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PREPA~ATION OF A. CSCE: XCONO~IIC CO-OPEUTION 
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Note by the Chairman o f  the  Council 
.. . 

The at tached  report ,   ref lect ing  the outcome of  
intensivs  studies pursued by t he  Economic Comit tee ,  vas 
discussed on 2kth October by the  Senior  Political  Comaittee 
which agreed thz t  it should be transmitted to the  Council i n  
Perrnzment Session. 

2, Tns Senior   Pol i t ical   Comit tee  also agreed that ,  
while the r e p o r t  was a most useful contribution "Co the 
preparztions for a CSCE, fur ther  work was rscluired i n  order t o  
f o c w  more precisely on the practical p r o b l a  o f  how the  
cont2nts of  t h e  r s p o r t  might be p u t  to  ust' i n  8 CSCG contact,  
including the mult i la teral   preparatory -%elks. 

3, In  remjitting the study o f  qu::stions designed 
cleri2y -this Lat tcr  problem t o  the  Economic Comi t t c - - l ,  the  
Senior P o l i t i c a l  Cowittee  recognized that it tiogld be 
necessary t o  ensure t h a t  the Economic Committee would receive 
p o l i t i c a l  guidance  regarding  the  possible  organization of  a 
CSCZ. It vas sgreed, however, t h a t  the Economic Cornitte? 
should  proceed on the  zssumption that  somc form o f  working body 
charged with considerine economic co-operetion possibly 
t o g e t h m  with otkrer subJects, would b o  es tab l i shed   in  c7. CSC@ 
context. With th i s  i n  mind, the  Economic Committee PTES asked 
sprc i f ica l ly  t o  exemine how the proposed agenda pspcr on 
economic co-operation  might  be drawn upon i n  o r d e r  to help 
formulats dreft  terms of reference f o r  such E! body. 

a t t en t ive  t o  any spec i f ic  ideas on economic co-operation 
which might be advanced by the  Soviet  Union or other  Zastern 
Buropem countries and t o  be ready t o  consider  possible 
responses, where these were not elrea.dy provided for i n   t h e  
present  report. 

4 ,  The Economic Committee vres also asked t o  remain 
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5. The Council  noted the attached r e p o r t  on 22nd Hovember 
and a g r e d  tha t  it would be forwarded to Ministers. The Council 
also n o h d  t h z t  t h e  Economic Committee w i l l  continue i t s  stuclies 
on economic co-operation i n  the context of prepsration f o r  a 
CSCE, g iving  par t icular   a t tent ion t o  pract ical   quest ions 
concerning the  potent ia l   uses  t o  which the material  assembled 
i n  the present report mïght be put. 

(Signed)  Joseph M.A.H. LUNS 

NATO, 
l110 Brussels. 
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PART I 
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GUIDELINES  PAFER 
” 

In recent  years  the  Warsaw  Pact  countries  have  expressed 
a desire on several  occasions,  and  notably in their  declarations 
at Prague in October 1969 and  at  Budapest in June 1970, to  see an 
expansion  of  economic  co-operation  ‘with  the Fiest. For their  part, 
the  members  of  the  Atlantic  ‘Alliance have  favoured  the  promotion 
of economic  relations  with  the..East,  and  on  the  occasion .of. the 
Ministerial  Heeting in Rome in iday 1970 declared  their 
willingness to see  the  ‘development of economic  co-operation 
included in the  subjects  to  be  dealt  with  at  a  Conference  on 
Security  and  Co-operation in Europe. 

I. GENLRAL  DISCUSSION 

A. Eastern  Position 

2. The econornic situation  and  interests of the  Warsaw 
Pact  countries  differ in various  ways, In the  first  place, 
a  clear  distinction  has to be drawn between  the  Soviet  Union 
on,the one  hend  andthe  East  European  coGntries  on  the  other; 
among  the  latter  a  differentiation  should  be  made  between  the 
industrialised  nations  such  as  the GD8 and  Czeckoslovakia,  and 
the  less  industrialised, A distinction  should  be  made,  too, 
between  countries  according  to  the  importance  foreign  trade 
occupies in tk.eir economies  and  also  between  those  whicn  have 
introduced  economic  reforms,  especially  in  the  field of foreign 
trade ( e .  g, Pkmgary) , and  those  which  have  not, 

d 
C 

3. In spite of these  differences,  the  Soviets  might  see 
iscussion  of  East/West econornic co-operation in a  multilateral 
ontext as a  useful  device  to  ensure  Warsaw Pact co-ordination 

on tkese  matters;  indeed  the  revision of Western  strategic 
controls,  the  lifting  of  tariff  and  non-tariff  barriers  to  East/ 
West  trade, etc. are  issues on which  Warsaw  Fact  countries  can 
form a  common  front, 

b e ’  It should  be  noted  that  the rj;arsav\r Pact  declarations 
are  expressed  only in general  terms  and  do  not  make  specific 
proposals  on  ways  to  improve  economic  and  trade  relations. : 
In fact, the  aims  and  tactics  of  the  Warsaw Pact countries  are 
not krlown to  the  West  and rnay not yet  have  been  2efined. It is 
possible  that  these  countries,  with  their  trsditional  predilectior 
for bilateral  economic  .dealings,  envisage no specific  negotiationr 
on trade  and  related  matters,  but  intend to use the  Conference 
primarily  to  bring  public  pressure  to  bear on Westem gcvernments 
to ixprove  the  conditions  of  their  access to the  technological 
and financial  resources  of  the  West, 
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5. The dominant  theme of the  Warsaw Pact countries  could 
be  that  the  discriminatory  policies maintained  by  the  West in 
trade  with  communist  countries p0.se the  major  impediment  to 

'' the  further  development  of  East/West  economic  co-operation  and 
$t  may  press for a  declaration on principles of economic 
co-operation  which  commits  the  West  to  their  amelioration or 
elimination.  Neither  Moscow n o r  its  allies,  however,  appear 
likely  to  acknowledge  that  the  policies  and  practices  peculiar 
to  state  trading  régimes, e.g. the  rigidities  of  state 
planning, foreign trade  monopolies,  capricious  pricing  policies, 
etc., burden  East/West  economic  co-operation  with  any  special 
difficulties or that such  subjects - being  internal  affairs - 
arb legitimate  matters for Western complaint. 

6. In addition,  the  East  may  make  proposals on the 
organization  of  intercontinental  transportation,  the  building 
of large  power  transmission  lines  and  the  establishment  of a 
single  European  power grid  to  help  solve  the  problem  of  the fuel 
and  power  balance. It may  also  press for the expansion of 
Western  purchases  from  the  East,  particularly in manufactured 
goods. 

B, Western  Position 

7 .  A CSCE is not the  place for detailed  negotiations. 
However, disccsgion of the  economic  agenda of a  CoRference on 
Security  and  Co-operation in Europe can provide an importznt 
opportunity  to  identify  existing  obstacles to Ezst/best  economic 
co-operation  and  to  provide  the  impetus  for practical' 
negotiztions, in bilateral or other  multilateral fora,  for their 
elimiriation or relaxation. It is  hoped,  moreover,  that  a  careful 
subject-by-subject  examination 'of the  economic  issues  would 
open  up new prospects for East/West trade, which in t he  recent 
past has made  great  advances. 

80 Care  should  be  taken  that  existing Ilestern ties  are 
not challenged at a CSCE. Hence, in any further discussions 
account should  be  taken of the  national  interests of a l l  the 
parties  involved, of  already  existing trade  links, of inter- 
national  agreements  already  concluded, as well as of trade 
relations  between  participants  to  the  Conference  and  non- 
participzting countries.  Although  the positions of the  Western 
countries  on  trade  and  economic  co-operation  with  the  Eastern 
countries  differ in some  respects,  the  problems  they  face in 
this  regard are, by  and  large,  identical.  Consequently, it is 
in their interest to harmonise  through  flexible  and  pragmatic 
consultation  their  respective positior~s. 

9" Generally  speaking,  the  Allied  countries do not WJiSag 
asking  the  Eastern  countries  to  make  any  substantial  changes in 
their economic  and  social  systems  (see  paragraph 18), They  will, 
on the  other  hand,  propose  measures  to  improve or modify  Ezstern 
commercial  methods  and  practices  which in their  vïew do not 
suggest any such  fundamental  alterations. 
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10. The  efforts  already  made in favour of the  Eastern 
countries  and  the  liberal  and  non-discriminatory  character  of 
Western  economies,  leave  the  Allies  little o r  no room to make 
important new changes or concessions to the East;ias regards 
methods,  mechanisms or institutions  of  international trade. In 
this respect a  number of  specific  questions  of  interest  to 
international  organizations  which  might  be  raised at a CSCE 
should be  referred  to  the  existing  competent  bodies  (ECE, 
GATT, IMF, etc, ) . 
II, EXAMINATION BY SECTOR 

A. Industrial  Co-operation 

11, During  the  last  five  years  industrial  co-operation  has 
arcused  growing  interest as a  means  of  promoting  the  expansion 
of East/West  trade,  Industrial  co-operation  covers  a  whole 
range  of  medium or long  term  arrangements  including  sub- 
contracting  and  Co-production. It would  be to the  advantage 
of the  West  to  promote  at a CSCE  thorough  discussion  of  the 
probleas  involved in this subject. In addition to the  industrial 
projects  which  would  be of particular  interest  to  the  smaller 
countries of Eastern  Europe,  which  are  relatively  poor in mineral 
and power  resources,  the  exploitation of  natural  resources, 
particularly,those of the Soviet  Union,  could  become an important 
aspect  of  industrial  co-operation, In this  context petroleLun  and 
natural gas appear  to  have  great  potential. 

12, The  expansion of industrial  co-operation is primarily 
a matter for individual  Western firms. Powever,  its f u l l  
development  will  call for the  solution  to  a  number  of 
administrative  and  legal  problems as well  as  the  acceptance by 
the  East  of  certain  conditions  and, in certain  cases, for-the 
availability of large-scale  fir\,ancial  and  technical  resources. 

B. Commercial  Co-operation 

(i)  Cornmercial policies 

13. Eastern  countries  will  probably  attempt  to 
characterise as discriminatory  tne  commercial  policies  of  the 
Wester=  countries,  particularly as regards COCOM  regulations, 
quantitative  restrictions  and  tariffs, In fact,  they  maintain 
implicitly  strategic  controls of their own, give  priority  to 
intra-COMECON  trade  and  make  great  use  of  more  effective 
methods - such as price  manipulation - to control  and  limit 
their  purchases in the ilest, 
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subject for discussion at a CSCE. If the question is raised  by 
the Warsaw Pact countries,  Western  countries  might  respond  that 
the lists have been much  reduced in récent  years  and  that  such 
controls  are  under  continual review in COCOM, the  results of which 
could be influenced,  among  other  factors,  by the improvement of 
East/West  relations. 

15. In response  to  complaints  from  the East, the,  countries 
maintaining  quantitative  restrictions  could  point to concessions 
already  granted to the  Communist  countries in recent years, and' ' 

the  need  to  preserve  some  means of protection  against  commercial ' 
practices  resulting from  Eastern  planning  and  pricing  systems. 
Nevertheless,  Western  countries  could  adopt an open  attitude on 
the question of quantitative  restrictions. In particular,  account 
will have to be  taken of  commitments  already  entered  into  at  the 
bilateral level of  vis-à-vis  certain  Eastern  countries in a 
multilateral  framework (GATT)(l), 

14,  The Alliance  feels COCOM restrictions  are  not  a  suitable 

16, J&&xrncountries benefit from the  most-favoured-nation 
clause in most of t he  Alliance  countries.  The  possibility of 
further  tariff  concessions  appears  limited, in view of  the fact 
that in this sector no real reciprocity  by  Eastern  countries can 
be expected, Eowever, Western  countries  could,  if  the  question 
should  be  raised,  and in accordance  with  the GATT rules, i.e. on a- 
strict MFN basis,  indicate  their  willingness to negotiate  tariff 
emcessions  in respect of certain  clearly  defined  products in 
return particularly f o r  various  non-tariff  concessions  which 
Eastern  countries  might  grant, 

". 

(ii) Improvement of the  institutional  framework  and 
trade  structures 

17. Several  Eastern  countries have joined GATT after  a 
detailed  study  of  each  case and on certain conditions. As regards 
GATT membership  the  West should not take  the  initiative in raising 
the subject. If the  Eastern  countries  do so, the  Western  countrie 
should  respond  with  assurances  that  they  are  prepared to examine 
cai7efully and on their  merits in the GATT - the appropriate  forum 
to  consider the subject - any  additional  applications  to accede. 

It should be noted  that  some  countries  consider  that the 
application of discriminatory QRs is  not an appropriate 
instruinent to counter  market  disruption due to a&inistrativ€ 
pricing  practices of East European countries  and  that  such 
di.sruption can be adequately dealt with by non-discriminator] 
anti-dumping  and  appropriate  valuation for duty  l procedures. 
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. .  

(see  also  paragraph 9). Nevertheless,  the  West could  mention 
these  hindrances  and  use  them as an argument  should  criticisms  be 
raised  by  the  other side  over  quantitative  restrictions  and 
tariffs. In tl;is connection  it  would be useful for the  West  to 
have  more  readily  available  information  on  price  techniques  and 
policies  applied  by  Eastern  countries, 

tg. However,  improvements  could  be  proposed in a  number  of 
specific  areas  such as: facilities for Western  businessmen, 
non profit-making  organizations  and  commercial  enterprises - as 
well  as  joint  ventures - in Eastern  countries;  business  contacts; 
exchange  of  trade  and  technical  data;  information  on  the 
foreign  trade9lans  for  the  various  countries  concerned; 
arbitration-  procedures in 'case  of trade- disputes;  copyright. 
protection;  quality  and  marketing  of  Eastern  products  intended 
for liestern  markets, The  Alliance comtries could  make  precise 
proposals  on  all  these issues, the  implementation  of  which 
should be  referred  to  the  competent  bilater@% or multilateral 
bodies, ... ~ ; 

. . . .. 
~ _ .  

C, Financial  Co-operation .. , _ .  2.. - .  

20, The  Alliance  countries do not wish to  take  any 
initiative as regards  additional  facilities..-.in  the  credit  field, 
but it seems  inevitable  that  the  East  will  raise  this  question, 
The  general  feeling as regards  export  credits is that  it  would 
be.difficu1-t to go beyond  conditions  which  have  alreadY  been 
granted. The West coLtld emphasise  the  open  and  non-discriminatory 
nature of Western  policy  and ttle excellent  record of biestern 
credits in facilitating  the  expansion of  East/West  trade. 

22, With respec-t  to  the  question  of  possible inembership 
by Eastern countries of the  International  Monetary  Fund,  it is 
:Qgrc-ed that the  West  should  not  take  tne  initiative in raising 
,.'this'issue  at a  CSCE. Should  the  Eastern  countries  do so, 
Allied countries  entertain  differing  opinions  on  the  best  wey 
to hmftle the rnEtter,  One  point of view is that  the  West  should 
encourage  the  Eastern  countries to put  themselves in a position 
t o  be a6le to  accept  the  relevant  obligations  and  then  to  seek 
membership of  the IMF. The  other  point of .view is that  a CSCE 
is not &n appropriate  forum  to  discuss  the mattery iÎ Eastern 
countries should  raise  the  matter,  they  should  be  advised  to 
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N A T O  C O N F I D E N T I A L  

address  themselves  directly t o  the  IMF. I n  any case,  the  general 
fee l ing  is one of caution and it is agreed that the problem 
should  be  handled by the  governments concerned and by the  
competent internationdl  organizations. 

D, Co-operation i n  Other  Fields 

23, P o s s i b i l i t i e s  f o r  the  organization of  large-scale 
exchanges of  e l e c t r i c  energy  between Eastern and  Western Burope 
would appear t o  be rather   l imited,   par t icular ly   because of the 
remoteness of 'nisiin' p o t e n t i a l  sourc'es of supply. and the  very 
heavy cost of transmitt ing  electricity  over  great  distances.  
Co-operation i n   t h e   t r a n s p o r t  f i e l d  could  be  achieved i n  terms 
of standardising  administrative and technical  regulations, Y 

especially  as  regards road, rail and a i r  safety. 

. .  .-. . 

24, Ths Alliance  countries  support  measures t o  promote 
tourism,  Nevertheless,  they  are awars that expansion i n  t h i s  
f i e l d  w i l l  r e l a t e  primarily t o  Western t r a v e l l e r s   v i s i t i n g " t h e  
countries of  Eastern Europe. Travel i n   t he   o the r   d i r ec t ion  
depends on regulat ions  operat ive  in   Eastern  countr ies ,  that  i s  on 
t h e   r e s t r i c t i o n s  which a r e  imposed on t h e   f r e e  movement o f  
persons. T h i s  aspect of the problem i s  po l i t i ca l   i n   na tu re .  

' 25, The Alliance  countries  are  divided on whether t o   r a i s e  
a t  a CSCE the  question o f  a id  t o  developing  countries, Should, 
however, this question  be  raised, the  Western  nations  could 
suggest that the  Joint   Declarat ion  in   the Communiqu6 should 
mention i n  general  terms  the  determination of both  the  Eastern 
and the  Western countries not to overlook the needs of the  Th i rd  
World, 

III. CATXGORISATION OF SPECIFIC MEASURES 

26.  The measures dea l t  with above have  been divided  into 
three  categories  according t o  Western i n t e r e s t   i n   s e e i n g  them 
included o r  not on the  Agenda of a CSCE. 

Category A :  Measure's which. could'be  suggested by. the   Al l ies   for  
incltlsion on a CSCE a enda,  These are   discussed  in  
Notes l, 2, 4 (Part I 7 , 5 ,  7 ,  11, 12, 14, '19 and 20. 

Category B: Issues on which the  All ies  would take no i n i t i a t i v e  
a t  a CSCE but which might be  raised by the Warsaw 
Pact  countries, Poss ib le  Western  responses  are 
d e a l t  with i n  Notes 3, 10, 15, 16, 17, 18 and 23. 

C a t e m u  C: Items which are  included f o r  background  purposes  but 
not  intended f o r  substantive  discussions a t  a CSCE. 
Tlese  are   deal t  with i n  Motes  4 ( P a r t   I I ) ,  6, 9, 13, 
24, 25, 26 and 27, 

Y 

rc 
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I. RATIONALE P 

1. The development o f  economic relat ions  not  Only 
contributes t o  t h e  prosperity o f  a l l  peoples  concerned but  a l s o  
t o  the improvement i n   t h e   c l i m a t e   i n  which internat ional  
relations  take  place,  Improved economic co-operation  between 
East and West could  represent  an  important  factor  in  lessening 
p o l i t i c a l  tensions and promoting in te rna t iona l  s tab i l i ty .  

2, Although d i f fe rences   in   the  economic, i n s t i t u t iona l  
and l ega l  systems of  East and.West-pose  difficult  problems,  -they 
need  not  be  insurmountable  obstacles to the  f u r t h e r  development 
of EastjWest  co-operation i n   i n d u s t r i a l ,  commercial, f inanc ia l  
and other  fields,  Considerable  progress has been made in   recent  
years t o  reduce  barr iers   to  East/West t r a d e .  Nevertheless, we 
believe that  the v o l m ~  o f  East/West t rade i s  smaller  than  the 
t rade   po ten t ia l  o f  the two areas and there  i s  scope f o r  
expans-i on . 

3. Detailed  discussion o f  the economic  Agenda of a 
Conference on Security and Co-operation i n  Europe can  provide  an 
important  opportunity t o  identify  existing  obstacles t o  East/West 
economic co-operation and t o  provide  the impetus f o r  p rac t i ca l  
negot ia t ions ,   in   b i la te ra l  o r  o ther   mult i la teral  f o r a ,  . f o r  t h e i r  
2limination of  relaxation. Such progress  can be  achieved, 
howevar, only on th2 basis o f  mutual  advantage and on the  
assumption that a l l  pa r t i e s  conc.erned & r e  preparad t o  grant  
rsciprocal  an6  balanced  concessions where nacessary, 

4 .  The following l i s t  contains t h e  measures which we 
would a t  the  prssent   t ime  l ike t o  see included i n   t h e  Agenda 
of a CSCE: 

5. Considerab12  progress has already  been made i n   t h e  
f i e ld  o f  industrial  co-operation which covars a wide  range o f  
a c t i v i t i e s  f r o m  manufacturing t o  the development o f  na tura l  
resources.  Furthar development  could  be  achieved i f  i t  were 
possible t o  reduce o r  remove ce r t a in   d i f f i cu l t i e s ,  k f r a s h  
impetus t o  promote such  co-operation  could  be  providFd by 
ancouraging a r e a l i s t i c  approach t o  t h e  questions  involved, 

6. While governments c m  p lay  a useful r Ô 1 2  i n  improving 
the  conditions f o r  industrial  co-operation, i t  should  be  noted 
that i n  market economies, i n   t he   f i na l   ana lys i s ,  implementation 
of euch projects depends on t h e   i n i t i a t i v e  and scope f o r  act ion 
of  individual   mterpr ises .  
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7. P rac t i ca l  measures shou ld  be  taken  aiming a t  
faci l i ta t ing  operat ing  condi t ions  such as exchange o f  
information, f a i r  competition between Western firms and Eastern 
enterprises,   direct   contact between firms, adequate  protection 
t o  a l l  firms engaged in   . jo int   ventures ,   e tc .  

" I n   t h e   f i e l d  o f  t rade  
( a )  Improved access  to  markets 

8. P rac t i ca l  s teps  should b e  taken t o  f a c i l i t a t e   t h e  
exchange o f  t rade  and technical  information and data on foreign 
trade plans, t o  improve contacts between  producers and end-users, 
t o  provide  adequate communications,  banking and of f ice  
f a c i l i t i e s ,   t o  encourage trade promotional   act ivi t ies   and,   in  
general ,  t o  improve the  climate and conditions f o r  businessmen 
in  foreign  countries,   Similarly,   business  contacts through 
such  channels as jo in t  chambers o f  commerce, trade  missions, 
commercial a t tach& and consulates  should be f ac i l i t a t ed .  

E 

d x p o r t s  t o  market 
conditions 

9. D i f f i cu l t i e s  encountered in  the  export   sector  could  be 
lessened by co-operative e f fo r t s  through, f o r  example, jo in t  
seminars t o  discuss  marketing and marketing  research  procedures, 
s a l e s  p romot ion ,  classification,  packaging and labe l l ing  of  
goods ,  harmonization o f  norms and standards,  'etc.  Additional 
information  could  be exchanged about  p r ic ing  mechanisms in   ordar  
t o  overcome fears  of dmping practises, Reciprocal. azrangements 
f o r  t ra ining  off ic ia ls   responsible  f o r  foreign  trade  in  business 
2nd commercial p rac t ice  should be more extensively used and i t s  
operation  should  be improved, 

10, The conditions  affecting  co-operation  in  specific  areas, 
such as t ransport ,  exchange of  e l e c t r i c  energy and t o u r i s m ,  
might be  the  subject o f  separate  studies. 

D E N T I A L  
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Devel-opment OP industrial  co-operation (Mote No e 1) 

Co-operation with the  Soviet Union t o  develop i t s  natural  
gas a d  oil resources (Xote No. 2) 

Signature   .by,alLpart ies  t o  a CSCE of  the  Universal 
Copyright  Convention and the Berne Convention 
(Note m. 4 ,  part I) 

Developaen't o f  co-operation in   t he  transport f i e l d  
(Note PTO. 5) 

Inproveiltent of  business  contacts i n  eastern  coantries 
(Note NO. 7) 

Improvements in  available  information on trade 
opportunities with Eastern Europe (Note No. II) 

Pract ical  measures t o  improve the quali ty and marketing of 
Eastem export products (Note No. 12) 

Improved arbitration  procedures  in European Cormmist  
c o w t r i e s  f o r  settlement of  cormercial   asputes with 
national3 of  other  countries (Wote NO. 14) '. 

Fostering of  East/West t rave l  (Note PTO. 19) 

Yes tern   par t ic ipa t ion   in   the   eq lo i ta t ion  of  Soviet raw 
na ter ia l s  (KoJce m. 20) 

N A T O  C O N F I D E N T I A L  
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US-TRIAL CO-OPERATION 

I. THE PROBLEM * 

1. During  the last five  years,   industrial   co-operation 
has aroused  growing i n t e r e s t  as a a e m s  o f  promoting the 
dynamic expansion o f  East/West  trade. The p o s s i b i l i t i e s  . 
offered by such  co-operation  have proved i n t e r e s t i n g   i n   t h e i r  
own right, and i t s  development offers the  prospect o f  overcoxing 
o r  ni-Ligating some o f  t h e  0'3s-tacles  which have h i ther to  slowed 
down the growth of EastL'lest commercial re la t ions.  Such a 
deve2.opment would  have a beneficial   effect  also on other 

t o  be solved, hGnever, a nmlser o f  which could usefully be 
discussed a t  a CSCE. 

p& S g e :--I-. bs o f  East/Fest econoraic relations  Certain  problens remain 

2, The tern  "industrial  co-operation" i s  open t o  
interpretations, ,  'some b.roader %han others .  Generally  sped?ing, 
hovlever, it connotes  various  types of  contract  concluded  between 

beyond st-rictly corilr;lex>cial a c t i v i t i e s .  Such agreements provide  
f o r  a whole  complex o f  nutually-linked  operations and conprise 
reciprocal  comitments spread over a number of years. 

in.: ; -?-; dl-, ,a- Ex+; and West E u m p e m  enterprises which extend 

3 .  Gemrally, these codm2.tinents cover  various  types of 
sub-contracting, Co-pyoduction o r  specia1is.t  manufacturing  such 
as : 

4. 
covering: 

Manufacture Ln each o f  the  contracted  enterprises 
o f  the  conplenentary  parts o f  a given  product; 

assembly in 2.n East Eu.ropean country o f  components 
supp l i ed  by a. Ves-bwn enterpr ise;  

manufacture by an East Eur0.pea.n enterprise of 
components which are  then  incorporated  in the 
finished Western product; 

joint  development o f  Eastern  mineral  resources 
and  other rzw mater ia ls ,  

Such agreements nay be paralleled by contracts 

jo in t   sa les  pror:otLon on the Western markets, i n  
the  Eastern coun"M.es a d  i n  t h i r d  countries; 

exchmge o f  technical, data on production and 
narketing; 

jo in t   research   in  given areas ,  

. .  
.. . . . .. . 

. . .  
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Finally,   these agreements  normally  provide f o r  financing and 
payment arrangements which thereby  avoid  cer ta in   diff icul t ies  
r e s t r i c t i n g  East/FJest trade(1) 

(b )   In s t i t u t iona l  framework 

5. I n  a number of cases   the   ins t i tu t iona l  framework 
of t h i s  co-operation i s  p m d d e d  by b i l a t e r a l  agreements on 
indus t r i a l ,   s c i en t i f i c  and technical  collaboration which have 
been  concluded  during the   pas t   f ive   years  by most Western 
countries with almost all East European nations, Normally 
these governmental  agreements  provide for  the  establishment 
of o f f i c i a l   j o i n t  commissionsb  Although the absence of such 
agreements  does  not  exclude industrial  co-operation  (any more 
than  their   exis tence  guarantees   i t ) ,   they  are   regarded as 
important by Eastern and Western countries, They represent a 
publ ic  and formal acknowledg.ement on t h e   p a r t  o f  East European 
Governments of t he   des i r ab i l i t y  of  co-operation with the West 
and, by implication, with Western firms. 

(c)   Present   l imitat ions,  and ar,eas where  improvements 
might be sought 

6,  Considerable  progress has already been made i n   t h e  
f i e l d  o f  i ndus t r i a l  co-operation. I ts  f u r t h e r  development 
would be enhanced (within  the  area  lef t  open i n   t h e  economic 
plans of the  COKXCON countri.es) i f  it were possible  t o  reduce 
o r  remove c e r t a i n   d i f f i c u l t i e s ,  which are  already  under 
discussion i n   t h e  EEC. A Western objective a t  the CSCE should 
be to   g ive   f resh  impetus t o  th i s  work by encouraging a 
r e a l i s t i c  approach to  the  questions  involved, 

7. The j u r i d i c i d .  framework for   industr ia l   co-operat ion 
&so needs t o  be  determined,  Consideration  could  likewise be 
given t o  d i f f e ren t  means of marketing the jointly-produced goods. 

8, East European countries should, i n  par t icu lar ,  
concentrate on practical   steps  designed t o  make the   idea  of 
such  co-operation  attractive t o  Western firms, and they 
could  be  asked t o :  

(a) improve f a c i l i t i e s  f o r  t he  exchange of  relevant 
information between poten t ia l  and a c t u a l   p w t i c i g m t s  
i n  indus t r i a l  co-op eration; 

(b) give  notice o f  their  requirements, and conduct t h e i r  
contract   pol icy,   in   such a way as to   g ive  Western firms 
t h e   p o s s i b i l i t y  t o  compete on equal  teras with other 
countries: 

(1) For example, the model often  described by the East as a 
typical  example of co-operation, where the  supply of  a p lan t  
i s  paid f o r  with goods produced by tha t '  p lan t ,  cannot be 
regarded as genuine  co-operation  unless  the  supplier of the  
p l an t  has a spec ia l   in te res t ,   over  and above his normal 
i n t e r e s t  as the  supplier, i n  receiving  these goods. 

. 

N A T O  C O N F I D E N T I A L  
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(c)  take  steps t o  encourage the  multiplication of  d i r ec t  
contacts between en terpr i ses   in  East and West; 

(d)  avoid i n s i s t i n g  on forms of payment which would face 
Western firms with t h e   d i f f i c u l t  dispos&. of goods 
i n  which they do not normally  trade. 

9. Moreover, Eastern  countries s,hould as asked  prudently, 
t 0  consider  the  fallowing  measures w'nich could  be  introduced 
without  fundamental  changes i n   t h e i r  economic system; 

(a)  permit Western firms to.  :enJay the  e.quity  stake o r  
ownership rights  necessary t o  give them the  management 
and administrative  authority t o  ensure  successful 
contract  implementation; 

(b). take  steps t o  encourage the  par t ic ipat ion of  Western 
f ims i n  mixed companies and joint   investments   in  
Eastern Europe; 

(c) provide  adequate  protection f o r  the   l eg i t imate   in te res t s  
of Western investors  and agree t o  uniform rules  governing 
debt   semice and repayments. 

II. PROPOSAL 

10. It would be t o  the advantage of the West t o  pxomote 
discussion of the  subject a t  a CSCE and t o  consider with the  
East Europeans  -the p o i n t s   l i s t e d  above. While detai led 
negotiation on specific  topics  cannot  appropriately be undertaken 
at  t'ne CSCE, a thorough  discussion of the problem a t  the 
Conference  could give a mef t i l  impetus t o  fur ther  worko 

11. To a large  extent ,   the  main beneficiaries of 
"industrial  co-operation!! are  the  countriés 'of Eastern-Burope, 

represents  in  general  for t he   i ndus t r i a l  znd  economic development 
of the East European countries,   ictes-enterprise  contracts 
fac i l i t a te   access  t o  Western  technology and t o  the management and 
marketing know-how of t h e  Western inuustrialised  countries;  at 
the  same time,  they  help t o  avoid certain  disadvantages of  
trzditiona3.- commercial practice.  

-:In addition t o  the  considerable imput which this co-operation 

12. T h i s  form of  co-operation  helps t o  f i l l  t he  gap i n   t h e  
export   capabili t ies of East European countries which limits 
thsir coavertible  currency  resources and const i tutes  a major  
obstacle t o  the expansion of  East/West t rade   in   genera lo  Moreover, 
these  agreements which a re  normally  long-term, fac i l i t a te   p lanning  
f o r  the  East.Europeax  countries by guaranteeing, mder  a j o i n t  
agreement, the supply o f  goods they  want when they  are  needed, 

M A T O  C O N F I D E N T I A L  
I"- - . .  . . . . .  

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



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

-(Revised_) -1 7- 
13. For the  Soviet Union, such  arrangements on a wide 

scale  could be of special   in terest   as  supplementary means of 
developing o i l  reserves and other  natural  resources (e,g. 
copper,  nickel, wood, e tc . ,   in   S iber ia ) ,   fo r  expanding its 
e q o r t s  t o  the Vest. 

14. The indus t r ia l  co-operation  agreements  enable large- 
scale  profitable  transactions t o  becarried  through and they 
create  new outlets  for  l?estern firms; in  addition,  they have 
frequently  led t o  s table   t rading  re la t ions which have then 
extended to  other  areas.  

15. Such agreements also help Western firms t o  penetrate 
East European markets and facil i tate  understanding of how the 
Comunis t  systems  operate. Sometimes, they can show the East 
European countries  the on-the-spot  advantages of diversifying 
their supply  sources of  highly sophisticated  products, 

of  East European countries which can accordingly  boost  the 
volme of Yneir other  orders  to the ':"est. 

16. ' They improve the med%un-term foreign  currency  solvency 

By and large,  industrial  co-operation  contracts 
promote the inter-penetratioa o f  applied  technologies and make 
East Zuropem countries more' familiar with Flestern  technological 
how-how which i s  usually more sophisticated, This division 
o f  labour- may also  help  the  East  Europem  countries t o  integrate 
rzore effect ively  into  the Western  econonic pattern. 

18, Indus t r ia l  co-operation  could be one way of more 
effsctively  safeguarding and diversifying the West's supplies of 
r2.w na te r ia l s  (e.g. o i l ,   na tura l  gas, ninerals ,   netals ,  wood). 

C. Gtmeral  Considerations 

19. Contracts f o r  industrial  co-operation will be 
altered  into by individual Ifesten? firms o r  consortia, and it 
is  pr iuar i ly  up 'Co tiem t o  ensme tha t   the   t e rns  o Î  the  contract 
are  such as t o  enable  then t o  do business on a profitable basis, 
both in the  short  and longer term, 

20. From the  point of  view of  the Western countries, it 
will be i q o r t a n t  t o  keep i n  mind: 

(a) that a division of labour,  the  exploitation of 
which nay be profitable t o  the  individual firm, 
may produce effects  unfavourable from the point of 
view of the econorry as a  whole, e, g, i n  conditions 
where there is .unemploynent i n   t he  Western countries; 

N A T O  C O N F I D E N - T I k ' L  
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gavermental   masures  to encourage indus t r ia l  
co-operation  could lead t o  harnful corqeti l ion 
between Vestern  countries; 

the development of such  co-oi9eration should be 
pursued in such a m y  as t o  avoid disturbing 
trade between the Western? countries and Yne 
developing  countries,  particularly  those which are  
neDbers of  NATO, both i n  raw neterials and i n  
manufactwed goods; 

l a s t ly ,  industrial co-cperation on a larger  scale 
throuzh the increase in inter-enterprise .md,,.Wter- 
industry  agreenents should develop i n  such a way as to- 
avoid the creation-of a state of  dependence which might 
en-l;ail.politidal risks. 

III . - RECO?@;pXDATIOH 

be accepted and that  Vestern  countries  consider between now 
and the Conference what meesures they might be able t o  take 
t o  encourage the  further  devslopnent of indus t r ia l  co-operation. 

21. It is  rcco-mended- that the proposal in pzragraph 10. 

N A T O  C O N F I D E N T I A L  - 
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In 1970, Soviet o i l  sa les  t o  the industrial- non- 
Communis-t"countries aaomted to about 41 million tons, as 
against some 7 rn i l l ioa  tons, t o  Yugoslavia and the Less develoGed 

I ,. . countries and about 45 million tons  t o  the Communist countries. 
'These exports  represented 2775 ol^.'Soviet o i l  production f o r  
tlzat year (353 rnillj-on tons) (2 ) .  Natural  gas exports are much 
nore modest. In 1970, 3 . 3  b i l l i on  cubic  metres ( t o t a l  
production 200 billion  cubic  metres) were exported, of v?hich 
0.96 b i l l i on  cubic  metres, t o  Austria and the balailce t o  Poland 
and Czechoslovakia. O i l  is the rnaJor export  commodity in 
Soviet trade with the  Vest; it provided i n  1970 some 245:: of t o t a l  
export earnings in hard currencies. 

2. The USSR has abundant potential  resources of  natural 
gas and petroleum which, in the long term,  could rnzdce it the 
world's leading  producer( 3) .  However, some 30;; t o  40:; of  these 
reserves  are loca-ted i n  permafrost  regions where the i r  
e:ploitation w i l l  be d i f f i c u l t  and cos t ly ,  and depeilcleilt, t o  
a considerable degree, OM imports from the West of nodesr? 
Lechnology and eauipxent, !Re  problems of exTand-iizg the gas 
industry and exports  are even moye seriousy f o r  'che sane 
reasons 

(2) Accordlng t o  Sovie-t soumes (Foreign Trade Joulmal) in 1971 
oil sales  were al3out 10% higher than  in 1970 szd reached 
105milXim tuna: 4 5 *  5 nlillion  tons t o  the Vest 4.5.1 
million t o  COT.ECON countries I O .  4 mi-llion t o  other 
Communist countries arsd Yugoslavia, 4*1 mill ion t o  
developing comtr ies .  These e a r t s  cons-kituted  about 
28,' of  Soviet  petroleum  output 7 372 m i l l i o n  t o n s ) ,  

(3) See Annex f o r  background  daba. 
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3. b o n g  potentially  available  Soviet raw materials, 
prime ?Jestern  interest  tends t o  centre around p r o c u m m t  of 
soviet o i l  and natural  gas.  In this comiection9  Soviet SOurCeS 
:lave indicated that if the  Vestern  nations  require  Soviet raw 
materials on a large  scale  they must agree t o  develop them i n  
artnership with the USSR on mutually advantageous t e m s .  As 8 egards  the developnent of  o i l  and gas  such  terms 

vou3.d certainly have t o  comprise 
accompanied by a complex finance 
t o  cover imports from t he  Vest of equipment and technology. 
Bec i se  data on the  finance  involved  are  not  available, although 

inaccessible  location of those  resources,  annual hard currency 
outlays from the West would certainly be in  the hundreds of 
millions o f  do l la rs .  Such large  requirements  could  involve 
some sh i f t ing   in  the allocation of Western financial   resowces 
destined for eq lo ra t ion  and exploitation o f  o i l  aid natural .  
gas, It is, however, particularly  important  that  there should 
be no diversion of funds earmarked f o r  development.oP areas in 
the non-Communist world which are considered t o  be i2safet8 from 

. it is c lea r   t ha t   i n  view of the remote and re lat ively 

' an investment and production  point OS view, 

4. To ease the pressure on Soviet  investment  resources, 
the  East European countries  (excluding Romania) have been 
induced t o  ellocate some of their own scarce investment  resources 
t o  the &%elopment of Soviet o i l  and gas production and delivery 
faci l i t ies .  Largely f o r  political  reasons, the USSR has 
chosen t o  be the main supplier of o i l  and gas - t o  the CO?.ECON 
countries  (excluding Romania). mere i s  moreover an economic 
factor    hi ch obliges these countries t o  procure oil and gas 
from the USSR, i. e. the foreign exchange shortage  3revalen-t i n  
Eas te rn  Europe. .P!though i n  the  Seventies East Euro_neal 
courbries will be buying  a certain am0un.t of Iiiiiddle East and 
Morth Africa oil, the USSR will continue t o  be ~e main 
supplier. In this connection,  the  Frienciship  Pipeline i s  
being expanded t o  take 50 million tons per amum. 

