfferent countries produce the
components or mtermedlate manufactures for one finished item) are also

used as means of furtherlng mtegratlon but nelther has made much impact up to

now ( . paragraphs T=14)a

4e One of the main obstacles to progress towards integration within CMEA

i.s the absence of an efficient mechanism for domestic price formation and the
lack of a common pricing gystem. Nevertheless in 1975 some 56 per cent of
CHMEA trade was conducted with other nember countries. The pattern of this
trade continues to be commodity exchanges of Soviet raw materials for East
European industrial and consumer gocds, although Soviet supply constraints
are forcing CMEA members to turn to non-Communist countries for some

commodities (paragraphs 15=21).
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5o It is difficult to assess how successful integration within CMEA has been

in the past five years, but in general progress appears to have been slow,
Problems remain of price determination, restrictions on free movement of labour
and capital, an inadequately developed technological base, legal complications,
and the continuing strong influence of national interestsy However, Ea.stem
Burope?s trading problems are forcing these countries towards greater co-opera:b:.on
within CMEA and greater dependence on the USSR, The need for Soviet raw
materials will oomtinue to strengthen these tiese (Paragraphs 22-27).

6e Although as a group CMEA is still to a large extent selfwsufficient

in fuels and raw materials, both the USSR and Eastern Europe rely in varying
degrees on Western industrial technology and finance to expand and improve
+heir industrial bases in certain important sectorss Trade with the developed
West has expanded at an annual average rate of just under 30 per cent since 1970
and over this period the CMEA visible trade deficit with the developed West

grew from 1 billion-to over §12 billion (paragraphs 28-36)

Ts For a long time the ClVlElA.has refused to recognise the existence of the
ERC and hence its authority to negotiate agreements on behalf of its members.
However, an important step towards East Buropean récognition of the Community
was the recent opening of fisheries negotiations between th}; Community, the
USSR, Poland, and Bast Germany. The EEC's share of CMEA trade has increased
rapidly in recent years but the CMEA shav.r-é' of EFC trade remax s smalle, In

.‘1975 no CMEA country achieved an overa,ll v1s1b1e trade surp]_us with the
'EEE (paragraphs 37-39)..,‘ : 4 o \ ‘

8« Soviet imports of Western industrial ‘plan't‘ anc'i'machinery' are \expected to
expand steadiiy up to. 1980, The countries of Easte%rh Europe however are
likely to find financing Western imports increasingly difficult and, will not
be able to go on expanding such mports at the rate of the last plan) period.,
(paragraphs 40—43). . \

\

NATO,
1110 Brus'se\ls .

| \
2 June 1977 .
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PROGRESS OF ECONOMIC INTEGRATION WITHIN CMEA
T ANDTRADEWITHTHEWEST

PART II. NLAIN RE’ORT

Int roduct ion

1.. Multilateral economic co-operation between the Soviet Union. and the slx1 I

‘ countries of Eastern Europe takes place mainly w1th:|_.n the framework of the -

Council for Mutual Economic Assistance (CMEA), the membership of which alt:;‘q._
includes Cuba and Mongoliae Yugoslavia participates in some of its activities
and there are recently concluded economic, scientific and technical agreements
with Mexico and Irage The Council is the supreme body of the CMEA and it works
through. its Executive:Commi%tee, a number of other committees, standing A
6ommissi_ons and -specialist international economic organisations.which are listed
in Appendices A and Be |

2¢ This report. is concerned with the continuing movement towards integration
within CMEA and the implications of this for East-West trades

PROGRESS ON INTEGRATION

General Approach ,

3e The most significant recent development within CMEA remains the adoption of
"The Comprehensive Programme for Further Intensification and Improvement of
Collaboration and the Development of Socialigt Economic Integration of CMEA
Countries" approved by the July 1971 Bucharest CMEA Council Session. This ’
léng'bhy document presented the goals, principles and methods for achieving economic
integration over a period of 15-20 yearse It was partly a reaction to
developments taking place outside CMEA; the EEC was considering the admission

of four-new members and there were gigns that a common commercial policy would .

.replace the bilateral trading arrangements existing between the member

countries of both groupse

1 Bulgaria, Czechoslovakiay GDR, Hungary, Poland and Romaniae

 NATO UNCLASSIFIED
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4. TIntegration has been described by ohe Hunga.rn.an source as a process that
entails "the international Socialist division of labour, the unification of CMEA

economies and the formlation of a modern ﬁighly gffective structure of the
national economies; the gradual merging and equalising of the levels of their
econonic development; formation of deep and lasting ties in the mjor-bmﬁchfe‘sf -
of the edo’nomy, science and 'be"chnolo&r; the -expansion and strengthening ef thé
internatiohal market of these oountries and the improvement of .conmod.ity“— monetary
relations®s From this wide-ra.nging definition it is apparent that vir‘tua.lly' any .
economic comtacts between members can be (and usually are’) ._de,fined as furthering -

integration.

5¢ A basic tool in -i‘ufth'ering co-operation betwean CMEA. member .couwtries has:.
always been the co-ordination of economic plans on the basis of so~called material
balances which are prepared by each State Planning Organisation (Gosplan) for -, .-
selected commodities (both raw materials and finished products).. These plans are
first collatéd with thé aim of Wsing surpluses of a particular commodity in one
member country to offset shortages elsewhere. In the second éta.ge’ of.v.pla;.ﬁf
co~ordination all the various national proposals “rom member countries are
considered by each national Gosplan, and in the third stage the proces"s. moves on
to a multilateral CMEA basis.

