CONSEIL DE I’ATLANTIQUE NORD

NORTH ATLANTIC COUNCIL

NATO UNCLASSIFIED
and : .
' PUBLIC DISCLOSED e W
__ . om 369
ORIGINAL: FRENCH/ENGLISH | | o Coeihmnnal

27th March, 1957 : - DQCUMENT
. i : C-1(57)L5

ECONCMIC RELATIONS WITH POLAND 1 5

Report by the Commlttoe oP Polltloql “dv1c0rs

On the instruptions of .the Council, the Committee of
Peliti a} iAdvisers has studied the gquestion of econcmic aid to
Polandf The GOHCldSl“n cf its study are set out in the
attached report. '

2, During the discussions, however, it became apparent
that the problem of economic aid was only one aspect of the
overall procblem of the relations of the NATO countries with
Poland. ‘The Committee therefore considered it advisable to
call the Council's attention to the following points:

-w

(a) the general question of political relations
between NATO countries and Poland is deal+ _
with in the document on the satellites How in
preparation, which is to be submitied Snortly
to the Coun011' .

(b) the special question of individual and groun o
visits, and of cultural exchanges in general
is being studied by the Committee on Tnformatlon
and Cultural Relations, whﬁch is also to report
to the Coun011.

3.4 The Committee of Political Advisers suggbstg that the
Council, if it agrees with the contents of this report, communicate
it to member governments so that they can édct in accordance with
its findings, and invite them to adwvise the Council ‘of any
important decisions- they may take as regards their economic
relatlons with Poland. '

4

(Signed) A. CASARDI

DECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE - MISE EN LECTURE PUBLIQUE

Palais ade. thlllot,
Paris, XVIe.

(1) chR(5?)1o?'Item“VIi'




T0 CONFIDENTIAL P
M

ECONOCMIC RELATIONS WITH POLAND

1.+ The Committee of Pclitical Advisers has examined the
oblem and has come to the conclusion that the gquestion cannot
sily be separatcd from that of economic relations with this
untry. In the circumstances it believes that the Goun01l
uld wish to be appraised of the following Tacts::

(a) Despite uncertainty as to the strength and stability

> Mr. Gomulka's government, it is to..the advantage -of the West
Ur it to remain in power. Mr. Gomulka is known to be a

Hctrinaire Communist. However, certain measures of liberal- .
oation have been taken in the domestic field, and the Polish -
Myernmént has, moreover, achieved a greater measure of independ-
ce from the Soviet Union besides seeking to develop 1ts economic
=d cultural relations with the West.

LECTURE

There is, however, no reason to think that the Soviet
aders are ready, as vet, to-rallow Poland to become fully’ . ;
ldependent of -the Soviet bloc, or that lir. Gomulka at present
mtends his country to seek such 1ndepondence. . : C

- MIS

(b) Although Mr. Gomulka received what amounts to a unanimous

wWte of confidence at the February . elcctions, his political

msition will undoubtedly be weakened'*i there is no improvement

# the economic field. Poland's present economic situation is

jr from sound (see Annex to this paper prepared by the economic

oction of the Economics and Finance Division). = There are many

‘HEsons for this, .including a shortage of raw materials, inadeguate
Zoduction more especially of coal, a.decline in industrial activity

gd.agricultural‘output,_unduly'high wage scales..  To absorb this
creased purchasing power, the Polish Government has curtailed

cnpltal investment and increased imports of consumer gcods. The
lance-of-payments position, which was already strained, has thus

Qteriorated still further while the danger of inflation has not

= en reduced. .