5. AS fa r  as  the West is  concerned, there i s  a short-  
medium term problem linked t o  the rapidly dmng2.ng pattern of 
re1ations between the o i l  producing L E S  and the t radi t ional  
foreign? companies explo i t ing  the i r  oil resources. merefore, 
there is sound jus t i f ica t ion  for the Vest t o  t r y  t o  diversify 
its energy sources anCl t o  reduce i-ts de endence on imports by 
c~~veloping its own potential  resources ?e.g. North Sea, Alaska). 

m d  
p. i l  
rcga 
the 

6. fin purely economic grounds, cer tain ?!estera countries 
Japan might find- it t o  the i r  advantage t o  procure  additional 
and gas from the USSR. According t o  current  information 
lrding  Soviet  ouQut  target  figures, the volume of o i l  which 
Soviet Union could expor t  t o  the non-Communis-i; countries 

(1) USSR annual  investment in   the o i l  and gas industrtes  mounts 
to Over 3 milliard roubles. See a l so  h e x .  . 
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l -  

s ta r t ing   in   the  per iod  1975-1980 has' been assessed a t  soue 
75 million  tons  annually.. The USSR appears  currently  in a 
p o s i t i o n  t o  of fe r  an_rlually 30 t o  50 million  tons o f  Tymen o i l  
t o  Japan, f o r  delivery possibly as   ear ly   as  1975. :-:owever, 
i f  the  Soviet Uni011 intends t o  cievelop on a much larger  scale 
its sales  t o  Japan, Western  Europe, and perhaps t o  *he United 
States,  increased  exploitation of its reserves  over the nex'c 
decade will have tc be mdertaken a t  a much faster rate  than 
i s  currently planned w i t h  substantial  Western financial  and 
technical  assistance. 

7. In the  natural gas sector,  ... agreements already 
concluded indicate  that  by 1976 the  Soviet Union  would  be 
supplying an estimated 16 billion  cubic  metres t o  Austria, the 
Federûl  Republic of Germany, Finland, France and I t a l y .  Sweden, 
Denmark aiid Japan  ar,e potential  buyers of Soviet  gas, and 'the 
United States  has  alread-y examinec! the   feas ib i l i ty  o f  large- 
scale  natural  gas imports from the  Soviet Union in   the  medim 
term. Such projects would also  entai l   substant ia l  Yes-kern 
co-operation. 

8. In  conclusion, it is l i ke ly   t ha t  i n  view o f  
anticiTated long-term price  up-b~rns i n  the world market, 
togetker with the development of Soviet  reserves,  exports o Î  
o i l  and natural  gas will- consti tute a princle  mover in   the  
expansion of EastfiJest  -trade(?). A s  already mentioned, this 
development can only be realised  rapidly with the aid.ol" lslrge 
inputs o f  Kestern  finance and. technology. In "Chj-s connection 
concerted  action by ?'Jestern  countries might  prove nore 
successful  than  bilateral  negotiations. 

TI. PROPOSAL 

9. A t  a CSCE, the Vest  might tes t   the   extent  o f  Soviet 
willingness t o  become a large o i l  and natural  gas exTorler t o  
Wes-keim'markets by exploring, on the one hand, the  degree o f  
Soviet in te res t  i n  procuring  specialised  équipent and 
tecluology from the Vest p and, on the  other hand, tlie extent 
t o  which the  Soviets might seek Ylestern fiilancial  co-operation 
in  expanding these two sources o f  energy. 

A. &vantiges_51nog the Yest 

,. .?O. .Increased  imports 'of Soviet d i 1  Grid gas .would .I I .. 

dinlinish  excessive  Yestern dependence on the Middle 
East and North AÎrica f o r  these  products, Even i f  the 'new 
source were equally  inclined t o  exploit  the s i tua t ion  

(1 ) According t o  a .United  States  study of  prospects fol- East/ 
West trade i n  the 1970s (AC/q27-WP/%O - Amex V) ei-ei? 
i f  the volume 'of Soviet. o i l  exports t o  the Vest increases 
a t  a s l o w e r  .rate  than i n  .the 1 9 6 0 ~ ~  the  value .of oil and 
gas  sales t o  the  industr ia l  Vest may represen-t as much as 
25?6 of Soviet expo2ts t o  that   area in 19GO. 

" 
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commercially o r  poli t ically  there  could still 'be  nore  securilt;y 
i n  dealing with two suppliers whose interests  diverge sonm;l:?ato I 

%$an with E! single  supplier. 

B, Disadvantages f o r  the West 

1q. From a po l i t i ca l  po in t  o f  view, it is  impossible t o  
a h t e  w i t h  any cer ta inty that an extension o f  Vestern resource 
commitments t o  the USSR o i l  and gas  industry would be any l e s s  
hazardous  than expanded iizvestments i n   t he  Middle East. 

12. The degree o f  dependence on the Soviet Union which 
m i & t  r e su l t  f r o m  th i s  development would c lear ly  be 2 matter 
of p o l i t i c a l  concern, irrespective o f  the  cornerci21  advantages 
or disadvantages. 

(a) Judging by pesent   t rends  there  i s  l i t t l e  Frospect 
, of undue dependence f o r  I!est European countries as 

a whole.  For instance,  should  Soviet  exTorts o f  
o i l  t o  these  countries  r ise t o  75 millioi1 tons  ,by , . . 

1975/1980 t h i s  would still  represent  only  about 6:; 
of  l i ke ly  requirsrnents by OECD Europe a t  the end o f  
t h i s  decade,  though it should be reme_nbered that the . . 

dependence of  par t icular  countries might be 
considerably  greater. 

"(b)  12 o n  the other han6 there was a big expansion of 
Soviet O?-l capacity or, the basis of  Western 
co-operztion, %11is overall dependence could well 
double. It would be Tor the  pol i t ical   experts  t o  
jtzdge whether  such  a  development is desirable( l1  

( C )  A s  regards  natural  gas, Western m o p e ,  which has 
. .. substantia2  reservesp would not depend unduly on any 

. .  

outside  supplier. For certain  regionss however, which 
would i n  f a c t  be  dependent on Soviet ga.s, the problem 
of substi tution i n  case of  need would 12me.to be 
consideree, 

13. That the Proposal in Item II be adopted. . .  

. (q) It has been  suggestecl that  for security  reasons NATO countries 
as a whole should not import from Eastern  countries more than 
10% o f  their  o i l  and natural  gas consumption. I n   t h i s  
collnection 2.t nay be reca l led   tha t   the  Council on 4th AprL19 
A962 (C-R( 62)14) recommended t o  the NATO member courtr ies  "on 
their, CIKI responsibi1ity;to  esercise  caution and r e s t r a in t  i n  
determining  the  level of t h e i r  imports of  Soviet  bloc o i l ,  the 
general aim .being t o  keep the future .total- ,exports of Soviet 
o i l  t o  ,the  Alliance v ~ e l l  below the  Ievel which they  threaten 
t o  reach  in  order m% t o  exceed the ' . l imits  compatible wit23 
the securi ty  o f  -the Alllance!'. 

1. 
. , .. . .. 
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IV. T&KIbJG POII'TTS 

.l 4. 
consider 

If the  proposal were  adopted it would be useful t o  
the following points: 

the USSR could be asked t o  give more information 
about the s t a t e  of the  reserves  likely t o  be exploited 
and about i t s  plans. If Western participation were 
t o  be invited,  Vestern  experts should  have  pro3er 
opportunity t o .  examine the  terrain and discuss with 
their   Soviet  cow"i;erparts the various tecknical 
problems involved; 

the USSR could a l s o  be asked- about the  guarantees it 
intencls t o  give regarding : 

- the  deliveries  over a specified  period of  agreed 
qua i t i t i e s  o f  oil a1d natural  gas; 

- the price st ructure  f o r  these exports;  

- the reimbursement o f  loans; 

- in   the case o f  joint  ventureso the r igh ts  02 the 
Vestern  partners  in.  particular  the r i g h t  to  
pareicipate in the management and t o  talm advantage 
o f  the noma1 returns-on  the  outlzys;  

-Lhe Soviets could be reminded that a sa l ien t   fac tor  
in  the  successful implementation o f  p l a s  t o  develo?? 
the i r  o i l  and gas  resources, remains z. general 
agreeinent O i l  the  basic  principles of indus t r ia l  a d  
financial  co-operation. . - .  . . . . . .  . 

. .  . . . ... 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



M A T O .  C O N F I D E I T T I A L  
-2ll- 

STATISTICAL DATA 

A O 

(i) According t o  the O i l  and Gas Journal, a t  the encl 
of 1970 these were equal t o  : 

natural  gas: 12,452 milliard  cubic  metres 

crude O il :: about 11 e 4 milliard toils 

( j u s t  under 30s: of world reserves) 

(13.5';5 of world reserves) 

(ii) According t o  of f ic ia l  United States  data: 

proved reserves of natural  gas: a minimm of 
2,500 n i l l i a r d  cubic uctres 

proved reserves of crude o i l :  3.5 n i l l l a r d  t o n s  

Estimated world 
USA 

465 
362 
45 

1970 

2 p 334 
534 
353 

L 

7 971 

n. a. 

637 
21 2 

.I 

.A.. 

" 
forecast- 

3 p 200* 

555 
496 

n.a. 
560 
520 

P International  StafP  estimate. 

! Western inyuts of equipment. 
Sources: Cornit6 Professionnel du Pbtrole, France 
7 U T T  S t a t i s t i ca l  Yearbooks 

p:  Target mentiolzed by Hr. Chachine, Minister of  Petrolem1 
Industry,  but u n l i h l y  t o  be reached  without  considerable 

I 

L .  
h .  Pravda 25. 'Iq.71 and other Soviet sources 

UN 14mJch1y Bullctin of  S t a t i s t i c s  (May 1972) 
US berm Outlook (1971-1985) 
C-"( 71 ) 5 

l , /  
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C. ESTIPNTED PETFiOLXJï*'I AND I'JATURAL GAS REQUIREMERTS I N  1980 

' P e t r o l  eum I Testern h r o p g  I, 250 million  tons 
i USA 1,135 million  tons 
i USSR 460 million  tons 
i Jcpm 450 million  tons 

300 milliard cubic metres 
416. milliard cubic metres 

i USSR"' 590 milliard cubic  metres 
i Js.pan 10/20 milliard  cubic  metres 

* Including a small amount o f  LPG and synthetic 
P/L gas.   Potential  dwe.nd,  assuming no gas  supply 
l imi ta t ion  o r  changes in   p re sen t  energy p r i c e  
s t ructures ,  has been put  a t  983 milliard  cubic 
met res   in  1980. 

W[- Assuming Mr. Chachine's  (Minister of Petroleum 
Industry)  obJective is reached, which i s  v e r y  
unlikely . 

Source: Internat ional  Staff estimates and 
US Energy Outlook (1971-1985) 

D. 
TES 

( i )   P l an  t o  s e l l  30-50 million  tons a year of Tyumen 
crude o i l  t o  Japan. Tnis country i s  expected t o  
contribute between $1,000 and $1,500 mill ion to 
finance e$-uipment (including  pipes) and technical 
costs  towards the   p ro jec t .  

. (ii) Deliveries o f  naturzl   gas  t o  the  United  States, The 
cost  o f  laying  pipel ines   to   Bal t ic  Sea o r ,  possible,  
Black Sea terminals, of gas l iquefact ion  plants ,  o f  
equipment and other f a c i l i t i e s   h a s  been estimated 
a t  $7,000 lnil l ioiz according t o  American sources. 

E. 

$285,000 mill ion t o  a high $500,000 mill ion and above. 
Accordin -to expert  opinion  requirements  might f a l l  
between 9 400,000 and $k30,000 million,  but  could be 
higher i f  vorld inf la t ion   cont inues   a t   cur ren t   ra tes .  
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I. PROBLIDI 

1.. The copyright  issue falls  into  the  intcrmd2xte 
area of important  but  hardly  critical t o p i c s  f o r  possible 
discussion a t  a CSCZ. The continued  unwillingness o f  the 
Soviet U2ion t o  protect  forei.gn authors and compensate them 

- . . i n  a convertible  currency- ::Is. a source of  considarable . . . , 

i r r i t a t i o n .  t o  ':es-i;ern wr i te rs   sc ien t i s t s  and academicians. 
This f ac t  aloile is a n ino r   i r r i t an t   i n  &.st-Vest re la t ions,  
and a resolution o f  the problem,  through  whatever  channels, 
including a CSCE, would be usefvl,  In  addition, t h i s  to2ic 
has  obvious i q l i c a t i o n s  f o r  the f ree  f low o f  cormerce and 
ideas.  Finally, -;he fa i lure  02 the  Soviet Union 'io adhere t o  
one of the major coFyright  conventions o r  work owk other 
bilateral .  o r  :mltiLatera?- agreements is  one o f  a se r ies  02 
e::,?r;zl.?lcs of the conti.nui.ng failure of .  the  Soviet Unicn t o  &ide 
by generally  ûcccpted s t adz rds  o f  international behaviour. 

2. GDR -Problem: Another aspect of  this problem is  -Yne 
auestj-on the  international c0yr~g11-t coiwentions. 
file GD2 has s i s k i  the Berne Convention, but 7Jcs-ten-n countries 
iqefuse t o  r ecop ize  its aGlerenoe, and therefore East G e ~ ~ m m .  
claims t o  adherence t o  the  Berne Cowention have no lega l  
effect  i n  the  ' rest ,  If the  question of GDR particP:>atTon i n  
the Berm? Conven-tion will no longer be an issue by the time 
of the convening of '&e CSCE i t s e l f ,  t b r e  should be no 
yroblem .- i n  raising the copyright  issue  since t h e  GDR .has 
already taken such steps as it can t o  adhere t o  one of the 
copyright conver?_tions. 

been  resol-vec?, pressing ?he' copyright Xssue i n  a CSCE context 
could r m  contrary t o  the Allies '  desire t o  d e f e r  enhaxernent 
of' the   internat ional   s ta tus  o f  the GDR. Although it youJ-d 
take an affirmative  act ,on the part o Î  Ves-tern countries -to 

(l) There i s  a German xservat ion  against  %he preseatation of 
t h i s  problem a.t a CSCE by the West in order t o  avoid 
discussions on t 5 e  j-nternational  position o f  %he GDR 
(see  paragraph 2 )  SeZore the   in t ra  German relations have 
been sa t i s fac tor i ly   se t t led .  

j, Hovrever; -if. t h e  GDR par t ic ipat ion probleu I ~ a s .  not . . 

cc U 
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C"(72f68&vised) -217- , .  . l  I 

t o  becone  a party t o  a 

5. For these  reasons, a declaraticjn which ex-rebses  the 
Lntent of a l l  parties t o  2 CSCE t o  pay f$reign authorsj 
sc i en t i s t s ,  artists and 7ec.turers i n  convertible cwrwicLes 
such as the  lanmage coEtadned in paragraph l l -9 o f  C-I.1(71)69 ?'_S 
zt best  an item of mrgina l  iilteres-i;, aad l i t t l z  haru would 5e 
done it iP were diropxl  from the discussion. On t h e  other haild, 
nention of the need f o r  papent.in convertible  currtx~ciesvrould! 
serve t o  emphasize the misbehaviow of  the  Soviet Union' i n  -the 
l3ast y ancl would. serve t o  cl ininatc m y  a b i g u i t t e s  about the 
heed in a l l  cases f o r  payment o f .  royal?t;ies and fees  i p  
convertible  currencies. . .  

B. Backgromcl Data \ 

I 
'< 

6. Nearly a l l  European nations, and most other  couxitrie~, 
are par t ies  t o  the Seme Convention of  1886 (as revised) o r  the 
Universal  Copyright Convention (UCC) of  1952 (as revised) o r  
both. The United States i s  a party  only t o  the UCC. All other 
NATO All ies   me p d i e s  t o  both conventions witb the  exception 
o f  Turkey, which is party only t o  Berne. The Europexi neutral 
h d  non-aligned states are all par t ies  to both conven-kions* 
Czechoslovakia and Eungary .are parties"to both,  while Poland, 
Romania and Bulgaria  are  parties only t o  Berne. The Soviet 
Union and Albania are  the only s t a t e s   i n  Europe which hwe  1 
refjlsed t o  adhere t o  either of the  conventions. 

7. The f a i lu re  of the Soviet Union t o  adhere t o  e i ther  
of the conventions o r  otherwise  protect  foreign  authors i s  
increasingly beconing  a sore  point f o r  Western a r t i s t s s ,  
Sch-tists,  ïmblishers and authors. The Soviet Ui?ion regularly '.!, '. 

a d  technical worksp without  authorization 2nd without  providing ',I, 
Just  Coa3ensation. As a consequence of the lack o f  copyright 
relations,  Soviet works are similarly  unprotected in the West. 

"pirates:' a îarge quantity of materials,   especially  scientific ', 

I 
I 

l 
1 , 

i 
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012 a Îav occasionso  the  Soviets have entered  into  l icensinc 
agreenents with Western- firms whose works they w i s h  to  publish,  
such as Doubleday and Compny, i n   t he  US, and  NacDonald  and 
Company, i n   t h e  WCc, and through  these  arrangements  have paid 
individual.  authors a royalty. However, these  royzltfes  are 

invarizbly made i n  inconvertible  rubles 
' ' unusually small by international  standards, and are almost 

8. Various Allies have made representations  requesting  that  
the  Soviet. Union adheye t o  a. copyright  agreement. Th.e Soviets 
9ec.r that becoaing  party -to one of  the  conventions t r i l l  r e su l t  
LI substant ia l   net  outflotvs f o r  royalty payments. ;:owever, the 
Allies  could  point  out that  the  Soviet. Union has a large ancl 
growing quantity of  s c i en t i f i c  and technical  material, and t o  a. 
lesser   extent   l i terary an<- a r t i s t i c  works which are" being 
repmduced in the Vest  without  compensation t o  the Soviet Union 
(the works o f  Soviet  novelists  alone would bring  in  handsome 
royalties).  It could a l s o  be mentioned- that  Soviet  %ailv,re t o  
abide by international  standards and t o  q h o l d  copyright 
protection f o r  Îoreign  authors i s  undermining the image of  -the 
Soviet Union i n  the Vest,  especially  in the scient i f ic   commj-ty.  

9. Because of the growing sophistication o f  their 
inventions, and in part i n  response t o  intemation& pressureg 
-the Soviets  agreed i n  1365 -to adhere t o  the gP%ris Union:: 
Industrial  Property Convention  (on patents and trademarks) but 
t o  date  they have shown no indication o f  a will ingless t o  chmge 
t h e i r  posit ion on copyrights. 

II. PROPOSAL 

10. P!? mmbiguously worded formulation,  expressing the 
intent  ol" all. par t ies  t o  become party t o  one of the two najor  
international  copyright  conventions, should be included- i n  ai 
agreed CSCE tex t .  

II It is  essent ia l ,  no na t te r  what formulation i s  agreed 
upon, that  it e q m s s   t h e   i n t e n t  of a l l  par t ies  t o  a CSCE t o  
become 9a r t i e s  t o  e i ther  UCC o r  Berne without  necessarily 
requiring adherence t o  both.  ( m e  US is not   in  a p o s i t i o a  t o  
aciers t o  the Eeme Convention at this time. ) ~n ;ÎaaC/or:z 
formulation, i n  addi-i;ioxl t o  resolving  the Froblerns noted  above, 
has the  ad-ditional political and t a c t i c a l  advantage 02 C3"ferentfat- 
Sng between. the Soviets, who are  the  aiscreants on this ques-kion, 
&IC: -?he other,  E a s t e m  Zuropean s t a t e s  who, by and lal-ge, h v e  net 
the i r   in te rna t iona l   ob l iga t iox .  

12, All par t ies  who have not  already done so  shox2.d aClerc 
t o  the  Universal Cop7pight  Convention o f  1952 (as revrised) and/or 
the Beme Coyyright Calvention (as revised) 
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M A T O  C O N F I D E N T I A L  

-23- . 

I. PROBLEX 

1. The Soviet Government has intirnated  that a CSCE 
could  contribute  to  resolving Ifthe question of pre-conditions 
f o r  seeking  solutions t o  problems  such  as... the organization 
o f  inter-continental  transportgf (1). In  this context,  the 
following  aspects  could be exaained: 

(a) in   the   f ie ld  of administrative and tecknical 
regulations: 

- the  administrative and s ta tu torv   res t r ic t ions ,  
current ly   in   force  in  the t rans5or t   f ie ld ,  which 
hinder East/West trade; 

- standardisation of  technical and safety 

- standardisation o f  equipment (including  containers) ; 

regulations; 

(b) i n  the f i e l d  of equipment and IYrfrastruc$ure: 

- establishinent o f  links between existing  transport  
networks (rail, road, waterway, sea and a i r ) ;  

- development of  transport  infrastructure,  mainlysin 
the  Soviet Union. 

2. The examination of  Eastntest  land  transport problems 
" - . " - . . S  .been &rusted t o  the ECE's ltCommi-t"cee on InLand Transport" 

(Geneva). This Covmittee has made considerable progress during 
the last  few years i n  itswndeavours t o  remove the  obstacles 
hindering  transport development. T h i s  i s  shown by the 
increasing number of  East/Fdest technical-  sgreenents, Useful 
co-operation  concerning  sea and a i r  trar?_;.,:;wrt i s  taking  place 
i n  INCO and ICA0 especially  as  regards  qustions of security (2). 
In  other  respects the scope f o r  global treatment o f  these forms 
o f  transport i s  limited. Comnercial shipping is no doubt 
best  served by t h e  free choice o f  transport ,  and air transport 
i s  likely t o  be developed by  means of b i l a t e ra l  agreements. 

3. Under the  present  circumstanceso it seems uniikely 
that  the  evolutionary dynmism of East/West trade i s  suffering 
because of transport   diTficult ies.  Most forms o f  transport are 

(1) Kosygin a t  the  Comunist  Party Congyesso IL'foscot~, April 1971 
(2)  IMCO : Intergovernmental  Maritime  Consultative  Orgaization 

I C A 0  : International  Civil  Aviation  Organization 

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

already  delat with by international  organizations. No doubt’ 
improvements could be envisaged and it is des i rab le- tha t  
countr ies   l ike Sweden, Austria and Switzerland  should also be 
associated with Western proposals a t  an early  stage, 

(a) Rail Transport 

4 ,  Several  East E~iropean countries have already acceded 
t o  the International Conv on the -fl”ransport’of Goods 
and Passengers (CSM -and C contrast ,  the Spvie‘c  Union 

.““ -. ’ .  

has  not‘  yet  signed  these  cdnventions  although it is  showing 
greater   interest ;   for  examdle, it has sent  observers t o  
international  conferences concerned with a possible  revision 
of the Conventions. 

5. Agreements i n  principle have  been  concluded i n  a 
number of technical areas between the International Union 
of  Railways (grouping Western railway systems) and the 
Organization f o r  Railway  Co-operation  (which includes the 
countries of Eastern Europe and the  Soviet Union). Some 
projects  w i l l  be implemented before  the end o f  this decade, 
including: 

a unified systerfl of automatic  coupling f o r  
internat ional  goods wagons; 

standardised  braking systems au tona t i a -~~   e t c .  

6. A separate problem is  raised by the   poss ib i l i t i es  
of  Western par t ic ipa t ion   in  developing the Soviet Union’s 
infrastructure  (e.g. Kosygin’s  proposal. f o r  the  building of  
a s5cond Trans-Siberian  railway;  standardisation of container 
transport   l inking  Siberia with Western  Europe;  Western 
par t ic ipa t ion   in   the  manufacture o f  containers and the 
pror3uction of handling eqtripnent) which is  not  currently 
under  examination by existing  international  bodies. 

(b) Road Transport 

7. Various  East/’Vest bila$eral  agreenents have been I 

sigmd, regulatir?,g  freight  transport by road which st i l l  
operates, however, on a quota basis. Turkey has signed various 
agreements with Hungary, Bulgaria and  Roraania covering the 
movement  by road of  passengers and freight ,  and these  arrange- 
ments have  proved highly  satisfactory.  In 1971, the  Netherlands 
signed a freight and passenger  agreement  with the Soviet 
Union. Finally,  the USSR has signed agreements on international 
road  transport,  covering  freight and passenger  transport, 
with Denmark, Austria, Sweden and more recently the 
Metherlaads. 

- 
. N A T O  C O N F I D E N T I A L  
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C N  T 1 . A  L 

8. A s  regards  passenger  transport, the operation of 
non-scheduled  bus services i s  regulated by the  International 
Geneva  Agreement (1949) which al.lows nor;-stop Journeys,  but 
neither  the  zcceptame o f  passengers  en  route  nor  the  return 
t r i p  by the emp$y vehicles. These international  provisions, 
recognised by the  East European countries, have  been 
supplemented by b i l a t e ra l  agreements,  but once again, as i n  

European network of  regular bus routes;  several East European 
countries  are  participating, b u t  the USSR has  hitherto been 
reluctant t o  co-operate i n  extending it. The establishment 

f o r  more than two years  without any concrete  results so far .  

- . .  ?. " the  case of freight  transport ,   the USSR and the GDR are  the 
" m 0 s . t  - hesitant.  In addition, a s t a r t  has been made on a 

. .  of a .  scheduled London-Moscow . service ,has been  ,.under .discussion ' 

I .  

9. Currently, a large  nmber of pa r t i e l  and/or b i l a t e ra l  
agreements are being  concltlded on such subjects  as..road 
safety, highway codesp road ...siEfn~:---- Find--regulation o f  technical 
requirenents -.(e, g. vehicle weight and s ize)  .' But the lack 
of  standardisation  reduces the effectiveness of any solutions 

... adopted. ~ 

LO. As regards  infrastructure,  transport  could  certainly 
be f ac i l i t a t ed  by improved read and  motorway network links 
between the two par t s  of  Europe. This  presupposes an EastIWest 
exchange of information on development planning of  the  road 
networks which bave been worked out i n  both parts of Europe. 

(c) Watemmy Transport 

11, The establishment of l inks  between the  large 
European river networksp par t icular ly   the RkLine and  Danube, 
deserves  study. The East EtPropean countries are very interested 
i n  inland .water navigation and such link-ups could f a c i l i t a t e  
the  transport of heavy f re ight  between certain  countries i n  
Europe and Asia. However, the problems  involved  here are so 
complex- tha t  .any. solutions  could have only a very.-remote  .effect 
on the  volme of trade. 

(d)  Sea  transport 

12. .Several Western countries (BelgiwntLuxembourg9 
France,  Netherlands and UK) have signed navigation  treaties 
with  the  Soviet Union. Negotiations on such t rea t ies   a re  
going on a t  various stages between the  Soviet Union and a 
number o f  other Western countries (Canada, Denmark, I ta ly ,  
Norway and the United States) .  The Eastern European countrieso 
especially Poland and the  Soviet Uniong  have shown a growing 
in t e re s t   i n   pa r t i c ipa t ion   i n   l i ne r  conferences.  Previously 
the  Soviet Union opposed the l i n e r  conference system using, 
as   a t   the  UN,CTAD Committee of Shipping, the argument that it 
was a device--%,o exploit   the developing  countries. However, 

.'\. 
H " A T 0  C O K F I D E N T I A L  
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I 

with  the  rapid  development  of  its otm merchant  fleet,  the!USSR 
is apparently  becorning  more  aware  of  the  problems  of  profitability. 
For  example,  at  the  beginning  of 1969 the  Baltic  Shipping 
Corporation of Leningrad  entered  the  liner  conferences  co?ering 
the  trades  between  Western  Europe and Australia, i I 

13. Inside.  the UNCTAD Committee of Shipping  the  Eastern !. 
European  group has during  the l as t  years  often  voiced  views 
close  to  those of the  Western  group. In actual  voting  the 
Eastern  European  group hasp however, almost invariably  chosen 
to support  the  develop.ing  .countries.. In the  .discussion of 
technical  shipping  matters  inside IMCO the  Eastern  European 
countries  have  played a constructive  role. 

. I  

(e)  Air Transport  

14. It was not  until 1970 that  the USSR became a full 
member  of  the.  International  Civil-  Aviation  Organization,  on 
which  the  other  East  European  countries  except t h e  GD3 were 
already  represented.  Certain  East  European  countries - 
Bulgaria,  Poland  and  Czechoslovakia -.have subscribed  to  the 
International  Air  Services  Transit  Agreement of 7th  December, 
1944. In view of the  importance of air  transport in the 
Soviet  Union  and  the  other  East  European  countries,  it is 
likely  that, in the  future,  these  countries wS11 show a 
greater  desire to participate in the  work of the  various comp- 
etent  international  bodies.  Howevep,  their  co-operation in 
European  bodies  (including  the  European  Civil  Aviation 
Conference) has m into  serious  difficulties  because of the 
incompatibilities of the two economic  systems  involved. 

15. Nevertheless,  consideration  could  be  given  to a 
number of problems  which are at present  bedevilling  air  transport 
(e.g.  passenger  safety  standards,  reciprocal  recognition of 
certificates of airworthiness, etc.). No Eas,tern  country' has 
as yet  subscribed  to  the  ICA0 1960 Agreement  relating to 
certificates  of  airworthiness  for  imported  aircraft. 

(f) LinklnP of other  transport  networks _" "... 
" 

16. The  feasibility of linking  up  East/West  oil  and gad/'' 
pipeline  networks  could  only  be  examined  on t h e  assumption 
that  Western  countries become involved on a large scale in the 
development of the  Soviet  Union's  oil and natural  gas 
resources(1).  Moreover,  the  evolution of the USSR's donestic 
network  does  not  have any bearing on intra-European  transport 
co-ordination,  but is one  aspect of the  development of East/ 
West  trade . 
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17* The linking up of i s  also a 

na t te r  t o  be deal t   wi th   in  a l  economic 
co-operation( 1) 

II:. PROPOSALS 

18. Before  agreeing t o  give  further  oonsideration  to 
Vbit ious,  long-term projects  f o r  linking up existing transport 
nvtworks and t o  the scope f o r  Western par t ic ipat ion  in   the 
d4,velopment o f  transport   infrastructure(2) - two questions which 
would first require more detailed  infomation from. the  East 
Eubpean countries - the  Vestern  nations  should  give  priority 
t o  seeking ways of  removing the  present  obstacles, f o r  wkiic3 
the  East European countries are. essentially  responsible, t o  the 
development of passenger( 3 )  and freight  transport .  

19. East  mopean  countries could  the,refore be invited t o  
s ta te  the i r  intentions  with regard t o  the adoption of measures: 

(i) t o  accede9 i f  they have not  already done so,  t o  the 
various  international  conventions  governing  roadg  rail, 
sea and a i r  transport; 

(ii) t o  modify their   administrative  practices which a t  
present  hiader  the development of transport: 
increased  road  freight t rmspor- t  quotas, freedom of  
tramit, return journey  loading,  regulations 
governing privately  operated  transport,  procedures 
Bor granting  authorisations,  creation of  regular bus 
services linking the  various European capi-tals; 

(iii) t o  s tandgrdise   the  abinis t ra t ive anC? technical 
regüLatioEs  governing: 

(a)  raad  safety (signzls, highway code9  vehicle 

(b) railway  safety  (braking system,  automation 

 eight size  and technical  requirements) ; 

signals,   length and safety of goods t r a ins j ;  

(c )  a i r   t r a f f i c   s a f e t y .  

(ieveloprnent of passenger transport (less rigid enfarcement 
o f  coixpulsory routes; bet ter   services   in   repair  shops, 
i n   t he   d i s t r lbu t ionpf   fue l ,   e t c , ) .  

( iv )  $0 eliminate o r  t o  reduce impediraents t o  the 

Note No. 3 
‘This could be included under the heading of indus t r ia l  
CG-operation (see Note MO. I). 

( 3 )  T h i s  measure does not  consider  the wider pol i t ical   aspects  
of the   f reer  movexen’‘t of persons. 
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A. Advantages  for  the West 

(i)  Freedol-o of movement  for goods and  persons is generally 
regarded  as  one  of  the  conditions  for  the norrnal- 
isation of East/k?est  relations.  Progress  in  this 
direction  is  beneficial  to  the  extent  that  it  promotes 
the  development of trade  and  tourism. 

(ii) For obvious  geographic  reasons,  the  East  European 
border  countries will be the  first  to  benefit,  and 
this  could  facilitate  their  relations  with  the  West, 

B. Disadvaxbzges f o r  the  West 

None in economic  terms. From the  security  angle, 
however,  the liialrhg up of existing  transport  networks and the 
development of the  related infrastructure  could  give  rise  to 
problems  requiring  further consideration. 

The  pi-oposals  set  out  in  paragraph 19 could be 
submitted  to a CSCE either  on  the  initiative of the  Western 
nations, 01” in response to a proposal  from  the  East  European 
countries on ~Gi1geï”ter’ffl  projects. 

IV. TALKING POINTS 

(a) If sufficiently  practical proposals were  mad-e by t h e  
East.Euro?ean  countries  on  these  various issues, a 
inore  detailed  examination of these  technical  questions 
could,  depending on the  case, be entrusted  to: 

- the  Cormlittee  on  Inland  Transport of the ECE 
( Geneva) ; 

- the  En-kergovernmental  Maritime  Consultative 
Organization ( IMCO) and  other  international 
maritine  organizations; 

- the Iaternational  Civil  Aviation  Orgi-nization 
(IC:-O) : and to their appropriate technical 
coui’ctees. 

(b) The liberalization of transport will contribute to G 
better use o f  transport  services  on a European,  and 
even wider,  scale, not  only in  techniczl,  but.  also 
in  cconoaizic  terms.  One  result will be  to  clarify t h e  
problea of inter-transport  competitiveness. 

N & T O  C O N F I D E N T I A L  
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The  West might prefer not t o  cornilit itself on 
projects  dealing w i t h  infrastructure  and the linking 
of  t ranspor t  networks, before  these have  been 
specified and  examined i n  greater depth. 

If these proposals are taken’up by the East European 
countr ies   a t  a CSCE, Allied Governments could refer  
them f o r  study t o  their   national  research bodies, 
the ECE(Geneva) and i ts  specialised  auxiliary 
agencies, o r  t o  other appropriate bodies. 
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N A T O  C O N F I D E N T I A L  

I . PROBLEM 
" 

1. S t a t e  tradir-g, central p?lannj.ng and the  closed 
character of the Eastern soc ie t ies  create obstacles   to  an 
expans iqn .  of  the ' sa les  of  Western goods ~n Xastern ïJai?kets. 
It woÙld, however, appear possible, within  the existirLg system 
i n  the East, t o  a l l ev ia t e  sone of these   d i f f icu l t ies ,  lulong 
the  practical   probleu "IS are: 

5' 

Y 

2, The pract ice  o f  the CornunEst c o w t r i e s  as re(;'a;-ds 
grant ing  visas  t o  Western  businessnen f o r  temporary visi ts  with 
the   spec i f ic  purpose of arranging  comercia1  transactions  seem 
fair ly   l iberal .   Nevertheless ,   there  have  been coaplaints  about 
slowness o r  d i f f i cu l t i e s   i n   pa r t i cu la r   ca ses  where MO specif ic  
prior i nv i t a t ion ' f ron  the potent ia l   Eastern buyer was a t  Imnd(1). 

permaneat sa les   o f f ices  in Coxnmist  countries a re  sevwely 
r e s t r i c t ed  o r  non-existent, This i s  so il? Exlgaria, 
Czechos1ovakj.a ar,d probably i n  Ihrugary t o o ( 2 )  In t he  GDR it 
is Ln princ~iple-pssi 'a le  ,to -oStain  aztharisation *Lo s e t  up a 

._sales off ice ,   but  t l e  c r i t e r i a  f o r  gmntirlg  such  authorisation 
have not been published. Pol i sh  o f f i c i a l s  have indica-ked tha t  
they will readi ly  consider applications for technical 
representation but applicatiocs for sa les   o f f ices  are xpparently 
stfi ject  %O s t r i c t e r  criteria, The R~nanian Coverme:l"it, in a 
decree  issued i n  January 1971, zuthor i sed   fore ign   comexia l  

3. The p o s s i b i l i t i e s  f o r  foreign companies of  s e t t i ng  up 

.c - 
.'. (1) For instance, as regards s r i s i k s  of United States  3usinessnen 

t o  Poland (United  States  reply "to an ECE questiomeire.  ?Ki3 
docwent  Trade/249, Adden&m l), Unlike most o'cher Eastern 
s t a t e s ,  Romania requi res   a l ien  f irsns 50 obtain  au.-3korisûtion 
frum the MinisLny o f  Foreign Trade as a prerecpisi-2s t o  
negotiation. However, in  practice  the  will in@less . o f  a 
l oca l   en t i t y  t o  pursue contacts seems t.0 be regr.rdr:d as 
evidence of t he  Govsmment * S impl ic i t  approval. ,Lr nay be 7 4- 
noted f l a t  some trade agseenents such as t 'ne oi?e 'dc-heeil 
Canada ... and the Soviet Union contain proVisiGiW %O tke 

. effect  thz% the coEpetent au tho r i t i e s  o f  the  t x o  Govexmaeats 
w i l l  f a c i l i t a t e   v i s i t s  f o r  busimss  purposes betveei? the  two' 
countries , 

an agency o r  nerket  research  office i n  Hungary as of 
1st Sep%eenbcr, 1970. 

(2) In  any ease no foreign firm had  been  allowed t o  es'kblish 

ï ' ! A T O  C O N F I D E N T I A L  
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firms 40 es t ab l i sh   o f f i ces   i n  Romania.  Howeverp as of 
1st Janbary, 1972 this l eg i s l a t ion  was s t i l l  untested. In  a l l  
these  cdaqtries  stzte  agencies  undertake  the  cornercial 
representation of foreign firms on a comission basis. In the 
USSR t h i s  l a s t  poss ib i l i t y  does  not ex i s t ,  but foreign firm ' 

are  permitted t o  r e g i s t e r  an agent with the  Ministry of  Foreign 
Trade.  Authorfsation t o  do so has, however, o n l y  beei? grmted  
t o  some 35 firms. The authoriMes have refused t o  reveal what 
cr i ter ia   they  fol low iii deciding  whether o r  not a fi im should + 

be allowed t o  se* up sci? o f f i c e   i n  Moscow, WXen.pressecl., they 
have mentioned t rade turnover figures  ranging from $10 n i l l i o n  
t o  $50 million, A nunber o f  fac tors ,  not a l l  o f  then  econonic 
o r   r e l a t ed  t o  trade,   seen  to  influence  the  decision t o  allow 
o r  refuse a foreign fim accreditation, 

4 .  In pract ice ,  even where it is legally possible to set  
up o f f i ces ,  'Yestera firms have found it d i f f i c u l t   t o   o b t a i n  
suitable  office  space under the  prevail ing  conditions of extrene 
shortage, and t o  h i re   su i tab ly   qua l i f ied   loca l  staff. Advertising 
f o r  staff i s  not  authorised, and s ta te   agencies  do not a-ltrays 
provide  personnel of  the  required  cal ibre .   Diff icul t ies  of this 
kind, and the  high cost  of naintaining  representatives  in East 
European cowti-ies, have  discouraged ~litl?y Westem firms, which 
prefer  t o  r e l y  on frequent visits by Western-based eq loyees .  
Nevertheless, a nunber of f i rns  continue t o  be desirous of 
opening o f f i ces   i n   t he  East. 