6e For the 1976-80 Plan agreements this third stage began in 1974 and aimed to
produce a set of bilateral documents which were both compatible with national
plans and ‘conducive to eéonomi‘c development in CMEA, For the first time member
states included a section' on multilateral measures in their national plans to
assist the allocation of funds and goods for joint.'proje'ct'é. 'In this respect -
planning appears to be aiding integrétibn, -¢specially ‘wWheré the.East European
countries are setting aside funds for Soviet -raw material resource development

projectse

Joint investment piojects:.

Te East European inve§t_ment in Soviet raw material resources is not new; but ..
in the last five years there has heen a considerable increase in the number and
size of projects. In 1971 such arrangements were endorsed in tﬁe Compréﬁensive
Programme and since then there have been sizeable East Buropean long term low
interest credits (to oover exporte of machinery and other goods) to the USSR.

NATO UNCLASS;FLED
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8._ Smce 1971 there have been several la,rge pro;;ects :anolv:.ng East European
paz'tlclpatmn 1n the development of Sov:.e‘t resourcess For these progects the .
East Buropeans have provided a wide varlety of resources 1nclud1ng plant a.nd
equipment, some, oonstruc'ha.on labour, _mfrastruchxre materials and oonsumer gOOdSoa
Most of the projects under cons‘truct:.on :m the Sov1et Union are in the energy sector
with repa,yment in energy, and others a,re concerned with pulp, asbestos, phOSphate«-
fertilizer, and ;u'on/ore and ferro-alloyso- Sov:Let repayment is nearly always
expressed in wvolume terms, usually the 'total repa,yment and somet:unes the number
of years over Wthh repayment mll fall. A1l the agreements concluded 80 far

are for commodltles for whlch Ea.stem E\zrope 1s already heavily dependent on

the USSRe

O« As yet there are few major multilateral CMEA projects ope‘rating in.'other

member countries ma:Lnly because they lack the raw materlals. ‘ However,' coaJ.,

coppery and zmc productlon is to be developed in Poland, nlckel a.nd oobal'b :m
Cuba; and coal and qopper in Mongol:.a. All these appear to be 1ong-term '
proaects. The Sov:.et Un:Lon particlpates m a. 1arge number of bzlatera.l progects
with 1'ts CMEA parn‘bers to mprove their mdus‘trlal ‘base and ~l:o ‘assist development of
their 11m1ted raw ma:terlal resourcess Appendlx c sets ou‘t fzgu.res of the numbers
of sucn progeots by_comtry. .

The Int erna.tiong._l Investment Ba.nk "

10. The CMEA Internatlonal Investment Bank (IIB) was set up with effect from
the beginning of 1971 ‘bo provide long—term financing for Jomt progects and "

:Lts efforts have been concentrated on flnanclng industrial and mfra.structure
projects in Eastern Furopee The Bank began operations with an authorised capital
of'over 1 billion transferable .':*ou‘oles;2 of which 30 per cent was due An

convertible currencys So far 369»3 million transferable roubles are pald Upe

2 Non-convertible units of account which have the same notional gold. content
as the Soviet rouble, ie. 0.987412 gramnes. S '

NATO UNCLASSIFIED
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11, IIB has so far anthorised credits anounting to nea.rly g4 billion for

L progects, 23 of which were breught into service in the 1971~75 period, The
vast majority of these are for pro,]ects in the USSR and Eastern Burope but

a 5,5 million transferable rouble loan has been ra:.sed. for a wool-washing plant
in Mongolla and another (of unknown size) for a citrus Pruit combine in Cuba,
In 1974 a nassive credit (abeut 52.5 'b:.lllon) was authorised Ffor the
development of natural gas depos:.ts at Orenburg in the USSR and for the
constructlon of a gas plpellne teo Eastem Europe. Funds have alse been auth-
or:.sed ‘for the ‘constructien of a 750 kilovolt power ‘bra.nsm::.ssxon 1ink between ‘
the Sov:.et Un:Lon and Hunga.ry ”‘ogether "IIB and CMEA's other ‘bank, the
International Bank for Ecenomic Co-speration (IBEC) have raised nearly’

£1.6 billion in nediun/leng tern syndicated loans fren the West.

_S_pec:.al:\.satlon and co-;)roductz.on

12, Speclallsat:.on involves concentrating the- output of a glven produot or
somponent in ene or nore of the nember nountries, vhe will in theory nect

the requ:u:'ements of the whele CHMEA areas This is “intended to bring about
greater efflclency in product:.on and to aocelerate tech.nologlcal progress. " In
oo—productlon, different oountrws produce the compenents or intermediate
manufactures requ:.red fer one finished iten, Both 1deas were emphas:.sed. in
Eastern Europe in the nid 1960s but the USSR itself ha.s only recently showm
any interest. To date some degree of specialisatien has been achieved only
in the petro-cherical, motor vehicle and agricultural- nstchinery sectors.
Co~productien and specla.llsa'b:.on probably accounted for 1ess than 10 per oent '
of the increase in total trade between the USSR and Eastern EurOpe in ‘l:he
1971—75 period,

A £

| 13. Progress has been slow prlnclpally because the partlclpatlng countrles

have been reluctant to implement- the ideas fully. Each country wants to
concentrate on whatever is nost profitable to its owm -economy and is reluotant
to coase production of any iten in case alternative CME) supplies are not-
forthcoming, There is also the problén of high initial investment costs and
the probability of slow returns on such investment.. In addition, co=
production has been hindered because the_ standardisation of parts is backward,

NATO UNCLASSIFIED
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4. The.reluctance of one or more partners has resulted in nany specialisation
and co-production agreements being delayed or cancelled in the past., However,
offorts have been increased in the last 2-3 years and 30 new co-production
agreencents have been signed rclating to electrical equipment, elecctronic itens,
neasuring instrunents, nunerically-controlled nachine tools, textiles, and

construction equipnent.