I

LIC D

(c) The Flrst Secretary of "the Darty has called for a“renewe& _ \
@ fort from his’ fellow—oountrymen, but has also peintéd to the . ’
g ed for foreign aid. =~ The cancellation of. the .debt to the USSR - -
+d. the Soviet loan of 700 million zlotys can only give inadequate
Qmporary relief, and Poland is therefore bound to turn to other
funtries. :

UB

SI

wers to give their support to kr. Gomulka's economic plans, not
much to enable him to restore the country's economy as to
Revent its collapse, for this would bring down his government
4 allow the Soviet Union to resume complete control over Poland.
e Western Powers should therefore fall in with any nioves likely
- attract Poland's foreign trade towards the West and to this end
ch of them should, according to its ability, offer to expand its
ade with Poland, by means of commercial inducements including even
ch facilities as short and long-term crcdit. Economic and '
chnical assistance should also be envisaged if sought by the
lish Government. :

g (4d) It would seem to be in the interests of the Western
Q
|

(e) The economic policy of: the Western Powers- with respéct
» Poland should, however, be.carefully adjusted sc as tec cover
1y the needs of Poland itself. = It should not bec overlooked
@t this country still has a Communist government, that its trade
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with the Sino-Soviet bloc is extensive and that the Soviet Union
is unlikely, in the long run, to allow Poland to recover complete
economic independence. It is therefore essential that the
advantages granted, while sufficient to avert the fall of the
Gomulka government for economic reasons, should not be so generous
as finally to benefit the Sino-Soviet bloc as a whole. '

(f) For reasons of psychology and propaganda, it should be

‘made sbundantly clear that the Western Powers have adopted this

economic policy towards Poland as a testimony of their concern
for the Polish people, .

(g) The implications of the policy of the Western Powers
towards Poland with respect of the control of strategic materials,
will be dealt with, should occasion arise, by COCOM.

(h) The position of the Western Powers as regards their
economic relations with Poland and economic aid to that country
should be reviewed from time to time in the light of the latest
developments in the situation.
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THE ECONOMIC STITUATION IN POLAND

{

Suminary

1s Poland's present economic situation is difficult, with
little hope of improvement. As.a result- of territorial shifts
and postwar industrialisation, Poland has changed from an agri-’
cultural, grain-exporting nation to an industrialised country
highly dependent upon foreign trade. This has been achieved at
the expense of the sitandard of living of the Polish :people who are
badly housed, have few luxuries, and must struggle . to provide a
bare subsistence diet for their families. . The! export of coal
has becom& the principle means for obiaining foreﬂgn exchange to . -
pay.for the greatly increased import demands arising from the
changed economilc structure of Poland. But exports of coal have
been falling, as greater internal demands for fuel swallow up a
smaller output of cocal. - Incentives in the form.of higher living
standards, to help increase coal output, call for resources which
compete with the industrial needs of the country. The balance-
of-payments situation will become more difficult in 1957, and this
will be aggravated by inflation engendered by wage 1ncreases glven o
to ward off DOllulcal agltatlon. '

2. Recen measures by the Polish ovnrnment to stllulate
private enterprise in.agriculture and small scale industry, will
not be effective for some time to come, and to this extent, Poland .
will reguire outside assistance. Loans from the USSR and :
cancellation of some Polish debts by Ru551a, have not in reallty
improved the Polish DOoltlon. Poland is attempting to raise
credits from Western countries; particularly from the United Klngdom
and the United States. The United Kingdom will not at present
grant any loans, while the United States viewpoint is not known.

Economic - background

3. . Recent announced changes in economic policy in Poland,
in particular, the revisions of the 1956-1960 five-year plan, p01nt
up the severe economic problenis which have been- developlng since
the end of World War II. The efforts of rebuilding war devastated
areas, of establishing heavy industry at the expense of ‘consumer
goods industry and agriculture, and of imposing heavy defence
expenditures on the country, have all combined tc keep--the
standard cf living of the Polish peoples at véry low 1e{e
A study published by the Economic Commission for Turope and
based on official Polish sources, demonstrated that:.the majority
of workers in Poland did not earn enough to UPQVldO for their
basic needs, and that hardships could be avoided’ only by the

