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I N T R O a C T I  ON 

Since the  s i x t i e s ,  faced w i t h  a slackening o f  t he i r  
economic growth, the  Eastern countr ies  have been seeking t o  
maintain t h e i r  r a t e  o f  expansion by boosting t h e i r  economic 
relations with the  Western countr ies  mainiy w i t h  a view t o  
obtaining the  sophis t icated equipment and technological know-how 
they lack. Howeverp it quickly became c l ea r  t o  both Eastern 
and Western trading par tners  t ha t  there w a s  only l imited scope 
f o r  expansion within the  t r a d i t i o n a l  commercial pat terns .  On 
the  one hmd,  differences between the soc ia l  a n d  economic systems 
plus  ideological  a n d  adminis t ra t ive obstacles  proved ser ious 
handicaps t o  the  expansion of East-West t rade  while, concurrently, 
the increasing needs of t he  Eastern countr ies  a n d  t he  sca l e  cf 
t h e i r  markets quickly outpaced t h e i r  convertible currency a n d  
export p o s s i b i l i t i e s .  I f  t h e  E a s t  had been able t o  overcome i t s  
attachment t o  pr inciple ,  stemming from a basical ly  d i f fe ren t  
conception of the  ec~nomy, t h e  Western countr ies  .could have made 
d i r ec t  investments which would have supplemented the  flow of 
t rade  and stepped up indus t r ia l i sa t ion .  

2. There a re  obvious advantages f o r  Wester3 f i r m s  i n  
opening up new t rade  o u t l e t s  a n d  from spec ia l iza t ion  allowing 
economies o f  scale .  They a re  in te res ted  i n  the  r a w  mater ia ls  
(pa r t i cu la r ly  energy products) which m i g h t  be obtained f r o m  t h e  
Soviet Union, and  see advantages i n  t h e  existence o f  an Eastern 
labour force which could enable them t o  obtain at reduced cost  
a range o f  j o in t ly  produced goods. 

This document includes: 1 Annex 

( 1 )  Prepared a t  t he  reqücst o f  t h e  Economic Committee as 
background for the  discussions scheduled f o r  10th September, 
1973. 
agreements w i l l  be 3tdded l a t e r .  

A n  Annex giving a list of known indus t r i a l  co-operation 
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3. The d i f f i c u l t i e s  hindering an expansion of East-West 
commerce have l ed  the  Eastern countr ies  t o  seek new fo rms  of 
t rade  which, without challenging their economic systems, a re  
designed t o  overcome o r  reduce the  obstacles  t o  increased t r ade  
r e l a t ions  w i t h  the West. 
b i la teral  a n d  mu l t i l a t e ra l  governmentd agreements have been 
negotiated i n  '$the f i e l d  of s c i e n t i f i c ,  technological and 
indus t r ia l  co-operation" 

It i s  d i f f i c u l t  t o  define %ndustrial co-operationgt 
s ince the term can be interpreted d i f f e ren t ly  f r o m  one country 
t o  mother .  Moreover i t  covers an extremely w i d e  spectrum o f  
d i f f e ren t  economic a c t i v i t i e s ,  The m a n d a t e  adopted f o r  the 
Economic Commission by the  Conference on Security and Co-operation 
i n  Europe provides, i n t e r  d i a ,  f o r  t h e  study of  qtforms and  
modalit ies of i ndus t r i a l  co-operation" and the examination o f  
p o s s i b i l i t i e s  f o r  implementing 'Oprojects o f  common in te res t" f ,  
w i thou t  stating c l ea r ly  the subject  of t he  co-operation envisages 
in each case. 

In recent  years ,  a whole range o f  

4. 

a, RESCRIPTIOW AloD DEF I N I T I  OHS 

5.  The types  of a c t i v i t y  covered by the above mandate 
m a y  be summarized as follows: 

(a) p ro jec t s  o f  common i n t e r e s t ;  

6 ,  
expressed 

development o f  the natural resources o f  the 
Eastern countries;  

j o i n t  firms; 
~~~ 

~~ - ~ ~- - ~ ~ ~ ~ ~ _ _  ~ -~ ~ ~-~ ~~ ~ - 

other forms of i n d u s t r i a l  co-operation (Co-production, 
special izat ion,  subcont rac t ing ,  joint  sales, e t c )  

oRQJEC TS OF COMMON IN!L'mST 

On several  occasionso the Soviet  leaders  have 
their  intention o f  seekina Co-oDeration w i t h  Western 

European countr ies  t o  implement a cëatain-number of projects  
of common i n t e r e s t  designed t o  promote the economic development 
of t he  p m t i c i p a t i n g  countries.  The sca l e  a n d  type of t he  
pro jec ts  contemplated are extremely varied a n d  some o f  them 
could be considered as coming within a wider de f in i t i on  o f  
i n d u s t r i a l  co-operation, while others  obviously do  not  come 
under t h i s  heading at ail .  

N A T O  C O N F I D E  N T I A L  
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7. It i s  c l e a r  that t h e  reciprocal  exchange o f  
e l e c t r i c a l  energy md the  linking of  g r i d  systems, t he  
organization o f  trans-European ccntainer  t ransport ,  the  
expansion of t ransport  and cornunications f a c i l i t i e s  between 
E a s t  a n d  West and  the  connection o f  road, r a i l ,  a i r  o r  i f i l a n d  
waterway t ransport  networks all r e l a t e  t o  the organization 
o f  t r a m p o r t  a n d  t o  exchanges which d o  n o t  come within the  
generally accepted mestning o f  i n d u s t r i d  co-operation. 

8. On t he  other  h a n d ,  co-operation f o r  t h e  development 
o f  atomic energy a n d ,  for examplep i n  the f i e l d s  o f  mechanicd 
engineering a n d  chemistry, t he  establishment o f  f irms t o  work 
a n d  process i r o n  o r e  deposi ts ,  o r  the  improvement o f  t o u r i s t  
amenities, Ere more closely re la ted  t o  i ndus t r i a l  co-operation. 

This very mixed bag o f  proposals r e f l e c t s  the  varying 
degrees o f  i n t e r e s t  shown by sone o f  t he  Eastern countr ies  i n  
specif ic  pro jec ts  contained i n  a jo in t  l ist where each Communist 
country i s  able  t o  include i t s  own favouri te  projects .  
expression j e c t s  o f  common in t e re s tPP  because o f  i ts  
ambiguity and vaguenessp can be made t o  cover questions r e l a t i n g  
t o  t rade,  industry,  the development of natural. resourcesp 
t ransport  end comunicctions, 
actual ly  mooted the idea  of a rrEuTopean p r o g r m e p *  covering a 
wide range o f  p ro jec ts  a n d  including a time-table for t he i r  
implementation, Although t h i s  move w a s  re jected , it provides 
some insight i n t o  Soviet aims. 

IO, In  the  interests o f  c l a r i t y ,  t h i s  paper t r e a t s  as 
"projects of common interestPt only those proposals made by t h e  
E a s t  European countr ies  which d o  n o t  come under one o f  the  other  
categories  l i s t e d  under paragraph 5 above. 

9. 

The 

A t  one point the Soviet Union 

( i )  Exchanges o f  e l e c t r i c a l  p o w y  

i l .  Progress i n  the  interconnection o f  E3mopea.n g r i d  
systems, especial ly  s ince 1955, has l e d ' t o  the  formation o f  th ree  
major  groupings : 

- Western E u r m  (Austria, Belgium, the  Federal Republic 
of Germany, France, I t a l y ,  Luxembourg, t h e  Netherlmds 
a n d  Switzerland); 

(Demark, Finland, Iceland, Norway and I 

- Eastern Europe (Bulgaria, t he  G e r m a  Democratic Republic, 
Hungary, Polgtnd, R o ~ m a n i a ,  Czechoslovakia a n d  t he  
Soviet Union), 

P T  O C O N F I D E N ! F I & & , , - -  L 
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These networks m e  now close t o  one another at ce r t a in  points  
(Austr ia  a n d  Ceechoslovzkia, Austria a n d  Hungary, the Federal 
Republic of Gêrmany and Czechoslovakia). Some Western 
countr ies  have already established d i r ec t  o r  ind i rec t  links 
(through Czechoslovakia and Hungary) w i t h  c e r t a in  East European 
countr ies  m d  since 1967 exchanges of e l e c t r i c i t y  have 
increased r e l a t i v e l y  f a s t e r  than overal l  t rade  between these 
countries.  These exchanges a r e p  howeverp very small compared 
w i t h  e l e c t r i c a l  power exchanges between Western countries' . 
(approximately 3.5% of the t o t d )  ayld in f in i tes imal  compared 
with consumption (0.15% in  1969). It seems that  most of  the 
t r a f f i c  i s  from E a s t  t o  West and concerns mainly the FRG, 
Austr ia  and Yugoslavia (cW( 72)68( Revised) Note No.3). 

. ,  

12, 
i s  the  la rge  dis tances  separat ing the  primary energy sources 
E a s t  o f  the  U r d s  a n d  t h e  West European consumer centres .  The 
cost  o f  t ransmi t t ing  power increases  exponentially and a t t a i n s  
the  KWH production cos t  f o r  dis tances  o f  over 500 o r  750 km 
depending on the  voltzges used and the output transmitted.  
Hence the current e f f o r t s  t o  increase voltages a n d  the volume 
o f  energy moved. 

The nain problem i n  t ransport ing e l e c t r i c a l  power 

13. Internat ioncl  t r ans fe r s  o f  e l e c t r i c a l  pcwer cm tilke 
the  fo rm o f  long-term agreements f o r  the regular export of 
power o r  for sharing the  output o f  power s t a t i o n s  jo in t ly  owned 
by two  o r  more par tners .  There are  a l s o  seasonal, d a i l y ,  
emergency and pezk period power exchanges o r  the local 
d i s t r ibu t ion  o f  e l e c t r i c i t y  f o r  border area consumers. 

14. Rather than a s inyle  link-up of  the networks, one 
form of  co-operation which could contr ibute  t o  a rapid increase 

- ~p i n  e-xpchanges-ca.r-be- found-at-the-network-level -itseLf=(very= -- -p  -- 

high tension l i n e s ,  convertor s ta t ions ,  frequency control ,  
s t a b i l i t y  o f  interconnections,  operating despatching centres ,  e t c )  , 
where research i n t o  improved tech-iques f o r  t ransport ing 
e l e c t r i c a l  power might be carried'out, joint ly .  Canada and 
the  United S ta t e s  have wide experience i n  these f i e l d s ,  
cases ,  it w i l l  be necessary t o  obtain f u l l e r  details on the  
in t en t ions  o f  the  Eastern countr ies  a n d  t o  r e f e r  these 
technical ly  complex questions t o  the appropriate in te rna t iona l  
bodies, such as the ECE i n  Geneva. 