CMEA: financial systen and prices .

15, One of the nain obstacles to pnogress towards: integration within CIEA is-

the absence of an officient nechanisn for donestic price formation and the lack:of

a conmon prieing system - although the gradual approach to using werld narket
prices . for intra~CMEA trade nay .eventually elinminate the latter problem to .some-
extent, The Comprechensive Progranne .ef 197j_soughtmio-facilitato;intra—CMEA
financial relations but achieved little apart from easicr clearing of -r n-oconmercial

paynentsgq

16. 1In 1ate 1976 new "reguxaflons" for using the transferable rouble

(the accountlng unit w1th1n CMEA) in settlement W1th non-Communlst countrzes
were proposed by CMEA®s International Bank for Economlc Co-operatlon (IBEC)
Acutal convertlblllty of transferable roubles does not seem practlcal at
present as this would require sufflclent reserves of hard currency or.

Yhard® goods, ne1ther of which are currently avallable to CMEA members under
their present economlc systems, These regulatlons are unllkely to have any -
perceptlble effect on Fagt=lest trade, at least 1n the near future. One or
two developlng countrles may later be persuaded to accept the arrangements in
pr1n01ple, but it is dlfflcult to env1sage any magor settlements belng

made in transferable roubles.

17. Since 1976, ‘intro~CMEL prices have boan basci e the average world price for
the preceding fivo years,  Thus 1976 pricecs, bascd:on 1971-75 world prices, :
showed enly a snall increase over 1975 for nost conmodities (the oil price increase
was 9-10 per cent). However, first indications of the 1977 position (fron
Hungarian sources) suggost sharper price risos particularly for raw matorlals

(22,5 per cont for 0il), with tho result that East European terns of trade vis—~a~vis

o
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the USSR will continue to deteriorate. CHMEA prices are now more realistic and .
closer to world prices than they used to be, but CMEA inmporters still have the -

advantage that they are im general below world pricess

Intra~CMEA trade .
18, The growth of Intra~CHMEA trade is one of the nain neasures ef the ‘dogrec of

eoononioc intor-depondence of nember countries, In 1975 sone 56 per cont of CLEAL
‘t:a:-a.c'ie'3 was eonducted with othor nember countries, a pergentage -which has varied. .
over recent ycars fron 59 per ccnt in 1970 dowm te 53'.per cent in 1974, tho
latter roflecting: Wé§tern inflation ‘and -the rise in the Vest's sharc in CMEA trado
that year. ' As CMBA trade -is plonned to grow by 300 billion roubles in tho 1976~ -
80 period = an increase of nearly 150 per ccnt in priee terms, but proba.bly'bn:ly
60 per cent to BQ“per cent in’ volunc torns, the 'share of intra~CMEL trade is
expected to incre?&se slightlys - Trade flows continuc to be largely bilateral with
the Soviet Union thc najor trading partncer eof each of the ether nembers. Tho USSR
accounts for 40 per cent of total CME. trade and is followed by Poland with

13.6 per cent and the GDR w:.th 12,7 per cent (sco I_ppenchces D, Eqy B for dotalled

statistical mfornat:.on o 1ntra~CMEA 'brado)

19. Intra~CMEL trode is based en 5 year bilateral intergovernmental agrecnents
vhich set mininun physica.i voiﬁme lovels and some value to.rgots for tho“mo.jor
connodities to be traded. Each year annual protocols are 31g,ned to ioplenent tho
longer tern agreements and addltlonal ~agrecnents (usua.lly of one year dura.tlon)
nay be signed to supplement the mnual protocols. Such ad.dn.t:.onal agrecnents have
recently tended to prlce the goods tra.ded in world (not CME“) prices and sonmctines

to scek the scttlement of outst:mdlng balences in convertlble currcncy.

20, The pattern of intra~CLE. trade continues to bc commodity exchanges of Sbiriet
raw materials for East Europcan industrial and consuncr goods. Table 1 shows the
growth of intra-CUE.L trade over a-15 year period and the continuod high (although

in some cases decreasing) dependence of nost gountries on their CLEA partnors.

3 Phe comparable figure for the EEC was 49. pér cont
NATO UNCLASSIFIED
-8=




PUBLI C DI SCLOSED/ M SE EN LECTURE PUBLI QUE

DECLASSI FI EDY DECLASSI FI EE -

c

NATO UNCLASSIFIED

. Qe AC/127=D/554 -
TABLE 1: CMEA COUNTRIES ——NUTUAL FOREICN.TRADE TURNOVER

1960 1970 1975
Share of Share of . Share of
Country % m total trade $ m total trade $ m total trade
" with CMEA with CMEA with CMEA

Bulgaria 969  80.5 2854 4.4 7689 73.8
Cuba - - - - 4253 55.4
Czechoslovakia 2389 63.8 4810 64.2 11132 66.0
R 2917 67.6 6343 67.3 14614 66.2
Hungary 1152 63.1 2967 62.1 7915 66,1
Mongolia - e "‘1§T“ | 96.0 465 - 96.2 "
Poland 1579 ¢ 56.6 Y4519 - 6361 11754 4967
Romania : . © 912 66.9 1877 49,3 4186 38,0

USSR S - 5937 53.0- 13649 S 55.6 36360 51.8"