(1) Economic Bulletin for Burope, Vol. 8, No. 2, August, 1956, = °°
page 38. , g caiipl L0
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ldltlonal incomes of other wage earners in the household( )
5 -has been reported that there arec over 300,000 unomoloyed 1n-

sland and it is not likely Lh t this gltuatlon will improve in
e near future. ' : SR :

u. ‘The economic structure of Poland has been greatly

1anged since 1939, partly dud to territorial shifts. Ths loss

' grain-growing areas in the cast to Russia, was partially offset

r the acquisition of a rich coal area from Germany on the Western
pprder. Policies adopted after the war also affected the
:ﬂonomiC'stPucture, as planned increases in heavy industry and a
:rastic shift in foreign trade towards the USSR and its satellites,
m:re accompanied by lagging agricultural output. Thus, whereas
:“ewar Poland was a predominantly agrlcultural country which
szuﬁed grain, meat, mineral fuels and timber, which 1mported

ldustrial materials and manufactured goods, and which conducted
P(ne-tenths of its foreign trade with the West, postwar Poland
Ois more heavily industrialised and far more dependent on the
Ammunist bloc for its foreign trade. While less than one tenth
z the prewar Polish labour force was in 1ndustry,the postwar -
H.tio was at about one third. By 1954, only 30 per cent of Polish
n'ade was with the West, although a substantial change has taken

ace 1in the past two years, and in 1956 L1% of Poland's trade
s with thc mest ' .

5:' The economic and geographic changes in Poland have led
~a greater importance of foreign trade in the econcmy. Whereas
ports were only 3.6 pcr cent of the Polish gross national,
Ooduct in 1937, by 1953 the percentage had risen to 6.5 per cent,
‘Qti is undoubtgdly higher for more recent years. At the same
~me, the composition of exports changed markedly, with coal,
Enmer,fand-maqhinery being the most significant. items. The
S'owing importance of_maehinery, mainly the simpler“types, has
Sen reflected in a sharp increase in the past few yéars in the
—are of .Polish trade to underdeveloped areas, which amounted to
‘Jnut one qguarter in 1955. Timber exports have been limited
lack of modern transport, as well as by problems of
(Jnservatlon. The rise in ¢cal exports, on the other hand, has
Hen limited by increasing inteérnal demands for industry and by
Bck of incentives for the miners. Nevertheless, exports of coal
Ave grown in importance, filling the gap caused by the failure

LASSIFIE - MISE E

é the postwar agricultural programme, and the territorial shift.
o
7
[72]
j) The position of the Polish worker vis-&-vis workers -in other
8 ‘Communist countries is shown in the same article:
= - .
Number of sub51stence fnod baskets purchasable
with one average wage
Country No. of Country No. of
baskets . baskets
stern Germany = L.l " Polond 3.1
echoslovakia : 3.9 Bulgaria 2.9
viet Union 3.4 Rumania 2.7
ngary 3.2

TO_CONPIDENTIAL -6
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Poland is today a:net,impnrtergofﬁgrainS'in contrast with the
prewar position. The sharp changes in the composition of Polish
trade are shown below:

Percentnge comp061t10n of Polﬁnd s foreipgn trade

Exports -+ Imports
| 1938 - 1955 1938 1955
Raw materials 415 ' 65(1) 5l | 52
Equipment goods o . 13 23 - 31
Consumer goods 13 7 10
Feodstuffs - L2 15 13 13

(1) 1L7% for coal and coke, against 19% in 1938.

6, The changed structure of the Polish_econqmy and pattern

of foreign trade has led to larger imporits of food, to make up for
losses due to lower agricultural output; to greater needs for raw
materials such as iron ore nand cotton to meet the expanded industrial

capacity, and to increased imports of specialised machinery for
industry, mining, transport and agriculture. Payment for these
greater needs could be effected only through a decrease in imports
of consumer goods, but particularly by a large expansion in exports.