5. A t  the  Novemoer 1971 session of  the  Cormittee on the 
Development o f  Trade of the  United  Nations Economic Cormission 
for  Europe,.aany  delegations  considered that the proposal f o r  
a exanination of the   poss ib i l i ty  of guidelines on business 
representation  merited  further sttldy(1) . 

B. Access t o  end-users i 

6 ,  Traditionally,  Comunist  countries  carry out t rade 
through specialised export/fmport corporations which a c t  i n  
accordance with the Porefgn  Trade Plan. This i s  s t i l l  largely 
the  case i n  the  USSTC, tirhereas h Gast European  counti-ies a 
varying n u b e r  o f  larger  enter-priszs have been au-i;io?ised t o  
conduct their purchases and sa l e s  abroad  themselves. It' 2s 
generally  considered that the   poss ib i l i t i e s  o f  tr2& would be 
enhanced i f  Yestern 'businessmen had bet ter   access  t o  the people 
who actually  use  their   products.  

M A T O  C O N F I D E N T I A L  
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7. Western t raders  meet cons iderable   d i f f icu l t ies   in  
obtaining  access  to  end-users, but these vary fron c o ~ ~ t r y  t o  
country and froa case t o  case. They. are   par t icu lar ly  g r e a t  i n  
the USSR(1) . 

8, A l l  of the  Coaiunist  countries have a national 
chaaber OP international  couderce. In addition, j o i n t  chmbers 
of  cormerce  have  been created. 

9. The e s t a b l i s b e n t  o f  nore j o i n t  charabers 02 cormerce 
with  offices  with rdixed s taffs  in   Eastern  countr ies  wight 
auginent t he   poss ib i l i t i e s  o f  T?estem  businesmeil  obtaiiling 
relevant  inforrmtion a d -  contacts   in   the  East .  

10. An increase il? the nwnber of Western cowerc i a l  
attachds i n  the  Zastem  countr ies  and expanded C O i I s t C L ~ . r  
services uight; be conducive t o  aore trade. T h i s  is ,  howver, 
a n a t t e r  which could be b e t t e r   d e a l t  with in. a bila- teral   ra ther  
than a nul t i la tz ra l   -coa tex t .  

Il. The exchange o f  trade  nissions and Westem participa- 
tion i n  trade fa l r s  i n  the Comunis t  countrles(2)-hzs  played 
a considerable r81e i n  East/West trade and i s  likely -bo 
continue t o  do so. There does  not  seen t o  be ay p a t i c u l e r  
problen i n  connection with these  aspects of Xast/Sies-i; txade. 

(1) In tha t  countryp access i s  described as WirtualLy an ' . 

i q o s s i b i l i t y "  i n  the United Kingdon reply t o  m 2CX 
qucs t iomai re  (ECE document Trade/249) . In  t h e  IT~~iteC! 
States   reply P o l m d  is., besides  the USSR, singled: o u t  as a 
country where cent ra l   au thor i t ies   ' o f ten  refuse bus,inesswen 
access t o  end-users, In t h e  negotiations on theiï- 
accession t o  GATT, the  Hungarians  declared tha t  co;_ztacta 
between t raders  f r o a  nou-Comunist  countries anct Zrxgerian 
end-users were r e s t r i c t e d  by no regulation,  but tila-L t h e  
end-user was allowed t o  pursue only " the  act ivi- t ies  tha-5 
belong t o  t h e i r  sphere of  operation,  consequently they  ï2ay 
pursue  foreign  trade  activity only i f  they are  axkizorised 
t o  do so". 

(2) Regular  ,international fairs are he ld   i n  a l l  the j3as-t 
'-. European countries (Leipzig, GDR; Brno, Cze.choslovakia; 

Budapest, Hungcry; P o z L ~ ~ ~ ,  Poland; Plovdiv, BuLzaria; 
Bucharest, Rouania) . M a r a m #  several  cou1tries a d  i n  
pa r t i cu la r  the USSR organize specialised e,ul?ibitioi?s iYon 
t i n e   t o  time . 

N A T O .  C O N F I D X N T I A L  
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fr .  PROPOSAL 
i 12, The West  might  seek to obtain: 

(i)  acknowledgement of the  need  to  improve  conditions 
for establishing a business  and to grant  more 
extensive  facilities  to  Western  businessmen in 
Communist  countries, e,g, the right OP 'Vestern 
firus to open  offices and to  have  contacts  with 
the  producers  and  the  end-users  in  the  Zest;  the 
creation of joint  chanbers of. coïaerce  having in 
each of the two countries  concerned o22icces with 
a staff drawn from the two countries comernod; 

. .  . . . , .  

(ii) that any declaration on East/Vest econonfc 
co-operation  that  might be issued by the 
Conference  includes  a,reference to the  aatters 
in (i)  above; 

(iii)  that the participating govenmznts decide to 
seek  agreeaent,  in  the framework of the 3CZ, on 
guidelines on business representation, 

A. Advantages f o r  the  West 

13. The  closer  contacts  between Western ffnm and tflose 
responsible for. prepwing foreign  trade  plans  in t'ne  ,"astern 
countries, as well as the  end-users, might lead to a: 
inprovernent  in  the flow of infornation on narket  recpirezents 
and tradicg  opportunities,  Such  contacts nay also inck-ease 
the possibilities of influencing  the  final foreign t-lade plans 
by calling  the  attention of the Eastern authorities to the 
advantages of  specific  products  at  the time the  plan is being 
worked  out.  Possible  results,  however,  should not be over- 
estimated.  The  level of trade  with non-Comunist couxtries  is 
deterrnined'by planners, taking  into  account  foreigc cumency 
availabilities and political considerations, 

B.. . .Disadvantages for the  West. . , . I  . . 

. 14. In acceptiqg an undertaking  in  this  field,  Coz%imist 
countries  night be inclined  to ask f o r  further  concessions  in 
the  same  area. In view of the fact that  Eastern comercia1 
enterprises  already h ve so much  greater  representctlo,r and 
vastly more liberal. a 8 cess  to  Western  markets than tlx?il- 
counterparts  have in $astern Europe,  this is a czse wkore 
asymietrical  concessi ns night be appropriate,  Westen%couPltries 
nay not  wish .to accep e any increase in the  existing  disparity 
to  their own detriment, and sone Western  countries  2re 
apprehensive  about a qomoitment which could coupe1 then t o  
accept  creatio ansion of organizations controlled by 
Eastern  .states in the r countries,. . ,  

'.\. 

t 

N A T 6  C O N F I D E N T I A L  
l ! 
, .  1 -39- 

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



N A T “ - O  C O N F I D E N T I A L  

-40- ’C-M[72)68(Revis2 

IV TALKING POINTS 

16. The following  points nigbt be brought up i j n  discussions 
with  the East: 

(i) In  the  USSR and perhaps in   t he  East ;:;wopean 
countries Westem fims which have t r i e d  t o  
e stablish sa le  s”aagenC3-e S *ha-n .ue-t  ~* i th  
d- i f f icu l t ies ,  In this respect, CO3ECON countries 
enjoy far grea te r  freedon o f  a c t i v i t y  in the  West, 
Therefore,  it i s  not felt that  s t r i c t  TeciproCity 
i s  ca l led  f o r  i n  this  area,  given  the  zb-eady 
great disyar%&y noted above, Indeed, s o m  
Vestern  countries may nct  be prepared t o  grant 
f u r t h e r   f a c i l i t i e s  of this kind. 

- 

c 

(ii) Better  f a c i l i t i e s  f o r  Western ffrms z1-e a l so  i n  
the i n t a r e s t  of  Connunist countries,  because they 
would enable  Western  countries -to provide  better 
service for Corxamist c l i en t s ,  such as 
naintemace  training  programes, steasy supply 
of  spare parts, etc .  

(iii) Direct  contact between the   s e l l e r  m? the end-user 
has advantages f o r  both par t ies .  The screen 
represenled by the Comnunist  countries’ e,xpol-t/ 
i a p o d  firm mekes it d i f f i c u l t  f o r  Wcs-Lenl firas 
t o  ascer ta in  m d  mes’t i n  full t h e  needs of those 
who w i l l  use their  pi*oducts, For their par t ,  the 
Eastern end-users  have on.3-y an  incomplete 
knowledge of t he  variety of Western goods and 
services which the  foreign  expcrters ETC: able t o  
provide, but it ~ u s t  be recognised Ynct such 
inprovenent of end-;user. .kno?Jl’edge nay ,120t be .- soen.. 
as i n   t h e   i n t e r e s t s  o f  state planning. 

(iv) The e&ensive con t ro l  systen in C o a x . w i s t  
cowltries nakes it possible f o r  then Lo accept 
pr inciples  o r  legal. engagements and ye t  slake sure 
that  they have no prac t ica l  cocscqucnces; .the 
right t o  pernanen.t presence in a C O . L ~ D . - ~ ” ~  i s ,  fo? 
instance, of U n i t e d   i n t e r e s t  wiless -:he state 
authorities make available  the necessaq ofPice 
S ~ C C ~ .  Therefore, Western countries m?s% make 
sure that the Zastern  cowltries ta l re zl1 the  
ncasures  necessary t o  ensure tha-i; the i2  cormitnents 
w i l l  i n   p r a c t i c e  be carried  out and do i 1 O t  renain 
a dead le’cter, 
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I PROBLEN 

Western effor ts   to   substant ia te  both trade and 
industrial  co-operation  are  considerable  hindered by the 
serious  practical  gaps in   infomation  avai lable  t o  Western. 
businessmen dealing with Eastern  mope.  

A. Availabl-e Weskern Trade  Sources 

2. The paucity of  quantified macro-economic data on 
t rade  possibi l i t ies  with the East can best be assessed i f  a 
brief comparison is made with information  sources  available 
t o  Western exporters  operating  outside  the  Soviet  bloc. Such 
sources include  international  orgmizatioix which provide, 
through reports and other  publications, comprehensive 
s t a t i s t i c a l  and non-stat is t ical   data  on eqor t 'marke ts ,  
marketing information services, trade promotion, planning 
pr i c r i t i e s ,  product  specifications. long-term trends and 
international  trading  practices.  Similar  services  are 
provided by national Chanbers of  Commerce located  in  the 
foreign countries and which also give  advice on Co-production 
faci l i t ies ,   p lanning,  loca l  labour problems, establishment of 
inter-company contacts, etc; foreign Trade Ministries; 
commercial attachbs;  general and spec ia l i s t   p ress . repor t s ;  
economic/commercial newsletters, all carrying  reports on new 
trade developments overseas,  trads  regulations,  analyses of 
market s i tuat ions,  compny reports,   etc. ,  and f ina l ly  
companies themselves, rnost of  which issue, a t  l ea s t ,  semi- 
.-annual o r  annual reports  on output  targets, raw material  needs, 
import trends . 

B. Available Western Sources on Eastern Narkets 

3. Trade s ta t is t ical   data   are   readi ly   avai lable  from 
national governments. In addition,  publications of 
international  organizations  contain special. s tud ies   o f . t rade  
patterns  in  Eastern Europe (e..g. Trade of  :%he Eastern Trading 
Area i n  1968). There are also business j6urnals and newspapers 
including, f o r  example, Enterprise (Frqde) ,  Financial Times 
(UK), Handelsblatt (FRG) among others *ch cover  updated 
economic developments in  Eastern Europe, 'including  frequently 
practical 'on-the-spot  reports  in the Eastern  countries by 
visiting  businessnent. Economic bulled@s and spqcial ised '  
commercial publications  should also bz/ stressed. These. tend , 
t o  be concerned more with t rends   in  mgrketing practices and,, 
techniques f o r  Eastern Europe and trade regulations. 

i 
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4. 'The prac t ica l  drawbacks of the above mentioned sourcts 

are  that   they seldom di f fe ren t ia te  between the trading 
prac%;ices tha t  m i g h t  be found i n  one Eastern European cotmtiy, 
but not  in  another,  they  are not  updated with suf f ic ien t  i 

frequency t o  take  account of the l a t e s t  changes in   t rade  \ 
regulations and are  often t o o  general   to be o f  any r ea l   i n t e re s t  
to  a  Western exporter, who requires  very  detailed  country and 
sector  orientated  data. Market research on the  Eastern  countries 
i s  largely academic, and only seldom based on field  research. 

\ 

C. Available  Comunist  Sources o f  Trade Information 

5. There are five  nain  categories of data on which the 

(a) , Product  specification; 
(b) Production and consumption targets ;  
(c) Production plans; 
(d) Inter-COK€SCON trade; 
(e) Phnnerst pr ior i t ies .  

I 

Western exporter  should  inform  himself. These are: 

The ease with which the data for each category can be obtained' 
from first hand Communist sources, and the  degree  of.accuracy 
and detail ,  vary  considerably from country t o  country, a factor  
which tends t o  cause undue delay i n  negotiations and contrac- 
tual isat ion.  Like Xestem  sources on Eastern t rade  possibi l i t ies ,  
the gaps here  relate  to  enterprise-based  data,  information on 
the end-user,  charges i n  market conditions,  etc. 

6. ( a )   S t a t i s t i c a l  Sourc$g: All CONEXON members publish 
foreign t r a d e   s t a h s t i c s  which vary  great ly   in  
corqdeteness and detai l .  Only the USSR and Poland 
include  both  value and quantity  data; the export/ 
import s t a t i s t i c s  o f  the  other members are  given 
e i t h e r   i n  value o r  quantitative terms. Sometimes, 
a country, w i l l ,  use both f o r  the sane type of  goods, 
giving  thë'imports o f  cer ta in  i.tems , in.value- and 
of others  in  quantitative terms:' 

(b) Another important source of  o f f ic iaX-s ta t i s t ics ,  
is &he ' econcanic, industrial .and-"i?'krty press,  which 
frequent ly   carr ies   reports   m' the  given country*+s - 
annual plan and its-.foreign  trade plan - the  
three  basic   compénts  shaping the  foreign  trade 
plan of  each--East &&ropean country. It is by no 
means rare' f o r  an East Europqian journal  to 
publisK a short  item on the fmticipated failure 
t o  meet a planned ta rge t  duq t o  a shortage of a 
certain  material  o r  unavai labi l i ty  of equipment: 
this may be taken  as a good/ indication that  the 

progress under i t s  curr&"Five-Year Plan, its ." 
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unavailable goods may be imported. The Party 
press is the  best   source  for  statist ics 
containing  annual  plan  performance, while the 
periodicals devoted t o  individual  iqdustries 
are most l i ke ly  t o  give s t a t i s t i c s  on import 
needs and current  production  trends.! 

7. (a) Non-Statistical Data: Standard  coq$lations of 
fore ign  m e  data are  issued by the Chauber of 
Commerce on Foreign Trade i n  each  Eastern 
country. 

a monthly review of foreign &de, aSid a t  leks% 
one commercial journal,  presvxting qhd reporting 
on international  trade developments,’ trade and 
currency  regulations. This category i s  the u o s t  
f r u i t f u l  f o r  data on the areas given i n  
paragraph 5. Un$ortunately, suGh jownals  and 

_- . ‘press  organs once again f a i l  ~d provide s e f i c i e n t  
detail   to  enable  the  exporter t o  ascertain 
current 2nd qcoming  import  requirements. 

i 
: This category 
data on the 

production plans and import needs of each COMECON 
member, as well  as - the i r  consumption ta rge ts  and 
planning  priorit ies.  However, a  key  element 
lacking here i s  the absence of inforaation on the 
import  requirements’ of  specif ic   industr ies   as  
such9  and, o f  coursep o f  specif ic  end-users. 
There are  thousands o f  such journals published 
-l;hroughout the CONECON complex which makes it 
almost impossible for the Western ekcorter t o  
know which one(s) he should  monitor.  Another 
disadvantage o f . t h i s  category.is  the fac-t t ha t  
they appear  normally only in   the  nat ional  
language’ with no Western language sumai-ies, 
and that they are edited  basically f o r  the 
technically  trained reade-r, 

(dl 

who are   t rying  to   enter   the market, and are ,  
therefore,  slanted  toxards  Foreign Trade 
Organization  officials,  enterprise managers ald 
buyers from national  distribution  oqganizatioqs. 
Unfortunately, t h i s  category  also  appears  in +he 

I 
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t 

national  laduage, which makes it re la t ive ly  
non-functional f o r  the Western exporter. 
Moreover, it covers new conmercial  opportunities 
In  the  Eastern markets i n  a very generalised 
manner. 

i 

Qne recent  disturbing development in   t he  COMECON 
aloc is the announcement by the  Czechoslovak 
U9veimnen-b (reported  3rd March, 1972)' . that   the 
divulging of economic data, including both 
Federal and national  plans,  budgets,  import and 
export plans and information on raw materials i s  
now considered a violation o f  the law on "State 
secrets". A similar injunction by the Romanian 
authori t ies  was issued on 15th  February, 1972. 
Hopefully  these moves do not imply a r ig id i f ica t ion  
of a t t i tude  by CONECON in  the  trade  information 
sector.  Certainly,  they do not   re f lec t  the kind 
of f l e x i b i l i t y  needed i n  this area, i f  East/West 
trade is t o  develop, 

. .  . ._ . . . . . -. . 

II. PROPOSAL 

8. The  West m i g h t  attempt  to  obtain sw$plementarp 
information on the medium end long term plans,  in   par t icu lar ,  as 
regards the import and e q o r t  plans o f  the  Eastern  countries, 
and notably on the import pr ior i t ies .  

9, In addition,  the  following  areas could be brought up 
as reflecting  the main information  gaps: 

Factual Im?formation 
l 

(l). Presentation by the  Eastern  countries on 5! more 

( i i )  More detailed documentation on changes i n  market 

, ?%gular basis of more detailed  and-coherent  statist ics;  

conditions and available  marketing  channels through 
,fàct   sheets  issued by the  end-users  themselves; 

(iii) Attempts t o  simplify divergencies in EastbiTest 
sys'tems of  foreign trade classif icat ions;  

( iv)  F* grea te r   de ta i l   in   sec tor ia l  breakdown  on plan 
t d g e t s ,  balance of  payments s ta t i s t ics ,   expor t  
pribe categories,   bilateral   clearing arrangements, 
licensing  procedures aidl quant i ta t ive  res t r ic t ions.  

Or~anizatian and Procedures 

(i) Nore information on the  functions of foreign  trade 
zations,  procedures and opera%ional gubielines, 
t responsibil i ty;  

\ 
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(ii) In  order t o  have improved technical  information and 
suitable  feasibil i ty  discussions  in  the  preparatory 
stage, and i n   t e r n s  o f  co-ordination  during 
negotiations and after-sales  service,   direct  
negotiations/discussions between Western exporters 
and end-users on specific  contracts should be 
authorized. 

A, Advantages f o r  the West 
ICC 

10. The greatest  problem of  the Western exporter i s  his 
diff icul ty   in   obtaining up-to-date  and,.-comprehensive trade and - 
market data on the C O ~ O M  cornplex, par t icular ly  on the USSR - 
the   largest  COlPECOM exporter and importer t o  the West. Such 
proposals  could  lead t o  improved conditions f o r  the Western 
exporter -to the Eastern market, espec ia l ly   in   t e rns  o f  
cl-ari€ying  adninistrative  procedures and accelerating  negotiations, 
Noreover iqplementation of  such proposals, i e. COI!4ECON 
acceptance,could  ir,dicate a more f lex ib le   a t t i tude  t o  East/West 
trade.(l) 

B. Disadvantages €or the West 

11. No great foreseeable drawback f o r  the  Vest, unless 
Moscow uses  acceptance o f  the principle of greater access t o  
COMECON t r ade   i n  order to  obtain  concessions i n  areas  outside 
the information sector, 

horn a tac t ica l   po in t  of  view, the West should 
present a l i s t  of  a l l  the categories o f  information which are 
uissing. Xowever, i n  the course o f  the  aegotiations, it m i g h t  
concentrate on those  sectors t o  which it attaches prime 
importance. This order of p r i o r i t i e s  is  indicated by the 
l i s t i n g  i n  paragraghs 8 and 9. 

(1) For a l ist  o f  2ublications  available f r o n  Eastern 
courbries on trade  opporturrities and t r ade   s t a t i s t i c s ,  
see  kqpendices I, II .Id III: t o  kC/127-W/302, dated 
231-d May 1972. 
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7 -r* I,, i s  beconing increasingly  recognized that. the h d c  
o f  harmonised international  standards, a systen f o r  international 
acceptance o f  national qual i ty  assurance stmdsrds and im.c!ccgate 
Eastern  narketing  techniques can be a serious  obstacle 50 t1xtc?e, 
especially as regards gocjds fron CCjffZCON countries. The sali-eut 

- - ' problens .would appear to. centre around three 'areas: . . . .  I 

A. Karnonisatiox o f  norm and stwdards 

2. Although countries both in Western and Eastern :>cope 
are nenbers o f  She International  Stmdardizaticm Orgm-i-za-lion 
(ISO), t h e r e i s a  tendency - mch  stronger  in Eastern Europe - 
f o r  the  application o f  standards a d  the problem o f  quAlby 
cer t i f ica t ion  t o  be dealt with i n  sub-regional g r o ~ p i a g s  =xi 
th i s  resu l t s  i n  undue compartmntilization of trade, 

3. There are serious divergences between the  Z k s - h m  and 
Vcstsm approaches t o  th2 handling of  goods which corqlic&,"zc "rie 
carketing of Eastem products i n   t h e  Vest. The Givergenccs 
include technical performance and standards, quality, d e s i p ,  
:.;loc?el, specifications,   f inish,  labelling, eto. 

4,  The need for a broader t ransfer  of  technology -Lo 
Eastern Ehrope fron the  West, and, thereby, the realisatioin of  
harmonisation o f  Eastern standards with Westem, is pa-.-texi\_.S. For 
yeslrs now, the   s t ructure  o f  industry in  all counti?iss i n  Zas-t;zrn 
Europe has been  undergoing a ra2id change occasioned by t h z  
developnent of nore sophisticated  production  branches - 
cherzistry,  electronics and plastics.   Existing produc'cion lL?cs ' 
from t e x t i l e s  t o  motor vehicles are i n  need of nodcm d e s l p s  md 
up-to-date  production  techniques i n  order t o  neasure U~J -to 
T'irestern standards b 

5. Differznces  in  the f o r n  and presentation o f  Eastern 
docui:lt?n-tzltlon prevent the  creation of  standardized 3 ~ s t / J ~ s t  
contracts and a uniform reference system as well as  bilateral 
acceptance o f  procedures on awtonatic 'daka processing 2nd codes 
f o r  use i n  trade  docmentation. 

B, Impryement o f  marketing tQch,iques 

6, A t  present,  narketing  conditions are such thz t  it is  
not possible f o r  the  Eastern countries t o  take advatege  OZ the 
trade potent ia l  that exis ts   in   the  >?est ,  

- 
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g y  The Eastern  countries  appear t o  be as ye t   bsuf f ic ien t ly  
mare  that an iraportant prerequisite f o r  a n '  expmsion of their 
exports Lo the West is the  need f o r  nore  active xzrketbg,  and that, 
qiven the   charac te r i s t ics  of nodern industr ia l  productioi?, e;??orts 
2epend not only on t h e   c a p c i t y   t o  guarantee coi~tj-nuous  supplies 
of large  voluaes of goods o f  uniform quality,  but axso 011 
sustained sales effoAs, backed by effective servici3g f ac i l i t i e s .  
To date, the Eastem  countries  lack  adequate sales contacts and 
d is t r ibu t ion  networks of the sophisticated type needed f o r  -i;:?e 
sale of  their   nanufactures i n  the ï2es*t, 

IO .  T N s  problex area is closely integrated with the 
above aentioned issues of  hamonisation and improved nX%2t iG;  
practices. There i s  a,n urgent need to   r a t iona l i s e  Sastelln 
cornercial practice a d  procedures and equate then with a e  
Vestern patterns. 

11 e A serious drawback t o  a Bore rapid developxei1C of 
averts t o  the Vest is  the lack of adequate Eastern technical 
corn-mications. Areas such as postal  services, telephone, 
telegraph and t e l e x  links, and visa f o m a l i t i e s  are urzently 
i n  need of iaprovenent. 

IL. PROPOSAI, 

12, Ci f f icu l t ies  in the  &bow amas could be  lessenec': by 
co-operative. efforts through; f o r  exmp3.e; . jo in t   sen inars  <;O . ' . 

discuss narketing and wwketing  research  proce6ures,  sales ' 

pronotion,  classification, packagi= and label l ing of goods, 
hammnisation of noms and stan&rds, etc. Such ac t iv i t i e s  
have ~ritTeady been undertaken by existing international 
organizations,  nost  notably  the IS0 and the ECE. The Ifest could 
Propose th s t  these  act ivi t fes  be encouraged and e:.qanandec?. 

(I) see axso Note NO. -11 on the gaps i n  information  availzble. 
y- -Y'- 
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13. It is f o r   t h e  Ecr.s-l;em coun t r i e s  t o  rwke t h e   g r e a t e s t  
e f f o r t s   t o  inprove t h e i r  exuol._"t c a p a b i l i t i e s ,  5.7 p a r t i c u l a r  zt 
these  eL?;r*ly s t a g e s  i n  Easthiest   co-operat ior .  The foregoing 
proposcl,  i f  accepted, will. um?-oubtedly f a c i l i - k t e   m a t t e r s  f o r  
the  Weatem  inporter,   especi2,l l .y i n  terms of ah: inis t ra t ive 
obstacles  encowatered h i thc r to  in  a c c e l e r a t i n z  t h e  f l o w  o f  
goods f z - 0 ~ 1  Zzstem  Europe,  m C 1 c  n e e t i n p  d e W t 1 i x o .  Sa l e s  
po ten 'k9   cou ld  be increased  t-lxxugh %nprovei:: qv .d i ty .  However, 
i n  view o f  cont inuing   po l i t i co- ideologic21  CGLI--~ . -G~S over 
Easterrll econcaies,  as w e l l  ?-S c e n t r a l  plm-ri;z,- z o m t r a i n t s  , it 
is  unlikely that such prcposzJs will resul t  i r l  ?ay s t e e p  
increase  in t h e  COMECON s h u e  of t o t a l  Westem i q o r t s .  
Nevertheless,  they could  con-bribute t o  a b o o s t  in s h o r t  and 
nediun tc iT1 Ezst ~ r n  exports .  It is  notewor'chy t-Zx,t the  need 
f o r  zn uptun1 in  q u a l i t y  of owkput for export  -LC t h e  West has 
been  recognised of l a t e  by C0ï:ECON i n  e s t a b l i s h i x g   s p e c i z l  
l i n e s  o f  production i n  good-S irl'cended f o r  Westcm  markets. 
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1. Each  European Comamist country  has  a f o r e i g n   t r a d e  
a r b i t r z t i o n  commission  organized  under i t s  Chamber of Corrmercee 
S ta t e  Trz-ding  organizations o f  these   count r ies   have   geners l ly  
i n s i s t e d ,  when negot ia t ing   conmerc ia l   cont rac ts  D that  arbitra- 
t i o n  be conducted in   the   respec t ive   Coraunis3   count ry   before  EL 
bozrd o f  a r b i t r s t c r s  s i t t i ng  i n   t h a t   c o u n t r y  and composed 
exclusively of i t s  OVM nat ion3ls .  While  Western p a r t i e s  who 
have had experiences with such   z rb i t ra l   bcards   have   no t   dways  
been  discouraged from con t inu ing   t he i r   bus iness   r e l a t ionsh ips  
such s i t u a t i o n s   n e v e r t h e l e s s  ars widely  considered s?mi;ng 
V?este,rners t o  be u a s a t i s f a c t o r y  from t h e   s t x d p o i n t  o f  doing 
business  with Europscn  Cormmist  couxtries. 

2. Comuni s t   s t a t e   t r ad ing   o rgan iza t ions   h rve   occas iona l ly  
agree.!. t o  a rb i t ra t ion  with Western p r t i e s   i n  t h i r d  coun t r i e s ,  
usuzl. ly Swaden, Switzer land,  Austrlz and the  United Kingdcm. 
I-Iowever, such p a c t i c e s   v a r y  with r e s p s c t  t o  t h e  ty i36  G f  
a rbi t ra t ion procedures that  such   o rgmiza t ions  will zcccpt .  

3., Within the  Western w a r M P  t h e   r u l e s  o r  a r b i t r 2 t i o n  
o f  t h e   I n t s r n a t i c n E l  Chan-ber o f  Coixxerce have  gainzd. w i d 2  
acceptance.   Except   in   special   casesp  hcweverp  Cornlunis t   s ta te  
t r ad ing   o rpmizz t ions   have   been   unwi l l i ng  t o  agree t û  
a r b i t r a t i o n   u n d e r   t h e  Ch2.mber’s c?uspices o n  grounds that i t  
i s  headausrtered i n  8 c a p i t a l i s t   c o u n t r y   ( P z r i s ,   F r m c e )  m d  is  
int imately  connecte6 with corrmcrcia1  orgxnizations in c a p i t a l i s t  
s t e t e s .   S t a t e  trading organiza t ions  have also refused t o  agree 
t o  a rb i t ra t ion   p roced .ures  o f  other  Western arbitral  
Grgmizat ions  such as the   l ae r i ca l r  Arbitration Associat icn.  

4. The European C o r m m i s t  c o u n t r i e s   a r e  members o f  
t he  ECE Convention o n  I n t e r n a t i a n d   C o m i e r c i a l   A r b i t r a t i o n  o f  
1961, which C“JS?S establ ished.  t o  f l z c i l i t a t e   s e t t l e m e n t  o f  East/Wlest 
cormercial   d isputes ,  The Convent ion   subs t i tu t ss  for mtionz l  r u l e s  
c r i t e r i a  and y o c e d u r e s   e s t a b l i s h e d  by the  Convent ion  i tself  
or by p a r t y  s t i p h t i o n .  This CrJnvention has proven t o  be of 
l i n i t e d   p r a c t i c a l   i n q o r t z . n c e (  1). 

. ”” 

(1) The 16 menîbars o f  the  Convest ion  are:   Austr i? ,   Bul@ria ,  
B y l o r u s s i a ,  Czechoslovakia, Denxxkp  F e d e r a l   R e p b l i c  o f  
Germnny li’rznce Hungary (I Pola.nd Turkey RumnisL p Ukrania p 

USSR, Yu$ s h v i ?  p Q p e r  Volta ?.cd Cuba. 
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5. Alternative  solutions t o  ex is t ing   d i f f icu l t ies   a re  
now being  sought by working out a model s e t  o f  rules and 
d i rec t ives  which the arbitrztion bodies would as zspropriate 
enbody i n   t h e i r  own regulations and operating  procedures. 

r l  PROPOSALS 
” 

6.  The West should ask the USSR and Eastern European 
mutr ies  t o  consider more widespread  acceptance o f  privete 
a rb i t ra t ion  tribunals functioning on a mul t i la te ra l  basis and 
composed o f  representatives o f  both par t ies  under a neutral  
chairman. This would include  pocedures o f  the  Internztional 
Climber o f  Cormerce i n  Paris9 o r  those  available on a th i rd-  
country basis9 such as the Chsmbers o f  Commerce o f  Zurich and 
Stockholm, which w e  considered by  many Vestern businessmen and 
legal przct i t ioners  t o  be particulerly  appropriate f o r  settlenzent 
o f  East/West  corniercial  disputes. The Vest  shoul6 also recornend 
tha t  all arbitration  bodies should airs a t  standardizing  their 
2r inciples  and procedures.  In  effect,  while Eas t e rn  coLultries 
normally start o f f  by asking that arbitrztion  shoul2 bz according 
to t h e i r  ovlm laws ~ ~ n d  i n   t h e i r  ctvn tribmals, Westera  conpanies 
generally ask for private  neutral   arbitration  (normally Parisp 
Stcickholm or Geneva)  and t h i s  is  always accorded.  In  any 
cases  cases of zctual   resor t ing to ‘arbi t ra t ion ere extremely 
rare  since b o t h  s ides   me  unwil l ing t o  face the   resul t ing bad 
pablicity, loss o f  goodwi l l  and expensee 

Advmtages f D r  the Yest 

Avzilabil i ty t G  Wastern p a r t i e s   i n  East/?!est trade 
disputes o f  a rb i t ra t ion  p?anels ngt  subject t a  Soviet/ 
E a s t e r n  European domination would probably  encourage 
wide r  in te res t   in   negot ia t ing   t rade  2nd l icensing 
relationships with s ta te   t rading  orgmizst ions.  

Western firms and individuals will be more confident 
o f  receiving f a i r  treztmsnt  regarding payments due t:, 
them il: commercial contrects. 

Disadvmtages for the $!est - 
Insistence, on arbitration  wocedures a lma the above 

l i n e s  - m i g h t  tend t o  discourage  state-  trading  orgcnigations from 
concludir,g  arrangements with specific Western pzwties. 
Kevertheless,  the  state  trading  organizations will tend t o  shop 
a r o u n d  anong d i f fe ren t  Western parties  playing m e  cff  against 
the   o ther   in  o r d e r  t o  find a f i m  prepared t o  conclude a d e a l  
GKL t h e i r  o m  terms. In o r d e r  to obtain Eastern  acceptace of the 
above p r o p o s a l s ,  \‘Jestern  unity or1 t h i s  s c o r e  i s  therefi2r-e highly 
desirable.  However, experience has shown that  vhere a Scyiet or 
East, European orgp*nization fa1ds a net  advantage t o  be e lnecv  
i t  generally  agrees t o  Erbitration  p-ocedures under aUSPiCeS~  . 
o t h e r  than  those G f  i t s  own gover-wxnt. 

_ _  
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III 

IV. 

This proposal would eventually  result   in an 
advantage for -the East t o  the  extent  that  it would 
increase  the  confidence of  Western fims and thus 
cos'wibute -to t h e   e q m s i o n  of East/West trade. 

Western countrks   are  always interested in improving 
arbitration  procedures f o r  f ac i l i t a t i on  of East/T"cst 
trade a d  welcone any specific  proposals f o r  f"urther. 
in-depth  consideration. 

As a condition f o r  doing business with  state  trading 
orgmiza t ions ,  Westem firm should n o t  be requireci 
t o  accept  arbitration  procedures conducted in   the  
Soviet ULlion o r  Eastern Eur0p.e. 

Private  aybitration  tr ibunals,  such as those uuldsi- 
the International Chanber o f  Comlerce ia th i rd  
:countries, seen particularly  adaptable t o  objectivity 
i n  East/West trade disputes, 
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FOSTERING O F  EAST/WEST  TRAVEL 

PROBLED1 

l. One of the consequences of t he  p r o p o s s l s  concerning 
the   f reer  movement o f  people(1) may be  the  easing o f  arrange- 
ments  governing t o u r i s m  and business  travel - discussed  here 
from , the-.financial  and  economic angles  only. 

2. A t  present,   the economic benefi ts  o f  East/Vest 
tourism a r e  almgst exclusively  one-sided i n  favour  of  the  East. 
Over 40% o f  the   fore ign   v i s i to rs   en te r ing   the   Eas t  European 
countries come from countries  outside  the Warsaw Pact .   In  1969, 
there  were 9.4 Ynilbion such v i s i to r s ,   ou t  o f  a to ta l  o f  almost 
23 million. These figures show t h a t   t o u r i s t   t r a f f i c  between 
the East European countries i s  s t i l l  limited. The member 
countries o f  OXD, f o r  example, recorded  134  million  visitors 
i n  1970 and t o t a l  foreign  currency  earnings were about 
$14.2. b i l l i o n ,  o r  approximately ,6% of  overall  exports. For 
each v i s i t o r ,  from the  East European eowtr ies   en te r ing  m O E D  
country,  'sixteen  nationals from t h e   l a t t e r   , v i s i t   t h e   E a s t ( 2 )  

3. 30 off ic ia l   information from the  Communist countries 
i s  available,   but on the  basis o f  rough  estimates it Tmklld 
appear t ha t  -the Eastern  countries'   net  proceeds from tourism 
and bus iness   t rave l   in  1971 haqe been equivalent, i n  
convertible  currencies, to: 

USSR $75 mill ion 
GDR $50 
Bulgaria $30 " 
Romania $21 'l 
Czechoslovakia $16 
Poland $ 9 I' 

Hungary $ 3 " 

4. Ey comparison v i th  r ece ip t s  from exports t o  -the O E D  
countries,  the  inflow o f  convertible  currency  deriving from 
t o u r i s t   t r a f f i c  i s  negl ig ib le   in   the   case  o f  Poland, Hungary 
and Czechoslovakia; more s igni f icant   in   the   case  o f  Romania, 
USSR e.nd East Gemzny, t he   l a t t e r   de r iv ing   bene f i t  from i t s  
special  position. O f  a l l  the %st European countries, it i s  
Bulgaria which has aade   the   g rea tes t   e f for t s  t o  develop i t s  
tour i s t   t rade ,  and i t s  convertible  currency  receipts from 
tourism  represent from 15 t o  2076 of  the  value o f  i ts  exports 
t o  O E D  countries. 

i%em on t h i s  subject 
10 t o  1 i f  t h e  number o f  FRG nat ionals  

v i s i t i n g   t h e  GD2 is  deducted from the  -totals; however, 
t h i s  i s  a s p e c i d  case 
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5. The advantages which the  East  European countries 
derive from t h e  fact  t ha t  the   tour i s t   ba lance  of payments i s  
t i l t e d   i n   t h e i r  favour w i l l  no doubt  continue f o r  some 
considerable  time. This imbalance is due not  only t o  t he  
number of t h e i r   v i s i t o r s   b u t  a l s o  to the  considerable  difference 
between the  mounts   spent   in   the  West  by East Xuropean v i s i t o r s  
md those spen-l; by Western v i s i t o r s  t o  t he  East, Viereas  the 
la t te r   a re   genera l ly   requi red  under the  regulat ions to convert 
the  equivalent of $10 t o  $20 a day into  local  currency  during . 

their   s tay  in   the  Eastern  countr ies ,   extremely strict limits 
are placed on t h e  m o u n t  of  national  currency which Eastern 
t o u r i s t s  can  export;  thus,  in most cases,   they  have  to  avail  
themselves of the   hospi ta l i ty  of  the i r   hos ts   in   o rder  t o  
s a t i s f y  the i r  w a n t s  abroad. 

6. Financially and economically  speaking,  expansion o f  
t o u r i m   i n  Europe w i l l  benefi t   the  Warsaw Pact count r ies   in   the  
first instance. However, an increase  in  business  contacts,  and 
the   l ibera l i sa t ion   o f   t rave l   regula t ions  by t h e  East European 
countries would g r e a t l y   f a c i l i t a t e   t h e  development of economic 
r e l a t ions  betveer, East and Vest. The East Europeans  sbould  be 
encouraged t o  l ea rn  more about  the West,  e.g. through t h e   f r e e r  
d i s t r ibu t ion  o f  Western t r ave l   pub l i c i ty   i n   t he  East European 
countries, 01' within  the framework of  'cul ' tural  a eements, by 
more t a l k s  i n  educational  establishments on East t ravel .  