Source: CMEA'Hahdbooksﬁ
21e Since the early 1970s the USSR has repeatedly told its East European partners

that it wgu;bd not be in.a posgition to sa:h:.sfy fully their growing needs for

:!'.‘uels a.nd rom ma:henals, and they would have %0 look to -other supplierse However,

between 1971 and 1975 mutual exchanges ‘enabled CMEA members to megt their

impoft requifements in ihdiVidual cdmmoditieé_to the extent shown in Table 2.
The Soviet Union remains the main market for ﬁast'European machinery, much

of which is des1gned for Sov1et use and has little saleablllty elsewheres

for example, half the total GDR and Czechoslovaklan productlon of rolling mlll
equlpment and half the’ Hungarlan productlon of buses and diesel locomotives

in absorbed by the USSR. In 1975, 57% of Sov1et machlnery imports came from CMEA
supplies. Thosc were valued at 37.2 billion and machinery as a general category
accounted for just over one third of total Soviet imports. The CMEA countries
are also 1mportant suppllers of frult and vagetables, cotton fabrics and

most consumer goods, although Sov1et rellance on Iorelgn trade in gcneral

is not high.

NATO UNCLASSIFIED
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TABLE 2: DEGREE OF CMEA SELF-SUFFICIENCY IN INDUSTRIAL COMMODITIES
1971-1975

(Proportion of total requiremenfs obtained from CMEA soufoes)'

Machinery and equipment T0 per cent
0il and 0il Products i 7 80 per cent
Coal ane,electric'power - A ,500 per cent
Iron ore 75 per cent
Non-ferrous metals 70 per cent
Timber | : 80 per cent
Consumer goods ' 65 per cent

The Present Stage of Integration andAProspects to 1980

22, A great deal has been said in CMEA about integration over the past

five years but it is difficult to assess how successful it has been and

how far it has come.. The most recent CMEA Council session held in Berlin

in July 1976 did little in practice to further integration. In fact it appears
that the "Comprehensive Programme™ has been superseded by new and possibky less
ambitious integration-targets. The sess1on recommended a "301nt programme of
co—-operation between leading production sectors"over the next 10 o 15 years.
These are limited to 5, albeit wide-~ranging, prlnolpal sectors 1nclud1ng fuel and
power, englneerlng, foodsturfs,‘consumor goods’ and infrastructure nodernlsatlon.
If these long—term programmes arc 1mplemented together with co- ordlnated

Five Year Plans they will fa0111tate the establlshment of a more precise
plannlng mechanism if only in specific arcas. They would then be going

a small way towards the Sov1et aim of a central planning organ for CME)- through
which the USSR could assert more ‘control over the development of its CHMEA partners'

economles. _

23mo;. Tnt general progreps, tomardsxznmegretlon appears to have been slow.

In particwlar joinb investnents and the operation of CIEA benks

has done little to alter the existing bilateralisn of the

economic relationship between member countries of the CMEA. TFew of tho
projects outlined in 1971 arc yect near completion and CMEA has ontored
another plan period with only a dozen (albeit sizeable) joint projects. The
establishment of more "international® cnterprises in CMEA countries will

rcinforce existing tendencics towards economic integration but the cffectiveness

NATO UNCLASSIFIED
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of existing ones has been reduced by difficulties of price determination

methods and costing pract:.oes, lack of oconvertible currendy, restrictions of

free movements of labour and oapltalg an ma.dequately developed technolog.wal

base; legal compllca:l::\.ons a.nd the continuing s‘trong mfluence of na:bmnal mteres‘ts«;

24e Little progress has been made 'toward;s achieving realis‘bio exchange rates
or a workable sys‘tem of currency convertibility within CMEA. Every CMEA '
member accep‘hs the msdom of industrial specla.llsa:tlon 'but no country is willing

to undermine its own eoonom:.c prospects by fa.ll:mg o develop any economic

‘sector, pa.rtlcularly as most oouxrtrles are compet:.ng in smn.lar fields for

" Western export markets.

25« The principa;l economic ob‘jec'tive of the Sovie‘l;'Ur‘lion is to increase its
domestic economic potential and the economic strength of the bloc as a

wholes "It uses the CMEA as a means of fhrbhermg these ends ‘l;hrough co—ordma:blon
of the economic aotlv:rbles of membezucoun‘brlesa Insofar as recent external '
developments have increased the East Europeans' dependence on the USSR the

latter no doubt view this as a useful factor cementing the political

oohegiveness of the blocs

26, The attitude of the Bast Buropean countries to the CMEA is rarely
expressed openly and is probabl:} ambiguouse MNost countries gain econbmically'
from some aspects of CMEA co~ordinatinn, but they tend to be wary of any

developments encroaching on national sovereigaty,

Conclusions '

27¢ Whatever their objec;‘bives, East'em Buropetfs trading problems, éxaoerba‘ted

by the world economic recession, are forcing these countries towards greater
co~operation within CMEA and greater.dspendence on the USSRe The need for Soviet
raw materlals, in parblcular f‘u.el, on preferent:l.a;t termgy will continue

1o strenghten those ties, as will the diffloulty of increasing their export
earnings in the Weste It seems likely that BEast European countrles ' perception of
their own national interest will prevent integration from go:.ng as far as the
USSR might wishy but the trends which have promoted integration up to now

are unlikely to be reversed before the 1980se

NATO UNCLASSIFIED
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ECCONOMIC RELATIONS WI'I‘H 'I'HE WEST _

28. Although a8 a group CMEA is st:n.ll to a 1a,rge ex-tent self-vsuﬁ‘lc:.ent :m '
:mels and raw mater:.a.ls, both the USSR e.nd Ea.stem Europe rely in vary'.i.ng '
deg!‘eee: on Western 1ndustr1a.1 ter‘hnology' and finance to expa.nd and mprove 1

their industrial bases in cexrtain m,porba.x;t seotors.