I n  all 

( i i )  Transa o r t  -of natura l  gas 

15. The Soviet Union and the  Eastern countr ies  have a 
s izeable  gas pipel ine system, The Russians already provide 
most of t h e  na tu ra l  gas used by the COMECOM countries.  I n  
addi t ion,  they make l a rge  de l ive r i e s  of  gas t o  Austria, a re  

F I D E N T I L L  
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beginning t o  del iver  gas t o  the Federal Republic o f  Germany 
and p h n  t o  s e l l  it l a t e r  t o  I t a l y ,  France a n d  Finland, For  
th i s  purpose, the Soviet gas pipel ines  are  already l inked, at 
the Austrian and Czechoslomk f r o n t i e r s ,  t o  the pipeline 
systems used by Western f i r m s ,  and Austria has been receiving 
Soviet na tura l  gas s ince September 1968 through a,n extension 
t o  Vienna o f  the FvBratstvoT’ pipel ine,  The gas f o r  the Federal 
Republic a r r ives  i n  Bavaria a f t e r  passing through Czechoslovakia, 
I t a l y  w i l l  be supplied v i a  a g a s  pipel ine l inking the Bra t i s lava  
area w i t h  the  Udine area through Austria, The gas purchased i n  
Russia by France w i l l  i n  f a c t  be delivered t o  I t a l y ,  a n d  France 
w i l l  tdce the equivalent of  these Soviet de l iver ies  from the  
Netherlands gas or ig ina l ly  intended f o r  I t a l y ,  
Finland, which it i s  planned should begin between 1975 a n d  
1977, will be made v i a  a pipel ine l ink ing  Leningrad with 
Southern Finland, 

terminating i n  E a s t  Germany w i l l  l a t e r  be linked t o  the  Federal 
Republic w i t h  a possible extension t o  Denmmk. 
the p o s s i b i l i t y  that Swedea may get supplies o f  natural  gas f r o m  
the  Soviet Union, A number o f  connecting points between the  
d i f fe ren t  gas pipel ine systems are  already operational a n d  there  
a re  unl ikely t o  be d i f f i c u l t i e s  i n  t h i s  f i e l d .  

Deliveries t o  

Work on t h i s  pipel ine begtm i n  1973. 

16, It i s  p o s s i b l e  t h a t  the  COMECON gas pipeline systems 

There is a l s o  

.. (iii) Movement o f  o w  pipel ine 

17. The main pipel ine l i e n g  the Soviet Union w i t h  the 
COIVIECON countries i s  the so-cdled  Vriendshipqt l l n e ,  which is 
5,000 km long and has tl. year ly  capacity a t  present o f  50 m i l l i o n  
tons .  The laying o f  a second pipel ine i s  i n  the process o f  
completion, and  it should be o p e r a t i o n a l  by the end o f  1973. 
The network, which starts a t  Almetyevsk i n  Western Siber ia ,  
has terminals on the B a l t i c  at  Ventspils (Soviet Union), Rostock 
a n d  Leuna i n  Czechoslovdcia at Most a d  Bratislava.and 
i n  Hungary a t  Seaehalombatta. 
w i t h  \Vestern Europe and such a connection would only be 
ju s t i f i ed  i f  the Soviet Union were t o  boost  great ly  i t s  o i l  
output by applying Western technology, 
extensions t o  the Federal Republic a n d  I t a l y  through Austr ia  
a r e  per fec t ly  conceivable, Links t o  the  Western systems should 
not raise m y  pa r t i cu la r  technical  problems, 

18, The Soviet Union has very la rge  pipe requirements au? 
it  could be tha t  the Russians w i l l  seek t o  obtain pa r t  of t h e i r  
requirements i n  the West i n  exchange f o r  gas a n d  o i l  subsequently 
moved through these pipes, 8Ioscow readi ly  consic?ers t r w s a c t i o n s  
o f  t h i s  kind as a fora of i n d u s t r i a l  co-operation, whereas i n  
f ac t  they a r e  a type of  “h i re  purchase i n  kindtt designed t o  
overcome the problems a r i s i n g  f r o m  E lack o f  convertible currency, 

This network i s  not linked up 

I n  such a casep pipeline 

N A T O  C S N  F I D E N T I A L 
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( i v )  Transport by r o a d ,  rail, air and inlwd waterways 

The g rowth  i n  East-West t rade  does not seem t o  hzve 
been hampered so  far by hagequate  t r anspor t  f a c i l i t i e s .  A 
whole s e r i e s  o f  mul t i la te ra l  and b i l a t e r a l  in te rna t iona l  
agreements and arrangements have been concluded, w i t h  the r e s u l t  
tha t  al1 technical  questions r e l a t i n g  t o  air, sen a n d  l a n d  
t ransport  a re  under continuous examination, \Vhilst most o f  Che 
E a s t  m r o p e a  countr ies  are p a r t i e s  t o  these agreements, the  
Soviet Union and the  GDR appear t o  be the most r e t i cen t .  These 
agreements,, although open t o  improvement, could be adapted t o  
meet any increase i n  t ransport  requirements r e su l t i ng  from a 
more rap id  expansion of East-West t rade  (c-M(72)68( Revised) Note 
NO,!?). 

19. 

20. The main hindrances t o  the movement o f  goods remain 
the  adminis t ra t ive and technical formal i t ies ,  especial ly  those 
enforced by the  Eastern c o u t r i e s .  
i n  l ink ing  up the  t r a n s p o r t  systems and developing the necessary 
in f r a s t ruc tu re  unless  there  was some relaxat ion o f  these niggl ing 
and r e s t r i c t i v e  regulations,  

There would be l i t t l e  po in t  

Desirable improvements would be: 

- increased r o a d  f r e igh t  quotas; 

- grea ter  l a t i t u d e  i n  choosing the most appropriate 
form o f  t ransport ;  

- freedom of  t r a n s i t  and i t i n e r a r y ;  

- simplif icat ion o f  the  arrangements f o r  i s su i rg  
authorizat ions and f o r  checks; 

s tandardizat ion o f  road, r a i l  and air securi ty  
regulations.  

21 . The organization o f  trms-European container t r a n s p o r t ,  
included by the Eastern countries ES 
interests '  i s  only one aspect of  these basic  problems. 
probably of  more i n t e r e s t  t o  the E a s t  European countries than 
t o  the  Soviet Union inasmuch as t h e i r  foreign t rade  i n  ce r t a in  
cases comprises a f a i r l y  large propor t ion  o f  manufactured goods 
pa r t i cu la r ly  su i t ab le  f o r  container t ransport .  
i n  t h i s  f i e l d  could be at two levels :  f i r s t l y ,  t he  manufacture 
o f  containers with the  par t ic ipa t ion  o f  specialized Western 
f i r m s ,  and secondly, the organization o f  t ransport  movements by 
spec i f i c  agreements. 

p ro jec t  of common 
It is  

Co-operation 
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( b )  m L O P M E N T  OF NP!URCS, RESOURCES I N  THE EASTERN 
C OUNIPRIES 

22. The Soviet Union, together  w i t h  Canad2, China a n d  
B r a z i l ,  i s  one of the last  great  areas  whose na tura l  resources 
have s t i l l  only been pa r t iLa l ly  tapped .  
Soviet i n t e r e s t  i n  forms o f  co-operation designed t o  s tep up 
the development o f  such resources, The Russims turned first 
t o  t h e i r  COMECON partners ,  but the f i n a n c i d  2nd technical  
p o s s i b i l i t i e s  o f  the  l a t t e r  soon proved inadequate , 

This explains the 

23, The Soviet Union knew very well that the West would 
show a,n i n t e r e s t  i n  gaining access t o  new sources of r a w  
mater ia ls ,  pa r t i cu la r ly  o i l ,  natural gas, cod- ,  f i s s i l e  mater ia l  
and various minerals such as nickel ,  chromiump cop e r  and i ron  
(C-M(72)68(Revised) Notes WO, 29 20 a n d  28(ffevised7 and 
Docwnsnt AC/I 27-\'@/337) 

1 

24, There i s  no question o f  t he  Soviet Union granting 
concessions on i ts  t e r r i t o r y  t o  any Western par tners  nor,  for 
the  time being, o f  allowing partid.pati .cn even on a minority 
basis, The Soviet Union's concept of " indus t r ia l  co-operationtt 
i n  t h i s  f i e l d  i s  merely 2, bar t e r  system staggered over a long 
period, which enables it t o  obtain Western equipment a n d  patents  
i n  exchange f o r  r a w  mater ia ls  extracted w i t h  such equipment a n d  
patents  , 

25, The chief problem is  t o  know how Western operators 
w i l l  be covered against  possible losses  resu l t ing  from such 
ventureso Despite e f f o r t s  by Soviet experts over the l as t  
few yearso it is  not impossible that  mineral. prospection 
may prove f r u i t l e s s  o r  that  the  working o f  deposits may prove 
t o G  expensive. It w i l l ,  therefore ,  be necessary t o  ascer ta in  
whether the  Russians would accept f u l l  l i a b i l i t y  f o r  m y  
losses, i f  they would seek t o  share them o r  even have them 
borne en t i r e ly  by the Vestern partner.  

26 Furthermore, the ant ic ipateü methofi of repayment 
r a i se s  several  issues .  Peyment, i n  the form o f  de l ive r i e s  of 
r a w  mater ia ls ,  could be established by a fixed volume (as a 
percentage o f  production) o r  by value as a percentage o f  
estimated production a t ,  o r  indexed t o  w o r l d  market pr ices ,  
Given the  scale  o f  such soss ib le  t ransact ions,  they could have 
an ef fec t  on the world pr ice  of the rzw materials  involved,. 
This might complicate an assessment o f  t he  p r o f i t a b i l i t y  of 
these very long-term agreements (20  years and more), 

2 

1 

27. Lastly,, the  f inanc ia l  arrangenents may take severa l  
forms. I n  some caseso it w i l l  simply be a question o f  ? 

bar te r  between the  t w o  pa r t i e s ,  while i n  others ,  it may be 
essent ia i  t o  use the  services  of a c red i t  i n s t i t u t i o n  which might 
obtain the usual governmental guarmtees ,  
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28, It i s  impossible t o  give even an approximate f igure  
f o r  the investments which would be required f o r  operations of  
t h i s  type but, i n  view of t h e i r  s c d e 9  it is  obvious that  
m i l l i a r d s  o f  a o l l a r s  would soon Se required,  This huge 
f inanc ia l  e f f o r t  should be seen in t he  light of aggregate 
investments which the Western countr ies  a re  prepared t o  make 
t o  develop r a w  materials throughout the  world. A s  a;n example, 
i t  is estimated by experts t ha t ,  i n  the o i l  industry alone, 
investments may reach $500 m i l l i a r d  during the  present decade. 

' 

29, The opening up of S ibe r i a  is  not  without r i s k ,  The 
weather conditions (4/5ths o f  t h e  a rea  i s  subject  t o  permafrost) 
c a l l  for a.very high l eve l  of investment wid t he  provision o f  
l a r g e  s c d e  f a c i l i t i e s  for t he  labour force.  There i s  sometimes 
on l y  scant  information on avai lable  and workable deposits. 
d i f f i c u l t i e s  explain why the Soviet Union has not  yet  made a 
major e f f o r t  i n  t h i s  direct ion,  The 1971-1975 Five-Year Plan 
a l loca te s  a l i t t l e  over 16% o f  ail Soviet  investments t o  the 
development of Siberia, However, this proportion has hardly 
varied over the last 20 years, As the natural resources of 
the res t  of  the world, on which the Western indus t r ia l ized  countries 
re ly ,  a r e  running out o r  becoming scarcer  through the act ions o f  
the  producer count r ies ,  the  Siberian resources t a k e  on greater 
long-term importance. 

These 

30, Oil i s  the Soviet Union's main (about o f  the  t o t a l )  
exy>Brt t o  the non-communist indus t r ia l ized  countries.  It would - _ .  

therefore  seem log icd .  f o r  t h e  Soviets  t o  boos t  t h e i r  s d e s  t o -  
t E ë s ë c m t F i ë s  p a ~ o v ~  txeëlZveïXip the  iastfëw'reGs^(be tGëGn 

- ~~ 

40 a n d  43 mil l ion tons) ,  i n  view of t he i r  convertible currericy 
indebtedness and- the  cost  of increasing imports from the West. 