7.  Tne expansion of  tourism  between E a s t  and Vest  should, 
i n  the  nomal  course of events,  lead to the  development  of t h e  
East European co-mtries'  hotel  resources. The  West could  help 
with the  establishment of t o u r i s t  f a c i l i t i e s  by  making avai lable  
i t a   s p e c i a l i z e d  management expertise and i ts  broad  experience 
i n  developing  the  supply o f  t o u r i s t   f a c i l i t i e s .  Various p ro jec t s  
have a l rmdy  been t r i ed   ou t  or a r e   i n  hand i n  th i s   a rea :  
negotiations  betveen  French firms and the  USSR f o r  t he  equipping 
o f  s k i  r e s o r t s   i n  tl?e Caucasus; the  delivery,   construction and 
f i t t i n g   o u t  by Bri t ish firms o f  motels f o r  t he  Czech  motorway 
network; help with  the  building and management of hotels (Hilton, 
Inter-Continental)   in  the big c i t i e s ,  (Budapest,  Bucharrtst, 
Prague);  the  equipping o f  seaside  resor ts  and hol iday   cmtres  
i n  Bulgaria and Romania. with the  help  of Western  tourism 
organizations. Where. the  establishment  of  joint   enterprises 
c m  be  contemplated,  these problems en ta i l   i ndus t r i a l  
co-operation. If joint   operat ions o f  t h i s  kind  could  take 
plcce in t he  West, they  might  contribute to t h e   f r e e r  movement 
of East hkwopeans t o  Western  Europe. I n  t h i s  connection, it 
should  be  noted tha t  a  number of Allied  countries have  already 
s igned  bi la teral  agreements  on  tourism with Eastern  countri.es. 
13owever, the  value of  these agreements may be  lirnited i f  
nationals of  Eastern  countries  are  unable t o  go abroad foi- 
touris t   purposes .   In   other  words, t h e   a v a i l a b i l i t y  o f  more 
f u d s  and improvements in   operat ing  condi t ions f o r  t r ave l  
agencies may i n  themselves  have  only a limited  impact owing t o  
t h e   r e s t r i c t i o n s  imposed on the  freedom of movement of 
individuals. 
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II . PROPOSAL 

8. It is clear that   the   nature  .of any proposal f o r  the 
fester ing of tourism and business t r a v e l  w i l l  s t i l l  hilige on t h e  
solution that is found t o  the  basic problem o f  the f r e e r  movement 
sf people.  Should  concrete  progress be made in this sphere,  the 
Vest might be encouraged t o  sign new agreenents for.bilatera1 
co-aperation in t h e   f i e l d  o f  tourism. 

9. Under these agreements,  the Xast Zuropean couutries 
would undertake : 

3 

gradually t o  raise the  ammt ,of curxency orhich %heir  
na t iosa ls  can  take with th&. when v i s i t i ng  '2ost;el-n 
countries; 

t o  provide  Western travel  ageacies  established. 03 their 
t e r r i t o r y   w i t h   f a c i l i t i e s  and the naterial help they 
need t o  operate; 

t o  allow the  Vest to advertise i t s  t o u r i s t   a t t r x t i o n s  
Dore extensively i n  a l l  the usual ways (presso brochures 
i n  hotels posters, c-bc. ); 

to supply the appropsiate international  bodies with nore 
infornation on exchanges of tourists, and par-kicularly 
the i r   f incmcia l   inp l ica t ions .  

10. In   re turn,  the West could offer:  

- t o  provide , should the   Eastem  countr ies  so wish, 
technical exper-Lise t o  inp-ove the aanagenent aid. running 
of t h e i r   t r a w l   a g e n c i e s   i n  -;;he West; 

- t o  consider  the  establishment of j o in t  bodies ill Yestern 
countries with a view t o  pronoting tour5st traffic from 
the Zastexm cou l t r i e  S ;  

- t o  help with the development -of hotel f a c i l i t i e s  in the 
East 3uropcan countries,  on condition tha t  t h e  appropriate 
paranteos of invcstnent were provided. 

LI. A CSCB would not  appear t o  be a n  appropsiate fOï+tL"+tZ f o r  
a detailed  discussion o f  these  questions which could be referred 
to the ns:lev~.i;..Qrganizations(l) 

(1) These might include, f o r  instance, ECOSOC, and m ad hoc 
group mde of  ccu l t r i e s   pa r t i c ipa t ing  in the  CSCE within the  
IUOTO, the  statutes of which have been amended, at the  
request of several >?ast European countries and-, h. p a r t i c d a r ,  
Bulgaria, to izlalre this body a govermental organizction. 
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A, AdvantaJes f o r  the West 

(a)  The Vest clearly  has an i n t e r e s t   i n  the e:cpansion of 
EasL/West t o u r i s t   t r a f f i c ;  however, in  the  foreseeable 
fukure, t h i s  i n t e re s t  w i l l  be pr imari ly   pol i t ical  
since  the  outflow of convertible  currency fron the 
Western countries  towards  the  East i s  o u t  of a11 
proportion t o  the  outflow  in  the  opposite  .direction. 

countries derive from the   t ou r i s t   t r ade  may to a 
cer ta in  extent,  help  restore  the  balance of payments 
in  convertible  currencies and thus pronote iilcreased 
imports from the West (c.f. the  case o f  BLrLgaria). 

(b) The currency  earnings which the  East Ihropezn 

B. Disadvantages f o r  the West 

(a)  Financially and economically  speaking,  the' 3as-t 
mropean  countries will be the  main-beneficiar ies  of 
any e x p a s i o n  of tourisn a d  business  trzvel,  

(b) The development o f  holiday  travel t e  the  Ez.st 
European c o m t r i e s  could  adversely  affect the  t o u r i s t  
trade f ron which some Western countries  derive 
vsluable incose f o r  t he f r  own econonic  development. 

III 110 R3COIQGl\~ATION 

It i s  recornended tha t  the  proposal  contained  in 
Item II above be adop-led, 

I V e  TALKING POI-WS .pp." 

(a) The Weste,?m countries affoyd the t ou r i s t   o rgmiza t ions  
of the & s t e m  countries  every possible f a c i l i t y  on 
the i r   t e r r i t o ry   w i thou t   d i sc r inba t ion  of m y  kind, 

(b) The f o r n a l i t i e s  with which na t iona ls .  o f  Wes-Lem 
countries must comply when wishing t o  t r x v e l  t o  
Eastern countries  are no d i f fe ren t  from those required 
of tour i s t s   v i s i t ing   o ther   count r ies .  
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I. PROBLEM 

1. It can be cogclTtly zrgued. that’ East/West t rade would 
grea t ly   benef i t   i f   the  Euyope,w Corarmnist countries would handle 
more rat ional ly   the  quest ion or” raw materials-   This  sector 
could-  prov5de considerable  opportunities f o r  i ndus t r i a l  

possesses a r ich   var ie ty  or^ such materials.  The-bulk o f  these 
nater ia l   , resources   are   located  in   renote  a n d  inaccessible  areas, 
and  a considerable mount o f  “capital  w i l l  be needed t o  provide. . 

f o r  infrastructure  an6 eff ic ient   exploi ta t ion.  Among these,  it 
would appear  that   the  folloning  are o f  clore immediate. commercial 
in te res t :  chrouiun,  coppey) i ron  ore  and  nickel(1) .  P u l l e r  
information on these various  minerals can be  found a t  h e x ;  
current data are  not always available.  

*‘ co-operation.  Within  the CONECON, the  Soviet Union alone 

2. . She Soviet Union  would benefi t  f r o m  Western he lp  i n  
exploiting  resources and. fl-om increased  sales o f  materials on 
wor ld  markets. This directiol? o f  production might mean that  
r e l a t ive ly   l e s s  o f  Soviet  output would be  earmarked f o r  the 
East European coun-bries, mLich ix t u r n  mould be ra ther  more 
involved i n  wor ld  trade. This greater  dependence o f  a l l  the 
social is t   countr ies  on world t rade would probably be o f  economic, 
advantage t o  then. 

3. .  The Soviets  are  conscious of the f a c t  that  the  East 
Europeans have in su f f i c i en t   cap i t a l  t o  be of  very great help 
in   the  development or“ resources   in   S iber ia ,  and i n   m y  case  the 
East European narket i s  n o d e s t .  They have,  there-fore,  tried 
t o  i n t e re s t  Western business   c i rc les  i n  the development o f  
Siberian  resources. The nos t   pe r s i s t en t   e f fo r t s   i n   t hese  
overtures have  been  uade t o  t h e  Japanese,  but  efforts have a l s o  
been made t o  i n t e r e s t  Wes-tercn European and Amricm business i n  
developnent  schene’s. Such co-operation would hake ’ good economic 
sense if the S o v i e t  lizatesids were rat ional ly   exploi ted and 
offered on commercial terms t o  the w o r l d  market. Projects  
involving Western co-operztion in  exploit ing  Soviet  raw 
materials f o r  the future  include: 

(i) the   S ibe r im copper  project i n  U d o k q :  the USSR has 
proposed that  several  Western.  countries,  including 
Prance and Wes-t; Gemnay,  del iver  mining and other  
equipnent, which it will pay f o r  i n  copper; 

(ii) ’ exploitation o f  S ibe r i a -  timb-er,  Japan  supplying  the 
necessary equipment ia return € o r  large-scale wood 
deliveries.  During 19717 Japan  delivered sone 
$160 mill ion worth o f  fo re s t ry  machinery and  
equipnent; i n  tu rn ,  the USSR i s  supplying  Japan 

lPhe exploitatio; o T o 1 1  m d  na tura l  gas has been e x m m  
in a separate paper (Note No. 2) 

” . “a”” 
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with about 8 a i l l i o n  cubic rzotres G O  tiaber during 
the pe r iod  19694.973; 

(iii) joint  Soviet-Japanese development o f  the  coalf ie lds  
of  the  Southern Y d m t  region o f  Siberia:   the area 
i s  believed t o  contain  deposits o f  over 600 n i l l i o n  
tons ; 

a .massive.  iron  ore  conplex i n   t h e  Kola  Peninsula 
nezr Mumansk, and a i d  in 'exploi t ing  nickel   deposi ts  
i n   t h e  Orenburg region; 

(iv)  possible  British-Soviet  co-operation  in  developing 

(v) Soviet-Finnish  project t o  nine high-grade i ron  ore  
i n   t he  remote  Kostcaus area o f  Soviet  Karelia. 

4. It would seems however9 that even a t  this stage  the 
Soviet   authori t ies   are  undecided on what l i n e s  t o  go ahead with 
these  exploitation  progmmes. Sonetimes  they seem t o  bz 
hanker ing   a f te r   the   Sar te r   a r ra~~genents   they  have fois ted on 
the  East Europeans, that  i s ,  capi ta l  equipment now, against 
ma te r i a l   l a t e r ,  On the  other h a n d ,  they are a l s o  considering 
the   poss ib i l i ty  of attractillg foreign c a p i t a l  in to   the  CONECON 
investment bank, a scheme whlch would have  considerable 
advantages(1) Poreign i n t e l e s t s  would sinply lend. money capi ta l ,  
the  Soviets would buy their equipment i n   t h e   b e s t  market and 
i n  due course sell that material  on world markets. This would 
encourage the  Soviets t o  pay pa r t i cu la r   a t t en t ion  t o  the  economic 
f eas ib i l i t y .o f   t he   p ro j ec t s .  There i s  the  t h i r d  poss ib i l i ty  
where the need t o  at tract  f o r e i e  knowhow i s  par t icu lar ly  
i n p o r t a n t .  In  t h i s  case, the  f ims interested should  be 
permitted t o  have  an  equity  interest   in  the  project .  It mould 
be up t o  them t o  consider how good the  prospects werz and t o  
take  the risk accordin-gly. T h i s  would involve  foreign 
par t ic ipa t ion   in   Sovie t   en te rpr i ses   bu t  it would not 
necessar i ly  imply foreign  control.  Foreign  participation c o u l d  
be  kept t o  the  level  acceptable t o  the  Soviets.  The success 
of these schemes would  of course depend  on what a t ten t ion  was 
given . t o  cormercial.  consideration-s. f rom the start  e . .  

5 ,  Given that corniercial  principles  constitute  the only 
r ea l ly   s a t i s f ac to ry  basis f o r  Western par t ic ipat ion,   there   are  
elelilents i n  the  Soviet  leaderol-iip who favour t h i s  approach m d  
given, t o o ,  that  it i s  very  nuch i n  the   i n t e re s t  of the  East 
~Uropeavls t o  work o n  these   l ines ,  i t  would be a p i t y  t o  miss 
the  Dpportunity t o  urge this approach on the  Soviets as a 
valid  contribution t o  co-operation. 

(1) some joint  venture p r o p o s a l s ,  the  Soviets have  asked 
Western  companies t o  supply  not only foreign  capi ta l ,  but 
also f .unds f o r  local   investnent ,  
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II, PROPOSAL 

6 *  To the  extent that the  Soviet Union shows an i r t e r e s t  
i n  a t t r ac t ing  Western capi ta l  a d  securing  technological 
assistance "with a view t o  expanding  the  production and the 
export o f  raw materials,   at tentioil  s h o u l d  b e  called t o  the 
advantages which would accrue t o  a l l  concerned i f  recognisd 
cormercial  principles were applied t o  t h i s  production and trade. 
In par t icu lar ,  Western nations should  s t ress   the  need f o r  
explicit  guarantees on con6.itions o f  par t ic ipat ion,   includixg 
p r o f i t  returns. 

-. 

7. The considerable  Soviet r a w  material  resources would 
become avai lable  on nomal  -Lems t o  the wor ld  narket. They ' 

would no  longer  be an m k ~ o w n  mdl unpredictable  factor i n  tile 
background, causing  uncerttxbzty. A s  more and more countries 
engage in the  process o f  indus t r ia l iza t ion   the  demand f o r  a 
wide range o f  raw r m t e ~ - a l s  i s  cer ta in  t o  increase,  and it  i s  
desirable "cat the  vast  resources of  the  Soviet Union s h o u l d  
become available on world merkets, Even i n  the  near   future9 
Soviet n a t u r d   g a s ,   t o  S nuch l e s s e r  degree o i l ,  could 
contribute  considerably t o  development i n  o the r   cowt r i e s  (1) 

8. The Soviet Union would be  increasingly  involved in  
w o r l d  trz-de b o t h  i n  Co-opemtive and  competitive  aspects, 
This  growing  interdependence might help t o  reduce  ideological 
differences. 

9 .  Increased  supplies o f  cer ta in   comodit ies  m i g h t  
drive  prices dovm in   cer ta in   markets .  Even though  consideration 
would have t o  be given t o  f u t u r a  supply/demand re la t ions  a t  the 
t i ne  o f  the   or iginal  investmant, misjudgments frequently occur  
a n d  i t  might be nore diPîlcu2t t o  convince  the  Soviets not t o  
place  increasing  supplies on the  wor ld  market. 

Europe would p robab ly  r i s e  2s a re su l t  o f  such  measures.  Vhile 
increased  efficiency mi@$ make .the Soviets more prof i tab le  
trading  partners,  it could also mKke them i n   c e r t a i n  
cireunstances more s e r i o v . ~  conpetitors on the   in te rna t iona l  
scene and par t icu lar ly  with t h e  raw materials  producing 
countries of  the  developing  coxntries,  including  those  belonging 
t o  the  Alliance. 

10. Econonic eff ic iency in1 the  Soviet Union  and Eastern 

Il, The iilcrsasing  depenaence o f  Western and other  
countries on supplies o f  yaw aater ia ls  f rom the  Sov ie t  Union 

(l) See  Note No. 2 on the exploi ta t ion o f  o i l  a n d  na tura l  gas 
. .  . L" 
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could  present some disadvantages  should  the  Soviet  leaders 
choose t o  make pol i t ica l   cap i ta l   ou t  of  t h i s  si tuation. 

III. 
12. It i s  recomnended that  the  proposal mentioned i n  

paragraph 6 should be adopted. 

IV.  TALKING POINTS 

13. The East European s ta tes ,  Poland and  Htingary a t  any 
rate, have long been in-favour of  putt ing  trade,  and  even indust- 
r i a l  prcduction on a commercialbasis with proper regard t o  
costs. Because o f  their  s ize ,  their need for   special isat ion 
and ra t ional   t rade th i s  is understandable.  Support for   the  
proposal  (Iten II) vis-&”is the  Soviet   Won,would  indirectly 
encourage  Poland and Hungary t o  continue i n  this direction. 

14. In  view of. past examples of  Soviet dumping, it would 
be highly appreciated if the USSR would agree t o  adhere t o  the 
various  agreenents on raw materials  trade so t h a t  th is  practice 
could be avoided i n  the future. Such agreenent  becones more 
s lmi f f can t ,  as the huge re,serves  of.Soviet raw materials  are 
exploited and traded on the world’s markets. 

N A T O  C O N F I D E N T I A L  
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N A T O  C O N F I D E N T I A L  . .  

-60- C-'rd( 72)68( - Iievised) .~ 

OF KEY SOVIET IKDTTEPAL - . .. RESOURCES 

Aluminium: Apparent ly ,   the  USSR opera tes  a t  l e a s t  
13 p r i m a r y x c i n   p l a n t s  with t c t a l   p r o b a b l e   c a p a c i t y  o f  
1.4 m i l l i o n  tons.  The USSR i s  a k r g e  13rcducer o f  low-g;2de 
b2"uxite  and  d2ler aluninous m t e r i s l s .  There i s  a shortage 
of aluminium o r e  which the   Sov ie t s  are at tempting t o  overcoae 

,, . by deve lop ing   t he   l a rge   nephe l ine   depos i t s   i n  Siber iz .  The 
nain  bauxi te   producing mxas are the   Nor thern  Urals m$. 
Kazsrnstan.  Procluction: z t  l e a s t  19050,000 nietr ic   tons of 
p r inary   Geta l .  

BZrJ-1-liwn: The USSR cont inues t o  be cne i;f t h e  w o r l d ' s  
l a r g e s t  2 r o  ucc r s  and consumers o f  t h i s  mineral .  The ve ry   l a rge  
d a p o s i t s  arc. t o  be found mainly i n  t h e  Asia2 p a r t  o f  the   country 
ûnd o n  t h e  K o l a  Peninsula,  Production: a t  l e a s t  1 , 2 5 0  E s t r i e  
tons. 

b b s l t :  Depcsi ts  i n  %2st S i b e r i a  and on  t h e  KJla 
Feninsula.  î&Ce-reserves are e s t i a e t e d  at 100,000 toons of 
c o n t a i n e d   c o b a l t ,   c h i e f l y   i n   n i c k e l  o r e .  Production: 
19500 m t r i c  tons, 

Chronliwi?: The USSR is t h e  worldvs leading producer 
2nd 3, l a r g e  exporyii'r. Production i n  1970 was estimated a t  
1.,7~0,000 metric   tons;   approximately m e  t h i r d  o f  the   ou tput  
wz.s consuced o r  stoc!red i n   t h e  USSR. 

"-2- 

Cop- e r :  The Soviets  remain zmong the  world's l a r g e s t  
producers.* copper   reserves  are 3,ssZssed a t  35 m i l l i o n  tons. 
Over half t h e   m s s r v e s  are situated i n  IQczzkllsta39 although 
new huge  Cesosi ts   hme  been  lccatecl  i n  the   r eg ion  o f  Udokan i n  
Eas t e rn   S ibe r i a ,  vdlich should y i e l d  some 400,000 tons o f  copper 
w u r l l y .  

GcrlC: E l e  1969 produc t ion   f i gu res  a r e  esti ixated a t  
195 metric- (15~250 thousand  t roy  ounces)  . Soviet   sources  
hzve  reported. that  proved gold r e se rves  are s u f f i c i e n t  f a r  16/17 
y e w s  cf  ope;.ztion at tho  above r a t e  cf output.  Reserves o f  gold 
i n  unfiergro-unci d e p o s i t s  w e r e  a s s e s s d  a t  200 m i l l i o n  ounces i n  
1969. The main gcld groducing ~ro,as are the   Sovie t  F s r  East D 
East and West Siberia, t h e  Urals z.ï~d Kazakhstan. 

4 

Iron Ore: Xinable iron reserves o f  a l l  ca t eg2r i e s  
are r e p u t G m T E 1  zlt least  1099700 million tons with an 
average i ron  conten% 3 Î  34.852, Proved. r e se rves  a re  estimated 
a t  6p000 n i l l i on  met r ic   tons  i n  about 1 2 0  depos i t s .  Key a r e a s  
fcjr iron -ore   a re   the   Ukra ine   the  Urcls9 Kazakhstcn  and West 
Siber ia ,   Future   expansion o f  product ion i s  t o  concmti%te  on 
t h e  North West and Sibe r i a .  
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N A T O  C O N F I D E N T I A L  

C-M( 72)58( Revised) -61- 
l 

Lead ZAC? Zinc: This industry i s  ?robably - h e  second 
la rges t  i n m i d .  dre  reserves  are  assessed a t  a t  l ea s t  
17 m i l l i o n  tons o f  contained l e r d  and 22  million tone o f  
contained  zinc. Araund 70$ o f  the reserves a re  locatec? i n  
Kazakhstan,  chiefly i n   t h e   d l t s y  cmd Kara-Tau regions. Large 
reserves a r e  also t o  be found i n  the Urals. 

Mzngmese: The Soviet msnkg.nese industry remains the 
la rges t  in-=i?bm. Estirmtcd p r o d u c t i o u  l e v e l s   f c r  1975 and 
1980 are  9 million and 11 million 'toils. resgectively.  Reserves 
o f  manganese ore  categcries - provedo  prabable and possible - 
were estimated a t  29500 million tons with Zn average manganese 
contcnt o f  26.4 ;~ .  Elere  are large hi&-grade  reserves i n   t h e  
Chiatura basii? 111 Georgia and i n   t h e  Atasu region o f  Kazakhstan., 

Nalybd.enum: No reserves data availzble,  but  annual 
output of can&cm'  i s  estinated a t  8,000 tons a t  leest .  
Amenia o c c q i e s  first place i n  t h  groduction o f  molybdenun? 
cmcentrate  Kazaldlstan i s  repu-bed t o  contain  large  reserves 
and production i s  said t o  be increasing a t  t h e  Balkash 
rr ,e ta l lurgical   coqlex  in  Kazakhstan. 

llickel:  After Canada, the USSR rates as the world's 
l a r g e s t   n i m 3 j o d u c e r e  Proved,  ?robable a,nd gcssible  reserves 
are   es t inctcd t o  ccntain more than 5 mil l ion tons o f  nickel. 
The key production  centres a re  N o r i l s k ,  the  Southern U r d s ,  and 
the  K o l a  Peninsula,. 

P la t imm:  Again, the  Soviet Union i s  probably  the 
la rges t  ; 2 l m ~ m  gmup metals pr ,ducer .  Reservcs G m  said t o  
be adequate f o r  naay. years fgllomiag  the  disccvery of extensive 
new deposits of platinum-bearing  copper-nickel  ores in YIe 
Ncirilsk ares  in 1969. 

.- 

Tin: Output  appears  insufficient t o  =est   in ternal  
demand.  Maln t i n  regions  are  in  the  Soviet  Far East, Yakutia, 
and  Transbzykal . 

ULIWY 

, . . . . m *  Lltzniu-ia. second la rgas t  .titmian indus t ry   in  
the wor ld  = e x a t  of the United States.  Soviet Teserves have 
been  estimated. a t  about 10 million  tcns. The Ukraine i s  the 
centre O f  titznivm  production. 

Tungsten: Explored reserves may be as large as 
500,000 tozk-z i  with GO$ tungsten. The main proG.uction areas L 

are  concentrated j.n the Nor th  Cnucasus, Transbaykal, 
Kazakhstan a c l i  t h e  Soviet FEtr Es&. 

N A T O  C O N F I D E N T I A L  . .  " 
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N A T O  C O N F I D E N T I A L  

-62- 

CATEGORY B 

- Exchange of e l e c t r i c  power with East European 

- DeveLopment o f  East/West  monetary and f inanc ia l  

L- Accession t o  GATT of additional Communist countries 

countries and the  USSR (Note No, 3) 

i .~ - re la t ions  (Note NO. 10) 

(Note No, 15) 

Western tariffs (Note No. 16) 
- Response t o  complaints by Communist countries about 

Response t o  complaints  about COCOPI (Note No. 17) 

Response t o  cornplaints by Communist countries on 
Western quant i ta t ive   res t r ic t ions  (QRs) (Note No, 18) 

Western  response to  possible  Eastern  complaints 
regarding  Western  credits (Note No. 23) 
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N A T O  C O N F I D E N T I A L  

_. EXCHANGE OF ELECTRIC POWER WITH EAST EUROPEAbJ 

1. Tkere seems t o  be r e l a t i v e l y   l i t t l e  scope f o r  any 
important exchange of e l e c t r i c  power between Eastern and 
Western  Europe. 

2. The Soviet Union i s  a very  great  potential  producer 
of  e lec t r ic i ty ,   bu t  the maia mtapped  sources  are  in Siberia 
and transport of e l e c t r i c i t y  over  long  distances i s  still a 
very  expensive  matter. 

3. The Soviet.  Authorities are at   present  concerned with 
the problem of  t ransmit t ing  e lectr ic  energy from Siberia t o  
Central  Russia. They are faced with the task of building 
transmission  lines of  over 2,000-2,500 KW a t  unknovm cost. On 
present showing it would therefore appear that   Soviet   in terest  
i n  East/West  co-operation i n  this  f i e ld   r e f l ec t s  more t h e i r  
need f o r  Western technology and equipment rather  than their 
czpacity t o  supply  substantial amounts o f  e l ec t r i c  power. 

4, As far as East European countries are concerned, they 
could do with more e l ec t r i c  power. It is quite  conceivable 
tha t  i n  certain  circumstances  they might be prepared t o - i m p o r t  
e l ec t r i c i ty  both from the  Soviet and.the Western grids. Apart 
from this, however, there i s  no reason why loca l  exchanges, 
taking advantage of d i f fe ren t  time zones and ava i lab i l i ty  of 
surplus power in  geographically  contiguous  regions,  should  not 
take  place on a larger  scale between Eastern European countries 
and the Western areas on t h e i r  ,borders, 

5. International  l inking of the   e lec t r ic  power grl'ds,'oof' 
European countries have bu i l t  up since 1955, Exchanges of  
e lec t r ic  power across  national  frontiers have  been  growing at 
a f a s t e r  rate than gross consumption. A large number of 
European countries, both Bast and West, have concluded contracts 
f o r  long o r  short-term  exchanges of power or f o r  emergency 
supplies. These  developments  have l e d  t o  the  formation of thme 
large,  separate networks: one i n  Western Europe, one i n  
Scandinavia and one in  Eastern Europe. In t h e   l a t t e r  a centrr3.1 
despatch  office was set up i n  Prague t o  f a c i l i t a t e   t h e  
connections between Bulgaria,  Czechoslovakia,  the GDR, Hungary, 
Poland, Romania and the USSR. Some Western countries  alreadjj 
have d i rec t  or ind i rec t  links with some Eastern  countries 
(mainly  through  Czechoslovakia and Hungary). 

N A T O  C O N F I D E M T I A L  
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I ~ T O  C O N F I D E N T I A L  . .  

! 

I 

I 

6. BetweeA Eastern and Western Europe exchanges of 
e l e c t r i c  power, which are still  a t  a low level ,  have grown 
since 1967 faster than their t o t a l  trade. However, so far, the 
exchanges  have bpen l imited t o  occasional and emergency 
supplies which, :on a ne t  basis, have flowed from Eastern t o  
Western  Europe. i 

1 

7. The co4cept of  an all-European g r id  involves among 
other  things  the  solution of the problem of economic trans- 
mission of power over  very long distances. The construction 
o f  large-scale  nuclear  plants might possibly  increase the 
economic advantages of linking E a s t e r n  and Western elect-  
r i c i ty   g r id s  * \ 

8. In  the ECE the idea of future S ply  of  e l ec t r i c i ty  
from the East t o  the West is a favourite t erne, and the 
Russians have proposed two specific  proJects  both  starting 
i n  White Russia; one supplying power v ia  Poland w-d the GDR 
t o  Northern Germany, including West Berlin, the other  designed 
t o  supply Germany, France. and Switzerland. The problem is 
t ha t   t he  new high-tension  lines over long distances would 
require heavy investment and might not prove very economic. 

# 

II, PROPOSAL ,/ 

That the West should  not take any i n i t i a t i v e   i n  
t h i s  respect  but  should be prepared to  consider any y o p o s a l  
based on sali3 economic considerations, tsr$Scf;r %he ot er Bide 
might wish t o  mas i n  the context of a CSCE. 

(a) . Advantages f o r  the West 

(i) There m i g h t  be greater  opportunities f o r  

( i f )  For  Western countries  bordering on Eastern 

se l l i ng   e l ec t r i ca l  equipment. 

Europe there might be some advantages i n  
limited exchanges o f  power. 

1x1. 

(b) Di&a&fantages for the West 

The only disadvantage would  be the theore t ica l  
dependence on Eastern  supplies,  but as these would. .  
bel quite  l imited irL the  foreseeable  future,  the 
question does not  really  arise.  

I 

That  the  'proposal i n  Item II be accepted. 

IT + TALKTIJG "POINTS 
I 1  

- 
Should the USSR and the  Eastern European countries 
miSe the  question  they  should be asked to  present 
their  ideas supported by technical  data. 

M A T O  C O N F I D E N T I A L  
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1. A s  t h i s  paper will indicate a frmework already 
ex is t s  which c o u d  provide a basis for the  further  evolution 
Of Sast/?!est nonetary and financial re la t ions.  However, 
except i n   t h e   f i e l d  o f  I'lestern  export  credits, urbi?_ recently 
the mechanisms available for such financial  co-operation were 
far from f u l l y   u t i l i s e d   f o r  a var ie ty  o f  reasons: e.g: aature 
and small scale o f  ti-ade' i n  t h e   F i f t i e s  and earPy  Sixtxes, 
inflexible East Xuropem financial  procedures, abseizce o f  
in te res t   in   n ixed   en terpr i ses  o r  joint   ventures ,   e tc .  The 
si-hation i s  now di f fe ren t ,  and barring  my adverse lilodffica- 
t ions t o  the  current   pol i t ical   c l imate   the  future  ti-end night 
wel l   ref lect  enhanced recourse by ,Eas te rn   cowtr ies  'GO 
exis t ing  f inancial  channels together with possible f o n a r d  
movement of  such  innova-bions (as far a s  Xastfiles-t; rc la-bions 
are  concernedj as joint  2ast/West  banks,  Westem  agerlcies 
operating  specifically t o  firrance  Xast/West Joint  prozects,  
Lrcreased bomowix~g by COPECON countries fron Yestem 5zdr 
syndicates and f l o t a t i o n  of  Eurobonds. 

2. The development o f  t r ade (1 )   a t  a fastej? rate than i n  
the past ,  aad sdeh a greater   nmber  of business part;zers, and 

-.the  introduction of ~OI-LIS o f  co-operation which mtfl  i 1 O V  have 
been r e l a t ive ly  unknovm i n  Z:ast/Mest re la t ions  ( j o i n t  Eras, 
Xestern  financial iulvolverneult in Eastern  corqan?es, 
pa r t i c ipa t ion   i n  the development of whole regions ayd. ia major 
public works), are factors which will doubtless encoui.ase the 
Eastern  countries t o  seek to introduce  greater f l e x i b i l i t y  in 
t h e i r  monetary and f inancial   deal ings with the in&ustyialised 
Western countries by expanding them beyond the  bi la teral   s tage.  

3 ,  12 t h e  current proposals f o r  possible Zas-t/:,:est 
industrial  co-operation were t o  be put i n to   e f f ec t ,  evei7- 
pa r t i a l ly ,   t he  f i n a c e  ,which would have t o  be raised ~;rould 
greatly outst r ip   the  a l ready high l e v e l  OP e x p o r t  crecZits 
granted by Western countries t o   t h e  3;astern cowt r i e s  siilce 
1958 . 

(1) OECD courtriesf  (including  Japan)  trade  with the  2wopean 
COPECOII: coulitrie S : 
$2,391 n i l l i o n   i n  1961 and $ ,932 nillion in 1371; exports 
f .O .b. ) $2 , 326 n i l l i o n  in 1961 arid $6,487 mil l io; l  L1 1971 
source: OZCD s t a t i s t i c s )  Intra-German t r ade  i s  i ~ o t  

imports 6 c.i.f: or f.o.b.) 

t 
included in   t hese  figures. 
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- N A T O  C O N F I D E N T I A L  
&M(72)68(Revised) -56- 

(a) Monetary re la t ions  

4. In  the nonetary  sphere,  the  non-convertibility of 
Bastern  currencies  greatly  reduces  the scope €or  a n u l t i l a t e r a l i -  
sation of  payaents(1) , To overcome this d i f f i c u l t y  sixi t o  avoid 
recourse t o  clearing  eccounts,  dealings between Yestem  countries 
and t h e i r  F;as-i;ern trading  partners  are  generally nadc on the 
basis of a convertible Western  currency (dol la r ,  s t e r l i ng ,  
Deutschenark,  etc.) . This practice  has i t s  advantages f o r  the 
Eastern  countries. It broadens the range o f  Yneir  exchanges 
with .-the West.  since  the  surpluses.  deriving from thei-r   trade  with . 

a Western country can be freely  used  elsewhere. In this 
connection, it i s  worth  pointing  out  that  the  Soviet  üaion, 
although  financially  indebted t o  the  United Kingdon, devotes 
a la rge   par t  of i t s  surplus  trade  balance with that country t o  
purchasin  in  other  countries  generally i n  the sterling al-ea. 
In the  19 8 Os, and espec ia l ly . in  1969, certain  Eastem  couiltr ies 
held on t o  large amoyt s  of German currency with an eye t o  a 
revaluation o f  t he  Deutschemark. In this way they were 
subsequently  better  able t o  bear  the  increase i n  the  cost  of 
credits  granted  in  that   currency. 

5 .  Soviet gold sa les  were an important  aspect of Xast/ 
West nonetary relations util 1965. D~~r ing   xos t  of %he 3950s, 
Soviet d e f i c i t s  on t rade with the  West were o2fset by sales of  

In  the   ear ly  post-war years ,   sa les  ranged up t o  sone 
150 million  annually. They increased  substantially during the- . 

seco=d>h,alf o f  t h e   F i f t i e s  and especial ly  over the  Piva years 
1951/1965 when they mounted t o  sone $2,000 n i l l i on  ancl t7ei-e 
used  largely t o  fiaance emergency purchases of grain. They 
played a significant park in the  increase in official gold 
reserves in the  West, as w i l l  be seen  fron the tab le  2-t Annex 
based on s t a t i s t i c s   i s sued  by the Bank for In te rna t ioaa l  
Set t lenents  (BIS), After 1965, sa les  of gold petere6 out except 
i n  196'7 when the  Eastern  countries  sold $15 nillion v o r t h  of 
gold(2) and i n  1971 when, according t o  the BIS 42i?c?, anaual report ,  
they  sold an est inated $100 n i l l i o n  worth of that ne t a l ,  

6. While i t  is l i k e l y   t h a t   a f t e r  1965, the Russians found 
it necessary  to  discontinue official sa les  because accmulated 
reserves had been heavily drawn on, t he   f ac t  that the break has 
lasted such a long  t i n e  i s  best  explained by the   ava i lab i l i ty  o f  
VTestern export   credit  and the  desire  o f  the  Soviets t o  accuaulate 

-. ~ 

(1) An aspect of  East/Tlest rnoneeary re la t ions  is  that  COBECON 
' " - 

countries do not pai"ticipate im current e f f g r t s  t o  iuprove 
the  interinational nonetary system; they are not members of  
the U@, although Romania has jus t   appl ied   to  'o in  t h a t  
i n s t i t u t i o n  and the  Vorld Bank (Septenber 1972j . 

. pushed through by Ronania rather  than by F e  Soviet  Union. 
(2) According t o  the INF. It is  possible that  th i s  sa le  was 
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N A T O  C O N F I D E N T I A L  

in te rna t iona l   f imncia l   reserves  as a cushion  against  mfisresoen 
payment de f i c i t s  brought on by poor harvests o r  other  cûuses. 
The current   sharp  r ise   in   the  pr ice  of gold on -the free   narket ,  
together with the  uiusually  large grain purchases 2ron %he West, 
nay induce  the  Soviet  authorities t o  resume sa les  02  par"^ 02 
t h e i r  gold  rsductioil and possibly of soue of the i r   accwula ted  
gold  stocks 'i l). 

7. In  the   fa i r ly  complex pattern o f  East/West f inancial  
re la t ions  which already  exists, it is the Eastern  cowitriesf 

" ,financia!! ins t i tu t ions  t,ihi.ch have"taken  advantage o f  the  frze 
ente-rprise system to s e t  themselves up in  the West, while a t  
the same time,  -the  Eastern governmeats withhold s imi l a r   f ac i l i t i e s  
on the i r   t e r r i t o ry  from Western  fFrlanciaL ins t i tu t ions .  To date, 
only one Vest G e r m a n  be& has managed t o  establish  representation 
i n  Tylosco~;~. It i s  known that a nimber of Bri t ish and French banks, 
which already  handle  substantial  business  in  connection with the 
financing of East/T!iTest trade,  would  welcome the  opportunity cf 
opening a1 office  in  the  Soviet   capital .  It is difficu2-t t o  make 
an accurate  appraisal of  East/Vest  financizl  relatj-ons and t he i r  
impact on the economies of the Comm.mist countries  since the l a t t e r  
do not publish detailed monetary' and f i imncia l   s ta t i s t ics ,  or Ynefr 
balance o f  payments posit ion and an inventory of their   foreign 
&b%S GWd asseta. 

8. In  the COIGCOR countries foreign t rading md 
f i m a c i a l  .opera-t;io;as are the  resgonsibi l i ty  both o f  t h  Central 
Bank  (which i s  natiwally  qualified t o  handle fiixmciaL 
transactions with fo re ign  coul-tries) End,  on a more specialised 
level ,  of the  Foreign Trade Bank which has o:ne o r  more 
correspondents in t h e  Yest. The Fareign Trade Badrs C".TS 
responsible f o r  opening clearing accounts in coni1ec"iioa with 
the ' trade a d  payaents agreements which these cou?t;x-Les e n t e r  
into with t h e i r  trsdiaz partners ,  raainly within COKiXOZ and 
the Third World, They are  authorised t o  open comer- t iXe 
foreign  currency  accouats f o r  foreign firm and lîa-iionzl 
enterprises.  They undertake %he '..'financing o î  con~plex  barter 
and switch-trading  transactions,  operate on the ?;ies-tei-n money 
and capital   markets?  ando  in  certain  cases,   act  as in temediar ie?  
between importers Encl exporters, These bmks also p e r f o m  a l l  
the  functions of  Vestei-n merchant banks. 