25+ The COmprehens:Lve Programme d1d not 8o 1nto the questlon of external o
economic relatlons, or CMEA'S prospectn.ve role :m such relat:.ons in any great
depth or cla.nty. It wp,s simply steted that econognc relatlons with n<'m‘--‘~ ‘
Communist states would cont:.nue to develop. 'I'he most 1nteres1;:|.ing sfa.texﬁent was
"that for certain purposes the members of the CMEA will co-ordinate thelr forelgn
policy 1n the :mterests of norma.ln.smg 1ntematlonal trade and economc _
relat:.ons" Wh:.le the c:.rcumsta.nces under whlch this could occur a.ppea.r to L:l’ia.ve ’
been left deliberately a.mblguous, the ba.s:.s a.ppea.rs to ha.ve been esta‘bllshed for
a more un1f1ed CMIEA pos:.tzon on some aspects of 1nternat10na1 rela.tlons w:.th

the West, for exa.mple as regards dlSCU.SSlOnS mth ’the Ezropea.n Economc

Community.

30« However, the CMEA member countries are, on the whole, pi‘o‘b'a.ﬁ‘lyA hoping to
continue conductlng trade with the non~CMEA countries on a b:.lateral basis.
As usual a.ll the recent F:.ve Year Plans emphaszsed the 1mporta.nce of :mtra-
CMEA trade w:.th the 1mpllca.t10n that th:.s wob.ld "Be at the expense of‘ trade mth.
the West, but in pra,ctlce this is unhkely to be the case 'bo any ma.rked degree. |

‘;[n the 1971~75 period, trade with the West grew consmerably fa.ster than trade

with Commnist countries (see Table 3) and all CMEA countries wish to 1nczjea.§e ‘
their exports to the West in order to f‘i‘na.nce th?iif growipg indebtedness.

_&LE 3' CMEA TRADE IN 1911-15 .
 Communist Develo ed Develoglng
W 5 ‘tr1€9 W St countries -

Percen'ta.ge o e . ' L

previous 5 years
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3l The lack of a commbﬁ CMEA policy has led to considerable variations in

the approach of member countries to economic relations wijh'the West, While

the greater part of these are based on straightforward trade flows, a number

of countries have entered into various types of industrial co~operation
agreements with Western firms as a means of gaining access to Western technology
and circumventing to some limited extent the chronic problem of scarce
convertible currency. These agreements include compensation (or commodlty—pay-
back) agreements (mostly used by the USSR, and to a lesser degree, Polend),
scientific and technical co-operation agreements and joint equity investments.
Under compensation agreements equipment and industrial technical services are

purchased on credit for the construction of industrial facilities and the loans

repaid by the delivery of products from the new facilities. The technical co-operation

agreements are designed to facilitate the exchange of information and possibly
some co=-ordination of reséarch,.although in this respect the CMEA partner appears
to be the main beneficiary. Western firms often view these agreements as an
entree to Eastern markets with the expectation that contracts may result iater.
The USSR alone has concluded mofe than 25 compensation agreements and over 175

scientific and technical agreements with Western firms.

32, Joint equity investment is more limited in scope and is so far allowed only
in Romania, Hungary and now, in a more restrictive form, in Poland. Western
companies can establish a joint company in those countries by supplying up to

49 per cent of the capital where the venture is in Eastern Europe, and 52 per cent
if it is elsewhere. So far less than a dozen small scale agreements have been

concluded,

Direction of CMEA Trade with the Developed West _ | _
33.  Table 4 gives figures of CMEA trade turnover with the West for each year
from 1970 to 1975 (fuller details are given in Appendices G, Hy and K).

Turnover in value terms grew rapidly over this period, the rate of annual increase
rising each year until 1975 when it fell sharply. Much of the increase however
was a reflection of Western inflation and, measured as a proportion of total CMEA
trade, Western trade grew from 23 per cent at the beginning of the period to '
30 per cent at the end. Over the period the CMEA deficit with the developed

West grew from %1 billion to over F12 billion in 1975.

NATO UNCLASSIFIED
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TABLE 4: CMEA TRAIE WITH DEVELOPED WEST 1970-T5
(US g MILLION)

1970 1971 1972 1973 1974 1915
Trade turnover with - 14480 “ 15550 = 19870 28470 44730 52360
West . S : o o

% increase over _ : "
previous year - 8 27 4 - 57 17

Deficit with West =~ ~1085 = 9057 2305 =~ 3684 = 4785 -12275
West as % of total - : o | . | | = .
trade ® 20 23 a2 33
Sources CMEA handbook . Lo . - : s

34. Poland with over 40 per cent of its trade with the developed WQS_t"in 197'5
and Romania with nearly 37 per cent had the highest ‘dependence on Western trade.

" A11' OMEA countries were in deficit with the West, the largest absolute deficits

being incurred by USSR, Poland and GIR. CMEA exports to the West in 1975 rose
marginally in value terms butl'onl';'y Hungary and Romania were able to reduce their
imports. The imports of the other East Puropean countries increased i'ela.tively
slowly in that year but Soviet imports jumped by 65 per cent. largely because of
grain purclLases at $2.3 billion and capital equipment at #4.6 billion. The -~
net result of these movementé was that' the share of developed Western trade in
total CMEA trade fell slightly in 1975.

35. For Western countries as a whole trade with the CMEA is only a small part
of their total trade (4 per cent of OECD trade in 1979, but CMEA markets have
become quite important for certain countries and for certain economic sectors.