t h e  medium-term problem o f  increasing consumption o f  energy, 
a n d  pa r t i cu la r ly  o i l ,  by m o d e r n  society,  Moreover, relations : 
are not  always easy with t h e  T h i r d  World oil-exporting countr ies ,  
In  this connection, it should be noted that disputes  over tc?xes 
o r  p r i c e s  cavl lead t o  an in te r rupt ion  i n  o i l  suppl ies  a n d  that 
t h i s  can a l s o  happen f o r  po l i t i ca l .  reasons, 
therefore hcve good reason f o r  wishing t o  d ivers i fy  t h e i r  sources 
a n d  reduce t h e i r  dependence on the h i t h e r t o  main North African 
and G u l f  suppl iers .  

31. The Western coun%rl;es, for t h e i r  szrt, have t o  meet 

The Western countr ies  

32, Based on what is known o f  Soviet production targets, 

However, i f  the Soviet  Union wishes t o  

the  m o u n t  of petrol that could be exported t o  the  non-Communist 
countr ies  should be i n  the region of 75 mil l ion tons a year 
between 1975 and 1980. 
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boos t  i t s  s a l e s  t o  Japan, Western Europe asid the  United S ta t e s ,  
i t  w i l l  have t o  increase g rea t ly  the  present r a t e  o f  extract ion,  
ayid seek f inanc ia l  a n d  technical  ass is tance f r o m  the 
industr ia l ized West. 

33. 
countries o f  Eastern Europe i s  unlikely t o  be concerned w i t h  
crude o i l  production s ince deposi ts ,  except for Roumania, a re  
insignif icant ,  
the POL f i e l d  a n d  take the form o f  construction of  o i l  refineries 
(BP i n  Poland) service stations (BP i n  Hungary) o r  petrochemical 

Industrid. co-operation between the  West a n d  t he  o the r  

Co-operation could, however, mater ia l ize  i n  

plmts. 

( i i )  Naturcrl. gas 

34. The agreements concluded s o  far would seen? t o  ind ica te  
that  between now a n d  1976 t h e  Soviet Union w i l l  sugply some 
16 m i l l i x r d  cu.m t o  Austria, t h e  Federal Republic of Germmy, 
Finland, France a n d  I t a l y .  Sweden, Denmark ,?rid Japan may a l s o  
buy Soviet gas, a n d  the  United S ta t e s  is  current ly  examining 
the  poss ib i l i t y  o f  obtaining very l a rge  quant i t ies  o f  nwtural 
gaso t o  be delivered s t a r t i n g  at  the  end o f  the present decade. 

Although plans for developing the Soviet na tu ra l  gas 
indusiry have frequently been delayed , w i t h  the r e s u l t  that 
production g o a l s  have been loweredo there  is l i t t l e  doubt  that 
the  Soviet Union sossesses large na tu ra l  gas resourcesp estimated 
at a l i t t l e  wider 30% o f  world reserves ,  i .e. 12,450 m i l l i a r d  cu,m. 
Consequently, i f  t he  Soviet Union can obtain technical  m d  
f inanc ia l  ass is tance from t h e  United S ta tes  and a number o f  
other  industr ia l ized countr ieso it  could qui te  f eas ib ly  reach a 
production leve l  a i c h  would leave a big suri.lus f o r  export, 

35. 

( i i i )  CO& 

36, Over eighty-eight percent o f  the largo Soviet coal 
and l i g n i t e  reserves are  t o  be found i n  the  Eastern regions 
(Siber ia ,  Central  Asias Kazakhstan, e t c )  o r  the  Far North.  
Already, some 42% of the coal  produced comes from E a s t  o f  t he  
U r d s .  
the  consumer cent res?  t h e  Soviets  a re  seeking t o  process the 
output o f  t h e  mines on the s y o t  a n d  t o  t r a m p o r t  it i n  the  
form o f  e l e c t r i c a l  power. 
increase c o a l  a n d  l i g n i t e  production f r o m  624 m i l l i o n  t o n s  
1970 t o  between 685 a n d  695 mil l ion tons i n  1975: 
represents  s? mean mm.1 growth o f  2% only, 

Because o f  the huge dis tances  between the deposi ts  -ad 

The 1971-197S Five-Year Plan a i m s  t o  

t h i s  

N A T O  _ C O N F I D E N T I i l . L  
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37. The volume of exports remains low. In  1970 c o a l  a n d  
coke s a l e s  were 24.5 m i l l i o n  tons .and 4 , l  niZLion’tons 
respect ively,  I n  the immediate fu ture ,  t he  USSR is  unlikely t o  
increase output beyond the officisi l  t a r g e t s  f o r  export purposes. 
However, t rends i n  the w o r l d  energy s i t u a t i o n  may well encourage 
t h e  Soviets t o  seek Western help i n  developing its c o a l  industry 
during the second half of t h i s  dêcade. Should th i s  be the case, 
any i n d u s t r i a l  co-operatio2 agreements frJi l l  probably provide for 
long-term de l ive r i e s  o f  c o a l  and coke i n  exchange f o r  Western 
equipment. 

F i s s i l e  material  

38, The Soviet Union publishes a wealth o f  l i t e r a t u r e  on 
nuclear  energy technology but no information on its production 
o f  natural o r  enriched uranium o r  on avai lable  reserves.  A t  
present ,  and a t  leas* until 1985, it would not seem desirable  
t o  contemplate uranium m e t a ï  procurement from the Soviet Union, 
even supposing that the  l a t t e r  is prepared t o  s e l l ,  The o n l y  
e f fec t  o f  such purchases would be t o  depress the  work market 
and act  as a dis incent ive t o  the vigorous pros2ecting now being 
carr ied out just  about everywhere i n  the  non-Communist worldo 

39. I n  197lS enriched uranium requirements f o r  c i v i l i a n  
purposes were 39200 tons for the  United S ta tes ,  and for the  r e s t  
of the  izon-ComuiUnist warld, 1,900 tons (mostly supplied from 
North Arnerica) 
estiraate that the  world s h o r t f a l l  cmld  be between 18,000 tons 
and 2lp0O0 tons i n  1982, and between 38,000 tons and 479000 tons 

t o  these experts,  i n  1985 the  United S ta t e s  dl1 no longer be 
able -to -make- surplus  capacity -avai-lable-to--other countries.-- - - 

construction programmes always take some time t o  get  under w a y o  
and it is necessary t o  maintain some reserve production czpacity, 
Western Europe W i l l  probably s t i l l  continue t o  purchase some of 
i t s  enriched uranium abroad i n  the  1980s. 
United S ta tes ,  the  USSR could then become a possible  source. 
Because o f  its nuclear weapcns programme, t h e  Soviet Union has a 
s izesb le  urcmium enrichment c a p ~ c i t y ,  
have now been l w g e l y  met, i t  i s  l i k e l y  that  p l a n t  c o s t s  have 
been subs tan t ia l ly  wri t ten o f f  and that t h e  Soviets will be able  
t o  a d j u s t  t h e i r  enrichment charges t o  be competitive with current 
world prices .  
undertake orders f o r  other countries and has declared i t s  
restdiness t o  d o  so. 

The European Economic Community experts 

a - r e = u S e Y  1 According 
~- 

40, As enrichment technology i s  i n  a s t a t e  of  flux, 

I n  addi t ion t o  the  

Since i t s  defence needs 

The Soviet Union i s ,  therefore ,  i n  a posi t ion t o  

N A T  O C O N F I D E N T I A q  

-10- 

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



t N A T O  C O N F I P E N T I A L  
. 4  

-1 1- 

41. Under the terms of a Franco-Soviet service contract ,  
the  USSR w i l l  enrich a ce r t a in  quant i ty  o f  French uranium 
s t a r t i n g  i n  the second half  of 1973, a n d  i t  appears that  a 
fur ther  contract  has recent ly  been concluded with West Germany. 
No fu r the r  d e t a i l s  zre  avai lable  o f  Soviet e f f o r t s  t o  b u i l d  up 
a c l i e n t e l e  i n  Western Europe. 

(v)  Other minerals 

42, I n  the course o f  b i l a t e r a l  negotiations with Western 
countries o r  w i t h  groups of f i r m s ,  the  Soviet Union has already 
raised the  question of working ce r t a in  mineral deposits,  
Investments amounting t o  some $19200 mill ion have been 
contemplated f o r  Udokan copper, while between $200 mil l ion and 
$220 mil l ion ~ t r e  envisaged f o r  Kola Peninsula i r o n  ore and 
between $166 m i l l i o n  a n d  $177 mi l l ion  for nickel  i n  the 
Southern U r a l s .  

43. In addition, Poland is  current ly  considering the 
p o s s i b i l i t y  of seeking Westera f inanc ia l  a n d  technical  
ass is tance t o  develop coTper production i n  Lower S i l e s i a ,  
The cost of this project  has been put at between $300 mill ion 
a n d  $1 milliard and i t s  implementation should enable Poland t o  
become a leading copper producer i n  the eight ies ,  

( c )  m . E R I ? R I S E S  

4-4. To the Western mind, " jo in t  e n t e r ~ r i s e s ' ~  mean more 
thcm j u s t  i ndus t r i a l  co-operation; they mean a pooled contr ibut ion 
by two o r  rnore firms, which have s e t  no time l i m i t s  on t h e i r  
associat ion,  This r e s u l t s  i n  the creat ion o f  a new f i r m ,  w i t h  
j o in t ly  owned c a p i t a l  a n d  j o i n t  management, within which p r o f i t s  
and r i s k s  are  shared, Such organizations d i f f e r  from 
multinational f i r m s  i n  that the  a s se t s  contributed by the  p a r t i e s  
are  l imited by contract  and. may not be t r m s f e r r e d ,  
a l s o  9nixed companiesr9 i n  the sense that  the  par tners  involved 
may be f i r m s  from the  pr iva te  sector  and the  sub l i c  sector ,  

They a r e  

45. Defined i n  t h i s  way, m y  jo in t  coqany formed between 
East end West conf l i c t s  with the basic pr inciples  governing 
fundamentally d i f fe ren t  systems. 
the  me,ws of production and.  the  ul t imate  motivation f o r  the 
venture are two problems which crop up from the start, 
jo in t  enterpr ises  i n  the main evolve d i f f e ren t ly  ins ide  the t w o  
l e g a l  systems. 

Co-property rights regarding 

Therefore, 

46, Within COMECON several  fo rms  of co-operation have 
They r e l a t e  mainly t o  gradually been developed s ince i957e 

j o i n t  irivestments, jo in t  firms a n d  the s e t t i n g  up o f  banking 
consort ia  t o  finance jo in t  p ro jec ts ,  

N A T O  . -  C O N F  I I) E N T  I A L  
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47. In  the  non-Cornmunist w o r l d ,  the  question o f  jo in t  
en terpr i ses  poses no special  problems. Commercial companies 
completely owned by Eastern countr ies  (e.g. banks, insurance 
companies, s a l e s  o f f i ces )  may be s e t  up provided they conform 
t o  t he  laws wid regulat ions i n  force. J o i n t  f i r m s  w i t h  asse ts  
contributed by E a s t  and West generally open t h e i r  Head Offices 
i n  Western countr ies  where they a re  assured o f  legal protect ion 
and where nothing dis t inguishes  them from other  share-holding 
f i r m s  . 

48, IvIost f i r m s  of t h i s  type a re  created i n  order t o  market 
Eastern goods on the Western market. The first was established 
i n  Finlard i n  1954, where a company whose ccp i t a l  comprised 
pr iva te  Finnish f u n d s  a n d  an input from Hung,ary, w a s  given the 
task of  marketing Hungarian e l e c t r i c a l  a n d  electronic  equipment 
i n  Finland. 
such firms i n  other  West European countries.  
f i r m s  were s e t  up i n  Sweden i n  1970 with the  Czechoslovaks holding 
51% of the  shares  and t h e i r  Swedish par tner  the r e s t ;  the task  
of  these f i r m s  i s  t o  boost the  sa l e  o f  Czechoslovak machinery 
and chemical products i n  Sweden, However, the  nwnber and 
economic importance o f  such f i r m s  would s t i l l  seem t o  be l imited.  