Polond's dilemma

Tl The dllemma of Poland is that the resources needed to
provide incentives compete strongly with those needed to strengthen
the economic base. The economic situation will be alleviated by
modernising industry and transport, which will require larger imports,
which in turn can be paid for by larger exports of coal. However,
unless more incentives are provided to the miners, by way of
increased supplies of consumer goods, it is not likely that
production will be raised significantly.

8. Furthermore, the cconomic situation in Poland is highly
inflationary. As 2 by-product of last year's political agitation,
wage - increases have already been granted to 2 million workers and
other increases are pending. The wage. bill has risen 15% over
the past year, and it is clear that the government cannot hold the
price line. Gomulka has called for restraint by the workers in

‘> their demands, and has painted a dismal picture of their future,

pointing out that increases in their living conditions will be
slow and small.. The govermment has arranged for sharp increases
in-consumer goods 1mportu, to meet the immediate demands. ‘of the .

workers, but it is evident that the long-term outlook for the

Polash workers is bleak. :

The coal situation

9. The recent announced changes in the five-year plan show
a decline in coal production in 1957, which follows upon -small .
increases in the past few years. At the same time, exports have
been falling- as-internal needs for.coal, . gggravqted by the 1nefflclent
use of power, have. been rising.. :

e NATO CONFIDENTT AL
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SAGYAIN
The coal situation in Poland
Production .ExEorts
(millions of ‘tons ‘of hard coal)
‘1956;1955.average ' - 87.2 . 25.0
195l S 91.6 . 21.6 ‘
_ i : )
= 1955 .. 9.5 24,3
4 6 ' ‘ (2)
g 195 95.2 19.7
g 1957 (plan) 93.0 11.0
E (e) estimate -
H &
Uage increases have ‘been granted to the miners and the number of

ALnday shifts has been reduced from 23 in 1956 to-12 'in 1857, with
Z complete abolition planned for 1958.

1e_ggricu;tura1 situation

10, Changes recently announced to attempt 1o 1ncrease
rlcultural output are as follows:

s

(a) farm collectives are allowed to disband. This may

o increase. output, since. productivity on private farms
is one fifth higher than that of collectives.
However, it appears as if the efficient farms. are-
disbanding, with the inefficient onés antlclpating
state subsidies. The number of farms in collectlves
has been sharply reduced in the past. few months, -

_from 10,000 units to 2,000 units, and very little

of Pollsh agriculture is presently run by collectives
or state farms;

(b) @& reduction in the amount of compulsory dellverles
' to the state by farmers,

(¢) an increase of 100% in the delivery price of-
cereals; : '

.(d) prlvate ‘farmcrs can now own farm machinery, and in
fact, the state has made available credlts for
puﬂchgse of machinery.

DECLASSIFIED - PUBLIC DISCLOSURE / DECL_ASSIFIE - MISE E

~11. - Despite these changosg only a’small increase in agriculturel
1tput has been arranged for in the 1957 plan, and increased 1mports

f materials, including a 10 million purchase of surplus United

tates cotton, have been announced.. The 1956 grain crop was not

p to the level of the previous few years, and an increase in -
3liveries from the USSR has been arranged to make up part of this
zficit. The 1956 sugar ‘crop has been a failure and ‘delivery of -
J0,000 tons teo the USSR has been cancelled.

1€ balance of payments

12,. Thefl95?_Balance-of—péyments'situafioﬁ in Poland will be:f
ifficult.’ More trade will be done with the .West, -imports will

NTO'CONFIDEETIAL -8~




DECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE - MISE EN LECTURE PUBLIQUE

v

-9~ NATO CONPIDENTIAL
CL : CANNEX - to
O

. . '3
rise sharply, while. the rise in exports will be limited., Poland
will attempt to minimise this problem by conducting its trade on
the cheapest market principle;- this represcnts a radical change
for a Communist country which had previously given priority to
other countries in the Communist bloc. A rmultiple exchange
rate has been set up for the zloty, maintaining its parity with
the rouble, but devaluing it to one sixth of its former value in
Western currencies. Although all trade with the West is usually
quoted in sterling -and will not be affected by the devaluation,
.the cost 'of Western businessmen of trips to Poland is now only
one sixth of its former level, and should be a stimulus to trading
relations. _ TS % ; ' "