Commodity composition of trade

35, Table '5 shows the commodity composition of CMEA trade with the West in
1975 (fuller details are given in Appehdix J)s - In general CMEA imports
Western capital equipment 1n exchange for fuels, raw materials and relatively

" low quality manufactures.  These Ea.st/West exchanges are eSsential;y

complementary, in contrast to the reciprocal exchange of similar' gbod.s that
characterises intra~0ECD trade. : Do _ :

NATO  UNCLASSIFIED
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TABLE 53 COMMODITY CQMPOSITION OF CMEA TRADE WITH THE DEVELOPED WESTi 1975
' | (Percentage)

Commodltx Groug ’ , Import . ,'Eﬁﬂgﬁi
Food, beverages-and tobacco 1.6 : | 9.4
Crude materials,- except fuel and food - T 461 ) 15.3
Mineral fuels, kuhrioants end R - L
related materials ' 0.8 34.8
Animal and vegetable 01ls and fats o 0.4 o fyfis‘
&mmoﬂs : - o ' C 1.5 C 53
Machinery and transport'equipmenf , 36.1 9 4
Manufactured goods : 3002 1647
Other - ' | o ~5°3‘ To6

100.0 100.0

Source: Economic Dulletin for Burope Vol. 28

Relations between CMEA and EEC

37. Much of the institutional progress and development of CMEA has been a -
response to the evolutlon and success of the EEC and recent Soviet pollcy has -
been largely dlreoted towards ra1S1ng the 1nternat10na1 status of CMEA to

some equivalence with thai of the EEC, However? the CMEA for a long tlme refusedn
to recognise the existence of the EEC and hence its authorlty to negotlate
agreements on behalf of its members because it did not w1sh to do anythlng to -
strengthen the cohesion of the EEE£4)Thls attitude has been modified somewhat in
recent yeais but.little progress has been made in developlng relations between
the two-organisations. CMEA claims that the EEC discriminates'against its
exports, and in particular, criticises the impact of the Common Agricultural
Pollcy on the exports of agrlcultural produce from Easteérn Rurope. An 1mportant
step towards Bast European recognltlon of, and willingness to do business w1th,
the Communlty was the recent opening of flsherles negotlatlons between the
Community, the USSRg Poland, and East Germany Formally the East Europeans

are negotlatlng with the United Kingdom as the Pre31dency but they have

accepted 1n practloe that the Commlss1on representatlve presents the COmmunlty's.

position in the negotiations.

(4)Some individual East European cowntries were much keener to have links

with the Community, particularly the Romanians who, in November 1976, went
as far as initialling an accord with the ]lC regulatlng the inflow of Romanlan.
textiles into the Communitye .

NATO UNCLASSIFIED
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38, Undér the Common ‘Commercial” Tblioy, Indlvidual EEB members have’ no rzght
to conclude bilateral trade. agreements. Accord:mgly existing bilateral trade
agreements were terminated but in practice as they were officially ended they
have been replaced by long term agreemente on economic, scimntific and -
technological co-opera.tion which remain the responsibility of individual
member countries, In November 1974 the EEC proposed draft trade agraements
with each CMEA country but this was reJected by CMEA who put forward counter-
proposals for a framework agreement between EEC and its mem'ber states and CMEA
and its member ®tates. EEC has in turn rejected these proposals for forma.l
ties between the two groups but ha.s suggested the establishment of worklng
relations-in a.reas in which it oonsxders the CMEA has authority such as trade
relations, statistics and the environments It is now for the CMEA to replye.

EEC/CMEA trade ' _ _

39« The EEC?s share of CMEA trade has increased rapidly in recent years from |
10 per cent in 1973 %o 15 per cent in 1975. By compa.rison the CMEA share of
EEC trade is st111 under 5 per cent. Appendix K gwes deta.ils of the trade
between 1nv1dua.1 oountrles in both groups in 1975. In the EEC the dom:ma.nt
country is the FRG mth 44 per cent of EEC/CMEA trade turnover, while among
CMEA countr:.es the ma.:m pa.rtners are the Sov:.et Union mth 38 per cent and
Poland with 19 per cent. 'I‘he total EEC VlSlble trade su.rplus mth CMEA was
about 54 8 bllllon in 1975, but e.lmost all of this was a.ccounted. for by two
countr:.es - FRG with a surplus of about ﬁ(_’:.o billion and France with just
under §1 billion. In’ 1975 no CMEA countr;y achieved an overall vxs;tble trade
surplus with the EEC. h

Prospects for CMEA Trade mth the West

40, Sov1et :unports of Western 1ndustr1a1 pla.nt and machinery are expected to
xpa.nd stea.d:.ly up to 1980 in line wrth the trend of the recent past, but they
will proba.‘bly grow more slowly than in 1971—75. In the current plan penod the

projected growth rates for most industrial sectors are more conservative than -

for the 1971—75 perlod 1nc1ud1ng the most 1mport-dependent branchel. However,

the aims of increased factor productivity and improved quality in product1on

are probably dependent to a considerable extent on the cont1nued acquisition of

new teéhnology from the West. . Soviet defioiencies in grein and other foodstuffs
and the needs of the various large=scale Siberian raw materlal exploltatlon proaectm
will probably lead to further import requirements. '

NATO UNCLASSIFIED
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41. The greatest market potentlal appears to be in the capltal goods sector.

In the energy field there is a contlnulng requlremenu for 1arge—d1ameter gas

pipes and compressor station equipment, for’ offshore 0il exploitation technology,
and possibly for liquified natural gas technology. In the: chemlcal.proce§31ng
sector the growth areas for imported equipment are probably petrochemicals,
synthetic fibres,vcomplex fertilisers and thermo plastics. In metallurgy
weaknesses still exist in the rolling and finishing stages of production.
Specialised areas such as machine tools} specialised construction and agriculturql

machinery also present opportunities to Western manufacturers.