Since then, Hungary has increased the number o f  
Similarly,  two 

49. 
complex problems. 
countr ies  where the  law permits d i r ec t  pa r t i c ipa t ion  in jo in t  
cap i ta l .  
Roumariian l e g i s l a t i o n s  allow t h i s  type o f  par t ic ipa t ion  subject  

enabling d i r e c t  pa r t i c i sa t ion  i n  management m-d both p r o f i t  a n d  
r i s k  sharing a r e  under consideration i n  Poland. 
Yugoslavia,--whish i s  -not-covered -by-t-h,is--paper,- the-new l e g a l  - - 
arrangements are t o o  recent t o  allow an accurate assessment o f  
t h e i r  results.  

Set t ing  up jo in t  companies i n  the  E a s t  r a i s e s  more 

As things s t ando  only the Yugoslav, Hungarian and 

Such f i r m s  are ,  of coursep o n l y  possible i n  

c e r b i n  l iwwmQ . .  Y 1  fn  " m s - w -  . *  

Except f o r  
-~ 

50. Noreover, the first joint enterpr ises  were not 
concerned with indus t r i a l  production within ah E a s t  European 
country, but r a t h e r  w i t h  service sec tor  a c t i v i t i e s  such as the  
ho te l  industry.  
establishment of  a jo in t  c a p i t a l  f i r m  w i t h  the  United S ta tes  
V o n t r o l  Dat,c! Corporationrt L a s t l y ,  a j o i n t  cap i t a l  bnnk has 
j u s t  been s e t  up i n  Roman ia  with United S ta t e s  m d  B r i t i s h  bLuilr 
par t ic ipa t ion .  

More recent ly ,  Roumania has authorized the 

51, The establishment o f  j o in t  f i r m s  i n  the E a s t  seems L o  
be of grea tes t  i n t e r e s t  t o  the  smaller E a s t  European countries.  
The Soviet Union has not entered t h i s  f i e l d ,  which has s o  far 
concerned f i r m s  which a re  r e l a t i v e l y  s m a l l  i n  r e l a t ion  t o  the 
o v e r d l  economies o f  the  countr ies  i n  question. Apart f rom 
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ideologicd- objections t o  t h i s  type of par t ic ipat ion,  the 
Soviet projects  o f  prime i n t e r e s t  t o  the leadership a re  of  
such a scale  and importance t h a t  they probably wish t o  keep 
them under t h e i r  complete a n d  d i r ec t  control:  th i s  is  t r u e  
f o r  na tura l  resources development projects  as well as f o r  
i n d u s t r i d  ventures such as the  Kama project ,  

52, On the  other  h,rnCf, there  i s  nothing t o  hamper the 
spread o f  jo int  f i r m s  with headquarters i n  non-Communist 
countries,  and pa r t i cu la r ly  i n  developing regions. The purpose 
o f  these fimns would seem t o  be the  marketing o f  goods produced 
through a combination of Western technology plus the  mmpower 
a n d  na tura l  resources which the Eastern countries can provide 
a t  low cos t .  
the r e s u l t s  obtained 

Howeverp it  is not possible at th i s  stage t o  judge 

(d)  INDUSTRIAL .CL-you€U!!TIoiJ 

53, Kuch has been published on the question of  i n d u s t r i d .  
co-operation, but no f u l l y  sa t i s fac tory  def in i t ion  has yet  been 
proposed.. 

54. The d i f f i c u l t y  a r i s e s  chief ly  because the E a s t  
European countr ies  tend t o  include under ind.ustrissl co-operation 
all s o r t s  of a c t i v i t i e s  which would not generally be considered 
t o  come under t h i s  heading i n  the West, 

55. The Communist countr ies  consider that à11 operations 
and t ransact ions which d o  not come within the normal category 
of t rade c re  % n d u s t r i d  co-operationE* a c t i v i t i e s ,  
par t icu lar ly  t r u e  whenever payment f o r  del iver ies  from the  
Western countries ( e  mg. f ac to r i e s ,  i ndus t r i a l  equipment, l i cences)  
i s  made i n  the f o r m  o f  manufactured goods,  whereas, i n  Western 
eyeso t h i s  i s  a ba r t e r  t ransact ion which d i f f e r s  f r o m  n o r m a  
t rading operations only as regards the  deadlines =and conditions 
governing payment 

This is  

56, The ECE (Geneva) hss had t o  suf f ice  with a qPworkingrt 
def in i t ion  which highl ights  r a the r  thcm resolves the problem. 

c t Indus t r ia l  co-operation i n  an East-West context 
denotes the economic relat ionships  ,zn6 a c t i v i t i e s  a r i s ing  from: 

(a )  contracts  extending over it number o f  years between 
par tners  belonging t o  d i f fe ren t  economic systems 
which go beyond the  straightforward s a l e  o r  purchase 
of  goods and services  t o  include a s e t  of 
complementary o r  reciprocal ly  matching operations 
( i n  production, i n  the development and t r a n s f e r  o f  
technology, i n  marketing, e t c , ) ;  
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(b )  contracts  between such par tners  which have been 
ident i f ied  as industr ia l  co-operation contracts  
by governments i n  b i la te ra l  o r  mult i la teral .  
agreements rf  

This working def in i t ion  c a l l s  f o r  two observations. 
Indus t r i a l  co-operation ( thus  defined) i s  considered as p a r t  
of t h e  broader concept of "East-West economic co-operationf7 . 
Consurrently, it is  p a r t  of "East-West tradeP:, . . .  

57. 
re la t i  onship : 

T h i s  def in i t ion  encompasses th ree  d i f f e ren t  types of 

- su3ply of  complete plants ,  production l i n e s ,  
equipment and l i cens ing  which d i f f e r s  f r o m  
normal trading operations only because payment 
i s  made i n  resultLuit  products; 

- j o i n t  tendering, jo in t  construction or similar 
projects ;  

- various fcrns o f  co-production, spec ia l iza t ion  a n d  

(a) Payment i n  pro2ucts 

58, 

subcont rac t ing .  

From t he  Western view ?oint ,  it is  c l e m  tha t  
t he  method o f  piying f o r  t he  supply of goods  o r  l i cens ing  c m o t  
be used as the  so le  c r i t e r i a  for judging whether an operation 
comes under t h e  heading of F t i ~ ~ i g ~  -~ - v  - ri, " pxJ?&bzrr .-*GI+- 
when the  agreements concluded s r o v i d e  f o r  :?a whole complex of 
mutually-linked operations a n d  comprise reciprocal  commitments 
s p r  e adLover--a- number-O f-y e ar s (=l-) -i 8 -it ossible-to-cl&m tha t  
such agreements '"extend beyon5 s t r i c t l y  conmercial ac t iv i t i e scc (  1 ). 
Payment by rileans of goods produced i n  the  p l an t s  s o l d  o r  as a 
r e s u l t  o f  l i cens ing  cannot be regarded as genuine co-operation 
"unless t h e  suppl ie r  of  the plant ( o r  l i cence)  has a s p e c i a l  
in terest ,  m e r  a n d  above bis normal i n t e r e s t  as t he  suppl ier ,  
i n  receiving these goods"(?), The s m e  a;?plies t o  t h s  leasin 

this  type a re  of ten  t h e  first s tage i n  an evolution towards more 
complex r e l a t i o n s  between the partnersp genuine co-operation 
i n  t h e  Wes-Lem sense comes only at the  more advanced s tage o f  
co-production, spec ia i iza t ion  o r  subcont rac t ing ,  

~~ 

of 
p l a n t  o r  equisment i n  exchange for goods, While agreements O f 

_1_1_ 

( 1 1 C-M( 72 )68( Asvised ) Note No. 1 - Development of Indus t r i a l  
Co-operation. 
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59. This i s  the case, f o r  example9 when a l i cense r  takes  
the  whole output a n d  continues t o  buy the resu l tan t  products 
even tzfter the  l icence  has been f u l l y  p a i d  for( I ) ,  o r  when a 
p l a n t  established i n  axt E a s t  Xuro e m  country i s  used primarily 
t o  meet t h e  needs of the  suppl ier  t: 2 ) .  

( b )  Jpint operatio-ne 

6 0  . J o i n t  operations generally comprise Co-management 
a n d  co-ownership o f  ca2 i t a l  a n d  the sharing of  p r o f i t s  a n d  
r i s k s ;  'and they may lead t o  t h e  establishment o f  t he  j o i n t  
enterpr ises  described above. They may a l s o  be more l imited 
i n  purpose and duration, 
delivery o f  complete p l a n t s  or srocessing l i n e s  a d  i n  the 
execution o f  c i v i l  engineering pro jec ts  has been l imited t o  
temporary associat ions f o r  tendering i n  respect o f  projec ts  
t o  be r e d i z e d  €or  t h i r d  p a r t i e s ,  
i s  the  main contractor  a n d  t h e  other  the  subcont rac tor .  
Par t ic ipa t ion  may a l s o  be l i m i t e d  t o  p r o f i t s ,  as i n  the case o f  
the co-operative agreements concluded by a US ho te l  chain M-th 
Hwgmj and Roumania t o  construct  hotels.  
f i r m  suppl ies  the drawings, special  equipment ( l i f t s ,  air- 
conditioning system, telephones, kitchen equipment), p rofess iona l  
know-how and guarantees a ce r t a in  volume of Western customers. 
In  exchilllge, i t  receives  a commission on  t h e  turnover i n  
convertible currencyo regardless  of whether the ho te l  makes a 
l o c a l  currency p r o f i t  

Thus, East-West co-operation i n  the 

Generally one o f  the par tners  

The United S t a t e s  

( c )  Co-production, special5 za t ion9  sub-contractinq 

61 0 These forms o f  co-operation, which a re  c loser  t o  t h e  
Western idea  o f  " indus t r ia l  co-operationru because o f  t h e i r  more 
advanced an2 complex nature ,  a r e  becoming one o f  the  most 
frequent forms o f  East-West i n d u s t r i a l  co-operation. 
par tner  special izes:  

Each 

- e i t h e r  i n  the  production of ce r t a in  p a r t s  o f  the f i n d  
product, assemble6 by one o f  t he  par tners  o r  by both9 
each f o r  the needs of i t s  own market; 

-r. 

( I )  For example, a Pol ish e lec t ronic  p l a n t  w i l l  produce r e l ay  
devices f o r  railway signal boxes under l icence from a Swedish 
f i r m ,  The production w i l l  reach full planned volume by 197?-, 
and de l iver ies  of equipinent w i l l  pay for 50$ o f  the  l icence 
fees. 
For example, a garment manufacturer i n  the Federal  Republic 
o f  Germany has leased machinery necessary for the production 
o f  l c d i e s  underwear t o  several  Hungarian t e x t i l e  f a c t o r i e s ,  
The leas ing  f e e s  a re  payable i n  convertible currency, but the  
Western par tner  purcheses more than 80% o f  the t o t d  
production, t h e  r e s t  being sold on the l o c a l  market. 

(2 )  
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- o r  i n  the production o f  a more l imited number of 
items of t h e  manufacturing p r o g r m e  which a re  
then exchanged t a  complete each par tner 's  range 
o f  products. 

7 For t h i s  purposeg each a r tne r  uses the  technolo 
supplied by one o f  t he  par tners(  9 o r  i t s  own technology(2 , 
o r  a technology r e su l t i ng  from jo in t  research and development 
by the two par tners(3) .  