13, To meet the necds of the 1957 plan, there will be
large increases in imports of some censumer goods and raw materials
‘for industry (over 100%), frodstuffs (38%), and other raw materials
and fuels (24%).  ILxports of coal will be lower, although the
reduction will be in deliveries to the USSR and its satellites, _
with the tonnage to the West remaining level. Poland has insisted .
on payment in hard currency from Finland on deliveries, which
previously had been made to fulfil 2 three-cornered arrangement )
between Poland, Finland and the USSR, to clear up a Finnish surplus
vis-a-vis the USSR. ! B

14, It is possible that the proportion of trade with the
West in 1957 may rise. to over 50% of total Polish trade. A trade
agreement signed with the United Kingdom for 1957 provided for a
sharp increase in imports by Poland, while France has granted a
$28 millions credit to Poland for purchase of industrial equipment.’

Construction and investments

15. Revisions in the five-year plan show the proportion of
investment devoted to housing rising from 10.7% to 14.L4%, and it
is expected that 183,000 apartment units will be built in 1957.
Savings derived from cutbacks in other construction will Dbe
devoted to housing, but the overall situation will still be
critical. Ochab has stated that even if the goals of the five-
year plan are achieved "there will still be the very acute housing
problem which today haunts like & nightmare hundreds of thousands
of families in Poland."

16. The 1957 plan provides for a 50% increase in the output
of consumer cdurablc goods, including motorcycles, bicycles,
television sets and wireless csets. Cn -the other hand, the
planned increases in the textile and footwear industries are
generally below those planned for heavy industry.

Encouragement to small=-scale private enterprises

17. Resulting from severe legislation, the number of small -
scale enterprises fell from 200,000 before the war to 94,000 today, .
with those employed falling more sharply from 1,000,000 to 130,000
persons, This legislation has now been relaxed, and more encour-
agements have been offered to artisans engaged in trade, repair,
tailoring and baking. Charges instituted include more liberal
taxation, credit facilities and allotment of materials and premises,

-9- ' NATO CONFIDENTIAL
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"oreign aid

_ 18.- Poland has received from the USSR loans totalling
275 millions, consisting of:

£100 millions in grains, to be delivered in early 1957

$175 miilions in rouble currency,.to be drawn in 1958
and 1959. '

;t the same timc, Russian postwar claims on Poland, amounting to
;500 m11110ns have been dropped.

19. However, Poland is no .better off after these concessions
shan previously. First, thc granting of the loans entailed the:
:ancelling of a 100 million rouble credit, granted in September 1956,
FHind payable partly in gold. Secondly the currency loan will not
m’¢ drawn upen for a year, and could be casily cancelled, as the"
Hussians recently did with the Yugoslav loan-for an aluminium
E)Poject,' Thirdly, other unused credits Poland had obtained from
ussia were cancelled. Finally, the dropping of a 5500 million
wioviet claim on Poland, does not even offset the losses incurred
2y Poland in the past ten years, in the sale of coal to Russia;
ﬁfo million tons were sold at a roported price of $2,00 a ton, when
—he world price ranged between $12.00 and 522,00 a_ton. Poland
hqay have incurrcd losses of from @600 millions to $51.0 billions on
©whis transactlon, so. that the Soviet concession was not altogether .
j egnanimous .

URE PUBLIQUE

E 20. A4t the present time, Polish negotiators are in London
~nd Washington secking credits from the West. The United Klngdom '
Edﬁ? not.at present-grant credits to Poland, and it is not yet

2 nown whﬁt the United States viewpoint will be.
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