(1) The value cf Soviet  reserves .is not Iwo-m. ' J a ~ i o ~ ~ s  estimatqs 
have  been given  ranging  fron '$2 b i l l i o n  to $8 billion. The \ 
only infommtion which i s  available with sors? degree  o f  
certainty is that  given by the US Bureau of Mines on  Sov ie t  
gold production vhich over the  l a s t  few years h a  meraged 
some $210 million  annually.  In 1969, gold prod.uc-Lion was . 

es t ina ted   a t ,  6.25 n i l l i o n   t r o y  oz. i 

l,, 
1 

N A T O  C O N F I D X N T I A L  
. .  

.. 

-67- 
l 

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



K A T 0  C O N F I D E N T I A ;  ,‘ 

-isea. 1 -601 
( i )  R81e of  Eaatern banks i n   t h e  West 

9. The Soviet Union i s  thé only COPECON countiy which 
operates on a l a rge  sicale in the banking and f iaanc ia l   sec tors  
of  the  W e s t e m  econonies. It has four  wholly ovmed banks i n  
Western 3urope(l) and one in  Iran, the   s tock  capi ta l  o f  which 
i s  held by Gosbank, Vneshtorgbank (the  Soviet  Foreign Ti-ade Bank)  
and other  Soviet   organizations.   Soviet   ci t izens  geaerdly 
occiupy key posts  in  then  thereby  ensuring  adherence to the 
guidelines s e t  by P/Ioscow, Otherwise,  the banks are   s tc f fed  by 
local   nat ionals .  The bp,& managements adhere t o  the. 1av1s and 
custom of  the  countries i n  which they  are  incorporated alcl are 
largely autononous i n  ope ra t iona l   aa t t e r s ,   e spec ia l ly   i n   f i e lds  
where the i r   ac t iv i t ies   a re   p rescr ibed  by cornercial  considerations 
O$ accepted Western pract ice  , 

I 

LO. These banks provide  banking  services and Tinaming of 
Western t rade  f o r  t he  USSR and other  Comunist countries, 
especially  those  in  Eastern Europe. To an increashg   ex ten t  
%hey have become involved in  financing  trzde of  non-Cou.ulist 
c o w t r i e s  as well. Aside fron foreign  t rade  act ivi t ies ,   they 
aç? as agents f o r  gold sales i n   t he  Vest by th@ USSR and, 
ocCasionally, other Conmunist countries,  The Stxriet-ota~ed 
b&%cs also o f f e r  b3ml;img services t o  local  custonem,  including 
the maintenance of current and tine  deposit  accourks %id the 
pi-ovision o f  short-tern loans t o  private conpanies. 

11. These banks have  enhanced t h e   a b i l i t y  of  tl-ic USSR t o  
gather  coimercial  infornation,  enter  the  foreign excllmge and 
Zurocurrency capital   narkets,   tap  outside  sources of f w d s  and 
e n s u e  secrecy i n  sone of  the USSRIs convertible  curlvilcy 
dealings. 

. .  

12. In  addition t o  its banking a c t i v i t i e s ,  the Soviet 
Union engages in   f inanc ia l   opera t ions  through i t s  insurance 
conpanies abroad. These are the  Black Sea and Baltic  Insurance 
Col~pany in London, the Schwarzmeer Ostsee  Transporvcricherungs 
A e G o  i n  Hanburg and the Garant-Versicherungs A.G.. i n  Vieima. 
The l a t t e r   s p e c i a l i s e s  i n  credit  insurance  for  exports t o  
Eastern  countries, 

13. Two recent  developnents  involving East Guropean banks 
deserve  special  neation as they nay be indicat ive 02 2ey;r f o m s  
of co-operation i n  the   f inanc ia l   f ie ld .  In 1971, a rmltinational 
bank was s e t  up i n  Vienna with P o l i s h  par t ic ipa t ion  (!=Ac 
HmdLowy l‘i’arszawie), In  February 1972 a Franco-Ronmlm bank 
(50-50 par t i icpa t ion)  was opened i n  Par i s  f o r  the purpose o f  
inproving  trade and economic co-operation between F-- *mce  and 
Ronania . 
(I) Moscow Narodny Bank Ltd. , i n  London (it .has .branch  offices i n  

1 Beirut and Singapore); Banque Conmerciale  pour 1 Curope du 

t, 

Nord i n  Paris;  Yozchod Handelsbank A.G. in Zurich; Ost-Xest 
Handelsbank i n  r’ra1kfurt. 

1, 
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14. Lastly, a nuslber o f  E a s t  Europem couiltries have 
rcnained n e ~ b e r s  of the Eank f o r  Internat ional   Set t lerxats  
a f t e r   t he  Second World Var, They play no p a r t  i n  i t s  
a c t i v i t i e s ,  but it ca;mot be excluded t h a t  i n   t h e  2wl;ui-e the 
BIS night  provide a useful forum f o r  exchange o f  inzormation 
on f inanc ia l  and nazetcry matters o f  i n t e r e s t  t o  "&\e 17estern 
and Eastern  countries which belong t o  it. 

15, The E I S  amual  reports   reveal  t h z t ,  since .its creat iony 
the  Eurodollar. clarket lias .been  used by the  Eastern coKq-!!ries 
(including  the  Soviet Union) t o  place  currency and, '.'above all, 
t o  acquire conparatively large mounts of doXlars. Thus, at 
the end o f  1967, the  posltiion vis-a-vis  Zastem Eui-ope of the 
Europecan banks which corilïmmisate da t a   t o   t he  BIS(1) was 2s  
follo.ws: liabilities $470 niU.icn, a s se t s  $770 nillio:?., f o e .  a 
net  credit ,"cr the group o f  "eightff(1) of $300 n i l l i on .  At the  
end of 1968, t h o  "eFgl?t'T had a credi t  balance of $230 a i l l ion ,  
in 1969 the dollar posit ion was v i r t u a l l y  balznced 
($30,000,000 i n .  favour o f  the Bzst) , but  the latter had. a 
dab i t  bzlance on thc Xurodollar  market ($430 n i l l l o a )  y ' ou t  they 
had a c red i t  balance  ecpivalent t o  $120 million in 3?rocurrmcies ,  

16. Although full d e t a i l s  of the  transactions ~.lltlcied t o  
above are  not. available,  it w i l l  be recal led tha t  E K ? p , r i m  
l O 2 E S  on the EurodoLlar narket reached $145" nil&ion be-tween 
1968 and 1971 and that Romania raised $13 n i l l i o n ,  O m  of the 
two C W E C O N  banks , t h e  Internat ional  Bank f o r  Xcononic 
Co-operation ( I ~ C )  recently  raised $140 miUic:,n oil Yest 
Xuropean financial  markets, Although t h i s  i s  a rela-kively 
small  aaount,  there  are  ifidications tha t  it i s  a prelude -Lo 
much l a rge r  funci raising  operations mt, only by IB3C but c l s o  
by the other COTECOTU' bank, the   Internat ional  1rwes"LnerL Bank 
(IIB) b 

17 Tl?e Internat ional  Bank for E~ononi~.:C~-ope.=atioi?, 
with a cap i t a l  of 300 nil l ion  t i transferable roubles", iminly 
acts  as a clearing house f o r  intra-COPECON transac.tions, 
IIowever, it a l so  hendles ÛII increasing volul-le o f  convertible 
currency  deposited with it by trading corgpanies il?, -tke COTDCOI\J 
countries as well as by foreign  correspondents, T h i s  bad< 
would, therefore,  probably  in  future Se i n  a posit ion t o  
centralise  currency  assets  held by COMECON countries. 

(1) Federal  Republic of Germny, E e l g i u ,  France, Ikly, 
Netherlands,  United Kingdom, Sweden, Sd.tzerlaii;lL 
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18. The I I B  has Seen operating  since 1971 OiIly. It has 
a cap i t a l  09 1,056 million  roubles o f  which 30% i s  payable i n  
convertible  currency o r  gold. It is l i k e l y  t o  play a notable 
r61e i n  East/West f inanc ia l   ' r e la t ions  by arranging, i n t e r  a l i a ,  
tile f i n a c i n g  02 j o i i l t   ~ a s t / l ' ~ ~ e s t   e n t e r p r i s e s  o r  3~ nzking ./ 
credi t   ava i lab le  f o r  co-operative  East/'i;lest p ro j ec t s   i n  the,.' 
f i e l d  of technolow-br  t h e  developnent o f  S i b e r i a  resources. 
This bank i s  enpowered t o   f l o a t  loans on the  internaLional 
f i nmc , i a l  markets %id pa r t i c ipa t e   i n   t he  financing o f  work 
wdertdcen by jo in t  'concerns. It i s  possible t h a t  iz future 
the I I B  w i l l  'becoue the COPECONts main go-b'etwsen f o r  
negotiating and obtaining  l ines of c red i t   f ron  the liestern 
countries. This would make f o r  a co-ordination o f  requests 
f ron Sastern  countries and would somewhat . r e s t r i c t  th  l a t t e r %  
freedom of manoeuvre, The I I B  i s  already  fostering - in a 
nodest way - *he developnent of  Western exports t o  the ï2as-t 
through  the  credits  in  convertible  currency it has  granted t o  
cer ta in  %st European countries. In  1971, Poland and Xungmy, 
together,  received  the  equivalent of  11 n i l l i o n  rotlbles i n  
convertible  currency and the Tatra heavy  vcl?icle coi1cem 
(Czechoslovakia)  received 25.3 n i l l ion   roubles   in   cower t ib le  
currency f o r  t he  purchasa of cap i t a l  goods abroad. 

(iv)  Lxport  cred-its 
."-U 

19, Over t h e   l a s t  10 years,  financial  co-operation. 
between East ald West has been nainly concerned with the 
provision o f  export   credits.  With the  exception of long-term 
c r e d i t s   t o  Poland by the  United  States i n  1946, 1957, 1958 and 
19T99 there   a re  no known instances of Westem  goverment  credits 
t o  Eastern goverments, Cred i t s  t o  Eastern  inporteYs 3.m 
granted uainly by Western exporters and banks. To m increasing 
extent Western banks hwe  formed consortia i n  o r d e r   t o   m i s e  
the  l a rge  anounts  required by the  financing of longer-tern 
credits  granted  in  connection w i t h  sa les  of p lan t  a d  eciuipaent. 
As a r u l e  rivate  export credits are  granted with an ofPicfa1 
Warmtee[lP.  There are  some ad hoc consortia a id  a number o f  
s a s t / h s t   i n s t i t u t i o n s  which a l so   g ran t   c red i t s  withoct  o f f i c i a l  
western.  support,. A .  case  in   point  is Cenrtrofin i n  VieZrna, i n ,  . . 
Which the Bri t i sh  merchant  bankers  Kleinwort and Benson 
par t ic ipa te .  

Settlement o f  debts 

20. So far   the   Soviet  Union and the   other  COMECO2J countries 
have sa t i s f ac to r i ly  met t h e i r  commercial l i a b i l i t i e s ,  However, 
a dispxte s t i l l  ex i s t s  between cerSain  Eastern  countries 
(especi,ally the Soviet Union) and Western countr ies   (par t icular ly  
the  United  States)  concerning tbe payment of debts  incurred by 
CAe former p r io r  t o  t n e  F i r s t  Tij'orld War (Russian locan's) , between 
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the two Wars, during  the  Second' World War (lend-lease,   civil ian 
supplies,   etc,)  and as a resulL of the  nat ional isat ions which 
c a e   i n  the wake of pol i t ical  changes i n  Europe a f t e r  194-5. 
Although parti2.l  agreements  have  been  reached between %he Eastern 
countries and some of  the  Western  countries,  the  yearly  repayments 
made on these  debts do not amount t o  much. The final st?t-tlemen% 
of t h i s  problem on the  basis of a commitment by tile  Zaskem 
countries t o  reinbuTsep under arrangements to be decided, a 
mu"c;ually- ac.ceptable figure , would cer tainly.   help t o  f o s t e r  East/ 
West econonfc am3 financial  co-operation. 

. II , .. PROPOSAL 

21. The countries of the  AlLiance could  agree to examine 
b i l a t e ra l ly  and riluLtilaterally, in  the appropriate f o r a  p trays 
and means of increasing mone$ary  and f inancial  co-operation with 
the Warsaw Pact  countries, ithin the  limits imposed by t'neir 
own f inancial  requirements ?especially those  of -the developing 
members of the  Alliance) and "chose o f  the i r   t rad i t ione l   Thi rd  
World t rading  par tners  as we l l  as of countries  frienG1y t o  the 
West. 

A, Advan-bages for t he  We s t  

(a) As a major economic power and the  worldgs second 
large s t  gold--p?oducing country , the Sov ie t  Uzion 
should be able t o  take par t  i n  world-wide f inanc ia l  
and monetaly  arrangements . Its par t ic ipat ion could 
increase t rade and f inancial  movements not o a l y  
between the industrialised Vest znd the coa1"cries of 
the East, but also be%wen the l a t t e r  2nd the  Third 
World . 

(b) -?JI expsnsion ,of financial flows from the Tiest t o  the 
East based on improved understandicg by the Gastern 
countries 03 the  advantages  and'  obligations  involved 
in Îinancial  -co-operation with the  \lest m.zy bring i n  
i t s  7m.ke an acceleration o f  economic re forns   in  t i e  
Eas te rn   comtr ies  and p ~ s s i b l y  some adjustnext of the 
--centralised- economic system t o  the r u l e s  o f  E raarket 
econ.omy, with a concomitant  increase i n  the role o f  
money , -. 

(c) It is  d i f f i c u l t  t o  conceive of genuine industr ia l  
co-operation in the absence ~ o l "  -suitable l ega l ,  
f inanc ia l  and organizational arrangements . The 
existence o f  such arrangements  vould  give  Fiestern 
firms a sense of securi ty  and make it easieï- t o  reach 
agreements  with Eastern countries . 
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B. Disadvantages for the West 

(a) The danger  inherent in any expansion of f i izaicid 
co-operation  (especially  in  establishing my; 
extensive  dealings with the COMECON bimks) is tha t  ' . .  

the  Soviet Union may use  the  advantages  steming 
.from this type of increased  co-operation wi-th the 
West t o  strengthen i ts  p o l i t i c a l  and economic hold 
over  the  other COMECON countries. 

(b) ' F i n a i d a l '  co-operation  involying a substant ia l  
increase i n  the flow of f u n d s ' t o  Easterfl countries 
would create   the r i s k  of f 'uhre repayment dir^ficul.ties 
if such funds were not c h m e l l e d   i n t o  zctivities 
generating  hard  currency.  earnings. 

L 

( c )  The development on a large  scale  of financial 
co-operation wi%h the East might lezld 1% r3. cer ta in  
amount of econonic dependence which i n  tun1 could 
have undesirable   pol i t ical  consequences f o r  t h e  i.lesLCl).- . 

That the proposal  i n  Item II be accepted. 

IV. TALKING POINTS 

* ( i )  A s  a token of  their  willingness t o  co-operate Ln the  
f inanc ia l  f i e l d  the Eastern  countries could be invi ted 
t o  negotiate  the  settlement of  t h e i r  debts pri!2r t o  
-l 914 sr 'Gating fra2 the First and Secsnd! :'orLd 
Vars m-d subsequent events. 

( i i )  The problem of  t h e  f a c i l i t i e s  t o  be grmted  t o  
financial establishments  wishing t o  open b-r?a:ches i n  
the  Zastenl  countries  could be brought up during 
discussions on prac t ica l  ways of broadentag financial 
co-operation. 

(iii) The a t len t ion  of Comunist  countries could be drawn to 
the  inadequacy of  t he i r   f i nanc ia l  and monetary 
s t a t i s t i c s .  
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AI\JNEX 

SOVIBT GOLD SALES 
7 

Millions of dollars  

Sovie~t gold sa 

Increase in gold rese-mes 
of Western Central Berdrs 

Proportion(1) 

Soviet gold sales 

Increase  in gold reserves  
of Western Central Banks 

(l) These percentages a re  purely indicative and must not be 
iilterpreted as irnplying that  the .balk of Sovie% gold sa les  
necessarily f l o w &  into Vestern Central 3mk l e w -  -, . pr7mes 

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



P A T O  C O N F I D E N T I A L  
. .  

-74- 

1. PROBlXi'Y 
. .  

1. It seems unlikely  that   the  East  European corntries 

aeditional &stern countries t o  the GATT. It would nonetheless 
be appropriate  to  consider  the  matter both in   the  eve& that 
it i s  raised i n  the context of  other  issues and also t o  consider 

''would wish t o  discuss as a separate issue the accession of 

S whether Westem  counkries,.might-  profitab1e:raise it. . . . 

A. S,. Review of pres=% GATT status of East Zuropsan 
wun t r i e s  
- . _ D  

2. In addition t o  Yugoslavia, the fo l lov ing  Comxmist 
countries o f  %astern Europe are GATT contracting  parties:  

(a) Czec)l_osJ.oycikiq, which was an original signatory i n  
TsqT. SFnce t h e  Comwist coup d te t a t  i n  1948, 
Czechoslovakia has reminecl a contracting par-ky but 
has  taken a relat ively  inact ive  role  i n  GATT 
proceedings. 

(b) Poland, which became a full. contracting  party  in 
-967, af te r  having become an  observer i n  1957 
and having  acquired a s s m i a t e   s t a t u s   i n  1960, It was 
the Pol i sh  accession  that  provided East European s t a t e s  
with a c?.is-i;i.nct a l t e r m t i v e  t o  the przGtice of  
narket  countries of offering tariff  concessions as 
an "entry  feeg1  in  reciprocity r'or the benefi'is of  
beconing a contracting  party.  A'nunber o f  contracting 
par t ies  had doubted tha t  the GATT could' 01- should 
accommodate Polmd. They were concerned tha t   the  

' -Polish system did ,  no t .  o f f e r  Western ,exporters.  suffic- ' ' 

ient  access;  that 'the 'Po l i sh  import progranme as par t  
of the  national economic plan basical ly  l e f t  t o  
impcrts from narket  countries  only a residual market 
t h a t  could  not be net  by donestic  production o r  
imports  from COPECOTJ countr ies ;   that   par t ic ipat ion  in  
COMECON r e su l t ed   i n  a discriminatory choice OP imports 
incoapatible with M F E 9  and that s t a t e  plam1iLyllg . 

resulted in arbitrary  determination o f  trade  patterns 
by admjnistrative f i a t  rather  than the narket forces 
that  the GATl' i s  designed t o  encourage. However, the . 

view t h a t  eyrentually cane t o  pradoninate was t h a t  
accomodation  night be possible i f  Poland would 
undertake  comftments that  would influence  her 
planning  process a d  i f  contracting  2arties  could 
obtain  special  safeguards i n  view o f  the   d i f fe ren t  
approach by state  trading  countries t o  s e t t i ng  export 
prices.  Accordingly,  the Polish accession  protocol 

. .. 
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N A T O  C O N F I D E E % I A L  

includes  the following provisqons 
l I 

(1) an  undertaking (so far  adherLd  to)  by  Poland 
increase iinports from contracting  parties a t . a  
rate of at  least 7 per cept per annum; 

! 

annual consultations on Pblish import targets; 

(3)  bilateral  consultations should Polan& o r  any 
. . . . '  , . . .c.ontracting  party mquest) them, . wi.th  provision'%, 

for  either  Poland  or  the  ontracting  party  to ;., 

'suspend  GATT  obligations F otvzrd the  other if 

parties  as a group do  not lead t o  a settlement; 

. .  . 
t '. 

I further  consulkations  with  the  Contracting 

( 4 )  action  by a contracting  party  tb  restrict  imports 
fron  Poland  should  they  cause or  threaten  serious' 
injury  to  domestic  producers  and should 
consultations  fail  to  resolve  the  issue8 

(5) a clause  permitting  coxtracting  parties  which! 
naintain  discriminatory  quantitative.  restrictions 
inconsistent  with  the  GATT to continue  to  apply 
them  provided  that  the  inconsi.?tency is eliminated 
by  the end of a transitional  period of unspecified 
length. l 

( c )  RoLnmia, which  became a Contracting  party  in  Ndvember 
-The Romanien accession protocol is modelled 
after  the Pol i sh  instrument,  'b;t  differs in thet 
Romania's  import  commitment  is  an  expression of 
intent  to  increase  imports  from  the  contractiqg 
parties as a;whole  at a rate  equivalent  to  the, 
overall  increase in imports  foreseen  in  the  current 
Five-Year  Plan.  The  consultations  with Romania are  
t o  be biennial  rather  than  annual.  ,Contracting 
parties  maintaining  discriminatory  quantitative 
restrictions  inconsistent  with  the  GATT  undert8ke  not 
to increase the  discriminatory  element  of'thesa 
restrictions and to  remove  them  progressively  yith  the 
objective  of  eliminating  them  before  the end O$ '1974. 

3. Hun a? . is attempting  to  negotiate  accession to the 
ATT on a P erent basis.  The  Hungarians,  while  maintaining 
tate  trading  relations  with COMECON countries,  have  established 

tariffs against  imports  from  market  countries,  with  which  some 
warian enterprises  have been given greater  freedom  to  deal 
tn *he basis of market  considerations,  They  have  refused  to 
?onsider undertaking an import commitment to GATT contracting 
parties  offering  instead  to  enter  into  tariff  negotiations.  The 
basis for this  approach  is  the  substantial  decentralization and 
8doption of market  features  that  have  characterized  the 
cawtry* \ i  , I  recent  economic  reforms. 

. .  
N A T O ,  . C O N F I D E N T I A L  
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4. The Sovie t  Union, BuJgaria and Alban ia  have n o t   a p p l i e d  
t o  accede.  Their  economies as p r e s e n t l y  -red more c l o s e l y  
resemble the cen t r a l i zed ,   s t a t e -d i r ec t ed   economies  o f  Poland m d  
Romania than  the p a r t i a l l y   d e c e n t r a l i z e d   H u n g a r i a n  economyo 
Insofar 8s t h e s e   c o u n t r i e s   a r e  wil l ing t o   u n d e r t a k e   c o m i t x e n t s  
a long the l i n e s  o f  Foland, t h e r e  are no   mani fes t   t echnica l  
grounds f o r  excluding my 09 tlzem(1) 

B. Conse uences o f  Qo-ngynZ-st c o u n t y i e s   p a r t i c i p a t i o n  m . -  
5. The consequences o f  p a r t i c i p a t i o n  by  Czechoslovakia 

a,nd..,Poland i n   t h e  GATT do n o t   a p p e a r  -%O- have been  very signi- 
f i c a n t  e i t he r  f o r  t h e  tmo c o u n t r i e s  o r  for t h e  GATT. Eolaxd 
has p a r t i c i p a t e d  somewhat nore ac t ive ly   than   Czechos lovakia  i n  
GATT proceedings,   but  has pursued a p ragmat i c   r a the r   t han  
ideological ly   dogmatic   approach.   Although  information i s  
somewhat l i m i t e d ,  Poland  appears t o  be seeking  through i t s  GATT 
p a r t i c i p a t i o n   g e n e r a l l y  t o  pronote  access  t o  Western  markets 
a n d  ensure s table  trade rela ' i ions with t h e  West. 

6 .  Poland Is p a r t i c i p a t i o r   i n   t h e  GATT d o e s  no t   appeer  
t o  h a v e   c o n t r i b u t e d   s i g n i f i - c a n t l y   t o   p r e s s u r e s  f o r  domestic 
economic l i b e r a l i z a t i o n ,  9he recent   re forms  appear  t o  have 
concentrated on reordering p l m i n g   p r i o r i t i e s   m a i n l y  i n  
response t o  d o m e s t i c   s o c i a l   p r e s s u r e s 9  and  h a v e   n o t   l e d   t c  
subs tan t ia l   c l langes  in t h e   h i g h l y   c e n t r a l i z e d   s t r u c t u r e  o f  t h e  
economy. In part t h e  lack o f  domestic impact  stemming f3'or;l 
P o l a n d ' s   p a r t i c i p a t i o n  i n  the GATT r e f l e c t s   t h e   t e r m s  of 
access ion ,  Pew s u b s t m t i v e   c h m g e s   i n   P o l a n d ' s   s y s t e m  of 
f o r e i g n  trade were requirsd, G&I!T p r o v i s i o n s  will cont inue t o  
h a v e   l i m i t e d   a p p l i c a b i l i t y  as l o n g  as Fo land   r a t a ins  most  
f e a t u r e s  of  a s t a t e   t r a d i n g   c o u n t r y  and  Western  countr ies  do n o t  
u t i l i z e   c o n s u l t a t i o n   p r o c e d u r e s   t o   p r e s s   f o r   c h a n g e s .  

7 .  ' If Bulga r i a  o r  A lban ia  were t o  accede t o  t h e  GATT on 
terms similar t o   t h o s e  i n  the  P o l i s h  and  Romanian c a s e s ,  it i s  
reasonable  t o  assume that the s i g n i f i c a n c e   l i k e w i s e  would be 
modes t .bo th  f o r  t h e s e   c o u n t r i e s  a n d  f o r  t h e  GATT. It seems 
u n l i k e l y  that  t h e y  w o d d  be i n c l i n e d  t o  u n i t e  with Poland, 
Czechoslovakia,  Rontznia and Hungary t o   p o s e  a v igorous ,  
concerted  chal lenge t o  t h e   i n G u s t r i a l i z e d   m a r k e t   c o u n t r i e s '  
domination o f  t h e   i n s t i t u 3 i o n .  

8, Were t h e  Sovie t   Vi ion   to   accede ,   however ,   the  
consequences would 1,i lrely  be more f a r - r each ing  a n d  more 
u n c e r t a i n ,  f o r  t h e  fo l lowing   r easons :  

( a )  the economic  magnitude o f  the Sovie t  Union would. n&e 
n e g o t i a t i o n  or" terms o f  Sov ie t   access ion  a m a j o r  t r a d e  
n e g o t i a t i o n ;  

(l) The cond i t ions   unde r   wh ich   access ion   t o  GATT of the German 
Democratic  Republic  would  be  possible w i l l  be   d i scussed .   l a t e r ,  

N A T O  C O . l T P I D E N T I A L  - ..̂  P" 
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N A T O  C O N F I D E N T I A L  
L??- 

he  Soviet Union. a s  a contracting  party night well 
consider   i tsel f  obliged to   play an active role i n  
keeping with i t s  status as a major power; 

the Soviet Union  would probably seek t o  asser t  
leadership  over other East European contracting 
par t ies ,  sone o f  which would be l i ke ly  t o  respond by 
playing more dogmatic and asser t ive rbles than a t  
present; 

the Soviets and others might be inclined  to  pursue 
najor refom of the GATT so that  i t s  structure and 
functions would be as consistent with state  planning 
as with market economies; 

the Soviets  could be expected t o  press hard fo r  t o t a l  
removal of  discriminatory  restrictions, and to seek 
t o  e n l i s t  the support of market countries  that do not 
thenselves  maintain  such  restrictions  against  East 
Europsan countries. 

II. PRGPOS~ 

9. Avoidance of discussion ,of the  subject a t  the CSCE 
would elininate any risk of erosion of Vestem countriest 
a b i l i t y  t o  exact  concessions from future  Eastern  applicants i n  
the course o f  accession  negotiations. mould the  Soviets probe 
prospective ?!esten? a t t i tudes   to  any application  to accede, the 
West, by avoiding  discussion, would reduce any r i s k  implicit  i n  
a more positive  Vestern response of encouraging the Soviets  to 
apply without a suf f ic ien t  co,mitment t o  undertake  obligations 
that would be'required of  them. However, by refusing  to  discuss 
the subject at the CSCE, the West would give ,up the  possibi l i ty  
of  eliciting Eastern  responsiveness on trade  matters i n  return. 

10. The  West should  not  take  the  init iative  in  raising 
the subject. If the  Eastern  coultries raise it, the  Vestern 
countries  should respond with assurances that they are 
prepared t o  exmine  carefully and  on their-  merits i n  the GATT - 
the appropriate forun1 t o  consider  the  subject - any additional 
applications  to accede. 

I ' " A T . 0  C O M F I D E N T I A L  
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RESPONSE TG COWLA-INTS BY COMMUNIST C O W R T E S  

I . P R O B L I  

l. The Communist coun-tries  are  l ikely t o  complain t h a t  
tariPfs a - e  can obstacle t o  the expansion o f  t h e i r   s a l e s   i n   t h e  
Vest Their general posture oa non-discrimination in intes-  
national. trade does n o t  appear t o  irqKLy a denial on the   par t  of 
any s t a t e  t o  introduce  res t r ic t ive rneasures -for protecting i t s  
industry  against  harmful  coq~e'cition. Their posi t ion is ,  
howevei-, that  such  measures nust be applied  equally t o  a l l  
s t a t e s  and tha t   t he   p rac t i ce  o f  d i scr imhatory   res t r ic t ive  
measures i s  a v io la t ion  o f  internat ional  h w  and,  indeed, O 1 a n  

a c t  o f  econonic  aggression", This paper  discusses  possible 
Vestern  rezlctions t o  such cori1plaints. 

2,. The Comamist  countries might complain in  general  terms 
about  Yestem tariffs iaposed- on goods exported by them. The 
p o i n t  t o  no te   in  t h i s  comection is that  the  reduction o f  t a r i f f s  
i n  the GAT.T framework, which has been a feature  of  the post-war 
period, has been  based on the  pr inciple  of  reciproci ty   set   out  
i;? tl?e P%emble to t he  General Agreement. Countries  comit 
thanselves -Lo l iai t  tar i Î f  protection of  t h e i r  own production 
i n  exchange f o r  bet ter   access  t o  markets in  other  countries,  which 
have undertaken similar com!?itments,  and on the  understanding 
that a l l  countries  undertaking  these comditmcnts a re   t r ea t ed   i n  
the  saae way. 

3 .  In the  central ly   control led economies tariÎfs play a 
d i f fe ren t  ?-ale than i n  the West, . I n  Western countries  the.  
pwchase of  foreign goods c m  be  discouraged by means o f  t a r i f f s ;  
i n  -the Eas-i;.em economies there  i s  no need f o r  t h i s  mechanism, 
since  import  decisions are controlled from the centre. These 
economies  carmot hold  out  the  prospects o f  increased  imports as 
'che r e su l t  09 tar i f f  reduct ion   in   the  GATT context.  Consequently, 
they cax10-1; reasonably(2)  claim t o  be en t i t l ed  t o  "GATT 
t ~ e a - h e n t t t .  There a re  two special  cases t o  be considered: 

(a)  where reciprocity  designed t o  have a r e a l  impact i n  
a cent ra l ly  planned economy i s  offered; Western 
countries have accepted  the commitments o f  this kind 
made by Poland and Romania; 

- ." . 

The Gemnan Delegation has a general  reservation on th i s  note 

countries i s  dea l t  w i t h  i n  Mote No, 15 

~ . - .~ "" . . 

[:{ The question or" accession t o  GATT by cer ta in  Communist 
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(b) where cent ra l  planning is  replaced by a s0cial.is-i; 

. .  

.w'!6&Revi sed) [ 

market economy and trade dbcisfnns Ere taken by 
individual  enterprises  influenced .by govemui1en-k 
econonic policy  rather  thqn  subject t o  adrJinistrxLive 
on"bers, In the  negotiations on the Yu&oslav 
accession t o  GATT, Western countries  considered .that a 
neaningful application of  the Agreenexb presupposed 
that  nanufacturers and t rsders  o f  any contracting 
party shoilld be  able t o  compete w i t h  loca l  producers 
as well as with outside suppliers over the whole 
range o f  goods .they.night wish t o  try t o  s e l l ,  a d  . 
the  Yugoslav Governent  accepted in   p r inc ip l e  th& 
custons  tar i f fs  should be the  sole Tileans OP pro?;ec-i;ing 
donestic  industries, 

4 .  The Europem NATO nenbers do not  use t a r i f f s  t o  
hiscrirLlinate  against  the Comunist  countries, which, i n  f ~ t ,  
share in   the  benefi t  o f  any general  reduation i n  tarifÎs (e.$, 
Kennedy Round) Because t a r i f f s  on East ELiropeatI irqol-ts are 
considered  rather  ineffective(1 ), the  Ekro-peam? hTA.TO countries have 
preferred t o  control i r ~ p o r t s  fron  the  East by neans of  CRS, a 
system rather  more akin t o  the  administrative  control of "cade 

x of  the. East. Canad-a does not  use !%S, and accorcls Nl?N tariff 
treatmat t o  a m z x r a i s t  countries except t he  GDR m-d Albania. 
The Yni-ked States  is  %he only NATO country whj.ch denies iXYT 
tarif"to Comunfst  countries  other  than YugosLzvia 
and Polznd( 2). . .  . .- . -  

" 

-. ., . 

B, Tariff concessions to less developedL countries 

5. Another argwent which the Communist c o w t r i e s  
theore t ica l ly   a ight  take up would be t o  c l a b   t h a t  they should 
benefit froa the  Gene-mlised Preferences which the industrialised 
countries have accorded o r  promised in  favour o f  less   developd 
comtries( 3) , 

Y A T O  C O N F I D E N T 1 f i . L  
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6, Yugoslavia is  included anong the  countries  benefiting 
fma Generalised  Preferences. Ronania has   off ic ic l ly  reques-ked 
such treatnent from tine B C  and Bulgaria  has nade 2 s i n i l a r  
request t o  the  individual EEC countries.  In  addition,  ISulgUia, 
aid  Rouania  have expressed an in te res t   in   benef i t ing  fro:> the 
applicat.ion of the  C m d i m  General  PrefBrmce Scheae. Between 
t h e  COlGZON corntries t h i s  i s  l i ke ly  t o  be a divisive  issue,. OM 
economic growcis Poland night  perhaps  qualify for such tres.-i;:::a?t, 
but the case 02 Hungary  would appear more doubtful, aid neither 
Czechoslovakiz n.cr the GDR could be celled less developed. 
Preswably, the USSR neither  could  nor w o u M  request such t rea t -  
ment. The issue i s  therefore  unlikely t o  be raised by the . .- 
EQs$ern bloc O but  night be brought..up by Romania-or cer%cai.Y.Y 
other COIECON countries. 

. . . ..'. 

7. A s  regards  concessions t o  others,   f ive COXECOnT couz?-;;ries 

- have m o m c e d  the i r  w i l l i -  r a t  trcde 03 :xessions 
countries - Bulgarie, Polana, Hungary, Czechoslovakia and the 
P R  nfiness to f O l e s s  developed countries which hey nain a in  would be 
comparable to  the  ' tenefits  of Generalised  Preferences. This 
position i s  part of the report  of  the  Special COG-aittee  on 
Preferences (TD.Be329/Rev. l) which was qproved by the UNCTAD 
board on 13th October,  1970. 

C. Special tariff arrangements for  Eas-t/West trade 

I -  8, Some years ago the USSR attempted, on the  basis  of 
most favoured  nction  clauses i n  bilateral  agreeuents t o  c l e w  
that  it was ent i t led  to   benefi t  f r o n  the love-ling o r  abolit ion 
of tariffs wi th i a the  %EC and EFTAS According -bo the GATT 
rules,  the  uost 'favoured  nation  principle does not  prevect  the 
establishnent .of custon  unions and free trade L3;reas. iilthough 
this has never o f f i c i a l ly  been conceded- by the  Soviet Union, 
the  l ine of arament mentioned here  appears  unlikely t o  be 
taken up again. 

3. It aFpoûrs aore  probzble that the C o r n m i s t  countries 
w i l l  resort Lo the airgaient tha t   the  changes i n  Western trade 
arrangements presently  taking  place w i l l  increase  their  
d i f f icu l t ies  of marketing their   products i n  the West. Apart 
from the  Generalised  Preferences f o r  l eas  developed  cous%ries, 
conpetition will increase as a consequence o f  the agreements 
emisaged between the enlarged Cornion Market and ZFTA countries 
which are not  seeking  aibission. Tine EEC has also made 
association or  trede arrarAgements with a large nwiber of 
countries, The state  trading  countries  night  clail2  -that  as a 
resu l t  of  these developments, they are   l ikely t o  become 
one of  the few groups of  countries  subject t o  >%.l1 t a r i f f s  
o f  the enlarged Cormon Market. They night  therefore ask f o r  
special  arr"gements,  includiag tariff concessions. 
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I 

Should the  Eastern  countries  attack  the custom 
t a r i f f s ,  it should. be stressed that the  Comunist 
countries  already  receive M,FN treatment by most NATO 
countries; and tha t  where Comunist  countries  grant 

treatment  their  administrative  control of  trade 
gives  then ample  means of discriminating  in  practice 
against  particular  countries. However, the Western 
countries, wbich are  prepared to do so,  could. i f  
the  occasion should a r i se ,  and i n  accordance with 
GATT rules ,  - part icular ly  on the most-favoured-nation 
basis - indicate  their   will ingness t o  negotiate 
t a r i f f  concessions in  request o f  cer ta in   c lear ly  
defined  products i n  exrrhange f o r  various  non-tariff 
concessions which %asteril  countries might grant. 

( i i )  Should individual COPD3CON countries  repeat their 
claim t o  be considered as l e s s  developed countries 
in  relation  to  the  Generalised  Preferences,  NATO 
countries  night  point  out that some requests of  this 
kind have already been made and are  currently under 
discussion i n  the l i g h t  of cri teria  discussed  within 
ur;iC TAD 

III, TALKING POINTS 

(1) Most NATO countries apply GATT bound tariffs t o  
i q o r t s  from a l l  Cormmist countries. Those -which - - -  
are  not me&ers--of"? tkterefm-Wne.fit,.-. wi-ut- .. . _ ~  .. . 

any  comparable counterpart, from t a r i f f  concessions 
agreed on i n  an arrangeaent whereby all,  other 
countries have paid ari entrance  fee by opening up 
t h e i r  ovm markets. 

(2) The question o f  the accession t o  GfiTT of  cer ta in  
East European countries i s  dea l t  with i n  Mote No. 15 
(Category B. ) 
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A, l+zGedures f o r  establishment of COCOfil l i s ts  
-.I 

2. Co@Ol!-I (Co-ordinating  Conmittee) whose ue~~'9erskQ is 
the  sane as th& OP NA!!O, but  excludes  Iceland and includes 
Japan, has howevzr no ins t i tu t iona l  lfnk with NATO. It began 
opera%ing in Paris i n  January 1950 and since t h a t   t i n e  the  
l ists  o f  j..-beix intema'cionally agreed upon  by  'the Coi:mittee 
for coiqtrols have been frequently  revised, 

3. There has been a downtlrzrd trend in? the nunbe? o f  
i'tans mder control and th&' scope of the erL?bargo , !..S nev 
information is developed  about productive capability md 
advances i n  Comunist  countries, sone items w e  resoved f r o a  
the li&, Conversely,  because o f  new technologSi%l clevelopaxats 
i n  the West, new i tens  are periodically added, 

4, "he lists currently comprise i tens  b- the f o l l o ~ r i a g  
four  categories: 

(i) strategic:  with both c i v i l  and ~ i l i t a r y  
application; 

(ii) a i l i t a r y :  covering weaponry, r w i t i o n s   e t c  *; 

(iii) atonic  energy; 

( iv )   i t ens  o f  lesser s t ra teg ic  izqortaslce: i t e m  on 
th i s  wtch l i s t  are not er:lbargoec! but t he i r  export 
t o  Comuni s t  countries  nust be reported -to COCOi5, 

5. The l a t e s t  review of  the COCO14 l i s t  has been un&r 
way since October 1971. fit the  beginning of  -this revim there 
were approxinately 163 i t ens  under  control, consisting o f  the 
106 internat ional   s t ra tegic  list i8ems, 26 internationd- 
atonic energy i t e m ,  22 international ;n.ctl?,itiox?s list i terx a d  
9 watch list i t e m ,  This nay  be conpared with the high p o k i t  in  
1953 of approxinately 450 controlled  i tem. 