w i t h  research and developr;iei?t r e l a t e  mainly t o  the chemicaï 
industry (espec ia l ly  i n  agreements concluded w i t h  the Soviet Unson) 
a n d  provide f o r  the exchange of research a n d  development r e s u l t s  
and on t h e i r  appl icat ions t o  mzter ia ls  a n d  techniques. The main 
f i e l e s  involved are  setrochemicals, chemic& products, dyes, 
pa in ts  a n d  lacquers ,  lubr icants  and pharmaceuticals, The 
agreement provides f o r  the establishment o f  jo in t  commissions t o  
examine common problems and  the  arrangement o f  inspect ion a n d  
l ec tu re  v i s i t s .  

62. Co-operation a i d  spec ia l iza t ion  concerned exclusively 

63. I n  ce r t a in  cases, co-operation can take the f o r m  of  
subcon t rac t ing  with t h e  E a s t  European compmies undertaking 
t o  de l iver  an agreed quant i ty  of f inished o r  seni-manufactured 

- - -  - 
( 1 )  For example, j o in t  production and sale o f  numerically- 

controlled machine t o o l s  under a Franco-Soviet agreement 
o f  19-70. 

c-e=of French consul tants  a n d  th 
French f i r m  produces the nwnerically-controlled devices. 

agreement and the  French f i r m  handles the af ter-sales  
service,  

The Soviet pmtne r  manufactures the- machine 
1s-wi th  the  ass 

-The models -to be- manufactured a r e  chosen-by common ~ 

( 2 )  For example, joint production o f  long-distance buses 
by an Austrian f i r m  a n d  a. Hungarian enterpr ise .  The 
chassis, engine, gearbox and transmission ,are provided 
by Austria, The Hungarian par tner  bui lds  the bodyo equips 
a n d  furnishes  the i n t e r i o r  a n d  completes the assembly. 
Each par tner  uses its own technology, 
markets a r e  reserved for the  Hungarian Foreign Trade 
Association which has i t s  share o f  the Vestern markets, 
and benef i t s  from the use o f  the Western firm's sales and 
service networks. 

The E a s t  European 

( 3 )  For example, research on the bodywork i n  Hungary and an the  
chassis i n  Austr ia  f o r  developing a new sm,dl-size bus. 
This agreement i s  an extension o f  the  one referred t o  above. 
The two par tners  have zgreed t o  carry out j o in t  research on 
commonly agree2 objectives.  

N A T O  _ _  C 0 2 - F  I D E N T - I L L  
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goods,  produced on the basis of documentation and know-how 
provided by the main contractor  w i t h  a v i e w  t o  supplementing 
his  production capacity. 
agreements( i ) , 

These may be short  o r  longer term 

U -- 
For exmgle,  a Roumanian naval shipyard is  producing 
twelve 7,300 D-W" ships f o r  a Norwegian f i r m  which has 
specif ied i t s  own design a d  w i l l  supply drawings, engines, 
propel lers ,  plus  the  navigation a n d  communications 
equipment, 
a i r c r a f t p  a Roumanian f i r m  manufactureso as subcon t rac to r  
t o  t he  Br i t i sh  suppl ier ,  a type o f  small a i r c r a f t ,  
British contractor  takes  t h e  whole production a n d  s e l l s  the 
a i r c r a f t  u n d e r  i ts  own trade-mark i n  both West a n d  E a s t .  

To pay for a number of British passenger j e t  

The 

N A T  O . C û N F I D E N T ~ L  
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B, IiEGAL AN Il INSTTT UT_lONN, F€UlVIEWO& K 

64. The framework comprises: 

- i n t  er-Stat e r e l a t ions  ; 

- inter-f i rm re la t ions ,  

. . (i). Jndustr ia l  Co-operation at the  nat-ional l e v e l  

65, Over the  last  few years a l a rge  number o f  i n d u s t r i a l  
co-operation agreements have been concluded, pa r t i cu la r ly  between 
the  Soviet Union a n d  Hungary on one hand a n d  France, I t d y ,  the 
United Kingdom, Austria,  Belgium, Sweden, Denmarkp Canadao Finland 
and the United S ta t e s  on the  other.  Inter-governmental agreemerxts 
are  normally val id  f o r  5 - 10 years a n d  provide f o r  regular  
consul ta t ions on s sec i f i c  pro jec ts ,  

o f  a permanent jo in t  commission which convenes at l e a s t  once a 
year t o  examine the progress made during the  previous period, 
ou t l ine  plans for future  act ion a n d  i den t i fy  f i e l d s  for 
co-operation, Ad hoc working groups make sec tora l  surveys of  
industry. 
by o f f i c i a l s  from the i n d u s t r i d  minis t r ies  and from the  Foreign 
Trade Organization as well as by representat ives  of companies and 
research i n s t i t u t e s ,  
representat ives  of t rade and i n d u s t r i a l  confederations and o f  
individual  pr iva te  firms. 
a r e  n o t  t h e  arena where contracts  a r e  concluded between firm, 
they do provide an opportunity f o r  examining no t  only the  f i e l d s  
f o r  possible  co-operation, but a l s o  t he  fo rms  it m a y  take. 

down the  general guidelines which the governments concerned 
wish t o  see followed. In th i s  connection, implementation of t h e  
agreements has a different  impact i n  E a s t  asid West. It i s  l i k e l y  
tha t  an out l ine  agreement i n  the  f i e l d  of  i n d u s t r i a l  co-operation 
obl iges  the Eastern au tho r i t i e s  t o  take account i n  t h e i r  planning 
of the  projected co-operation and t o  encourage t h e i r  f i r m s  t o  
prepare f o r  i t ,  
r e s t r i c t i v e  effect .  They represent  a list of  possible  operations 
open t o  p r iva te  o r  public en te r s r i s e s  and have a pos i t ive  impact 
on sa l e s  Fromotion. 

reciprocal  basis, l ega l  or adminis t ra t ive measures designed t o  
assist, at the en terpr i se  l e v e l ,  the  appl icat ion o f  i n d u s t r i a l  
co-operation agreements and t o  provide the firms with guidel ines  
based on previous experience, 

66, Each o f  these agreements provides f o r  the  establishment 

The Soviets are  represented on these working groups 

The Western s ide  is represented by o f f i c i a l s ,  

hlthough these a d  hoc working groups 

~~ 
~~ 

~ 
~~ 

67, I n  any eventp the intepgovernmentai. zgreements l a y  

I n  the  West such agreements have a l e s s  

68. Moreover they enable governments t o  negot ia te ,  on a 

N A T O -  C.0 N F I D E N T  I L L  
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( i i )  Industr-peration at   thm mer prise l e v e l  

69. In t h e  E a s t ,  and especial ly  i n  the Soviet Union, f i r m s  
seeking co-operation ventures are not a l lowed  t o  make d i r e c t  
approaches t o  Western f i r m s ,  In  the  Sovie t  Union,, f o r  instance,  
a l l  contacts must be made through the  State Committee, which has 
so le  authori ty  f o r  signing technical  co-operation agreements with 
Western f i r m s ,  

70. The procedure f o r  reaching an i n d u s t r i a l  co-operation 
agreement is generally very time-consuming, 
f irst  negotiations w i t h  F i a t  on constructing the  ca r  p l a n t s  at 
Togliatt igrad s t a r t ed  i n  1961 whereas the contract  w a s  f i n a l l y  
signed only i n  1966, 
administrative delays and that  so  far  co-operation has not been 
allowed t o  take the form o f  jo in t  enterpr ises .  

negl igible ,  i s  far more d iscree t ,  s ince it is mainly l imited t o  
opening up t h e  way f o r  co-operation between pr iva te  a n d  public 
firms an3 the Eas t  , 

In the  last  analysis, it i s  f o r  the Western f i r m  t o  
decide, on t h e  basis of cost  effect iveness ,  t o  what extent it 
i s  prepared t o  jo in  w i t h  Communist s t a t e  companies i n  j o i n t  
act ion i n  one of t h e  areas discussed i n  the first pa r t  o f  t h i s  
note. 
depending on where i t  takes placeo 

par t ic ipa t ion  i n  nat ional  companies, Poland is a2parently about 
t o  do the same. For these countr ieso i ndus t r id  co-operation may 
therefore  consis t  i n  the  creat ion o f  a new f i r m ,  i n  nihich one o r  
more Eastern and Western f i r m s  may par t ic ipa te ,  
countries,  a n d  even i n  those just referred t o ,  j o in t  act ion 
often takes  the form o f  t i ed  s a l e s  and purchasing contracts  
(products, l i cenceso  patents ,  e tc , )  covering perlods o f  f i v e  
years o r  more. 

74, 
between Western f i r m s  cad Eastern enterpr ises  i s  simpler because 
property r ights and t h e  setting-up of  f i r m s  are  generally 
recognized. 
a f i r m  in accordance w i t h  mutually-agreed conditions. 

s t r i c t  sense o f  the  termo several. so lu t ions  have been considered 
t o  overconie d i f f i c u l t i e s  ,arising because the Communist countr ies  
d o  not recognize property r ights over t he  means of production, 
Amolig these solut ions,  t h e  l ea s ing  o f  equipment represents  a 
comparatively new form o f  t ransact ion.  
of establishing i n  a Western country t h e  Hezd Offices of a j o i n t  
f i r m  which cou ld  then l e a s e  the necessary equipment wd material 
t o  the  East European comj2my. 

F o r  example , the  

Western firms complain o f  Soviet 

71. In  the  West, t h e  rdle o f  the  S ta te ,  although nc t  

72, 

T h i s  co-operation may assume d i f f e ren t  l e g a l  f o r m s  

73. In  the  E a s t ,  only Roumania a n d  Hungary allow foreign 

In  the  o ther  

In  the  non-Communist countr ies ,  i n d u s t r i a l  co-operation 

In these countr ies ,  the two pz ï tners  may estEblish 

75. In t h e  i n d u s t r i a l  co-operation sec torp  i.e. i n  the  

T h i s  o f f e r s  the  p o s s i b i l i t y  

- 

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- 

C o  pRoBLEXS AND DIFF IcVurIA 

( a )  ipt the  micro-_onomic l w e i  

76. The various forms o f  co-operation described above a r e  
dl of comparatively recent date  a n d  have on l y  expanded 
not iceably over the last few ye(nrso A l m o s t  a t h i r d  o f  the 
rv indus t r ia l  co-operationrf agreements were signed as l i t t l e  as 
two o r  th ree  years ago. On the basis o f  these agreements, it 
appears that the  Soviet Union has so  fa r  concluded 50% of  the 
accords i n  the  f i e l d  o f  research and development (espec ia l ly  for 
the  chemical indus t ry) ,  with co-production and spec ia l iza t ion  
agreements represent ing only 20$ of dl the contracts  signed , 
Czechoslovakia, Hungary, Poland  a n d  Roumaniap on the  other  hand, 
have mainly concluded CO-production, special izat ion,  
sub-contracting a n d  l i cens ing  agreements. 

77, The proportion of E a s t h e s t  t rade  r e su l t i ng  from t h i s  
co-operation remains s m a l l ,  although i n  ce r t a in  branches,, such 
as the  mechanical engineering indus t r ies ,  it already represents  
between 10% and 15% of  exports t o  the West from ce r t a in  E a s t  
Ebopean  countr ies9 pa r t i cu la r ly  Roumaniao Hungary and 
Czechoslovakia. In the  light o f  recent experience9 it may be 
considered that  four types of  problem exis t :  

(i) implementation o f  the agreements; 

( i i )  production; 

(i) Jmplementati-on of the agreements 

78, The Eastern countries are  slow t o  conclude co-operative 
agreements and  do so only z f t e r  having made a -t;horou& survey. 
Consequentiy, many years  may elapse before a project  i s  concluded. 