42, The accumulated Soviet commercial debt with the West will not decrease
substantially in the long term unless trade with the West can be brought more
into balance. If this is not to involve a severe reduction in imports or an
increase in invisible earnings and higher gold sales, export receipts will

have to rigse rapidly. Such a rise will depend in the short term on the strength
of economic recovery in the West and the relative movement of world prices for
raw materials and manufactured goods. Preliminary figures for 1975 indicate a-
deficit of around 5.0 billion with the convertible currency area for the year,
which although somewhat less than that for 1975, does not indicate a rapid return
to balance in visible trade, although 1977 is likely to see a further reduction

in the deficit, to perhaps $3 5-84,0 billion, as grain imports are likely to be
reduced fron their 1975-76 levelse

43, The dependence of the East European countries on foreign trade is greater

than for the Soviet Union and they are more vulnerable to adverse developments

in their foreign markets. Most countries see improvement of their engineering
industries (through co-operation and specialisation with East and West) as important.
This is in part to improve their currently slow penetration of weatern markets

in this sector where they are already in competition with each other and with

the hope of being able to afford continued access to western equipmentvfofraise
industrial growth. Their general lack.of domestic resources of raw materials,

1

coupled with Soviet supply constraints, is likely to continue and greater

NATO UNCLASSIFIED
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reliance on Western imports will be iphibited by their already heavy indebiedness.

Preliminary figures for 1976 indicate a visible trade deficit of some
55.5 billion, marginally lower than 1975. These countries should be able
to reduce the deficit still further this year. ' '
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o § Copper " . - 6k - 55 1 9 - 7
A Aivainion : . AT 65 &o Th 25 - - -
i1 Rolled nou-fervous metals 25 12 wl = o) 3 - 13 |
Chend.cal produsts . 28 43 a8l W6 2l 5 T 2 23 :
[ | Viocd, pulp end peper products 73 €5 3184 228 08 9 3 85 :
H cotton | 52 85  |10%{ 56 | 133 | 3¢ - o
Medicozents - 12 S { 4 Q 3 . 1 Lo 7
(| oupchold goods ‘ . ' 6 1 35 156 Lz i1 )9 1 52
; | Grain , o . - &3 307 - 14 - 2 o E
{ | Other guods . ‘ l ;
Source: USSR“Fbrélgn Tra&é'1975 T " et
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1970-3.915

UNCLASSIFIED

| 2970

.1971

1973

: 1"9’7'14 e

Total “rade Turnoveyr
of wvhich West
Pércentege of total

Percentese incresse

. .
proviovns yoar

Luriover

on

163,501

| BURT 2

22,8

68,857
15,657

22,7

+8

,.+26:T‘

109, k2k
28;M67

- 26.0

q‘.—h. 3; S

136,550

Wk, 726

32.8

+57.1

{174,362

52,358

130

‘ €17

Toteld CHIA Iuporhs
of vhich to West

Percentare of totdl

Percentane incercase
previous yeexr

Aiports

on

20.5

34,680

21.3

O

410

hi,168
8,65

- 21&3

418.8

5&,1&5
12,978

2k, 0

+h8

67,207

19,974

20,050

2hh

of which from Vest
Percentose of total
T e A PR
Percenbage incrense
previous year

Tvports -

on

Sk ',‘)'60‘&
7,783
2h.7

34,177
8,280
2.2

AY

+6‘h

h1,970

11,072

55,278
15,483

28.0.

- 439.9

69,305
2k, 755

35.7

+59.8

Source:

CVEA Statistical Handbooks
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- Ny 1 . "o
TORBIGE TRALE U; CMER WEMBERS, AGTH

(Percentass)

—~—— s (e ¢ ———

CI NCH"’ VAT ’ - FoSs -+
. HURCGARY | ROMANTA | BULGARTA | CUBA {MOSEULIA

USSR POLARD GDR OSLO\\ A LA Ul ; ‘

Trace with:

COMMUITST
CDUJTLLUJ

" Tuvnover
Export

Tmport o

56.3] 52.2 {69.7; 70.6 69.0 | k4.8 | 75.8 |58.9! 96.9

607, 59.9 | T 7.6 | 12.2 46.0 8.0 |67.9| 99.3

L
V]

52.h1 k5.8 |66.6/ €9.8 66.2 | k3.5 | 7T2.3 [50.6} 94.5

OF WiICi CizA
. Turnover
Bxport

Irport -

|51.8] to.7 [66.2]. 66.0. |-66.1 | 38.0.| 3.8 [55.4] 96.2

=

55.6] 56.0

58,3 43.8

\
\O
¢

o\
N
A %2

66.5 | 38.8 T 6.2 96k

[*X}
w
\n

65.6 6k.0 37.1 0.7 |b7.37 $¢5.0

e

| DEVELOPED VWEST

C urnover

- Bxport

[#5.6( 31.5 |22.41 19.8 2.4 | 3.5 8.3 |2

3.3 413 |25.9] 22,k | ek | 367 | 17.0 [2n.s! 1l

eD Q.7

(%)
E -
A Vs i

3
36,5 h9,3 [29.0] 2k.6 27.0 k1.9 23.6 38,9

LEGS YEVILOPED
COWIELRIES

furnover. .
Export

Imnort

1.4 6.5 | bk 7.0 6.6 | 18.5 7.2 9.6 -

13.7] 8.6 | W] 86 | 6% |225 | 0.7 |86 -

.2 b9 | Wk 5.6 6.8 | 146 b1 10.5 -

Souvrce:

CYEA Statisticel lendhook 1976

UNCLASSIFIED
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YA L SPATNE OF CGMEA YTNER COULTRIES WITH TS DUVELATID VESW . 107073

e T L e L L e e e,

rates § = TR 1YTL  L.2L; 1972 1.21;

Tube beeame merbor of CMBA in 1372

L ]
197

3003.5%; 1974 1.32; 1975 1.37.