N A T O  C O N F I D E N T I A L ; '  
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\ 
\ 

B. L i s t s  cr i ter ia .  i 

I 

! 

i 

6. Cr i t e r i a   fo r  pJacine; i t ens  under COCOPI erlbargo are as \,, 

(a) nater ia l s  and equipk-t (by t m e s  and grades) which 
are  designed  specificaJly o r  in peacetize used 
principally for the develapnent, prc<v.cti.on o r  
u t i l i s a t ion  Q$ arms, amunLtion o r  i q l e ï x n t s  o f  var; 

~ o l l o w s  : I l ' \. 

(b) nater ia l s  and equipment (by t m e s  and grades) 
incorporating unique technologicel h o v h o v ,  the 

reasonably be expected t o  give sigrkfican-5 d i rec t  
assistance t o  the developnent and production i n  peace- , 
t i n e  of modern arns, amunition o r  inpleaerr& of mr, 
of t h e i r  means of u t i l i s a t ion  o r  o f  delivery, o r  o f  
counter-neasures t o  then; 

(c) nater ia l s  of which the Sino-Soviet countries have a 
deficiency which may reasonably be e-xpectcd t o  ba 
c r i t i c a l  in  re la t ion  t o  the  production in peacetine 
of  modern arm, amunit ion  or  irqleaen-ts of  war, of  
t h e i r  ceans of  ut i l isat ion  or   del ivery,  O'P" of  cowter- 
neasures t o  then, and which they  could ;lot overcoae 
within a reasonable period, 

" acquisition of which by the Sino-Sqviet countries nay 

C. Conposition o f  the  International  Strategic List-------"-" - "  - 

7. The COCOT4 L i s t  i s  highly selective and includes inter 

.. 

alia: 

(a) certain  metals,  ninerals and. their' al loys such as 

(b) metal-working  machinery such as7 jig borers and grinders,., 

zirconitia, cobalt and unrefined rdckel; 

with close  tolerances,  specia,Xsed  hydraulic  presses, 
and nwerical-controlled nachCne t o o l s ;  /; 

1 

(C) specialised processing equippent for c h m c a l  and ,' 
petroleun  industries such a,o cer ta in  gas liqusfyingi 
equipment,  equipnent for . e h $  production of nilitw$ 

. explosives and solid propellants, ion vacuw pmpq " 

and cryopuip system; 
. ." 
'\ -. 

. .  
- ." .. 

(d) e lec t r ica l  and power-genera<hg  equipnext  such 2s \., 
e lec t r ica l  vacuul furnaces, Cletronic  bew equiptent ',, 
and seni-conductor  devices for  die- oonversî-cm of 
so la r  o r  nuclear energy t o  e l e c t r i c   m ~ r g y ;  '. 

\ 
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. _. -. ' P A T O   , C O N F I D E N T X A L  

(e) traa6portation  equipnent such as h y d k f o i l  vessels, 
cer tain  a i rcraf t ,   hel icopters  and engines sad 
associated  equipnent; .- 

( f )  electronic aid p r e c i s i o n   i n s t m e n t s  such as advanced 
cormunication,  navigation,  direction  finding and 
radio equiprxmt radio  relay  cornunications  equigamt, 
single and multi-channel  cormunications  eqtlipnent , 
seni-conductors and co~~pu te r s ;  

(g) chenical and petrolem  products such as leacl azide, 
boronp  fluoro-carbon compounds, synthetic  lubricating 
oils and greases; 

(h) specialised  synthetic rubber; 

(i) sT/nthe-tic f i b  f o r  d ie lec t r ic  use o f '  B very f t ae  
thickness. 

D. E3ceptions procedures 

8. I tens  on the  Lrternational L i s t  may s t i l 1 , b e  expor ted 
t o  ConFsltli?ist countries  provided that COCOM exceptions procedu,-es 
are followed, These' m e  that   the   eqort ing  country r m s t  be 

. . 7,_--sat isf ied that the export i s  t o  a c ivi l ian  user ,  is sui table  for 
the s ta ted   c iv i l ian  end use, does no t  contain  cr i - t icd knor.rl10t.1.. 
orhich should not be transferred t o  Commnis t  cou.n-i;rics, aicl does 
not  relieve a cri t ical   deficiency  in  these  coun-tries,  The 
ex-orting  country  nust  obtain the maninous approval o f  other 
sezber  countries  in nost cases, although  there are special  
ad1;inistrative  notes on sone i t ens  that allow f o r  govermental 
exceptions  without p r i o r  clearance  in COCOM, Ploreovcr, there . 
ai-e special exceptions proce&n,es f o r  servicing and Ge ninis is  
s;hipent s 

II . GENEML CONSIDZfUTIOl'TS 

(b) #Lacking SI,:& aa..agreed. list. ,  .there woÜLd be danger 
o f .  excessive  corqetition between Yestem f i r m  f o r  
Soviet and Eastern Zuropean narkets wi-tfiout &lequeta 
a t tent ion -to nutual  security  considerations. 

-. M A . T O  C O N F I D E N T I A L  -. 
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(c)  It should be noted  that  procedures cire suf f ic ien t ly  
flexible t o  pern i t  exports o f  interîia-bional l i s t  
items providing tha t   the  expor t  i s  sui table  for %he 
s ta ted   c iv i l ian  end-use-and the  consi&mee is knom t o  
be a c i v i l i a a  end-user. 

(d) . A firm Western position would reaind  the Tirarsaw Pact 
countries once more of the dependence 03 an increase 
i n  trade in COCON l i s t  i$ms O i l  inprovenent in . 

pd. i t icdl /mil i tary relations. 
. " - 

(e)  Nevertheless, it must be adnitted  thzt   these controls 
reduce  the  potential  export  earnings of nenber 
countries and that unwillingness t o  discuss 
nodificatioiis   in  the COCO14 System could forgo a 13ossible 
bargaining  area, 

III. RECOWBNDATION 

go If the  Soviet Union o r  other East European countries 
ra i se  the subject, NATO countries  should  maintain that thev 
hs?ve the   r igh t   to - res t r ic t   expor t s  which in t h e i r  opinion kould 
be d e t r i m n t a l  t o  their security and ~ u t u a l  de faxe ,  and that  
i n  my event  the cofi-krols are l i n i t e d  in t he i r   t r ade   imec t .  
F'urtkemore Yestem govements  might  respond that the- lists h2ve 
been mch  reduced in   recent  years and th& such controls are 

IO,  If ?'Jarsaw 2act  countries  raise  the COCOX issue, the 
following ta lking p o . b t s  are suggestec?: 

(a) The West intends t o  control exports in the  interest  o f  
i t s  security and mutual defence. The Ehrsaw Pact 
countries do not have -such o f f i c i a l  (ant! published) 
lists as they can exercise such control throu.& t h e i r  
~ove-rzllent-controlled  trade organizations. 

(b) COCON controls   are   l imited  in   their   effect   s ince  they 
are  highly  sgecialised and do not  consti tute an absolute 
enbzrgo, Procedures a re   f lex ib le  enough t o  provide f o r  
export of  items f o r  leg i t ina te   c iv i l ian  use. 

(c)  Over the  las t  ten  years  trade of the  COCOï4 rzexber 
countries with the USSR/East European countries has 
increased threefold, 

N A T ' O  C O N F I J I S N T I A L  
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1. In  the United  Nations Economic Commission f o r  Emvpe, 

I* " 

GATT and bi ls teral lg ,   the  Comuvlist countries kave  been pressing 
liestern  coua-tries t o  undert&e  obligations  not t o  iapose my 
new &?S on imports fron the  East 'r?,kld t o  s e t  a Cefini-be tine 
liait for tbe   .coqlete   rcnoval  of existing t9&iscriminatoryF: . . . 

QRS . 
2. ,Special #CES on imports f r o 2  Cormunist countries sire 

not eiqloyed by Canada o r  t h e  Uaited States,  where trade €lows 
with COXEC9% countries are relacYively small. The ORs erqloyed 
by 'l'urkey do n o t  fall. within this  category: they  are solely 
dictated $3' general econojclic considerations  within  her 
developneat plans and are based on the  kind of goods ra ther  
than  their  exporters. On the  other hand, they have played an 
inporhnt  role as a too l  of  cormercial  policy in the other 
European NLTO corn-bries. The rnnge of pro6.ucts subject t o  
ORs i s  la rger  QS regards  imports from state-trading countries 
than from other  countries.  This  paper only deals with. these 
so-called  discrininatory QI3s , 

A, @x.zigna Eastern  countries as regards CES 

3 .  The Commnist countries  attack the w e  o f .  ORs as a . .  
politicaL  discriminatiozl  a-gainst t'nerr i r i k r i t ed  from +he cold 
war, and as a departure fro3 the  liberal  trade  pi3ncFples 
professed by %:estera cowïtries. This i s  an attemgt t9 avai l  
-Elemselves of  advantages f o r  which they can offer  rio .equivalent 
coeu?terpart, . Western e f for t s  t o  redwe and eventual.ly abolish 
ORs affecting .trade. betvJ,een nmket econoxies ..WC .based on. . , , , . 

reciproci ty , .  The restraints on the use of  QRs accepted by GATT 
countries  presupposes t h a t  physical l i n i t a t ions  of  the volune 
of  imports i s  the  exception  not  the rule. In contrast ,  the 
foreign  trade plans of the ce:_ltralLy controlled monomies 
&?ount t o  100% regulation of foreign trade by means as r i g i d  
as ms and substant ia l ly  wider in   e f f ec t  than those operated 
by Western countries. 

4. The Comunist  countr ies   re ject  t h i s  interpretat ion 
and argue tha t  once the volume of  i apor t s  has been fixed by 
the plan (-i;hat is, quaa t i t i es  have been res t r ic ted  by direct ion) ,  
their   foreip-  trade  organizations  are obliged by lm? t o  choose 
their  sources of suppl ies   in  acccrdance with coimfiercial 
considerations. As these goverments  clemiy have the  authority 
t o  transmit  orders  directly a~1-d secret ly  t o  the  executive 
agencies, it i s  not  possible 2 c ~  outside  observers t o  ascertain 
what €actors  in each  case  determine tlis decision on where a 
purchase is  t o  be made. 

P N A T O C . 0  bJ F I .D E N A T  I i: L 
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5. The government control  over  trade  in  the Varsatv Pact 
countries is noreover  used t o  discriminate  heavily  against  the 
West. With the  exception o f  Ronania,all the C o r n m i s t  countriea 
d i rec t  SOLE two t h i r d s  of their   t rade  tomch  other  by way of 
bilateral   agreenents , thus  excluding liestern exi3oïters from 
la rge  areas o f  potent ia l   t rade(1) .   In  view of  t h i s  s i tuat ion,  
the Comunist  countries'   general  contention  that Western 
countries  should not apply  special QRs t o  control izpor t s  from 
them i s  unacceptable f o r  soae Vesteim countries. 

B. Practical  advsntages t o  the West of CRS 

6. GRs norclally  ain a t  protecting  donestic produce;*s o r  
t radi t ional   foreign suppliers. The reac,on f o r  applying QRs t o  
i q o r t s  fron the  state-trading,  but  not from o%her,  countries 
i s  therefore mostly that  home prodwers  fear  competition by 
un2'ai:- pricing fron these  couiltr ies  in  particular.  The Eastelm 
comqodities u o s t  frequently  subject t o  specific  quotas,  seem t o  
be agc icu l twal  foods tu f f s ,  textiles,  clothing,  footwear, 
ferrous  netals md chemcials. The social  and  econonic jus t i f -  
icztioii for t h i s  p o t e c t i o n  can only be exgained  case by czse 
by the countries concerned.  There a r e ,  however? t v o  general 
reasons f o r  using Qi3s i n  trade with Commnist  countries. 

rj, I .  First, the  state-trading  countries dispose of  a 
considerable  bargaining power in   negot ia t ions wit;? a Irkstern 
country, because the  Sastem  representatives  are  able  to  decide 
from which country  their  inpor t s  are   to  come. On their   s ide,  
Westem govermental officials  are  not  nomlally  aSle t o  place 
orders,  but  the  existence o f  QRs has offered then a bargaining 
asse t  which enabled them t o  offer  assurances that import 
1icence.s. would be grmted within  certain limits. In  return  they 
have, i n  some cases,  obtaiaed from state-trading  countries 
proaises t o  buy, and in  other  cases, l ess  specif ic  pi-oaises 
that  these  countries would use their   lfbest  endeavours:' to  take 
an agreed an0ui1-i; of  goods from the Western country. 

8. Secondly, most Western countries  consider t?mt the 
poesibklity -of introducing new (23s or.  reducing  quotas ,has. . 

provided a deterrent t o  dumping fron Conmunist countries where 
it i s  d i f f i cu l t   t o   a sce r t a in  what the  real   cost  o f  production is. 
These countries  seen t o  consider  that th i s  deterrent  has worked 
f a i r l y   s a t i s f a c t o r i l y  and tha t  problem night arise i f  they 
abandoned a l1   poss ib i l i t y  of  control l ing  their  i.zpor"cs from 
Cornnunis$ countries by way of QRs. Other  Western countries, 
however, -bel ieve  that   exis t ing anti-dumping practices  provide 
adequate protection  against chmpii~g. 

(1) mis discrimination is often  not  overt,  but it does 
occasionally  find i t s  way into published legal t e x t s .  This 
i s  f o r  instance  the  case of a Bulgerian  decrec-of,July 1971. 
This decree,  states  that  purchase o f  a licence from the West 
w i l l  only be authorised  in  cases whe1-e it has been 
establ ished  that  it cannot be obtained  in  other COIvT%COï'J 
countries. 

N A T O  C O i ~ F I D E N T I A L  
-87- 

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



. .  - 
-86- 
. -. 

9. A11 the  indtrstrialised  Yest European courtries have 
in   recent  yews reduced considerably  the ralge o f  goods subject 
t o  QRs(1). Some W T O  countries have,  fwthermore,  in- 
b i l a t e ra l  agreementss undertaken t o  aim a t   t he   coq le t e   abo l i t i on  
of  ORs by 1974(2). In many cases Western coumtries  have, . . .  

however, car.ried through 1iberalAaation measures  without 
undertaking any in-temational  obligation n o t .  t o  reintroduce 
ms ' 

10. ??ne re&dc-tion of  Vestern . C R S .  .has been furthered by: 

- the  Eastern  interest  i n  buying i n  ,$he '%Test 
capital goods which .they could not  easily  obtain 
elsewhere; 

- the  recognition of  Western  governments that  the 
East '  would have to  increase i ts  exports  to pay f o r  
these  purchases; 

- the   fact  that e q o r t s   f r o n  &stern countries often do 
not cocst i tute  a great challenge t o  nost Western 
producers; 

, .  

c the grea ta r  veight by mid ,Large giveii t o  the 
interests OP Vestern exporters  rather than. t o  
those of  the domestic p1:oducergl; 

- the probabi l i ty  t ha t  Szstera co,u>tiries would use 
. .  

all the hard currency  .earned to -  buy 'ih %he West 
o r  t o  reinburse .-heir  debts. ' '  

11. 110 st ?restern countries maii1t;ain Vnat QRs are a 
necessary ix?a.ns o f  self-protection which w i l l  be dispensed with 
as soon 2s circurtstances  permit. A premature internationally 
bin.ding renunciation by Ifestcm  countries of t 3 e  r igh t  t o  use 
ORs would severely limit the poss ib i l i t i es  o f  these  countries 
t o  correct  trade  distortion, Such distortions  night arise 
should  Comunist  countries build up their   exports t o  a l l  
Westem countries while concentrathg  their  purchases  elsewhere 
or - S! more likely hypothzsis - in those  Yestern  couatries 
which they wanted t o  remrd  poli t ically.   This  night  considerably 
increase  possibil i t ies f o r  the. East t o  apply po l i t i ca l  leverage.,! 
Other Western couritries, however, consider that there  are more I 
acceD.table neans o f  ensuring nzrket -disc+i.p:im. ' ,  

) Austria on 1st Janury ,  1971 l i f t e c  a,l Ons on irîports 
2"rora the USSR. .. It. should be.. noted  that  in  order t o  
coi>tis?tae. the' pressujre -on  other :T.;Te.stel-n. coui t r ies  t o  

ensure that Austria  suffers no.. incom,renj.ence. î o r  having ! 1 

t&ea suc!? an i n i t i a t ive .  . - 
(2) This i s  the  case of. France  vis-&"is the USSE; I t a l y  v-is-A- 1 

vis   the USSR, Poland, Czechosl..ov&ia md Eungaryg the 7Jc.ite 
Kingdoi2 vis-&"is Huc~ary; Denmark vis-a-vis  Czechoslovakia, Y 
and Poland. 

4 

\ 

. ,  abolish ORs-, the' Comamist countries will undoubtedly l 

. .  

. .  , .. .. . ~' I . . . . , .  . . , , , 1 ;, . 
L 
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i II. FECOT4EXDATIO3!~ ., 

1 12;. The Yestelm countries  could  take an open a t t i tude  
I on the  question of  quant i ta t ive  res t r ic t ions.  In gar t ïcu lar ,  
i accomt.wil.1 have t o  be taken o f  comnitnents  already  entered 
I i n to  a t ' t h e  b i l a t e ra l   l eve l  o r  vis-A-vis cer ta in  Zastern 
i count r ies   in  a mult i la teral  framework (GATT). In  response 
,l t o  Eastern  complaints,  the  countries  naintrsining Q.!s could 
I point  out :: 

l 

1 

! 

. . .  
. , .. . .  

i 

that  the  planning and foreign  trade systen in   East  
Europe= countries de facto  ingoses  universal and 
arcane QRs on trade with Western countries(1) ; I 

that the West hwopean  countries have  reduced thes4 
controls  considerzbly in  recent years while  there has 
been no corresponding  reduction ir, the  res t r ic t ions ' ,  
oper.ated i n  CO€;ECoiLT countries; in fac t ,  such 
res t r ic t ions  - exenplified by the increased 
percentage of  intra-COHECOM trade - have increased; ! 

t ha t  &Is i n  the West are generally maintained t o  
protect  econonically  healthy  industries  against low 
price  conpetition; 

t h a t  Poland and Romanie in  the  context of t h e i r  
entry into GATT have  been  given  assuimices that, 
exdept in  specified  circmJstances, new CES will not . 

! 

be introduced and that   the  
gradually be abolished(2) 

Sone Wstern  countries, while i n  agreenent with this  i 
jud.geaenti;, do n o t  regard it as implying any jus t i f ica t ion!  
f o r  Uestem- a s .  I 

mis argttnent seem logically necesswy, in part icular  ! 
if it is considered t o  be .iiz >the i n t e re s t  of the West that 
Cornmist cotwtlA.es other  than the USSR should seek admission 
t o  G A T .  It should, however, be kept i n  mind that   the  l 
Poles  do not  consider  that so fa r  they have obtained much 
by their   accessioil ,   to GATT,. . .  

f 
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: l  

- I  

I. PROBLEN 

rl, Eastern  cowtries  hare f o r  a long t i n e  been c o q ? l ~  
about the  volume, the  conditions ancl the  duratiosn  of  Pfestern 
credits  granted t o  thea. They have constantly csked f o r  an 
increase in  the  anounts granted, f o r  a re laxat ion  in  the 
conditions, i n  par t icu lar  a reduction of the in te res t  rates, and 
for a lengthening o f  the tern,  These countries have zbmCzatly 
indicated  over the l a s t  few months that  should I.rzdustri8.l 
co-operation with the West develop as a result o f  a CSCX one o f  . 
the corol lar ies  t o  it would be the poss ib i l i ty  f o r  thea t o  obtain 
larger  e x p r t  credi t s  on favourable t e rns   to   f ixmxe  the i r  
purchases, It is therefore t o  be expected th& this illatter will 
be brought up a t   t h e  Conference. 

A, 

( i )  Developlent of Vestern credits 

2, Western export credits have acquired considerzble 
faportance in  the 1950s and especially iq the 7?50s. T h e  
extension of such c r e d i t s   t o  Cornmist c m t r i e s  began somvhat 
l a t e r  than tha t  t o  LJXs: i n   t h e   l a t e  1950s f o r  c red i t s  o f  uy 
t o  five years and in 1963-/1964 f o r  longen=tem;l credits.  Since 
1964- the ,share- of Comalist   countries  in bnger-tax cf%C$ts 
guaranteed by the CECD countries has bean  around 12% 

3 ,  During most of the  s ixt ies   the  East  EuroFean comqttries 
as a whole benefited from much larger   credi ts   than did the USSR. 
However, i n   t he  last few years  the f low of Credits t o  sor-.e o f  
the  East European countrfes has decreased and t o  all these 
countries  taken  together it appears t o  be levell ing o f f ,  On 
the  other hand, there  has been a sharp increase i n  c red i t s  t o  
the  Soviet Union which in 1970 accounted f o r  a larger f l o v  of  
credi ts  than that t o  the  East European countries, i3ost OP the 
credits tdcen up by the USSR since 1966 are of a duration o f  a o r e  
thpa five  years. They accounted f o r  93:s of  all credi t s  ercended 
t o  this  country i n  1969/1970. The share o f  longer-term credits i n  
"ce  anount  obtained by the  East European countries is mch i3ore 
nodest (35%). 

4, Most of the  credits granted t o  Eastern  countries have 
been o f f i c i a l ly  guaranteed  private  export  credits,  Privxk. 
credi ts   wi thout   off ic ia l  backing have  been qui te   s ignif icant  in 
Som NATO countries,  but  there is reason t o  believe that  In t'ne 
I@.TO area as a whole th i s  forn of credit   represents c? nodest 
share o f  the   to ta l -c red i t s   g ran ted ,  

N A  T,,O C! O N F I D..: N T I A L 
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5. Accumulated. officially  guaranteed  outstanding  credits,  
as of end 1970, from NATO countries,  comprising credits which had 
not y e t  been dram, amounted to $4,7 b i l l i on ,  o f  which $2.5 b i l l i o n  
to  Eastern Europe and $2.2 b i l l i o n  to t he  IJSSR. Reinbursemmts(1) 
have  been'  growing over  t he  years and i n  1971 amounted to j u s t  
under $1 b i l l i on .  I t  should be noted that  as the  bulk  of the  
USSR debt is more recent  and of a longer  durztion  than tha t  o f  
the East %ropean countries, the Soveit  repayments i n  1971 were 
less .than half those o f  Eastern Europe. 

6. The growth o f  c r ed i t s  t o  the  East has . resulted mainly 
from the  following factors: . 

S' general  trend i n  in te rna t iona l  trade where c r e d i t s  
have become an  important means of  improving Fixrporters* 
competitive  positions; 

a growing  proportion o f  Western  exports to the  East 
has been i n   i n d u s t r i a l  goods, i n   p a r t i c u l a r   i n  complete 
fec tor ies ,  8 f i e l d  where c r e d i t s  have become a normal 
fea ture  o f  trade; 

ce r t a in  East mropean  countries  found that they could 
ovcrcorne Soviet   objections  to some of  t h e i r  economic 
p ro jec t s  by purchasing from t h c  Vest on credi t .  
Most East Eurcgcan countries have been relying O i l  
c r e d i t s  temporarily t o  o f f s e t  t h e i r  payaEnt de f i c i t  
with the  .Vest; 

t he   r ea l i za t ion  by t h e  USSR i n  the mid-sixties that  
it was lagging  behind the West i n  many indus t r i a l  
sec tors  and the  attempts by the Soviets t o  bridge  the 
gap by procuring  machinery and equipment embodying 
Western  advanced  technology and its concomftaxt 
decis ion  to  draw on .the increasingly  available 
Western credits t o  finance  such  purchases; 

i n  t h e  case of the Soviet  Union,.  the  ccistmce  of 
substantial gold  reserves ,has strengthened  her credi t  
standing by providing a par t i a l  cushion  against 
d i f f i c u l t i e s   i n  repaying  Western  loans.  In turn, t h e  
a v a i l a b i l i t y  of  long-term c red i t s   s ince  1964 has 
allow6d the  USSR t o  maintain and increase  purchases 
i n  th,e West without  having  to  resort   to gold sales: 

i n   t h e  West the f inanc ia l  risks involved i n   c r e d i t  
extensions  to   the East have been  considered t o  be 
small; as t h e  buying enterpr ises  o r  Eastern banks 
conckrned are government-owned these credits a r e  
p r a c t i c a l l y ,  i f  not  legally,   guaranteed by t h e  
Eastern governments; defaul t ing would jeopardize t h e  
credit-worthiness o f  the  country 8s a whole; 

(1) Rqayment   o f   cap i ta l   p lus   in te res t  
N A T O ' C O N F I D E N T I A L  
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- the consensus  reached i n  NATO that  the developnent 
o f  Eest/Wes'c t rade would not  only be beneficial. 
from a  commercial but also from a pol-i-tical  point o f  
view( 1 ) . 

7* In addition t o  export  credits,  Eastern  countries md 
the COl4ECON banks hzve been recently turning t o  the  Western 
finmcial narkets f o r  loans not t i ed  t o  any specific  puchases(2).  - 

The International of Econonic  Co-opemtion ( I B ~ C )  
has  obtained from Western bank consortic loans 
mounting t o  about $140 m&L. &on, Although this is a 
re la t ive ly  ssall f igwe thc' e are  indications 'chat it 
is 8 prelude t o  much larger fund. raisiag; not  onljr 
by the ISZC but also by the other CCi4ICON bank, the 
International  Investmnt Bwk ( I I B ) ,  

There i s  no need t o  stress  the  predoninmt pos i t ion  
of the USSR i n  both banks. A consequence or" this 
ccmtrol i s  thal; the  Soviets  through  the 2.llocatim of 
convertible  funds of IIB and IBEC will be zble t o  
influence the  investnext  choices o f  the 3 s - t  %opcm 
countries,  Indeed,  the  Soviets have long expressed 
their interest in   there  being a vtcom~oncl  control  over 
Yestern investncnt in   the  area so thet  C o n m i s t  
countries should not  become dependent on c q ~ i t a l i s t s .  

A t  th i s  stage the  projects  financed by the CO?4i:COi? 
banks af fec t  the East European countries  rzther 'chm 
-the Sovie t  Union i t s e l f ,  whichLs i n  the process o f  
negotiating for much bigger loans f rou  various 
Yestern  sources. The real   point,  huwever, is  Lha'i 
the projects   l ikely t o  be favoured by these h-3i.ks are 
those which would proaote  the  type o f  scoilo;1ic 
integrztion favourad by the Soviets, whereas projects  
t o  develop East European potential ,  which zight resul t  
i n  a switch of  trade t o  Western countries, ::light n o t  
receive  Soviet'  support  havever  justifi'abls they 
night be on 'purely ecor1o:aic grounds, 

On purely  financial grounds there would be no 
inconvenience f o r  the West increasin&;lg t o  c l . lm~e: l  
fbxds to the CONECON co-mtries  through the COIJ3CGN 
basks , Should, llowever, th i s  developjlent  reach m j o r  
proportions,  the COKECON banks could  becom 2. screen 
between the  East European countries m-d o-ther sources 
o f  fvnds i n   t h e  West which would n o n ~ a l l y  be d i rec t ly  

,. 

" " 

See C-N( 66)86(Final) ; paragTaph 46 
See Note No, I O  o n  the development of East/West manetmy 
and financial   relations.  
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avai lable  to them. They might therefore   f ind it more 
d i f f f c u l t  t o  promote indus t r i a l   p roJec t s  to which the  
Sovisbs  could  have  objections. This could  hardly  be 
a desirable  development from a I!estcrn poin t  of  view. 

( i i )  Indebtedness 

S. ' The recent  stud by the  Economic Committee on  Comiunist 
countries'  indebtedncss(1 7 ind ica tes   tha t  Romania' S and Bulgaria's 
debt  sh-rvice  ratio i s  very  high and that  seversl.1 HAT0 countries 
have  .acct$tad  .refinancing  arrangements of  %he debts.. There h.S.S, 
however, been no general debt consolidation of t h e  kind which 
lies been negotiated with a  number of less  developed  countries by 
groups of lznding  countries. The indebtedness o f  t h2  other &st 
European countries and of the  USSR does  not szm 2.t  t h i s  stage t o  
be  a source of d i f f i c u l t i e s  2s far as reimbursements a r e  
concerned, 

( i i i )  Effect  of  crec?its on  Western  eyportg 

9 .  &Tort c r e d i t s  have f a c i l i t a t e d  a ragid growth OP 
Eastern  imports of  cap i ta l  goods. The Soviet Union imports of 
machinery a d  equipment from NATO European countries - t he  sale 
of  which i s  normklly  financed by export   credi ts  - g r e w  by 190% 
between l960 and 1969, whereas t o t a l  expor'ks grew by 14-2:; only( 2) . 
This p a t t a m  i s  even more s t r i k i n g   i n  t h 2  case of  the  Ez.st 
Euronean countries vrhere the  Corresponding growth vas 289% and 
160?,&3). I t  i s  open t o  speculation how much of  these =Torts 
would have  taken  place, had the  c r e d i t s   b a n  denicd. T h & ;  USSR 
might lxme been zble - but  perhaps  unwilling - to finance  thesr;. 
purchas@s by se l l i ng  gold. This p o s s i b i l i t y  would not have been 
open -bo th3 East European countries.  There i s  t h 2 r a f o r e   l i t t l e  
doubt that  FTestmn ={ports would have  been  smaller i n  th2 a.bseme 
of c r ed i t s   bu t  it i s  not   possible   to  say ,by hoor much. A fur ther  
indication  of t h i s  night  be tha t  the  United  States salss of 
manufactured  products t o  t he  East have remain?(? a t  a very low 
level   during -th6 s ix t i e s .  Although this phmornenon i s  p a r t l y  
due t o  d i r e c t  export   controls,   the  unavailabil i ty of  c r e d i t s  
has no doubt  also  played a significant  r81e.  . 

o f  the  Communist countries'  indebtedness with a view to 
providiilg t h e  fullest   possible  information. The first 
r e s u l t s  of this study have  been d is t r ibu ted  as C-N(72)12 
(I'iomanian indebtedness) and  C-M(72)13  (Communist countries'  
indebtedness) . 
Total - s a l e s  t o  t h e  USSR: $576.6 m i l l i o n   i n  1960 and 
$1,397.7 m i l l i o n   i n  1969. Sales  of  machines and transport  
equipment: $231.7 mill ion in 1960  and $674.7 mi l l i on   i n  1969. 
Total sales  to Eastern Europe: $1,064.7 mill ion in 1960 and 
$2,770.5 mi l l i on   i n  1969. , Sales of machines and transport  
equipment: $242 mi l l i on   i n  1960 and $941.7 m i l l i o n   i n  1969. 
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(iv) Conditions 

IO.  In cer ta in  West European count r ies   var ious   a r rqecents  
have nade it possible  to lower the  cost  o f  export  credits below 
the  interest   ra tes   prevai l ing for domestic tmmsactions, 'This has 
worked t o  the advantage nf a l l  importers i~c ' lud ing  -the Coxmnist  
countries. The in te res t   ra tes  applied t o  the l a t t e r  are v.mdly 
the  sme as t o  other  industrialised  countriesI Howevër, %here 
have been instances where Comunist  borsowers have had t o  pay 
in te res t   ra tes  on export   credits  sl ightly above the  narket  rate, 
as bankers have considered.then as a speCfal r i sk  on 2ccouxt of 
their  repudiation of  pre-war debts, O n  the   other   hnd,   there  
have been cmes  where lower rates.havz, been  charged as the  
Cormwaist countries concerned had a high credi t   ra t ing as regards 
"Che reinbursenent of  t h e i r  post-war  commercial debts, 

. . >  

(v)  &stern hamonisa-eAit condiLio= 

11 In  the  early sixties, a t t m p t s  were i-x.de In KIT0 t o  
develop cmnon pol ic ies  as  regards  credits cxtenficd t o  Cormunist 
countries, These did not rceet with m y  suceess as soi:E ncsber 
countries  felt  unable t o  discr ininate  in the  granting of c red l t s  
between Corxmnis% and other countries. 

12, In the  O K D ,  it has been attempted t o  develo-0 rules 
which w o u l d  limit the   poss ib i l i t i es   for  an Sorrowing couul-kqr t o  
play one lending country o f f  against m o d r .  A sgecial group 
was s e t  up i n  3952. It c o q r i s e s  a l l  MATO cou1'cries vith 'ch 
e:cception-of Iceland and Turkey; furthemore, Australia, lms-i;ria, 
Finland, Ireland; Japm, Spain, Sweden a d  Switzerland are 
ueabers. In   th i s  group the  E X  pxposed  a systezl of p r i o r  
consultations  sinilar t o  i t s  om,  but it proved vary c-Lincv.lJc t o  
TinO a Sasis on which al1 ri1ez1bers of the group could agree, 
IJoweve??9 i n  1972 a conpronise has been  reached on a sys*tcz o f  
exchange o f  infomation on request, Under t h i s  z.ny xmber c o r n t r y  
cm  request an exchange o f  infomation? with ale o r  r>o.Oy'e of  -?he 
other  aenbers as regards the  conditions o f  my off ic i r . l ig  backed 
transactions  t ied t o  exports on cred i t   t e rns  which exceed a 

*1 st July, 1972, The group earlier  agree& on rules - to  l-ini-% 
.competition as regards export credi t s  t o  f insrce %he s d s  o f  
new ships, and work continues with a view t o  rezching  sixilci- 
agreenents in other  specific  sectors. 

23. In the EEC since -1963 a procedure has existed vhich 
izp l ies  coapulsory  consultations  prier t o  the p a ; - ~ 2 n t e e i n g  of  . 
credi ts  of a duration o f  more than  five  years. In 19?3 the Cou lc i l  
adopted direct ives  laying down the  woAing o f  COK-~OP.  p ro   €ozx .  
insurance  policies f o r  wediuril and long-tern-  supyliers?  cre6its. 
l n  1971 the  Cormission nade a nunber- of proposals concenIii1g -bhe 
barnonisation o f  the preniuq payp.bEe on in su raxe  f o r  supplierst 
credi ts ,  on COXXiOl1 pro folma insurance  policies f o r  &nmcia2 

- 4  -O-.. 

..-. duration o f  five  years. This systep,,,is  applicable as frorn 
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-sed) 

credits  granted t o  buyers  belonging t o  the public  sector o f  t he i r  
countries, on COmiIOiZ rules  f o r  coverage of exchange risks and- 
o i l  cornon rules  for guaranteeing  exporters  against  abnomal a d  
unforeseeable  rises  in  production  costs. It i s  e,xpected th& 
proposals aiming a t  reducing  the  existing  differences between 
the  national systems of f-inancing  export c red i t s  will be naS-e 
this year. 

-95- 

B* a"" Is t h e r e   ' a   n e e u o r  a larger v,oluna of c red i t s  on easxe rTZEi"  

14. It does not  zppear that i n  general Comunist  countrics 
hwc come across   diff icul t ies  &II obtaining in  Western- Europe the  
expor t  credits  they wanted on the same condf=tions as the other 
industrialised  countries. The exceptions have  been Romnia snd 
Bulgaria which in  the las t  few years  hare been  cor,sic?ered as 
over-coaraitted, so that several West European countries have 
qpl ied  cei l ings  for   the  guaranteeing of credi ts .  

15. As regards a l l  the other European Commfst  countries, 
since thore is no lirsi tztion on the  export a red i t s  they can get,  
it would seen that their  obaective i s  t o  obtain them on more 
f avowable  conditions  than  hitherto ( l ) . 

16, Romania and Bulgaria  are  currently  seeking t o  obtzia 
~YO::.I Vestem  countries the saXe trade  preferences as hare been 
grmted t o  t he   l e s s  developed countries. Should this be. conceded 
tc then,  they  are  l ikely t o  carry  the  argunent further and aslz t o  
qualify f o r  credits- .on  ssecial   conditimsunder  nztional scheues 
f o r  aid t o  l e s s  developed countries. In fac t ,  soze XATO'coun-Lries 
:rare already  accspted sone extension o f  the  period of debt 
servicing 09 Ronania end Bulgaria. In the-  case o f  Romnia, 
following the  f loods  o f  1970, some c r e d i k w e r e   g r m t e d  O?? 
concessionary  term. 

/ __- 
y 

17. ?'?hatever the decision Western countrle S would. -take 
vis-a-vis Romania  and Bulgaris,  there would seen t o  be s t rong 
arLmqents f o r  not  exteneing t o  the  other  more developed Europeczil 
.Jcmm.nist courtries  export   credits on special  terms  generally 
r x m v e d  for t he   l e s s  developed  non-Comunist countries. Indeed, 

('l 1 In the ECE (Geneva) Polak~d cornplained tha t  it vas being 

P( 

..111 

discriminated  against i n  the f i e l d  O% Ylong-tem credi-h,  
i n  ' par t icu lar  investment credi ts t t  . 
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the   a l locat ion on s o f t  t e rns  of c r ed i t s  and loans to Communist 
countries would be tantamount t o  extending Cid t o  them; i t  
would reduce  the  already  limited amount of  finance  available 
f o r  this purpose and may have an adverse  effect on the  
resources  available i n  the  West f o r  economic assistance t o  the 
LDCs. 

18. However, t rad i t fona l  expor t  c red i t s  may not  be 

( a )  Exploitation of na tu ra   r e sources  . .  

entirely  adequate i n  two areas. 

The USSR has put  a cer ta in  number of proposals  t o  
Western countr ies   involving  substmtial   f inancing of 
projects  f o r  the  development of natural  resources  such 
as natural  gas, o i l ,  copper,  etc. Funds borrowed from 
the West  would be  reimbursed with the proceeds of  the  
sa les  of  the raw materials produced, I n  this regard, 
however, export   credi ts  w i l l  no t   be   suf f ic ien t   in  view 
of  the  importance of t h e  projects  involved and t h e i r  
duration.  Thzrefore,  other forms of financing,  using 
funds from pr iva te  o r  other  sources, will have t o  be 
devised. 

(b) CoDroduction agreements 

Several of the  East European countr ies   are   interested 
i n  co-production  ventures(1). Here again, U? there  i s  
a r e a l  Western in t e re s t   i n   t he   p roduc t s  which might be 
manufactured by the  Eastern  partner,  businessmen  might 
be  prepared t o  i nves t   i n   j o in t   en t e rp r i se s  o r ,  i f  t h i s  
i s  not  possible,  to  finance  production on a long-term 
basis. 