A t  the negot ia t ing  s tageo  the  Western par tner  with power t o  take 
a decis ion finds himself up against  ah e n t i r e  bureaucratic 
hiermchy cu t t ing  him o f f  from t he  S ta t e  con~zny concerned. 
problem o f  communication and information a r i s e s  here. 
no guarantee t h a t  the Western pxrtner w i l l  be able t o  obtain 
f u l l  documentation on the  i n d u s t r i a l  s ec to r  i n  which he i s  being 
asked t o  co-operate, 

of  imbalance between the  p a r t i e s  concerned, 
contend w i t h  a monolithic s t a t e  apparatus and t h i s  g ives  them 
l i t t l e  l a t i t u d e  i n  discussions. 

1! 
There i s  

?9, Moreover, for s m a l l  Western f i r m s ,  there  i s  the problem 
Such f i r m s  have t o  

They have scant neans o f  obtainiiig 

N A T O  S F I Q E  N T I A L  
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depth information and, f o r  f inanc ia l  reasons, they cannot keep 
staff on the s p o t  i n  an Eastern country during what a re  sometimes 
very lengthy preliminary ta lks .  

( i i )  Prcducti  on 

80. The time-lag between the decision t o  invest  ani! the 
start of actual  production can be very long i n  the Eastern 
countries. Under these circumstances, the Western par tner  who 
is  banking on f r e sh  production t o  supply a market or recover 
h i s  f u n d s ,  may not be able t o  keep t o  h i s  t imetable,  
i n  the case of  patents  md l icensing,  qua l i ty  control becomes an 
a l l - impor t an t  fac tor .  
which may be s o l d  on the Western markets must be standardized 
a n d  meet Western requirements. As i n d u s t r i d  co-operation i s  
confined t o  t i ed  contracts  (under which the manufacturers9 however, 
r e t a i n  t h e i r  independence), it is  very d i f f i c u l t  f o r  the  Western 
par tner  t o  provide f o r  adequate controls .  

Furthermore, 
~ 

The product manufactured i n  the East a d  

(iii) Co-management 

81. In the Soviet Union it  i s  obviously v i r t u a l l y  impossible 
f o r  the  Western par tner  t o  have ariy say i n  the management o f  t he  
Soviet company which i s  a p a r t y  t o  the agreement. 
the Western par tner  have any way o f  knowing how the  operation of 
the  company may be affected by outside planning decisions. 

Neither does 

( i v )  Guarantees f o r  the repayment o f  funds advancea 

Repayments i n  kind , a normal fea ture  of i n d u s t r i d -  
co-operation agreements i n  t h e  Eastern countr ieso r a i s e  some 
t r icky  problems: 

82. 

- the  Western par tner  who has advanced funds may have 
t o  accept goods f o r  which he has no adequate s s l e s  
network; 

- since the repayments are  made over a very long-term, 
the question a r i s e s  o f  f luctuat ions i n  w o r l d  pr ices  
over an extended period; 

when the repayment i s  i n  kind a n d  on a long-term 
basis, t he  greatest  risk l i e s  i n  the d i f f i c u l t i e s  
which the Ezstern par tner  may encounter i n  reaching 
the poouct ion  l eve l s  necessary t o  meet i ts  
commitments; regular s e l i v e r i e s  are a l s o  very 
i m p o r t a n t  . 

- 
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(b)  A t  the  macro-economic l eve l  

83. A l l  the  Commwrist countries are  i n  the posi t ion of  
demanders as regards i n d u s t r i a l  co-operation. However, during 
negot ia t ions,  the a t t i t u d e  they a d o s t  depends on t h e i r  economic 
importance and resources a n d  t he  importance of  foreign t rade i n  
t h e i r  economies. 

84, The.Eastern countries,  other  than the Soviet Union, 

They cim o f fe r  manpower 

except i n  very special  cases, are mainly interested i n  acquiring 
plant  which w i l l  enable them t o  increase the  proportion o f  
manufactured goods i n  t h e i r  exports. 
w i t h  varying l e v e l s  o f  s k i l l s  an6 labour cos t s  which are  lower 
than those i n  the  Western industr ia l ized countr ies ,  Interested 
Western f i r m s  a r e  of ten able t o  negot ia te  w i t h  these countr ies  
on an equal footing. 

Conditions a re  d i f fe ren t  for the  Soviet Union because 
of the  country's i n t r i n s i c  importance, its w o r l d  p o l i t i c a l  ro l e  
a n d  i ts  wealth of  naturaï  resourcesI P o l i t i c a l  considerations 
exert  a far grea ter  influence on the a t t i t u d e  o f  the Soviet 
zu thor i t ies  t o w a r d s  i ndus t r i a l  co-operation t h m  they do i n  the  
czse o f  the  other  E a s t  European countries. H o s t  i n d u s t r i d  
co-operation agreements concern de l ive r i e s  o f  goods. It should 
be noted that  t h e  range o f  manufactured products avai lable  i n  the 
USSR o f  i n t e r e s t  t o  the  West i s  l imiteo,  a n d  that  the country has 
l i t t l e  surplus agr icu l tura l  produce su i tab le  f o r  export. 

headway if the Soviet Union i s  prepared t o  supply all t h e -  
necessary information and control  f a c i l i t i e s  which will enable 
Western firms t o  make a r e a l i s t i c  assessment o f  the r i s k s  

85.  

86; Co-operation i n  the r a w  mater ia ls  f i e ld  w i l l  on ly  make 

~ i ed i n  such commitments, ~ ~~ 

~ 

87. The development o f  na tura l  resources i n  the other  
E a s t  European countr ies  (e.g. Po l i sh  coal, copper& the  South 
Wesg and Roumanian o i l )  r a i s e  fewer problems. The reserves 
avai lable  are l e s s  divers i f ied hnd  abundant, the risks a re  
b e t t e r  defined and the necessary investment, although large,  
i s  not comparable w i t h  t h a t  required f o r  t he  opening up o f  
Siber ia ,  
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D. THE PROBLEM OF I N T  ERDrnENDENC I$ 

88. A l l  types o f  i n d u s t r i d  co-operation suggest that 
some degree o f  dependence w i l l  be created between the partners.  
There i s  no guarantee, however, that i n  d l  cases the  degree of  
dependence w i l l  be mutually balanced, This imbdance gives r i s e  
t o  s i t ua t ions  which may enable one partner,  for p l i t i c a l  o r  
even economic reasons, t o  change i t s  a t t i t u d e  t o w a r d s  the other. 

89. However, it is  important t o  avoid generalizations i n  
t h i s  f i e l d ,  

agreementsp j o i n t  f i r m s  and f i n a l l y  contracts  t y ing  the  sa l e  
o f  products t o  t he  purchase of equipment. 
t ransport  systems r a i s e s  problems o f  a d i f f e ren t  s o r t .  

A d i s t i n c t i o n  must be made between Co-production 
agreements r e l a t i n g  t o  'a' single  product, sub-contracting r ' , .  

The link-up o f  

(2) IncJustrial co-operation based on Co-production 
o r  sub-contractinlg 

90. I n  these cases, t he  Eastern countries m e  generally 
demanders s ince the manufsrcture of goods is based on the use 
o f  a Western patent.  Any attempt by Eastern countries t o  
upset the balance o f  Co-oper;ltive agreements would be even 
more detrimental t o  the  Eastern par tner  - whose output 
could not be used elsewhere - than t o  the  Western country 
which, by rezdjust ing i ts  production programmes9 could qui te  
rapidly overcome the inconvenience caused by a break. 

(b)  Joint e n t e r p r i s a  

91, I n  the  case o f  j o in t  en terpr i ses ,  the degree of  
interdependence may be considered mutual. 
conditions, it is  d i f f i c u l t  t o  see why such E partnership,  
i f  it i s  running smoothly, shou ld  d i s a p p e a r  f c r  p o l i t i c a l  
reasons. 
the only problem would be the  Western par tner 's  right t o  
r e t r i eve  h i s  c a p i t a l  and possibly compensation due t o  h i m  f o r  
breach of contract ,  

Under normal 

I f ,  however, a set-up o f  t h i s  type were t o  disappear, 

( c )  a w  .m%teriaiq 

92, The type of co-operation which r a i s e s  the  most  
sens i t ive  problems i s  that en ta i l i ng  the long-term exchange 
of equipment for r a w  mzterials.  
the  two t ransact ions,  although linked, a re  completely d i s t i n c t .  
The delivery o f  equipment by the  Western countries starts long 
before r z w  mater ia l  de l ive r i e s  from the  E a s t .  Such de l ive r i e s  
a r e  subject t o  al1 t he  v i c i s s i tudes  of i n t e r s t a t e  p o l i t i c a l  
r e l a t ions ,  t o  changes i n  the decisions of the  planners regarding 
the domestic requirements of the C o m u n i s t  economies a n d  a l s o  t o  
w o r l d  p r ice  fluctuations. 

With t h i s  fo rm o f  co-operation, 
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93. The Western par tner  runs a r i s k  of being rapidly 
deprived o f  p a r t  o r  a l l  o f  the  goods t o  which he i s  en t i t l ed .  
Moreover, bearing i n  mind the  repayment deadlines, some 
de l ive r i e s  o f  goods may ar r ive  at a bad time f o r  t he  Western 
economic s i tua t ion ,  This could not  be held against  the 
Communist par tner ,  who was keeping t o  the terms o f  the  Agreement, 
but i t  w o u l d  make it necessary t o  consider ways o f  staggering 
the  untimely del iver ies .  

( a )  ml anc ed interdepend ence 

94, To avoid an imbalance i n  co-operation detrimental  t o  I 

t he  West, consideration could be given t o  creat ing balanced 
interdependence pa r t i cu la r ly  i n  t e r m s  of  r a w  mater ia ls  and 
foodstuffs.  Del iver ies  o f  Soviet o i l  coulds f o r  i n s tmce ,  be 
t i e d  t o  de l ive r i e s  of United S ta tes  o r  Canadian wheat, w i t h  an 
in te r rupt ion  i n  one en ta i l i ng  cut-off i n  the other. This 
bas ica l ly  a t t r a c t i v e  arrangement wouldp i n  f ac t  have t o  be 
l imi te3  t o  cases where e given country importes and exported 
products  between which an interdependence could be establ ished,  
T h i s  would be the  case f o r  the  United S ta t e s  i f  it s o l d  grain 
t o  a d  purchased na tura l  gas from the Soviet Union. 

95.  On the other  h a n d ,  it is  more d i f f i c u l t  t o  es tab l i sh  
t h i s  type o f  balanced interdependence f o r  many Western European 
countr ies ,  Nevertheless, an interrupt ion i n  ce r t a in  cteliveries 
by the Eastern countr ies  could e n t a i l  a break in del iver ies  of 
equipment an2 machinery intended f o r  c ther  sec tors  of the Eastern 
economy oeriving f rom t h e  mood o f  no-confidence which would be 
created i n  the economic relat ionship,  

tend t o  pr-oduce -increasingly-similar =ranges=of goods in_each-- ~ 

o f  the  major economic sectors  a n d  the in te rna t iona l  divis ion o f  
labour i s  becoming more ef fec t ive ly  based on special izat ion 
within the major i n d u s t r i a l  branches r a the r  than between them. 
The r e s u l t  is a trend towards s p e c i d i z a t i o n  i n  the  manufacture 
of  ce r t a in  types o f  products, o r  even components thereof,  w i t h  
spec ia l  cha rac t e r i s t i c s  and specif ic  qua l i t y  standards. 