NATO UNCLASSIFIRD

-1—

e L1970 2973 16k
. : o a4 fPercantagel L4 Parcentace| . o o |Forcentese). .
P : US @ B e US 924 Ty VS ¥ B i) ‘
USSR Purnover| 5,21C 21.2 11,216 26.6 16,397 31.3
Txport 2,353 18,7 5.0%k 23.7 8,z70]  30.2
Impovt | 2,822  2ho0 | 6,u2]  29.5 6,126 * - 32.6
(=) Deficit | -~ h29 -).,128 +1h :
foland Turnover| 1,937 271 3;6980 WL 6,238 - MW h°
" Rupoirt 1,007 25k 2,202~ 38.8 2,978 35.3
Import 930 25.8 5,40 Wk, 8 5,258 50.8
(=) Desficit N4 B 1,294 o 1-2,200
GDR © Purnover| 2,297  2h.k ‘4,293 " 27.9 5,602 . 39.9
- Export | 1,002] 21.9 1,720 23.0 2,3570 27.4
Lnport 1,004l 26,7 2,562 32.6 3,245 34h.2
DeTiecit 202 -822 ~8CS
Crech~ Turnover) 1,677 2.0 2,022 23.6 3,6Lh 25,9 3,766 2.4
oslovakiis, Huport Tiy 20.k 1,295 21.8 1,631 2L.0 1,602 19.72
Import o0k 2h,5- | 1,527 25.h 2012 27.7 o84 2L.6
3 ‘Deficit | ~193 =232 ~381 4 562
: _ - _ s
tivngary Tuwrnover| 1,358 20k 2,089 28,2 3,003 0.5 2,926 2k
Export 649 28.0 1.157 26,7 1,20k 26.1 | 2,18%] 21.h
- Irmort 709 28.8 1,132 33.0. 1,759 3%.6 1,7 7.0 i
(=) Pegicit | ~60 42 ~515 =557 ;
. ' T
Romania Ternovesr| 1,363 35.8 3,025 hi.t L 485 hs. b hoksl 3007 i
Export 590 21.9 1,k53 58.8 2,620 hoox L7381 3103 ?
Irport 173 39.5 1,572 Ik B 2, L6k 3.6 2,505( hx.¢ !
Deficit | ~183] < =119 ~4h) -558 §
| S
1 Bulpgaria  Turnover 636 16.6 9631 k.6 3,403 LT b 11,7661 17.0 g
" Export - 285 1h.2 hhp 13.4 hho 1.7 Likg ok {
Tiport 350] . 19.1 521 15.9 961 22,5 1,06 23.5 §
e e . - fir i
Defieit ~65 -9 «519 ~870 |
Cubat Twenover} 829 26.9 1,007  36.8 2,k20| 315
Fyport ne no hQZ 28.9 1,026 38.8 SCc 2E.s
Tuport. ' has) . es.k 0] 3h.8 BT BTN l
Fongolia  Turnover : 5 1.4 € 1.k 6 1.1 ‘
’ " Export aa n& e 2 1.k 2 1.0 o 0.7
Ywport 3 1.3 h 1.7 4 3.5 |
! \-4 N
;- Souree: CHBA Stetisticel Handbook, 1971, 197k, 1975, 1976
i .Stabistics originelly Pronsfershle Roudbles, counversed to US dollers ot officiel conver:iion
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4Gk BXTORTS T0 Ti® RCI-COMUNIST HOxLD 1974 (US

$ million)

APPENDIX J to

COMMONTLY GROUP

EULGARTA

CZrcii-
OCLOVAKIA

S

HUNCARY | FOT

ROWAHIA

Yood, Boverases wad
Tobuceco

Crude matericls, inedidle
excent fuels

i Hinevel fuels, lubricants
end reluted meterials

i Animal and vegetable oils

and fats.

Chenicals . . _

155
N3
8

15

154
192

161

"1h7

68

146

321

k03

iy

i!-)-:acbincry and trausport
sroeguipment
2t

A Y &
EEEEIRETet ¥

cetured goods

152
787

67

590

257

177

Cther 151 473 b13} 237 K66 | seh o [a6a3| 3tv7 |
TOTAL 705.9 | 2265 |2639| 1652 | 3518 | 228k Jo9s6| zishi |
vl
GEEL TPORTS FROW THE HOW-COMMUNIST WORLD 1974

rEacs Beverages and 122 280 | 311 246 | 56 |. 293 |abas|  omoh
wobaceo . ) :

g | o :
©r Ciude matericls, inedible ‘ - i ot - PP
except fuzls 95 a8 290 359 s60 | 335 | 978l o853 |
Minerel uols, ludbriceznts ' , . ey e o
and reloded asterials .10. 23 58 17 ol 23 < eu2 i
Jairald end vegeteble olly ' - ]

Edahd s P L5 REXY

end fats 3 35 56 12 39 2 0 {
(hemicnle 159 381 LEht  sh3 515 ARy g13 3245 ?
Foachinexy end trensport 237 616 so1l oo 1599 756 |ancs Cinn |
eqguipment ) gy - R e |
sonufoetured seods L2 565 10850 635 108% 6o 3961 crit
Other (! 12 991 . 53 279 | 110 136] k3
"COTAL 1103 2312 |2623] 2050 | sk30 | 2883 losTo| alEiy |

Sources Fon~lormunist Coumbrie
US Deyarbinent of Conm

NATO UN

.
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