II. PROPOSAL 
. ,  

19* A t  a CSCE Western  countries should not   ra i se   the  
question of credits,  Nevertheless  the West can  expect t h i s  i ssue  
t o  be raised by the  East ,  i n  which case Western countries could 
emphasize the  non-discriminatory and open policy which they 
app ly - in  th i s  ConnectLon. They could a l so  s t a t e   t h e i r  
will ingness  to examine requests   for   f inancing  to   the  extent  
that  these conform t o  prevail$,ng  market  conditions., . 

A. Advantages fcr the  West 

(a) Cred1.ts are good business f o r  the banking and 
insurance  sectors of  t he  economy, and t he   i n t e re s t  
payments a source of invis ible   earnings for the  
balance of  payments. 

Co-operation. 
-c N A T O  C O . N F I D E N T I A L  
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('D) Exports are a major stimulus t o  econonic act ivi ty;  
credits,  by foster ing  internat ional  t m d q  say  conbribute 
t o  reactivating o r  maintaining  expansion. 

(c) The poss ib i l i ty  of obtaining  credits on a large  scale 
froz the  ThTest provides  the  East European countries 
with an a l te rna t ive  t o  conplete dependence on their 
COPECON partners , 

- 
(d) To the extent  that  the  Eastern  countries, by td:ring up 

credi ts ,  have  nortgaged the i r   fu tu re  h ~ r d  currency 
earnings,   their  solvency will depend on t h e i r  abil i ty 
t o  develop t h e i r  expor ts  t o  the West. !I%!s will. increase 
pressure for econonic refoms which nay have a spin-off 
i n  the p o l f t i c d  area. 

B. Disadvan-&ap;es for the West 

(a) A f inancial  risk is  involved i f  the growing indebtedness 
of Eastern  countries is not  natched by suf f ic ien t  g ~ o t r t h  - - 
of  their  exports  to  the West. 

(b) Western. countries '   credits and l oans  create  a c e r k i n  
interaépendence with the East and in order t o  be 
reimbursed these  countries w i l l  have  increcsingLy t o  
open t h e i r  cprke-bs t o  Eastern  products, f o r  s m e  02 
which there  ïlay be l i t t l e  donestic demand; increased- 
Eastern sales night on the other hand have  r?eg&ive 
consequencq,s f o r  local  producers  or  tradit ional 
suppliers, 

(c )  Credits  help Eastern coktr ies  -b reduce the i r  
technological pap with the West and theFeby i q r o v e  
these  countries'   capacity  to corcpete w i t h  the Yes'i; fo r  
narkets in  th i rd  countries. 

(d) In the  lending  countries, A n  periods of overeqXoyamt-..-" " '. - 

and of scarce  industrial  capacity  the expansion of 
exports through  credit  grants increase's the pressur- on 
existing  supplies,  including  available fiinance, aid 
nay become,an inflationary factor, 

(e)  The possible extension of g o v e ~ e n t - t o - g o v e r ~ ~ ~  'loans 
t o  Eastern  countries  or the subvention by the   s t a t e  o f  
part of ths'-&n&me&s chavgsd'tm ored&?Zzr.-.IYatrZd hme t o  be 
financed out o f  public funds, and would therefore d - i x h i s h  
the  volune o f  resources which could be made available f o r  
the  doaestic econouy o r  for the  economic assistasce of 
the. l e s s  developed non-co-ist countries. 

, 
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III. RECOi’@*3L?ATION 

20, That member countries  accept the l i n e  of  approach l 
se t  out  i n  the proposal under I ten  II, 

IV. TPLKING P o m s  
Yestern cotmtries should stress t o  t h e  Eastern coclin.trie=l 
t he t  the i r  dealings with then are governed, as 2Ri” as 
cred i t s   a re  concerned, by the  sane comercis1 
princi~las which are applied t o  other  industricl2ssd 
countries. 

The attention. o f  Eastern countries could be dram t o  
the need for keeping the m:lounts of  c red i t s  withia 
linits which would 6 ~ t  iapose excessi-re strrins oil the  
repayment capacity of  the borrowers, 
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CATEGORY “.I C 

ITEMS INCLUDED FOR BACWROUND PURPOSES BUT NOT INT&YDED FOR 
?BST.APJf$% EISCUSSION AT A CSCE 119 

Signature by all p a r t i e s  t o  a CSCE of the  Universal 
Copyright  Convention and the Berne Convention 
(Xote No, 4, P a r t  11) 

- A Mechanism f o r  East/West Multi lateral   Sett lement 
(Note No, 6) 

- Eastern  countr ies’   par t ic ipat ion  in   the  Internat ional  
Monetary Fund (IMF) (Note No. 9 )  

- Diversification of Eastern impor ts  from t he  West 
(Note No. 13) 

Price  Fornzt ion  in  C9I1’IECON countries (Note No, 24) 

- Economic re la t ions  between the Community and the  
State  tradinv  countries of Eastern Europe 
(Note NO. 25(5 

- Hindrances t o  East/FJest t rade  duc t o -  the economic 
structure preva i l ing   i n  Communist countries 
(Note No. 26) 

A new Western i n s t i t u t i o n  t o  finance  East/West  trade 
and econcmic co-operation  (Note No, 27) 

East-West co-operation i n   t h e   f i e l d  of  economic 
relat ions  witkthe  developing  countr ies  (Note No, 22) 

- Increased  purchases by Western  Europe of coal from 
Eas’cern countries  (Note No, 28(Revised)) 

N A T O  C . O N F I D E N T I A L  

-99- 

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



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

I e PROBLE,4 

l. Tile major international agreement establishing besic 
m e s  on inclustrial  property  rights  protection  (patents .m2 
tradenarks) i s  t12e International Convention f o r  the  grotection 
o f  Industr ia l  Propeyty ( Union!) signed in I X 3  and l a s t  
revised a t  Stockholm il l  1967. 

... 

2. The USER sa t i f i ed  Lize Paris Convention on Is-% J ~ J ,  
1965. Vit!? the excei3tlon of Klbmia,   a l l   East  &Ewopeal countries 
had. adhered well before  that d-ate and main-teined- the i r  
membership a f te r   the  change of  rbgime following the second T'iorld "'v. i t  L GDR membershi? claim i s  dislmted by many  member covxtries 
m-d it has never attenc?.;ecl a substmtive o r  administrative 

. meeting o f  the Paris Union. The Warsaw Pact nay rà i se  t h i s  %xt 
as an indication of  F'discriminatory  practices'? by -the Yest. 

"I., . . , 34 Fastern  coultries I i i a i t  Fatent  protectioirl t o  periods 
.. 0 2 15 t o  20 years, similar t o  the  practices O% Vesten? 
industrialised countries. Trademarks are  registered f o r  an 
i n i t i a l  ten-year  period,  renewable f o r  l i ke  per iods.  Within al1 
the Coiivnvnist natFons the  sphere of industrial property is  central ly  
.adsiriFstered. The agency entrusted with th is  adminfstratiori is 
no t  only a centre-of  authentification and 1egisls.tion  but also 
evaluates  inventions and se lec ts  those most appropriate f o r  
development; it tJor!is i n  close co-operation vit%, the  nat_ional 
:$amers 

' c* 

4. slI(now-howF' is  n o t  the  subject or" any separr te  systen Of 
international  pro-tection and i s  not covered by th2 Paris 
Convention. In the East, however, i-l; receives bro?.c! recogxi-tion, 
30th. national and regional. 

".-. " ' -. (1 ) According t o  Fr î fomet ion  a-Jailabl_e t o  the United States 
there have  been no s ign i f i cmt  problems with the  protecteon 
of Festem Fa-tents a ~ c l  tradernarks since the Soviets  adhered 
t o  the Paris Union i n  1965. Therefore , the Un?.ted  Sta'ces 
Authorities ~mu.ld prefer t o  have t h i s  issue droplxd- rmless 
the  experience O P  other NATO countries i s  different froin 
t h e i r  atm, There i s  a Germa1 reservation  against  the 
presentation of Ul i s  problem a t  a CSCE by the \'(est in order 
t o  avoid  discussions on the  international  posit ion 02 the 
GDR (see pxqpqh 2 )  before  the intra CeXiIm relat ions have 
been sa t i s fac tor i ly   se t t led .  
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C ” ~ 2 ) 6 8 ( R e v i s e d )  
%.P -1 O1 - 

5. Oqe major difference between the Western a i d  Eastern 
approaches t a  protection  should be underlined. The  West accords 
an exclusive rnonogolg o f  ownership and control t o  the  patent 
holder. In  the &st, .il? practice  the  r ight of the  holder is  not 
exclusive  in  the  sense  that  the  only  possible  users and bidders 
a re   s t a t e   en t i t i e s  and these cannot be prevented from exploiting 
the  patent  as  long as compensation,  whatever i t s  amount, i s  9aid 
to the inventor, In a l l  Eastern  countries  foreigners can be 
panted  patents  allowing  exclusive rights over  the  cse of an 
iilve1Ition. Exploitation of a patent  in  these  countries, however, 
depends upon negotiating a licensing arrangement wl-th a s t a t e  
enterprise o r  orgaxization. 

6. Several &S* European countries have in   t he  las t  few 
years  enacted new tradenark  legis la t ion  in  an e f fo r t  t o  a1 i .p  
t h e i r  systems with international  protection. Romania, . 

Czechoslovakia  and Hungary par t ic ipa te   in   the  4.gceeaen-t of  fJadrid 
comerning  the  international  registration of tradenarks of 1891. 
The GDR membership is  cmtestcd by several menber s ta tes .  It 
should be pointed OU%, however, t ha t  this Conventiol?, which was 
revised  in 1967, has not achieved great  inportancc i n  the  Yest; 
a number of major  Vestern  comtries have not   ra t i Î ied  it. 111 
1936, the USSR recognised in ,  law the  value of the trademark. 
F’urther  laws of  1962 and 1967. have added t o  the p* Votcction 
already  given t o  domestic  trademarks, 

7. In the case of  patents,   inventors’  certif icates,  
‘trademarks and all o-kher forms o f  industrial  property,  foreign 
ci-i;izens and corporations  are  eligible f o r  the same protection i n  
a C o r n m i s t  country as local par t ies .  The only conclition is tha t  
the  applican-t(s own countly n m s t  extend reciprocity o f  treakdent. 
This restrictive  condition poses no problem t o  nationals of 
Xadrid  Convention meixber countries  seeking  patent and trademark 
r ights  in  Eastern European countries. Under the  Calvention, 
each  signa-boyy is  obligated t o  accord t o  c i t izens  o f  -the o Y h r  
nenbers  the  sane  treatment  that it accords t o  its own ci t izens 
re la t ive  t o  acquisit ion and protection of  patent and tradenarl?> 
r ights .  1, 

. .  \ II. EOPOSAI; \, 
The USSR and the Eastern European countries s??ou16. be urged L I 

1 .  

t o  continue strengthening t h e i r  patent and trademark  procedures 1. re la t ive  t o  protection of foreigil  rights. Albania might a l s o  be ! \, 
\ 

asked t o  adhere t o  the Paris Union. 

(a)   In   the last  resort   bettep  protection of  the  rightg f of  
Vestern Pimils and individuals would probably r e s f i t  
i n  a greater  flow of exchanges o f  information ~ t /  the 
technic21 2nd scient i f ic   levels .  
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I. ?ROB= 

One of the main impediments t o  East/West trade is  
the  chronic shortage of hard currencies  in  the  Eastern 
countries. 

2. A system designed to   in- ject   f lexibi l i ty   into  the 
b i la te ra l  payment agreemefits then i n  force was devised by the 
United  Nations Ecoizorilic  Commission f o r  m o p e   i n  1357. MS 
ad hoc machinery was only  shortlived for a number of  reasons, 
the two main ones  being: 

- t h e   l i t t l e   i n t e r e s t  shown by the  East  in th i s  
move ; 

- the   fac t  that  during  the  sixties most o f  the 
Western countries were able t o  persuade the 
Eastern  countries t o  accept t h e  use of  a 
convertible Western currency when doing business 
with them., 

3. ks matters now otand, transactions with nost of the 
Western countries are no longer  carried c.ut on a bilateral-  
basis  (clearing  account). A l l  Eastern  countries can open 
convertible  currency  accounts,  replenished, i n  par t icular ,  f r o n  
the i r  sales OP gmds, i n  a l l  Vestem cotllztries. All t h e  
Eastern  countries nay also buy o r  ssLl currencies  in the 
countries i n  which they have accounts i n  exchange f o r  the 
currencies o f  other Western countries. 

4. Nonetheless, the present machinery i s  unsatisfactory 
i n   t h a t  an Eastern  country may a t  any time simply r3.n out of 
convertible  Currencies. When this,happens,  trade comes t o  a 
s t ands t i l l  and can be revived i n  four  ways: 

(i) by increasing Eastern countries’ exports; 

(ii) by obtairi ing  additional  bilateral   credits which may 
t a k e  the form of:  

- export credi’cs; 
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- sport-term  arrangements between central  banks; 

(iii) by f toat ing loans on the Western money markets; 

( i u )  by rjesorting t o  a comonly  financed fund  providing 
the Eastern  countries with the wherewithal t o  
overcoixe the i r  temporary d i f f i cu l t i e s .  

II. POSSIBLE SOLUTION 

5. k common fund,  provided in   t he  first instance by 
the West and supplemented  subsequently by Eastern  participants, 
m i g h t  faci l i ta te   mult i la teral   se t t lement  and trade expansion 
by financing temporary  imbalances on trade account and, t o  
some extent, by providing  longer  term  credit f o r  cap i ta l  
equipment, 

6. IQ it were possible t o  s e t  up an organization f o r  
mult i la teral   se t t lenent ,  which would imply a degree of currency 
convertibil i ty  not  yet  achieved in   t he  East, the prospects f o r  
East/West trade would  be better,  since  the  Eastern  countries, no 
longer   comit ted  to  balance their   trade  transactions with one 
ano-klier, would  be f ree  t o  buy and s e l l   i n  the most favourable 
narket. 

7. Such a systen: would seem to  inply: 

(b) . choosing a common accounting  unit; 

( C )  fixing  quotas f o r  the  individual  countries; 

(dl deciding as to  the  size,   duration and method of 
liquidating  the  surpluses and d e f i c i t s  which members 
would accunulate with the fund, 

8.; It i s  suf f ic ien t  t o  enumerate these  requirements t o  
see that it would  be d i f f i cu l t  t o  persuade the Eastern  countries, 
and par t icular ly   the USSR, t o  adjust  their  systen  suff ic ient ly  
t o  make such a mechanism workable. Apart from this consideration, 
there   we  other  drawbacks to the concept. 

9. The mere allocatioh of  funds would n o t ,   i n   i t s e l f ,  
$0 much t o  stimulate East/West trade. 

. ti> Although a common fund, by'eking  out  scarce  reserves, 
would help t o  cover  teaporary imbalances, lack of  
reserves i s  not the reason why EasthJest  trade 
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remains modest o r  even the  nain reaeion f o r  the 
b i l a t e ra l  approach  favoured by the  East.  Eastern 
planners have 2 very  effective  control over trade 
f l o w ,  but  their  production is  not  geared t o  
Western  market requirements, and their   b i la teral ism 
is more a  consequence of a weak monetary  system than 
a dearth o f  foreign exchange as such. 

and development projects  undoubtedly fos t e r s   t r a i e ,  
it can be argued that suff ic ient  capital i s  already 
available f o r  any prosect whidh commends itse'lf ' to 
Western producers. 

, 
(ii) Although c red i t  f o r  the  purihase of capital  equipaent 

(iii) It would not be advisable t o  channel  Western capi ta l  
t o  CONECON banks. Soviet  influence  in  these banl.s is 
strong and i s  l i k e l y   t c  be used t o  favour 
integrat ioa  projects   that   sui t   Soviet  urposes ra ther  
than  projects *ch m i g h t  make the Eas ? European 
countries Elore independent of Moscow. 

LO, The inherent  deficiencies of  the COMECON systen of  
trade,including -&e inabPlity t o  use COTXECOPJ currencies, have 
led  the Eastern countries t o  accept  settlement i n  i'Jestern 
currencies   in   their   t rade  re la t ions with the West. To s e t  up 
a special  clearing system would be a step backward acceptable 
only i f  accompsnied by the prospect o f  a change in   the  pat tern 
of trade, a reforu unlikely t o  be approved by the USSR. 

11, A t  the present moment the \fiestem mor_etary system is  
undergoing  a s t r s inp  i f  not a c r i s i s ,  and important  changes 
are l i k e l y  in the future .  In  these  circumstances it might be 
unwise t o  enter  into  experiments  irlvolving  the  Eastern 
countries which %he l a t t e r  might be tempted t o  use,  not so 
much t o  improve the  s i tuat ion as t o  embarrass the West in   t he  
nonetary sphere. 

".. , . .  

".-III CONCLUSION 

12. Although, given  the right disposition on both  sides, 
it would be possible  to  operate a uechanisn for   mul t i la te ra l  
settlement which would exxourage the  convert ibi l i ty  of  the 
Eastern.  currencies and pronote  East/West trade,   there  are no 
indications a t  present  that  the East would make the adjustments 
necessary f o r  i ts  success. There would therefore be no po in t   in  
ra is ing this i ssue   a t   the  CSCE. 
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1 c . Althougl-1 the  Soviet Union was represented a t   t h e  
Bretton 'doods Conference and took part in the  nego-tiations, it 
refused t o  Join the Irz?%ernational. Monetary Fwld which was 
established  30th December, 1945. Poland and Czechoslovdria, who 
were anong the founders of  the'  are no longer  nerbers. The 
first withdrew on 14th March,. 1950 and the second was expelled a t  
the end o f  1954 f o r  fzLiling t o  coc.:ply with the o b l i g a t i o n s  in3osed 
on ïoeuber countries (2). Recently  the  Soviet TAiion has been showing 
a grea te r   in te res t '   in   in te rna t iona l  monetary na t te rs  ,?nd indeed 
has suggested an internstianal  conferexce on the  issue(3)  . 

2, The reasons f o r  t h e  lack of  in te res t  showz~ by the 
Varsaw Past countries i n  the I?@' are both political snd p?scitical, 
As regar& the polit iczl   aspect,   the  Soviet  concen1' t o  keel]' the 
s a t e l l i t e s  i n  naxinwi possible   isolat ion during the  -fil"ties, Etrd 
even later,  explains why these  countries were unable t o  see)., 
mnbership o f  an orgaaization which the  Soviet Union had rejzctec?, 
Bad it joined the D@, the Soviet Union would have Seen co:@clLed 
t o  give  reasons f o r  the   res t r ic t ions  it was placing on foreign 
trade and paynents, Nor was it in   t he   i n t e re s t s  o f  the Soviet 
leadership t o  encourage  a body set  up f o r  the puq2ose of 
l ibera l i s ing  tracle an6 paynenta a t  the  very t i n e  when tliey were 
uorking towards the creation of a r i v a l  econoraic cormuii'iq~ 
(CONECOX) tbzough which they .ryere then t o  keep a fim grip 011 the  - 
econozy of  Eastern E u r o ~ e ,  

- .  Tjd Since *î9& there  has been  a gradual trenZ  in COXCOTS 
-- ' tmiards the establishmnt of a systen providing f o r  rmltilxkeml 

set t lenents  'between Conmunist countries and toward-s financial 
transzctions on the in-temational money mrkets. In  July 1971 
cc u O u C O H  ?m a&o?ted  a  l.ong-term.:pro.grme with a view t o  a k i n g  t h e  
currencies o f  i ts  neher   count r ies   (par t icu lar lLt i le  rouble) 
conve,*ible f o r  the purposes sf transactions be een COI~4ECO5 

.. .- countries i n  which pr ices  are, however, s t i l l  a rb i t r a r i l y  f i x e d -  
c. by govenments. 
"\ ulc 

(1) The United. S t z t e s  Delegation  does  not  consider that  this ' * j  

problen should be included i n   t h e  CSCE AgenZa 
(2) Since 19@t Cuba has f o r  similar reasons ceaseci t o  be a 

menber OP IMF 
( 3 )  "'his Note was coEpleted before the  Ronanian a3pll 1 cation Tor 

menbership t o  -the Il@ and the World B& was announced- 
('20th Septenber, 1972) 

I V A T O  C O N F I D E N T I A L  
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\ 4 ,  The Soviet Union does not  appear t o  favour  intra- 

C ~ ~ ~ C O N  conqertibil i ty because th i s  would tend t o  introduce 
:;larket elements into intra-COMECON trade, However, it has 
accepted the 'goal as sonething t o  be studied and possibly 
iaplenented i n  careflxl, drawn-out stages, Hungary ax1 Poland are 
along those  East European countries who share the objective o f  
intra-COMZCON convertibil i ty because  they  recognize  the  political 
and econonic  advantages f o r  then of  increased trs.de and other 
econonic contact with the West. Goverment o f f i c i a l s  i n  several 
09 these  countries  are o f  the  opinion that neribersAUp i~ the ITG' .. 

would greatly enhance the  capabili ty o f  their   countries f o r  econonic 
interchange w i t h  Western countries. The Soviet Union, however, 
has apparently  prevented  Eastern  countries  fron  seriously  eqloring 
the  conditions of  menbership with the I P P ,  Menbership o f  the 
F h d  would extend t o  the  East Eezropean countries  the  benefit of  
f inanc ia l   fac i l i t i es   ava i lab le ,  e.g. c red i t s  up Lo 3 o r  5 years, 
standby  credits,  access t o  special drawing rights. 

5. Moreover, by joining  the IIIF,tbe Eastern  countries  could 
' . becone members o f  the International Bank f o r  Reconstruction and 

Development, Nenbership o f  the World Bank would enable sone 
COM?XON countries with l i t t l e   i n d u s t r y  (Ronmia and Bulgaria) t o  
obtain  lorrg-tern loans  f'ron that organization, as has been done 
by Yugoslavia. 

6, It nay be in   the  long-range in t e re s t  of  the West that 
all of the  Eastern  corntries  enter  Fully  into  the  illtarnational, 
nonetary  system, If th is  i s  so, the  'nost   difficult   problen on 
the Western side nay well be one of  t i m i n g ,  The i;%temationa.l 
r2onetary systen i s  presently  undergoing  significant ad justacnt 
and %%tern financial   leaders  aust  o f  necessity be preoccu2ied 
with the   c r i t i ca l   t a sk  of putting t h e i r  own econonic  house i n  
OTder. then this is  done the  considerable e f f o r t  of 
Constructing  a new rooh f o r  the Eastern  countries ;:ay be be t t e r  
undertaken. 

7 -  If it 3 s  true  that   the  Soviet  Union is the primry 
obstacle t o  the  Eastern  corntriest  joining  the -13, then perbaps 
the   bes t   t ac t ic  f o r  the West is t o  wait until individual'  . 

aP9lication  has been mde t o  the Fund add then  react t o  it O i l  the 
n e r i t s  of tbt case. 

- the need t o  give  the USSR and the other  Eastern  slztes 
an appropriate weight and representation in  the 
governing bodies of  the  organization would ra i se  
d i f f i cu l t i e s ;  
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- mernbers o f  the  ITQ are  required t o  f i x  the pal-ity of 
their   currencies in. agreenent with the M d .  
Assessing the value of the  Eastern cul-rencies woul -8 
prove very  diff icul t   as   in   these  countr ies  the v,due 
of  the currencies is .detemined arb i t r sc i ly  without 
reference to narket vdues ;  

l 

- the  Soviet Union, a t  m y  ra te ,  would be expected t o  
announce, a t  least f o r n a l l  i t s  intention of 
malting its currency converLle(7  . 

II, PROPOSAL 

9, The West should not take thë i n i t i a t i v e  of  raisila,: . . . . '  

the  subject a t  a CSCE. Should the Eastern countries do sr,, %le 
T e s t  could encouraga then t o  put thenselves  in 2. positioii t o  'be 
able t o  acce t the  relevant  obligations and t o  seek  nezbershi?? 
o f  the Im(2 P . 

(a)  Participation by the Eastern countries in   in te rna t iona l  
monetary arrmgenents  night pronote rzpprochenent 
between East and Vest. 

(c)  It would be eas ie r  t o  bridge  the short  term gaps f i x  
financing  EastfiJest  trade. 

(d) i:, large anount of basic  data on such k l c t i o n s  ss -iAe 
balance o f  paycents would becone available t o  Tiresterm 
observers, who would thus f ind  it eas ie r  t o  keep track 

\ of  econonic  developnents i n  the EasteY-C countries. 
I 

I 

i' 
I 

. i-1 The C o r m m i s t  corntr ies  will not  need t o  take a clcciaion 
011 the free coriver%ibi$ity or" their c tahnc ic s  util a f t e r  
8 t rwa i t iona l  period which night be protracted, h mw?oer 
o f  IMF' nerriber coun t r i e sho   i n   f ac t  invoke !:i7.kicle X I V  of 
the FLwdIs Articles of qreenent  to keep their cu-rrencies 
inconvertible 

(2) The Uinited States  reserves 1t.s position on -tihis propos&. 
It opposes any discussion of %he IKF on the  p o w - d s  that the 
CSCE i s  not an apl3ropriate forbp  f o r  the discussion o f  this 
issue.  In i t s  v i w ,   t h e  Easteri? countries, should they 
ra i se  the na t te r ,  should be advi'$ed to  approqh "Lhe h l d  
directly.  \ 

! 
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N A T O  C O N F I D E N T I A L  

- .  U R g v i s e d r  a -l og- 

Disad-vmtages f o r  the West 

Problems for the  l'lest could  derive froa the f ac t  that  
the  s ize  o f  the  Soviet econocy would probably mke  the 
USSR the second most inportant  Il" neuber with a l l  th& 
th i s  iraplies i n  voting power  and representation on the  
had's executive board, It would, noreover, carrjr the 
d n g e r  02 changing the board fron a body operatixi.,@ 
through  a  consensus of views i n t o  a vote-counting, 
ve-to-ridden body, . . . . . . . . . 

EJl? neetings .couic! be use& by the Eastern.  countries f o r  
sntE4;:'estern yropagada. 

The efforts t o  place  the  Intern&ional Xonetary  Systen 
on a sounder footing would be slowed clow~ If thc? LF 
were t o  receive applications from Coramisrt  .comrtzies-. -'.- ... . I I  ' 

i n   t he  near future, The S o v k L s y a t e r x  is a l ien  t o  
the frane of  reference-of "the IplF and the  7orld B a &  
as consti tuted,  Thus there   ex is t s   the  danger th2-k 
accession o f  the  USSR would upset the unifizing outloo!r 
and delicate  balance tha t  has enabled the institil-kions 
t o  overcome pa r t i cu la r   i n t e re s t s   i n  the gas t  a.nd 
intwCuce new procedures i n  a Western sr)irlt. 

Should the USSR join the IBRD, it iaigl-ït enbavour -bo a l t e r  
aid  programes anc! the IBRD*s l o a n  .policy in such a 
way as to further its own penetration of the mird 
Yorld. 

I N A T O  C O N F I D E N T I A L  
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I. 

I. In trading  with  the ?@B%, the E=astmn colmtries  are 
"prirmrily  . interestcd  in lbe procureracnt o f  p l a t ,  scni-finrished 

goods and transport equipment i n  which they m e  lacking, They 
also buy cer ta in  2oodstuffs which they do not produce  themselves 
o r  o f  which t h e y  do not produce enough. Their purchases of 
consmer  dukebles cre only incidental. 

2. This s i tua t ion  i s  clearly mirrored i n   t h e   s t a t i s t i c s  
of Western exports t o  the Eastern ComtTies. In the wr-ticular 
case o f  NLTO Emopean countries,  foodstuffs, beveyagea and 
manuilactu-cd consmer  iteras accounted f o r  cbout 13.5:'; of a l l  
elxports i n  1960; i n  1969 - af ter   several  years o f  considerable 
East/ti;rest trade expansion - they s t i l l  accounted fo r  o n l y  14.6%. 

3. Mmufactured  items(1)  accounted for a very small 
proportion of overall  consmer sales. A t  best(2),  items of this 
kind sold by the hWropean PlsATO countries t o  the USSR and %e 
Eastern  countries  in 1960 t o t a l l ed   j u s t  ova- US $58 million o r  
3.5% of  t o t a l  sa les  (US $1,641 ni l l ion) .  By 1969, this figure 
had risen-to "about US-$289 rnilli.m -OF -7%..af total.,exports 
(US $49168 million). 

4. In  te rns  of  value, however, the cxpai2sion h m  been 
considerable, with sales increasing  five-folG iii nine yaars 
 hile t o t a l  exports have increased 24- t i raes ,  The increase 
i n  del iver ies  o f  foodstuffs (2.3 times) has  also been a large 
one , 

5. By comparison with total   exports  o f  manufactured 
consumer goods,  however,  Western sales t o  the East reuain 
mininal. as the following OECD s t a t i s t i c s  show. 

. 
(1) Television and radio.   sets,   refrigerators and other domestic 

appliances,  clothing, shoes, .motor carsp  photogrsghic and 
cimmatographic  eqbipment,  clocks and watches, , travel gooüs 
books , e tc .  

(2) Miscellaneous  manufactured iteTns9 unclassified  items, mctor 
cars 2nd domestic appliances 

" N F I D E N T I A L  
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Television  sets 
Radio s e t s  
Domestic appliances 
&loto-r cars  
Miscellaneous manu2- 

ac twed items I 

6. Thesc figures  confina  that  the COI?IECOI\? countries n&e 
a point of buying Erom the West almost  exclusively the raw 
materials anCi plant which are essent ia l  t o  t h e i r  economies. This 
polkcy can be readily understood i f  it i s  rcmembered that: 

. .  

(a) Under preskure from the USSR, a substantial  proportion 
o f  the foreign trade of  the COKECON countries is 
res t r ic ted  t o  t ransact iors  with the i r   pa r tne r s   i n  that 
organizà3ion. The GDR, Czechoslgvakia, Poland and 
Hungary produce a.huge range of consumer eurables; 
Romania and Bulgaria sell handicrafts and foodstuffs.  
All these goods f ind  out le ts   within  the CO?JZCON, It 
should be noted i n  this connection t h a t   i n  1970, the 
USSR i a p m e d  manufactured  items to  the  value of 
1,933 million  roubles  for.the  Soviet consmer market-(2) 
and tha t  70% of  these goods were provided by o t l e r  
COMECXXJ countries ( 3 )  . 

(b) These countries are s t i l l  l iving  in   condi t ions of 
semi-austerity as regards most consumer goods. Eastern 
policy-makers may fear  that  the opening up of the 
nayket t o  WesCem goods, which are  keenly sought 
a f t e r  by the  local-pqxz3-a-tion,  could  create  social 
problems t o  the  extent that-bqmrts f e l l  short bf 
demand. Rationing 2 presumably by price - would put 
them beyond the  reach of  most potent ia l  buyers. - 

(1) The teim tFEastil covers .the Xast European countries and the USSR; 
Y A ~  f i g u e s  have  been  rounded off and do not  include sales by 
the Federal Republic of  Germany t o  the GDR. 

(2) I.e. 18.336 of  ,overall  imports which to ta l led  ?0',565 million 
roubles, _*L 

( 3 )  Percentadel'based on five  categories of groups, viz:  clothing, 
shoes, f h i t u r e ,  pharmaceutical 'goods and household goods. 

/ 

/" 1, IJ A T O C O N F I D E.'N T I A L 
! '\ \ 

! 

\ 

-1 19- \ 
\ 

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



The quality and design of  Western goods night  also 
show up the poor standard of  Eastern output. 

(C) These countr ies   are   aff l ic ted by a chronic shortage 
of  hard  currency.  Consequently, consumer goods would 
have t o  be bought a t  the expense of imports which, 
from the standpoint of economic expansion had been 
assigned a higher priority. In  addition, consuner 
goods are bought on differen*  terms from those 
applying t o  plant  and equipment and  any cred i t s  would 
.be fo r  a zuch shorter period. 

7. Any development i n  sales o f  consumer goods (whether 
durables or not) by the  Eestern  countries vmuld  seem t o  be 
subject to a number of factors:  

- greater par t ic ipat ion by the COMECON countries  in 
internat ioaal  exchanges which  would enable them -to 
overcorile $heir obsession with self-sufficiency; 

improvement i n  the output of the  Eastern  countries. 
Waa-W--3&er-are .able   to  produce consunler goods 
o f  a  be.t;ter qual i ty  and in -larger  quantit ies,   they 
mav have  fewer  misgivings  about  opening up t h e i r  
mahets  t o  ?&?stern goods; 

improvement i n  the  standard of  l iving of  the Eastern 
countries with %he concomitant creation of new dmand 
f o r  both everyday and luxvry items, In t h i s  
connection, an inpovement i n  housing conditions  could 
have Îar-reaching consequences; 

- opportunities f o r  Western exporters  to expand sa les  
and ïtafter-salestl networks in  the  Eastern  countries 
which would receive  regular   sqpl ies  o f  spare -par ts ;  

countries which would give thein a margin f o r  the - .  

purchase o f  non-essential-.+items; 

- increase  in  the currency  earnings of the  Eastern 

II. PROPOSAL 

8. The par t ies  t o  a CSCE might agree t o  try t o  increase 
the  share of mnufactured Consuner goods in t o t a l  East/West 
t rade .  In explanation o f  the proposal the West would make clear  
i t s  in t e rpe ta t ion   t ha t   t he  above re fers  primarily t o  an 
increase i n  the  share of Eastern  inports of Ildestem nanufactured 
consumer goods. 

A. w g t t s g e s  f o r  the  \?est 

(a) The Western consumer goods industry  has a large  output 
capacity and i s  i n  search of additional  outlets: 

N A T O  C O N F I D E N T I A L  
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III. 

9. 

Any increase in Western sales o f  consuner goods to the 
Eastern  countries could ac t  as an incentive  to 
consuclers i n  those  countries  to press f o r  a r a p i d .  . 

improvement in   their   s tandard o f  living. A 
developnent of th i s  k i d  oould foster  the  climate 6f 
detente. 

Disadvantages f o r  the ridest 

It i s  not   pract ical   to   press  the Eastern  countries, 
with their  shortage o f  foreign  currency, t o  purchase 
consumer i tems  in  the West without  providing  the 
means of  payment. To increase  their   sales,   therefore,  
the  Vestern  countries might  have to   s tep up the i r  
purchases  perhaps  not of  manufactured goods but a t  
l e a s t  of agricultural  producep raw materials and semi- 
finished goods. 

The Eastern  countries will probably i n s i s t   t h a t   i n  
exchange f o r  their  increased  purchases,  the West shouiEd 
agree  to   ra ise  their imports of the sme  type of  goods. 
In this connection,  they  might  also  raise  the  question 
of quotas. 

Nhile the  authorit ies of the Eastern countries can 
a r b i t r a r i l y  unload  Western  goods on their   narketsp 
the sme i s  not   t rue   in   the  West. Even i f  l?estern 
governments were inclined t o  accept a s t ipulated 
amount of Eastern  .manufactured goods, they would as  
market economy countries,  lack the nechanisns t o  
carry  out any such undertaking. 

Recognition should be given t0 the importance of th@ 
diversi f icat ion o f  Western countries  exports, i n  par t icular  as 
regards consuler goods. However, fo r   t ac t i ca l  reasons, taking 
in to  account the  disadvantages  refereed  to  under I I B  above, and 
the  likelihood of a  counter-claim from the Bast; the  proposal 
should only be made a t  a suitable moment in   the  context  of the 
discussion o f  requests by Eastern  countries  for an increase  in  
their  sa les  of  manufactured  products. 

IV. TALKING POINTS 

10. In  response t o  Eastern criticism  regarding  the 
d i f f i cu l ty  of  finding markets i n   t he  West for Eastern 
manufactures,  these  countries  could be invi ted t o  make a more. 
thorough study  of the market and t o  br ing  their  goods more 
Closely  into  l ine with the   t as tes  and requirements of  Western: 
consulilers. 

N A T O  C O N F I D E N T I A , L  
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PRICE FORN4.TIOW IN COYiFCON COUNTRIES 

I. PROBUPI i 

" 

A. I East/b!est Contrast 
1. In contrast  t o  the  fornation of pr ices  In :.'esLez!n C m  

resulting from the  influence of  a variety of maX";e% facto?E, 
this process  takes  place  in COYECON countries  largely by 
direction - that i s ,  a t   t h e  behest .of s t a t e  plan;7,ers and O % h W  
off ic ia ls .  These prices  are  generally  related t o  zver~ge  d i rec t  
costs and certain,   but  not a l l ,  market factors  have s o m  influence 
on prica  fornation i n .  those  sectors of the econo!ilies o î  CO?.@iCm.;' 
countries in  which econoaic  reforms have  been develoying. Such 
influence  varies  widely  fron one such  country t o  another - and 
between sectors  within sone countries - and in   r s la t io i l  t o  t h e  
t o t a l i t y  of the markets of the C O I W O N  countries this influeace 
is, and can be for a Inunber of  years to come, no-more than 
narginal . 

. .  - ._ . S* "" . Obstacles t o  Western Exports t o   t he  East . 
2. Commnist  econonies are state-controlled and, if the  

decision has been aade to discourage the iqmr"c of  cer'czin ' ~ y p ? s  
of goods, a l l  t ha t  renains i s  the  question of .wha%-,wchaaisa 
will be used - outright ban, select ive inport licensing, 
discrininatory grantsrrof .-foreign exchange facili-ties o r ,  anon% 
others, ,pr5Ar.ig. Thus, fa lse   pr ic ing of cer ta in  Yes-tcm goods 

c i rculate   f reely.  The underlying  cause i s  a basic  govemxm% 
po l i c  decision  to limit certain  inports  (especially cot?swaer 
goods T ancl discrininatory  pricing i s  Mt one of  rimy tools f o r  
this purpose. If the  use o f  pricing were t o  be  foregone, s o x  
other  nechaaisn  could be used i n  its place. 

C. Effects on Western Cotqkries 

3. To the extent that price  fornation by state direC-t;ion 
i n  CO?4X!ON countries  affects  the  pricing of..gosd-s that are 
produced end narketecl w2t;hin each of  those  countries sevamlly, 
o r  are produced in one  and narketed i n  another  such count*, 
'chesc picing  techniques are not a natter t ha t  need concam . 

?lestem  countries. 

"".y..r in the-East is  not the basic  reason for t he i r   f a i lu re  -to 
". 

4. But where the COI\:'LECON practice o f  s ta te   direct ion of 
prices i s  applied t o  products o f  e i ther  Western o r  COKZCOX 
countries that are  being  Earketed in  the  other area, it distorts 
the  nerketing  enviromlent that  i s  seen as nomal   in  ' lestera 
countries and produces effects  obJectionable t o  then. 