produce mutually comslementary s i tua t ions  which themselves 
c a l l  f c r  a degree of  s p e c i d i z a t i o n  i n  the production of goods 
intended f o r  spec i f ic  customers. 
c e r t a i n  r i s k s  because of  t h e  comparatively narrow basis o f  a l 1  
these accords. 
co-operation with the Eastern countr ies  should not take place 
t o  the detriment of  similar agreements which could be concluded 
with other Alliance countries o r  w i t h  t r a d i t i o n a l  T h i r d  World 
paa?tners, whose economic development depends precisely on 
increased co-operation w i t h  the  West , 

96,  As i ndus t r i a ï i za t ion  progresses, both E a s t  and West 
~- ~- 

97. I n  the  long ru, i n d u s t r i a l  co-operation agreements 

This,  of course, leads t o  

I n  any eventp the development o f  i n6us t r i a l  
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( e )  Interconnection o f  t ransport  systems 

98. The risks involved here  a r e  a s s e n t i d l y  p o l i t i c a l  
m d  may even have mi l i ta ry  aspects ,  Ultimately, the question 
o f  t ranspcr t  can log ica l ly  only be considered 8s a culmination 
o f  the  development of commercial a n d  i n d u s t r i d  co-operation. 
This i s  because it  depends on the quantity a n d  type o f  goods 
t o  be transported 
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E. WESTERN AIM2 
99. It w i l l  be noted that i n  the sec to r  which may sui tably 

be termed i n d u s t r i d  co-operation, the  West i s  seeking a ce r t a in  
number o f  economic advantages: Access t o  sources o f  raw 
mater ia ls ,  a d ive r s i f i ca t ion  of i t s  energy sources, on-the-spot 
use of low cost  la%our  and f resh  market ou t l e t s ,  

ioo, Whatever form i n d u s t r i a  co-operation takes,  it e n t a i l s  
a ce r t a in  number of  risks stemming e i the r  f r o m  the normal 
v ic i ss i tudes  o f  economic competition o r  - i n  the case of the 
Communist countr ies  o r  enterpr ises  i n  these countries - from 
p o l i t i c a l  posi t ions o r  arbitrary decisions by the planners. I n  
these circumstances, it is necessary for the  Western countries 
t o  s e t  themselves cer ta in  g0d.s at the l e v e l  of the enterpr ise ,  
the i n d u s t r i a l  branch, the  S ta te  o r  even the European continent 
i t s e l f  , 

101. A t  the  enterpr ise  l e v e l  it is es sen t i a l  that the l i n k s  
established between the t w o  s ides  should n o t  place one o f  the 
par tners  at  a disadvantage. A t  i n d u s t r i a l  branch l eve l ,  prudence 
demands that  an assessment be made of  how far the development of 
foreign competition may af fec t  nat ional  production, thus creat ing 
an imbdance which cannot be o f f se t  and which may cons t i tu te  a 
th rea t  t o  employment s t a b i l i t y ,  A t  the S ta t e  l eve l ,  i ndus t r i a l  
co-operation should obviously not create  a s t a t e  of dependency 
al lowing the Communist countr ies  t o  exer t  pressures on the 
po l i c i e s  of the  Western countries,  
l e v e l ,  i n d u s t r i a l  co-operation must not provide the COMECON 
countr ies  with an instrument for'hampering Europezn uni f ica t ion  
by involving Western businessmen i n  longer o r  shorter  term 
projects.  
coüEtries a pretext-foF attempting t o  ln f luence  the t r e n d s  o f  
Europem economic policy.  

Final ly ,  at West European 

Indus t r i a l  co-operation should not give the COMECON 

102, The differences i n  the  Eastern a n d  Western socio-legcl 
sys;tems ans! t h e i r  e f f e c t s  on the  .concept of ownership r i g h t s  
make it d i f f i c u l t  t o  es tab l i sh  the  controls  which a re  
indispensable i f  co-operation is t o  take place i n  a climate o f  
mutual confidence. 

103. On the  Western s ide,  a ce r t a in  number G f  requirements 
must be met. 
management controls ,  contacts with on-the-spot managerial staff 
an3 access t o  the  places of work. The sca l e  o f  these requirements 
var ies  according t o  the type o f  i n d u s t r i a l  co-operation concerned. 

These concern d a t a  a v a i l a b i l i t y ,  production a n d  
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104. Data ava i l ab i l i t y :  A s  already s ta ted i n  
C-M( 72)68( Revised ) the  Western countries should seek t o  obtain 
the imDlementation o f  measures designed t o  boost a n d  extend the  
c i rcu lâ t ion  of information l i k e l y  t o  f a c i l i t a t e  the  conclusion 
o f  i n d u s t r i a l  co-operation agreements. I n  p a r t i c u l a r ,  the  
Western f i r m s  should have a c l ea r  idea of prossects  i n  terms 
of investment projects  p r o v i d e d  for i n  Ertstern economic planning: 
This i s  primarily necessary f o r  the medium-size firms. 
Conversely, the Eastern planners should be kept f u l l y  informed 
o f  production opportuni t ies  a n d  conditions i n  the Western 
countries,  The Eastern countr ies  need t o  t&e  t h i s  information 
in to  account when drawing up t h e i r  p l a n s .  . .  

105. Production control:  The qua l i ty  o f  the  goods 
produced is  an e s sen t i a l  s t o r  i n  any co-operative agreement, 
Normally, t he  product  has t o  in tegra te  w i t h -  o thers  made 
elsewhere o r  correspond t o  a model already avai lable  on several  
markets. If the Western par tners  w i s h  t o  maintain a 
consis tent ly  sa t i s f ac to ry  s t a n d a r d  of qu-ility it i s  i n  t h e i r  
i n t e r e s t  t o  obtain some say i n  the manufacturing processes. 
This qua l i ty  control  i s  a l s o  beneficial  t o  the Eastern countries 
since i t  removes the r i s k  o f  products being rejected because of 
defects.  

106, Nanagement control: This is  d i f f i c u l t  t o  implement 
except i n  jo in t  enterpr ises .  It would9 howevero be desirable  
t o  seek solut ions allowing par t ic ipa t ion  i n  management even 
where no ownership r i g h t s  e x i s t e  
d i r ec t ly  a f f e c t s  the success of groduction and the cost  
effect iveness  o f  the goods produced, Since the Western par tner  
i s  d i r e c t l y  interested i n  t h i s  sroduction, he should be able t o  
ensure that the enterpr ise  i s  being properly managed, 

The operation o f  a.n enterpr ise  

107, Contacts w i t h m e r i a l  staff a n d  sccess t o  places 
of work: 
opposite numbers i n  the f i r m s  pa r t i c ipa t ing  i n  indus t r i a l  
co-operation agreements. 
appl icat ion of production a n d  mmagement control.  

G t e r n  experts must be able t o  meet t h e i r  Eastern 

Such contacts  represent the p rac t i ca l  

108, Financial  r isks:  The Vestern par tner  runs certziri  
f inanc ia l  a n d  Pol i t icafYrisks ,  F o r  example, i n  the case of t i e d  
contrsxts ,  he makes a c red i t  s a l e  o f  a l-&ge anlount o f  equipment 
against future  repayment i n  the form of products. This,  of  
course, i s  where the exTort c red i t  guarantees generally granted 
by Western governments a re  involved; but 8 fur ther  aspect o f  
the  problem i s  the very scale  o f  the c red i t  t o  be guaranteed, 
According t o  current information, operations f o r  developing 
natural  resources w i l l  account f o r  several  m i l l i a r d  d o l l a r s .  
This r a i s e s  the question o f  the extent t o  which the export 
c red i t  guarantee bodies i n  the Western countries can bear the  
r i s k s .  Moreover, i n  the case o f  conventional i n d u s t r i a l  
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co-operation, the creation, for instance, o f  joint enterprises 
entails the tie-up of what are sometimes large mounts of  
capital, It will have to be ascertained whether the Western 
countries a r e  prepared to cover investors against the risk of 
capital l o s s e s o  as is already done in certain cases for 
investors in the Third World, Last but not least, the Western 
financiers must receive guarantees f rom the Eastern countries 
on transfers of funds to reimburse the sums they have advanced 
in o r d e r  to participate in co-operative industrial ventures. 
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Fi CONCLUSIONA 

109, Indus t r i a l  co-operation between E a s t  a n d  West i s  o f  
comparatively recent date. The f o r m s  it may take are  based on 
Western methods and  on the need t o  respect cer ta in  ideologic& 
a n d  soc i a l  imperatives i n  the  Eastern c o u n t r i e s .  
e a r l i e r p  the  very expression " indus t r ia l  co-operationvv i s  
ambiguous. It is frequently employed by the Eastern countries 
t o  avoid ta lk ing  o f  Western technical  a n d  f inanc ia l  ass is tance 
o r  admitt;ing the extent t o  which ce r t a in  Western equipment and 
technology may p l a y  i n  t h e i r  economic development, 
cases, and pa r t i cu la r ly  where the  smaller E a s t  European 
countries a re  concerned,, i n d u s t r i a l  co-operation i s  seen as a 
subs t i t u t e  by the  conventional type enterpr ise  which, under the 
market economy system, would be allowed t o  launch out a n d  
develop ce r t a in  products, It must be noted tha t  economic 
r e l a t ions  of t h i s  type Ere s t i l l  i n  the formative s tage and  that 
negot ia t ions at  governmental l e v e l  and p r a c t i c a l  attempts by f i r m s  
t o  implement co-operation projects  could have the combined e f f ec t  
of es tabl ishing l e g a l  precedents from which a normative 
in te rna t iona l  framework could be 6erived. 

As stated 

I n  some 

110, I n  t h i s  respect ,  recent statements by Soviet leaders  
on r e l a t ions  between CONIECON and the Common Market could imply 
t h a t  i n  ce r t a in  f i e l d s  economic regrouping m i g h t  be considered 
f o r  the two par ts  o f  m o p e  03 the  one bald a n d  the Soviet Union 
and the  United S ta t e s  on the  other ,  

111. All these developments can only t a k e  place gradually, 
i n  s tep with improvements i n  the in te rna t iona l  climate, and I 

above a l l  provided that there  i s  a mul t i la te ra l  intergovernmental 
framework su i tab le  for making the  d i f f e ren t  j u r i d i c i d  systems more 
compatible . 

NATO, 
11 10 Brussels 
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FORMS AND EXflRLES OF INDUSTRIAL CO-Ol?ERATION 

The c l a s s i f i ca t ion  adopte8 here i s  based on 
information supplied by the  Br i t i sh  Authorit ies a n d  on 
ECE (Geneva) document E/ECE/844. 
from the press  anil  radio. They serve t o  i l l u s t r a t e  the 
s i t ua t ion  but are not exhaustive. 

The exmgdes given cme  

One pa r tne r  puts h i s  superior . technica1 knowledge 
a t  the d i s p o s a l  of the other: 

(i) the  process alone is s o l d ,  

( i i )  t o  enable the  p l a n t  t o  get going, some 
components and/or technical  ass is tance 
a re  supplied, short-term. 

T h i s  arrangement which frequently covers the sa le  o f  
a process i m p l i e s  that  the par tner  buying the l icence i s  
himself knowledgeable i n  the  technology. 
Fvindustr ia l  co-operation" s a p e n t  i s  made wholly o r  par t ly  
i n  the form of commodities produced. 
usual form of  i n d u s t r i a l  co-operation so far. 

Examples of payment arrangement i n  re turn  f o r  knowledge ( a n d  
equipment ) provided by Western f i r m s :  

I n  the context o f  

Licensing is the  most 

Pol i sh  par tner  suppl ies  r e l a y  devices f o r  railway 
s ignal  boxes. 

Poland/Italy 

Poland  supplies ( F i a t )  p a r t s  an8 components f o r  use 
i n  I ta l ian moÉrels. 

US SR/Aus t ri a 

USSR supplies p a s t s  of a g r i c u l t u r d  machinery, 

Poland suppl ies  c a t e r s i l l a r  t r a c t o r s  axles ,  excavators, 

Hun~ws/Can a d  a 

Hungary suppl ies  mini-computers, 
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B. Leasing o f  Equiamea 

s a l e  of equipment on the one hmP an? on t h e  other  t o  Ective 
a r t i c i p a t i o n  by the Western par tner  i n  the Eastern country f jo in t  venture) . Numerically there  a re  r e l a t i v e l y  few examples 

of th is  kind o f  co-operation. 
contract  between a West German f i r m  a n d  a H u n g a r i a n  enterpr ise  
covering the l ea s ing  of equipment t o  manufacture l ad ie s '  
underwear. 
containers t o  the  E a s t  by Western countr ies ,  

This arrangement is  an ,aïternative both t o  o u t r i g h t  

One quoted i n  E/ECE/844 is  the  

There i s  a l s o  a growing t rade  i n  the  leas ing  of 

C. gale of  Eauiament 

One par tner  supplies,  i n  a d i t i o n  t o  knowledge, the 
p l a n t  mc! equipment which normally implies supervising 
i n s t a l l a t i o n  and the running-in process. This arrangement i s  
used where the  par tner  acquiring the plant  requires  the equipment 
as well  as the  knowledge of the  processes concerned. In these 
circumstances the  outr ight  purchase of t he  plant 3r the  
equipment i s  the  simplest procedure anil i n  f a c t  i n  the pas t  a 
grea t  number o f  p lan ts  (over 200 chemical p lan ts  f o r  instance)  
have been bought on cred i t  f r o m  the  West. In the context o f  
i n d u s t r i a l  co-operation, however, repayment i n  the form of 
commodities produced is an essential p a r t  of the  arrangement. 

Examples o f  equipment exchanLed f o r  productg 

a re  the various big deals  maae 
Americ-an and other  f i r m s  t o  su 

against l a t e r  repayment i n  kin? 

The most s t r i k i n g  examples o f  th i s  type of co-operation 
y the  USSR w i t h  Germm,_Japmese, 
ly equipment for the  $evelopment 

~- of r a w  m-erials such as--petroleum,=naturaL gas, timber, ore,  ~~ 

Thus, the  German f i r m  Mannesmann sunplies s t e e l  pipes 
( t o , t r m s p o r t  gas) while equipment f o r  the prapose? new s t e e l  
p l a n t  i n  Central Russia w i l l  probably be p a i d  f o r  by the export 
t o  the  FGR o f  sponge i ron  pe l l e t s .  

The Soviets  have conclude8 a s e r i e s  of agreements with 
the US f i r m  Occidental covering t h i s  type of  t ransact ion i n  o i l ,  
gas, f e r t i l i s e r  chemicals, metal processing. 

equipment f o r  7 chemical f ac to r s  and the  Russians w i l l  pay back 
i n  ammonia, etc. 

An f t d i a n  firm (Plontecatini Edison) w i l l  supply 

The Finns as well as the  Japanese a re  su;.plying 
fo re s t ry  equipment and  W i l l  receive pqment i n  timber. 
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- 3- ANNEX t o  
ïQJ7373w/364 

The E a s t  Eurosean countr ies  t oc  sometimes pay for 
equipment bought f rom the  West i n  commo6ities produce8 but these 
a re  norrrially manufacture$ iteins. A n  example o f  t h i s  i s  the  
arrangement whereby a West German f i r m  has sold t o  Rouzania 
plant  for cas t ing  i ron  piTese The Rournfmians w i l l  yay pa r t ly  
i n  p i p e  produced, 

D, Co-production is, l i k e  l icensing,  a common form of 
i ndus t r i a l  co-operation( 1 ) . i t  implies a cer ta in  equal i ty  
between the  par tners  a n d  t h e  existence of d i f fe ren t  cost  
posi t ions which favour spec ia l iza t ion  o f  product o r  process. 
The contract  between t h e  t w o  par tners  tends t o  be ai! hoc 
covering a spec i f ic  product o r  process,  Although the  contract  
may l a s t  some time it i s  not generally very f l ex ib l e ,  

- The technology can be provided by one gar tner ,  
o r  each may provide relevant  technology, In  
some cases joint  technicd.  R/D i s  undertaken. 

- Each par tner  manufactures c e r t a i n  components for 
the f ina l  product o r  a ce r t a in  range of products, 

The assembly o f  components may take place i n  one o r  
both countries.  

- There a re  a var ie ty  o f  marketing arrangements, but 
t h e  Eastern par tner  near ly  tdways r e t a ins  h i s  awn 
market , 

ExamAles o f  Co-producti-n 

I n  a French-Soviet arrangementp machine t o o l s  emboAying 
French technology a re  jp.oducec7 by a Soviet enterpr ise ,  while a 
French firm suppl ies  t h e  control  ?evices.  

There a re  many examples o f  Co-production agreements 
between the  E a s t  European countr ies  an$ Western f i r m s .  In  one 
case ax Austrian f i r m  co-operates w i t h  a Hungarian enterpr ise  
t o  produce buses. The Austrians supply the  chnssis,  the  
enginep gearbox etc .  while the Hungarians, who have experience 
i n  the f i e l d ,  assemble the  buses. The French f i r m  Ber l ie t  
co-operates w i t h  a Pol ish en terpr i se  i n  the  prociuction of  buses 
m d  coaches, Under arrangements o f  t h i s  kind Renault (France) 
ge ts  gearboxes from R o u m a n i a ,  the Swedish f i r m  Mechm ge t s  
hydraulic controls  from Hungary. Similar ly  Skoda machine t o o l s  
go t o  t he  US a n d  Hungmy assembles mining equipment i n  
co-operation with UK a n d  West German f i r m s .  

W 

( 1 )  Hungary, Poland  a n d  Romania are t h e  Eastern countr ies  
m o s t  in te res ted  3n t h i s  f o r m  o f  co-3perztion 
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E. Subcont rac t ing  

I n  the  West a. b ig  f i r ï n  of ten f inds  it useful  t o  entrust  
t he  manufacture of par t icu lar  components t o  small highly specialized 
f i r m s ,  It a l s o  a r i s e s  where one f i r m  wishes t o  use temporarily 
the spare capacity o f  another, I n  the East-West context Western 
f i r m s  suf fe r ing  from manpower shortage are ready t o  use Eastern 
capacity t o  f u l f i l  the  prcduction grogranme, 

From the E a s t  p o i n t  o f  view the arrangement is  a,n 

On the  basis of documents and/or equipment received one 

extension of t he  l icensing system o r  the  leas ing  of  p l a n t ,  

par tner  manufactures components f o r  the other  on an ad hoc short 
term basis o r  on a longer term basis, 

Jpu-ple s o f  Sub-cont rac  t ing 

Hungarian f i r m s  have many contracfs  o f  - th i s  s o r t  o f ten  
w i t h  Austr ia  and Switzerlmd, 
subcon t rac t ing  a re  mentioned i n  E/ECE/844. 
Roum&ans a re  building 12 r o l l - o f f ,  rol l -on f e r r i e s  f o r  a 
Norwegian f i r m  which suppl ies  the  designs a n d  some special  
equipment, 
the Roumanians a re  building t o  B r i t i s h  specif icat ion small aircraft  - 
the  whole output of  which w i l l  go t o  the UK, 

F e  ‘i.1u Jo in t  Ventures 

Par tners  join forces  t o  mimufacturë-a commoeity o r  
perform a service 5y comniitting c a p i t a l  an8 exerc is ing  jo in t  control ,  
The __arrangementp is -suitable wheretheepi_til_e_rspco_nfi~-tly -envisage ~ 

lasting co-operation, It i s  a na tura l  phenomencn i n  a market 
economy as it gives maximum f l e x i b i l i t y  t o  the enterpr ise  t o  
a g j u s t  t o  circumstances. 
where en terpr i ses  a re  under s t r i c t  cen t r a l  control  as regards 
planning an$ ~ r o ? u c t i o n ,  

Two i n t e r e s t i n g  examples of  Roumaskan 
I n  one case the 

I n  the other  case, i n  orcjer t o  say for passenger j e t s  

It is l e s s  appreciated i n  circumstances 

So far only Roumania an$ Hungary have fo l lowed t he  
Yugoslav example i n  permZtting the s e t t i n g  up o f  f i r m s  w i t h  
foreign p r t i c i p a t i o n  i n  e n t e r p i s e s ,  

Examles 

The first jo in t  venture l i k e l y  t o  be approved i s  the 

Other ventures envisage5 include 
sponsoring a9 -a new enterpr ise  i n  Romania by t h e  Zahnraderfabrik, 
R e a ,  t o  make mach’ine gears, 
one w i t h  I t a l y  f o r  the nianufacture of  man-made f i b r e  and one w i t h  
the  US f o r  the manufacture o f  per ipheral  equipment for computers, 
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G. Joint  E;nterprises. outside the Eastern countries 

There is  much l e s s  objection by Eastern countries 
t o  joint  en terpr i ses  if they are  locate? abroad. N a ~ y  such 
firms hzve been s e t  up t o  mmket Eastern products i n  Western 
countries,  the control  being mainly Eastern, A notable 
example o f  t h i s  i s  the Scandia-Volga concern i n  Belgium which 
assembles a n d  s e l l s  Russian l o r r i e s  a n d  automobiles. Most of 
the E a s t  European countr ies  have f i r m s  t o  market ce r t a in  o f  
t h e i r  ;moducts , e s p e c i d l y  consumer goods. 

It could be argued that  such arrangements hardly 
come i n  the category %n6us t r ia l  co-operationFg a n d  should be 
regarged as long-term commercial arrangements. 

The a c t i v i t y  of the  Pol ish construction f i r m  abroad 
i s  i n t e r e s t h g  i n  t h i s  connection, In Denmark a lone it is 
building a steelworks wor th  $65 million, a 500 f l a t  e s t a t e  a n d  
an hotel .  

F ina l ly  there  i s  the  jo in t  a c t i v i t y  of Eastern and 
Western enterpr ises  i n  t h i r d  countries such as Austria a n d  
Hungary i n  Turkey, Hungary and I t a l y  i n  Greece, 

H, Jo in t  Research 

I n  the West a great deal  of i n s u s t r i a l  research is 
done by f i r m s  a n d  indus t r ies .  I n  the East research an8 
development tends t o  be the task  of  the c e n t r d  crgms, 
East-West co-operation i n  t h i s  sphere tends therefore  t o  be 
between Western firms a n d  o f f i c i a l  research  bodies i n  the 
East. It is  t o  be notecf that the Soviet Union i s  very 
interestee i n  acquiring technical  knowleage throush t h i s  
channel. I n  countr ies  where there  has been 2ecentral izat ion 
of control,  research co-oseration w i t h  f i r m s  i s  possible ,  

- Ex- 
The Soviet Union has concluded arrangernents with many 

Western countries t o  exchange s c i e n t i f i c  anil technical  
information. Thus w i t h  France on space, on auto design, a tomic  
power s ta t ions ,  marine engineering etc .  Up t o  now at l e a s t  
seven b ig  West German f i r m s  have arrangements w i t h  t he  Sovie$ 
State  Committee f o r  Science a n d  Technology t o  exchange 
information i n  various f i e lds .  There m e  similar arrangements 
with Italian firms (e.g. Imocen t i  on s t e e l  tubes) ,  with the  
US Genera Elec t r ic  on power engineering w i t h  t he  UK Rank Xerox 
etc .  A n  example o f  j c i n t  research by firms is the arrangement 
between W p p  a n d  Csepel (Hungary), 
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