N A T P  C O N F I D E N T I A L  
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M A T O  C O N F I D E N T I A L  
l 
l 

: D, Differentiation between Trade Flows . ,: S: 

,!i 5 These e f fec ts  occur i n  both t rade f l o w  but   less  
s$gnificantly in  COMECON inports from the  West, A large 
ppoportion o f  auch t rade i s  in  single  transaction  sales - th2.t 

as with capi ta l  goods imports, the s t a t e  is  both  the  purchaser 
d the  end-user; i n  such sales the  only  price i s  tha t  a t  which 

,;can  arise, However, where the   s ta te  is  not  the end-user - -khat 
i is, the  state-controlled  foreign  trade  orgazlizations i r q o r t  and 
i: subsequently suj?ply the  goods t o  end-users other t h a i  stake 

.' ormnizztions - dis tor t ion  o f  prices,  and thus of the  narket 

: ,  Vestern  supplier  agrees t o  supply - and no price-distortton 

envirom~lentt;, does occur. This- is because an a r t i f i c i a l   r i s e  in 
pr ice  can be, and is, used  both t o   r e s t r i c t   t h e  end-user's deEm.nd 
fo r  the goods and t o  reduce his purchasing c q a c i t y   i n   t h e  ,orneral 
narket contex-t 

6 .  This particularly  applies,  t o  consumer goods i n  vhlch 
Western qual i ty  is  often so  markedly above t h a t  of  proGuc%s fron 
within  the C O I W O N  countries,  or  other  countries with wkich. they 
hare economic t i e s ,  that prices of inports  fron  the !?est iacrease 
by as nuch as 1,00096 between entry  into the COTZ3COH area SLIC! t h e i r  
raaahing the  end-user. 

7. The COMECON practice of  increasing  prices of Wes"Ccm 
goods t o  r e s t r i c t   d e u a d  for such  products  night  provide grounds 
f o r  pro tes t  by the West - especially when COKECOIJ is supi3osedly 
emouraging the supply of  these goods, However, %his is U ! r e l y  
t o  be 2 matter that could usefully be pursued, since  the C O X X 0 3 l  
countries have a var ie ty  of other - and a t  least equally 
effect ive - nethods o f  inposing  restraint on' denand o r  even of 
st if l ing it, Such price elevation on entry  into a aar2:e-t is  
similar to   the   use  o f  tariffs, but as practiced by the  CG:ECON 
countries it ac ts  as a systen of quant i ta t ive  reetr ic t ions 
applied t o  a l l  categories o f  inports. As such it could  be  used 
t o  counter COMECON cr i t ic ism of quantitative  restrictions  iaposed 
on their   products  by the ?Ayest. 

E. Ffqjor Effect 

8. It i s  however on exports fron COMGCON t o  T'r'es-ltem 
countries that the najor e f fec t  of administratively  fixed  pricing 
is  f e l t ( l ) ,  There is  no nechanisn by which donestic  prices  cm 
be  usee as a yard-stick  for  keeping  Eastern e x p o r t  prices  in l i n e  
with. those prevailing on Western  markets , Indeed. represenbadves & . L  

(l) Some Western cotwtries have t r i e d  t o  protect  thenselves 
fron th i s  practice,  In agreenents with the  East  they hm2 
included a provision t h a t  Eastern goods so ld  i n  the Yest 
conform, price-wise, t o  the  conditions of the ïm?l;et. 

M A T O  C O N F I D E N T I A L  
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M A T O  C O N F I D E N 7 T I A L  

9. In t rade d t h  one another it is thought th& CO?;ZCON 
countries fix t h e i r  expor t  prices  as an aver%e o f  Frices on 
world narkets, but i n   t r ade  .elsewhere it is a nek tz r   o f  
bargaining o r  what the  market will bear. It is however vi;3xally 
i q o s s i b l e  t o  obtain  details  of how the  calculatioxs  cre pezfomed. 
r;r,lichever nethod i s  adopted the   resu l t  i s  t h a t   i n  sone cases goods 
Zay arrive Et unrea l i s t ica l ly  low prices i n  countries where there 
i s  no central  control  over narkets. 

IO.  Ir, principle the introduction  into  narket econocy 
countries o f  goods whose prices  are  aduinistratively  fixed, and 
vMch are i n  direct  coilpetition with hone produc'cioa, cons-titu'tes 
so:::e masure of tkirea-k of  :;zzxQet disruption and can be undesirzbler 
iJoreover, it may have an aciverse e f fec t  on the er9orl;s of thin1 . 
countries. However, arbi t rary  pr ice   f ixing is  n o t  necessaï9-ly to 
the disafivmtage o f  Western iqor tc ing  countries T:3ere the goods 
concerned are neecieb by6&:- are not produced i n  those countries 
and are  priced aore coapetit ively  than  sinilar goods f ron  o-i;l?er 
sources: i n  so f a r  as iclports into Western  coun-kries m e  
concerned  such goods are la rge ly  rgw materials. 

l? e In contrast t o  raw natesfals D f o r  which d-manc l  is 
reasonably regv,lar and predictable m d .  prodwt ion   cm be 
re l iab ly  plmned, demnd f o r  industrial.  products  fluctuates i n  
Xestem narkets under the influence of a number of factors. 
%tis v o l a t i l i t y  of denand, is  l i t t l e  wlderstood i n  COXX03 
countries - where ignorance of zmrketing i n  the Xestem sense is 
tjidespread - and the response of these comtr fes  t o  such z 
cWficu1-t sector i s  t o  a t tenpt  t o  gdarantee  themelves i: share 
of  the selected  narkets f o r  industrial  products by seizing i - 2  
by a r t i f i c i a l   f i x i n g  of p r ice   l eve ls  o f  t h e i r  eeoTri;s. . ' 

13. However , the  Eastern  pricing  systen hzs an inyac-I; on 
Eastern exports t o  Western narkets,  %herefore in response 50 
attacks on Western ta r i f f s  and gas the  Yest cod6  artTe that the 
.i;:astem pricing sys tea  nay give unfair competitive adv.aqtages 
t o  Eas-teml goods on f r ee  Western markets. 

N A T O  C O N F I D E N T I A L  
. - . *,. 
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M A T O  C O N F I D E N T I A L  

-1 l 7" 
A.. AcEvantages- f o r  the West 

14. indications by the West o f  the possible benefits  that 
the  COPIECON countries  night  obtain by the use o f  fair prices i n  
Xestem markets could- encourage these  countries t o  follow- suc5 
practices,  These while  increasing COl!ECON exporters  convePtible 
currency earnlng Czipaobty, thus  st inulating East/:':'est trade., vould 
a t  the sane t ine   benefi t  Western countrfes by reducing  the risk 
of narket  disruption. 

B. Disadvantages f o r  the West 

15, The emphasis on benefits  to.-the CONECON countries o f  
fa i r  pricing in  Yestern r:Iarkets would not have disadvmtages 
f o r  Western countries. 

III, . R9COPIiGNDATION 

- 16, The proposal should be adopted. 

TV. TALUMG POIIJTS 
.'i 

q7, To counter  Eastern  attacks on Western tariffs m d  
QRs, the Vest should point  out  that   state monopoly of foreign 
trade,   as  practiced i n  most COPECON C O ~ ~ F ~ B ,  i s  a t  least as 
restrie-kive as Western t a r i f f s  and QRs, sjld nost probably uore 
soo Moroever, as ?fe&ern-mmtries..-contimte t o  reixove CBs on 
i n p o r k  from COMECON countries, there  is a progZWsiVe 1uickni.i~~ 
of t h e  gap  between '&e generally liberal Western yolfcy On i , s?of is  
fron the  East and the very  res t r ic t ive Eastelm policy (iqle.IeA-ted 
through s t a t e  control of foreign t rade)  on irslports fro;? the  Vest. 

18, Ehphasis should be put on the  long-ter%  advaatages t o  
L12e East of s e t t i ng   p r i ces   a t  fa i r  levels  in  Vestem  mrke%S 336 
of  preventing  the  delivery of low-priced Eastern goods on nosL 
uarkets, One of  these  advantages would be, i n t e r  alia, t h ' c  a 
period of consistent  use of reasonable  prices ln Ffestern narlïe-i;s 
would const i tute  a  powerful incentive for a novemnt  fron 
-discrininatory  quantitative  restrictions towards 11easuxes such . , . , , . 
as safeguards. 

res t r ic t ions  (QRs) should not be offered nerely in  return f o r  an 
agreeaent by Eastern Europe t o  fiu prices  a t  f a i r  3.restem r??zket 
levels,   but should be used by the  West i n  the  context of a couiter- 
demmd that the whole protection nechanlsm a t  preseflt ogera-%iag 
on the narlcets of Eastern Europe should be dlsmaa-tleCi!, 

infornation on the  way the i r  pr ices   a re   se t  and what are the 
c r i t e r i a  behind t h e i r  pricing pol ic ies  . 

19. Possible Western concessions as regards quota 

20. The Eastern  countries  could be requested- Lo give ooze 
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N A T O  C O N F I D E N T I A L  

1. This paper i s  designed simply t o  give a b r i e f  account 
. of the present s t a t e  of  economic re la t ions  between the  Cornunity 

it does not  deal with relations between member s t a t e s  and each 
of  the East European countries (as such),  nor  does it attempt to 
map out  the  future  trend of re la t ions  between the  Cormmity and 
these  countries. It l ikewise  refrains  from touching o a  the  
possible   re la t ions between the Cornunity and CONECO2; 01- between 
member s t a t e s  and the   l a t t e r ,   t hese  being so f a r  non-existent. 

2. One of the most interest ing  aspects  o f  'Lbopean  

'i and the   s t a t e   t r ad ing   cowt r i e s  of Eastern Europe. Consequently, 

economic development since 1955 has been the rapid r i s e  i n  
foreign  trade, This i s  due primarily  to  the  exceptional 
development of inter-European  trade. Whilst between 1955 and 
1970 trade between  Europe and t h e   r e s t  of  the world rose 'by a 
yearly  average of 836, tlre  average f o r  inter-Eluropean  'cade was 
9.5%* In  addition,  inter-European  transactims which, i n  1955, 
accounted f o r  3@6 of world t rade,  had r i sen  by 1970 t o  LIOC/;. 

3 .  The growbig  interdependence of the u&wopea;l coumtries 
insofar as t rade i s  concerned has not been a uniform process. 
Generally-  speaking, development has been greater  within  regional 
groupings  such as the FSC,  EFTA and COPGCON. 

4. It must be pointed  out, however, that  Yest B.uopean 
exports of manufactured  goods t o  the Eastern  countries  rose b 
14% per annum during  the  period 1955-1970, i n   o the r  w o r d  d same r a t e  as t rade i n  the same goods between zaenber 
countries of  the  European Community, During this per iod,   sa les  
i n  Western Europe of  E a s t  European exports o f  these goocls rose 
b 119: per amm. This percentage is on 2 pas .with %be p"" ncrease in  inter-European  trade in   t hese  goods. 

5. In  addition, Communist country  exports of raw 
l a te r ia l s  and base  products t o  Western Europe rose raore rapidly 

than  those from the rest of  the  world. Western imports of  
these goods from the Eastern  countries  accounted f o r  il% of  
t o t a l  imports i n  1969, as compared with 7% i n  1955. 

6; It may be concluded i n   t h e  l i gh t  of the.@ s t a t i s t i c s  
tha t   the  Common Xuropean Tariff (CET) and the  quantitztfve 
r e s t r i c t ions  on imports s t i l l  ip force   in  member countries of 
the Community a re  not a serious  -obstacle  to  the  developnent of 
East/West trade \ 
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N A T O  C O N F I D E N T I A L  

C-hI(72368 (.Revised) -l 1 g-. 

7 .  The a t t i t ude  of t he  Community towards  the staee 
t rading  countr ies  i s  r e a l i s t i c  and highly flexible. The 
Community has  not sought t o  force  recognition by the  Xastern 
countries  but has been  concerned  above a l l  w i t h  haruonising 
and encouraging the growth of t rade  re la t ions,   bear ing  in  mind 
the  need to  avoid any action which could hamper the  inpleraentat 
t i o n  of the common commercial policy. It has s ta ted  on several 
occasions that, i n  corqliance with the recommendation o f  the i 
10th Session of the BC3 Trade Development Committee, it i s  
prepared  to examine  any  problems t h a t  might a r i s e  8-S a 
consequence of  in tegra t ion  i n  accordance with a procedure 
acceptable t o  all, t he   pa r t i e s  concerned. Also, it has invariably 
tried to adopt a pos i t ive   a t t i tude  towards the var ious  feelers  
put ou t  by the  Zastern  countries  without  giving  too rami1 weight 
t o  the  formal  aspects of these contacts, I 

8, On the  Eastern  side,   the  init ially  negative view o f :  
the  Commity*s  chances o f  success has now given way t o  a much 
more object ive  a t t i tude.  None the   l ess ,   the  Zastern z t t i t ude  
a t  the diplomatic  level is still  one of  great  wariness. This 
negative  position i s  mainly a t t r ibu tab le  t o  the USSR which ha8 
been affected by the 'timpact o f  integrationll i n  its dealings 
with the Community and views  the problem i n   t h e  l i g h t  o f  world- . 
wide policy  considerations, The Peoples'  Democracies, on the  
other h a d ,  w h i c h  e2por-t agr icu l tura l  commodities and f inished 
01' semi-finished  products,  are  mainly  concerned w i t h  t a r i f f  
and trade problems, the  agricultural regulations and 
l i be ra l i s a t ion  measurese They are  COiISCiOuS i n  varyins 
degrees of the.need  to'improve  their  cornpetitiveness 03 the  
Conmmity  market  through  negotiations and are   t ry ing  t o  f ind  
ways and means of achieving a  realistic^^ policy t o  this ef fec t  
without  Jeopardising  the  general  policy of the  Soviet bloc 
vis-&"is the  Commity.  This desire  f o r  negotiation i n  some 
f o r a  or other with the  Cornunity seems t o  have becone keener 
as a r e s u l t  of the  present enlargement which the  Peoples' 
Democracies f ind  dis turbing from the  economic standpoixt. 

9. A common external t a r i f f  i s  applied t o  non-members 
of the Community with which there are  no agreements. 

( L i )  The cornon impor t  system 

10. A common import system was l a i d  dorm i n  I3.K i",e@ation 
r m b e r  109/70, dated 19th December, 1969, the  fundamental 
pxbq ip le s  of which  can be summed up a s  follows: 

i 
N . 4 . T Q  ' C Q N F I D E N T I A L  
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- preparation of  various  schedules of goods (one 
schedule f o r  each East European cownti-*y) &ich may 
be imported f reely,   i .e .  which w e  not subjec t   to  
quant i ta t ive restrictions. These schedules are  
"autoaoraou" i n   t h a t   t h e  Commnity may uni la te ra l ly  
revoke specific-.- l iberallsation measures sho;zld they 
be found t o  run counter t o  i ts  interes-bs; 

- B  rovïsions f o r  screening and regulating  inports 
a t  th2 request of a member s t a t e  and by decision 

of  the Commission) which a re   re la t ive ly  sensi-ki've; 

- procedure f o r  the  adoption of adequate s:e%?guards 
in  the  event o f  se r ious   p re judice   o r   th rez ts   to  
Cornunity  production. 

11. It should be noted in this context t h a t  t h e  l eve l  of  
common l ibe ra l i s a t ion  iil the framework of t'ne EZC i s  par t icu lar ly  
high a t  t h e  present t ine .  The common schedule provic?es f o r  the  

' l i be ra l i s a t ion  of 930 fill t a r i f f  items and 60 par-tial tariff 
items (of  *the1;090 items sub,jecfJ t o  the cormnon t a r i f f )   i n   t h e  
case of GATT and assimilated  countries.  For the  Ezst ,   the  
number o f  i t ens   var ies  from c o w t r y   t o  c o u n t r y o  but iC has 
already  risen  considerably by comparison with the   l eve ls  
o r i  i n a l l y   l a i d  down 9n t he  above  mentioned Re@atio:?- ?IuiJer 
lG9 7 70 (537 f u l l   t a r i f 2   i t e m s  and 128 p a r t i a l  t a r i f f  i-bess f o r  
Poland,  Czechoslovakia,  Bulgaria, Hungary and Romania; 473 f u l l  
ta r i f f   i t ems  and 140 pa r t i a1 , t a r i f f   i t ems  f o r  the  USSI aad 
Albania). 

12, A s  f a r  future common pol icy on l iberal isabiol- ,  a 
- I -  . decision of  the Council , dated 26th J a y ,  1971, se ts   ou t   ru les  

f o r  co-ordinating by 1974, the  process of  l i be ra l i s a t ion  
i n i t i a t e d  by the Community countr ies   in   the  context  of t h e i r  
policy f o r  iniports fron the  Eastern  countries. T h e  main 
fea tures  of  the system thus adopted  are as follows: 

- agrement on i: maximum number of r e s t r i c t ions  
which each member country underbakes EO-t t o  exceed 
i n  i t s  t ransact ions with t h e  Eastern  couy%ries as 
from 31st December, 1974; 

- a yearly  schedule  for  l iberalisation measures for 
the  period 1971-1974, t h e  aim being t o  e l ininate  
the   p resent   quant i ta t ive   res t r ic t ions  m d  gradually 
t o  bring them down t o   t h e   l e v e l   s e t  f o r  1974~; 

- compulsory consultations between neaber  coultries 
designed t o  ensure  that ,  should  'one of  them object 
t o  a l i be ra l i s a t ion  measure planned by aqother  
member country,  the  matter would  be referred t o  
the  Council. 

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

(iii) h o r t  policy 

13. W i t h  regard t o  exports,  under the terms o f  Art ic le  113, 
the  Community is  required t o  pursue a common cornercial  policy. 
As things  stand at present, this policy  comprises: 

- on the one hand, rulès governing  l iberalisation md 
re s t r i c t ions  on exports  (Regulation number 2603/69, 
dated 20th December,  1969,,, Official  Gazette  dated 
27th Deceraber, 1969, page 25) ; 

- on the  other hand, export  asslstance schemes,  which 
are  applicable  to  the  extent  permissible  mder 
internat ional  law. A common policy i s  also being 
worked out f o r  export   credits znd credit LaaraCees. 

14. A procedure f o r  consultation between member s t a t e s  on 
c red i t s  of over  five  years has been i n  force since January 1965. 
Decisions to   g ran t  long-term credi ts   are   taken by aember s t a t e s  
only a f t e r  comments have  been submitted by their  par-ixers. In 
addition, common pol ic ies  with regard   to   suppl ie r   c red i t s  were 
adopted by the  Council on 27th  October,  1970 and w i l l  come in to  
effect   before   the end of the year, along with the cox--esponding 
premium systems.  Other  aspects of common policy w i t h  regard 
t o  guarantees and export   credi ts ,   par t icular ly   the -bercl f o r  
which c r e d i t s  should be awarded, i n t e r e s t   r a t e s  and such l i k e  
considerations,  are  being examined.. 

(iv) Anti-duping  regulatipn 

15. Anti-dumping Regulation number 459/68 dated 
5th  Apri l ,  1968, (Official  Gazette - 17th Apr i l ,  1968) s e t s  
out  the  procedure t o  be appl ied  in  this field and also Epplies 
t o  s ta te   t rading  countr ies .  

(v) Common Agricultural   Policy 

16. . The Common Agricultural.  Policy is applied to the  
East European countries i n  the same  way as t o  -other third- 
party  countries.  I L  should  be  noted  (see s t a t i s t i c d  L'!!ex) 
that the  East European countriest  share of Community inpol-ts 
has r isen.   In  1958, the  countries with planned economies 
provided  the Community with 4.196 of i t s  t o t a l  importx of 
control led  agr icul tural  goods. The proportion  rose t o  9.6% 
i n  1970. This more khan two-fold increase was ccu-pled with 
8 four-fold  increase  in  the  absolute  value of Eastern  exports 
of these commodities t o  the Community, which totalled! aluost 
half a milliard do l l a r s   i n  1970. 

l?. A detailed  examination of import s t a t i s t i c s  shows, 
moreover, t h a t   t h e  sales trends f o r  t h e   d i f f e r e n t   p l m e t !  
economy countries have not been ident ical   in-each  sector .  
The f luc tua t ions   re f lec t  a more e f fec t ive  organiza-tio:i of t rade 
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or   g rea t e r   ava i l ab i l i t i e s  of agr icu l tura l  produce, Of"'en, 
cer ta in  East Europe,w countries have,  because o f  inadequate 
local  production,  begu to buy from the West the  agricul-hral  
produce - grain,  pork meat,  poultry and other goods - which 
they  previously so ld  t o   t h e  Community. 

(b)  Contract 

18, The bas i cdac i s ions in  th i s  area  are: 

c 

- Articles  111 and 113 of the  Treaty; 

= Decision of 9 th  October,.  1961 (Official Gzzette of 
4th Kovenber, 1961) concerning  the  stadardisation 
of the  duration of t rade agreements with third- 
party  countries,; 

- Decision of 16 th  December 1969 (Official  Gazette, 
dated  29th December, 19691 e 

19. The decision of  16th December, 1969 lays d o m  the  
procedure for nego-biating agreements with .third-par-& couiltries. 
Since the  end of the t ransi t ional   per iod,  all negotiations 
leading t o  t r e a t i e s  o r  new arrangements, o r  t o  the  nodification 
of those  that  already e x i s t ,  must be conducted i n  zccor6aizce 
with a Community procedure. The decision however pro-Jir?,es, 
i n  T i t l e  III, f o r  the  s i tuat ion  created by the fac t  t1lz-L the 
East European cotlntriss  are still opposed to such negotiations 
on p o l i t i c a l  grot.mds, it i s  s t ipu la ted   in   Ar t ic le  9 t h a t ?  
unt 
mea a t ion  of  the Comission aacl 2.f.ter 
pr ior   consul ta t ions,   authorise   bi la teral   negot ia t ions between 
member s t a t e s  and ce r t a in  third-par*y c m a t r i e s  where 

". the  Comcil  may, as an exceptions1 

negotiations  in  accordance with Art ic le  113 are  EO'; 

20. Under t h i s  procedure, a l l   t ae   bas ic   p rovis ious  of  the 
proposed  agreements insofar  as t rade i s  concerned raw% he 
subject t o  co-ordinztioa,  This  co-ordination shoulZ also 
produce conclusions which will serve-:zs  guidance t o  %he ~ienber 
state  dxring  the  negotiations.  

21, , The agreements  between member s t a t e s  and Yne d i f fe ren t  
East European countr ies   are   val id  util 31st Deceubel-? 1974 ancl 
a l l   inc lude  a revision  clause t o  th.e effect  that  the zgreements 
may be adapted t o  neet  the  requirenants of the cozmon corm1ercia.l 
policy o r  be abrogated. subject t o  one year's  no-tice. 

22, By v i r tue  o f  i t s  powers- as regards  the cozmoa 
agriculturzl   policy,   the Commission has agreed t o  8 score of  
!arrangemonts" based oa the   agr icul tural   regulat ions.  These 
arrangements,  concluded between representatives 02 Ss.& 
European  government departments and o f f i c i z l s  of  Cie ComissiorLrs 
staff, comprise, on %he one hand, a commitmen% enkered. in%o d n  

-l 22- 

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



i 

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

behalf of the  third-party country by the competent au thor i t ies ,  
t o  the  effect   that   exports  of  a given  item w i l l  be guaranteed 
at a 'predetemined  level   ( threshold  pr ice)  and, on the  oi;her 
hand, m undertaking by the Commission that, i n   r e t u m ,  it will 
not levy supplenentavJ  charges on the item  concerned. The 
arrangements  also  provide f o r  the  creation  of a  system for the  
exchange of  information  (see list a t  Annex) 

B e T I A T I O N S  

23. In   the  mult i la teral   context ,  the Community has been 
a par ty  t o  t rade agreements  involving  Eastern  countries. 

- During the  Kennedy Round, the  Csmmunity as such 
negotiated with Czechoslgvakia (a founder member of 
GATT) , whose signature &us appeared  next t o  t h a t  of 
the Community. 

- The Protocol  for the accession o f  Poland was a l so  
negotiated a t  Community l eve l  duri- Kemedy 
Round and i t s  Preamble s t ipu la tes   tha t :  "Trie 
governments  which are   contract ing  par t ies  'Co the 
General Agreenent on Tariffs and  Trade, t he  
European Economic  Community and the  GoverArnent of 

" 

c the  ' Polish People * S Republic  have  agreed 2s  follm;s", 

- T'ne -Protocol f o r  the  accession of Romania signed 
i n  1371 was also negotiated a t  Com#?iT?evel. 

T h i s  i s  likewise t ruc  f o r  the  negotiations with a 
view to the  accession of Hungary. 

24, In short, tlzc Community has, i n  compliance with 
Art ic le  110, s t r iven  t o  contribute t o  the  orderly  expamion of 
t rade  with the  s ta ta   t rading  corntr ies   of   Eastern Europe. It 
has, t o  the  best  of i ts  a b i l i t i e s ,  sought t o  smooth ou% the 
d i f f i c u l t i e s   a r i s i n g   i n  one sector o r  mother. However, it has 
been  unable un i l a t e ra l ly  t o  f ind  a solution t o  e l l  the problems 
facing  socialist   exporters.  PASO, i n  view o f  the abnomal 
re la t ions  prevzi l ing between the  Cornunity aid t a e  various 
Eastern  countries, it ha5 not been  found possible t o  consider 
how t o   c r e a t e  an economic m d  legal  cl imate conducive t o  a 
aore  notable  expansion of trade. 

25. Til'ith the comon commercial policy now esteblished, 
there   are  now more rea l i s t ic   p rospec ts  of  tacklirmg, together 
with the   s ta te   t rading  countr ies ,  the  wide range of px-oblems 
raised by the col2plex pat tern of trade. This i s  in keeping 
with the   po l i t i ca l  w i l l  t ha t  now exis t s   to   s t rengthen   Xs t /Yes t  
d8tente. 

N A T O  C O N F I D E N T I A L  
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N A T O  C O I j F I D E N T I A L  .- 

1, En 1971 Cornunity  imports from East-33uropea.n &ate  
t rading  countr ies   total led $5,191 million. As c m  be seen 
from Table I, this represents a 157;' increase over 1970, L e .  a 
rea t e r  rise t;ha t h - k  recorded i n  1970 (+ 135;) fa1 t 3 e  -P . astern countries have  succeeded in   s tepping up t h e i r  sales, 

altbough a t  d i f fe ren t  rates - . ' 

2. Poland's sales growth i s  especially notzble, since it 
is  well above averqge and continues the  trend  noted Tor 1970, 
when a 30% increase was recon3ed. 

3. Cornunity  exports t o  Eastern  countries in 1971 went 
up by l3%, as in 1970. The ,-rise An s a l e s  to the USSE ,&.S s t i l l  
very low, as i n  1970, whereas s a l e s  t o  Hungary are  increasing 
very sharply and have alnost doubled in tFJo years. 

4. After a two-year depressed  period,  sales t o  Polsnd ' 

have also picked up, so much so that  Poland i s  now occupying 
the th i rd  place instezd of  Romania; s a l e s  t o  BLLgai-j-2, on the 
other harrd, show a relative  decrease.  

N A T O  C O N F I D E N T I A L  
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In millions o f  dollars 

Albania 
Bulgaria 
GDR 

Poland 
Romania 
Czechoslovakia 
USSR 

T o t a l  

1958 

1.9 
25.7 
34.3 
57.9 
141.4 

46 , O 

109 5 
207 5 

624.4 

1971 index 
1970 = 100 

109 
106 
126 
130 
120 
110 
121 
101. 

12.3 

_Y____;____ 

r 4.0 

"""".._ 1 - ! ." ~- 

TABU III: Trade  balance 
In mill ions of dol la rs  

5 .  It i s  c lear  from Table III that the  drop in the  
Community's overall   credit   balance i s  due t o   t h e  fall-o2f in 
i t s  net  earnings from transactions with the  USSR, whose sa les  
t o  t he  Community a s  in 1970, although a t  8 slower pace h.ve 
sharply  outstripped i ts  imports from this source. 

the  Peoplest Democracies  have gone up by 6296, inports  from 
these  countries  having  increased by 16% and exports t o  them by 
24% . 

\ 

6. In contrast ,   the   net   earnings f o r  tranSaCtioAS with 
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. .  

8. The d e f i c i t  of Bulgaria, Hu-gary and, above a l l ,  
Czechoslovakia  vis-&-vis  the ColiuIlunity has  increased: Bulgaria, 
by $10 n i l l ion ;  Hungary, by $56 million; and Czechoslovakia, 
by $39 mil2.ion. Thus, t he   t o t a l   de f i c i t  f o r  these  -three 
countries now stands a t  .$260 ni l l ipn ,   i , e ,  $106 Illillion more 
than i n  1970. 

3, On the  other hmd, Ronmia's  deficit  has dropped from 
$35 mill ion  to $17 n i l l i on  and Albania's from $6 n i l l i on  to 
$5'i<il13033,, w k i Z e  Polaad has increased its net earnings fron 
$56 Taillion t o  $89 nillion. The GDR, however, shows a de f i c i t  
of $8 rxillion this  year, as against last  year's  credit  balance 
of $14 million, . . . .  . . . .  . 

, 
Trade patt-ern 

of nanu2actured  cornmodities, m d  especially  capital  goods, 
whereas iraports from the  Eastern  countries  consisted of 
agricultural  products, raw nateerials and seni-finished  productso' 

il, The low proportion o f  nmufactured goods Fqxwted 
fror?? these cowtr ies  i s  not due t o  the com~or\, comercia1  policy, 

LO, In 1970, . a s   i n  1971, Corxmnity eqor t s   coas is ted  rrainly 

12, True, %he quota system is not designed t o  pronote trade 
in tiiese goods, However,  by helping t o  standardise  trade 
practices and by restoring a more s table  atrrosphere,  quotas 
indirectly  exert  a positive  influence on Eas-t/Vest trade as a 
whole, Often, t oo ,  they are only partly used  u2, which groves 
that  the real probLen l i e s  elsewhere, 

13. The basic question f o r  East/tkst  trade a t  the present 
t ine i s  whether o r  2 o t  the  ccuntries with plamed  econoxies vil1 
be able   to  change the  pat tern of their   exports -to the West 
without  delay so that East/Yest trade takes broadly the s w e  
f o m  as that  between the   indus t r ia l i sed   cout r ies .  

lL;@ The proport ion of  namfactured goods' Ziripor-ted from 
the  Eastern  cow.tries t o  'the  Cornunity  remains v i r tua l ly  unchanged, 
especially  bearing  in mind the  effects  o f  the th i rd  indus t r ia l  
and teclmological  revolution. As i n  1353, only 22% 02 i a p o r t s  
froa  the USSR consist  o f  mrwfacturerl goods, which accomt f o r  
a l i t t l e  nore  than 30% of iiaports froa the Zast Zuropean countries 
as  a vihcle, as against 27.1% i n  1958, whereas in   t he  same period 
the  proportion of nzcnufactured goads in the Comnrmityt s luports  
f r o n  a l l  the   indus t r ia l i sed   cowtr ies  rose f r o 2  4546 in 1958 t o  
639; i n  1970. It i s  t rue  that these  couxtries produce  sone goods 
especially f o r  export ,  devote great   effor t  t o  marketing, pay 
special, a t tent ion t o  advertising and t o  consumer "castes and 
requirenents, do the i r   bes t  t o  consolidate ties with consuqers 
and have established  highly  efficient;  after-sales  services. The 
fact   that  sone countries were newcouers or? tne  market f o r  cer ta in  
comcdities has n.ot proved t o  be an inslxperable obstacle, as i s  
demonstrated by the headway nade by Japanese sa les  i n  key sectors, 
such as electronics o r  cars. 

i\J A T O ,,C G N F I D E N . T  I A L 
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15. In  1.958, the  countries with planned economies provided 
4,176 of the Commnity's  overall imports of  res t r ic ted  
agricultural   products;   in 1970, the  proportion  totalled 9.6% 
This nore than two-fold incraase was coupled with a four-fold 
r i s e  i n  the absolute  value of  East Eu-opcan e q o r t s  o f  these 
products t o  the  Commity,  which total led  near ly  half a mill iard 
dol lars  i n  1970, 

16, It is true that  during the las t  ten  years3 . the.  pattern 
of agriculture has undergone many. changes, in both Bast and lkst, 
Consumption has  altered,  and with it demand, so t h a t  the 
avai labi l i t ies   for '   expoï t  are not  the sm-e. Nor has  production 
developed uniforuly in al1 sectors o r  i n  a l l  countries. 

Eastern  countries cane t o  $208 mil l ion  in  1970, whereas i n  
1958 they  totalled  only $17 nilliol?, and o i l  seeds m d  oils 
have risen fron $7 n i l l i on  'Co $86 n i l l i o n ;   g r a i n   i q o r t s ,  which 
used t o  head the l ist  ($24 million) f o r  quota-restricted East 
Droyean agricul tural  products, have only a l i t t l e  more than 
dou3led ($59 n i l l i o n )  and egg inporta .  fiave.%afLen .fron-_. . 
$22 nillion to $4- nil l ion,  

17. For exaaple,  the Comrmnity*s beef inports  fron  the 

18. Moreover, a searching  analysis of the import 
s t a t i s t i c s  reveals that  the sales of the   d i f fe ren t  planned 
econoay countries have not developed uniforaly in each sector, 
Tnese fluc-l;uations ... re~~ct--a-.rilore-ef~lcie~ t rade-orga iza t ion  
o r  better ava i l ab i l i t i e s  of agr icul tural  products. In  m a n y  
cases, as a r e su l t  of inadequate Local production, sone Eas3 " 1. . 
European countries have star ted to procure f ro= the West 
agricultural  produc"~s (cereals, pork,  poultry,  etc. ) which 
they used to  export t o  the  Comunity, 

-. * .- " ..__ 
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..A, . Xis tor ica l  Banlqground 

i. In considering  the  evolution of CO?t€3COE countries' 
Âoi-eim trade,  a d is t inc t ion  must be dram between the USSR and 
the rest OP the COI'BCON. 

(a)  

2. The Soviet Uizion i s  only t o  a lirnited degree  dependent 
on foreign trade: e q o r t s  represent about 2.5:: of GiaTP (against 
4-.2$6 fop  the  United States) and about $52 per head of population 
(against  about $216 i n   t h e  United States) .  This s i t u a t i m  is  
due t o  geo-economic  and his tor ical   factors .  The USSR disposes 
of an imrnense t e r r i t o r y ,   r i c h   i n  re.sources of  a l l  kinds. Its 
s ize  and pop la t ion  make it possible,, as in   the  United States , .  
t o  cWry on the f u l l  range o f  economic ac t iv i t i e s  and t o  produce 
on a la rge  scale,  Traditionally the Russian  policy has been one 
of achieving  independent econornic  power thou&  self-sufficiency. 
" PzveEtheless, i n  recent years this policy  has been at-tenx:ated 
by a shift . i n  Soviet   pr ior i t ies  towards procuring high technology 
items, e.g. conlputers, electronics,  chemicals,  not  readily 
ava i lab le   f ron   bues t ic  o r  COPECON sources. This trend has led 
t o  an upturn of. general   Soviet   interest   in .foreign trade which 
is likely t o  remin ac t ive   in   the  short and medim  terns,. and 
will, doubtless, proeuce a more flexible  outlook  in  trading 
with the West. 

3. Until   recently,   the  Soviet   at t i tude towards foreign 
trade  iadicated a lack of  preoccupation with marketing. However, 
the  Soviets  are  beginning t o  show increasing awareness o f  the 
importance of marketing techniques  in'"deve1oping their  cornerce 
with the Ifest. This has been ref lec ted   in   cer ta in   p res t ige  
coLmercia1 areas, such as aircraf t   sa les ;   the   Soviet  Union haw. 
nadep f o r  exaxple, joint arrangements with a nu-nber of Vestern 
companies t o  pronote sales of the Yak-40 a i rc raf t .  As regards 
trade vi t11 the West, about a f i f t h  o f  to ta l   t rade ,   the  USSR has 
been a substantial  exporter of agr icul tural  produce,  timber, 
ores, fue l s  and semi-manufactured goods. For most of  these 
products  there have generally been ready markets obviating  the 
need t o  study  the  evolving wants of buyers i n  the world. Most 
of  the e q o r t s  of  engineering and other manufactured products 
zre destined  either to the COXECON area o r  to cer tain LDCs 
receiving  Soviet  aid 0 economic and mil i tary - where the 
question of  marketing  hardly arises and the polit ical   motivation 
behind th i s  trade is often  stror,g(l). 
(11 Soviet t rade  with other Communist countries and wi-kb LPCS 

I 

represents respectively  about 65% and about 13% of  the to ta l .  
N A T O  C O N F I D E N T I A L  
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N A T O  C O N F I D E N T I A L  

4. The limited importance of  foreign  trade  in  the  Soviet 
econofily, the  sptern of  centralised  control,  and the stake 
nonopoly of foreign  trade have made it possible f o r  the  Soviet 
leaders  to  subject their forci@ t r a d e   t o   p o l i t i c a l  consider- 
ations. This i s  par t icular ly   t rue  in   the  case of  Soviet  trade 
with other Comunist  countries and cer ta in  developing  countries 
e i ther  when it has been a r t i f i c i a l l y  boosted (Cuba, Egypt and 
the COl4ECOH area) o r  when it has been suddenly broken off 
(Yugoslavia i n  1948, China i n  1960, Albania i n  1961). Trade 
with the West is based on solid economic reascl,-, '%ut here too  
there have been instances i n  the   pas t  of poli t ical   interference: 
e.g,  Finland,'  Israel, 

(b) East European countries 

5. !The posit ion of the  six  srdaller East &ropean courltries 
is  very  different.  None o f  then has a range of  mzterials 
anything l i k e  t h a t  possessed by the USSR; iraports of  these  are 
essent ia l  f o r  t he i r   i ndus t r i a l  programmes. Their  internal 
rnmkets are small and t o  produce on the scale  large enough t o  
be real ly   eff ic ient ,   they must l i r a i t  t h e i r  range o î  output and 
spec ia l i se   in   cer ta in   l ines ,  They are  more dependent on foreign 
trade than is' the USSR, altnough  the  degree of  dependency does 
vwy considerebly. The r a t io  of e d q x r t s  t o  GNP gives a neasure 
of t k d s  dependence: Romania and Poland,  about 10;;; 
Czechoslo&&ia, East German and Hungary, betweer, 14% and 17%; 
Bulgaria, s l igh t ly  over 205' ? 

6. ?:hile,  as in  the  inter-war  period, the foreign  trade 
4f these  countries was overwhelmingly with Western Europe, Gemany 
in, ,particular,   there  has been a conplete  reversal as a resu l t  of 
t h8   po l i t i ca l  changes Uhich took place i n  Eastem Europe a f t e r  
1945. With the exception of Rornm-ia, which does aliaost half  of  
i t a  fore ign  trade with non-Communist countries, a l l  the  other 
nenbers o f  the Warsaw Pact have conformed t o  what has becone a 
regular  pattern  within CONECON, that about  two-thirds of f o r e i m  
trade  should  take  place  with-socfalist  countries. The Soviet 
Thion has becone the dominant trading  partner  through i ts  hold 

ver  production  organization and markets, u t i l i z ing  i t s  b i l a t e ra l  
trading agreements t o  impose on the  other members a trade  pattern 
to s u i t  i t s  own p o l i t i c a l  and econonic aims. These agreements, 
Within the  CO1,ECOM frmework,  therefore, have  been  used t o  pre- 
empt the foreign  trade  potential  of the East European countries 
a d ,  thereby,   res t r ic t   the  possibi l i t ies  o f  eqanding  trade with 
the West. 

7. Other serious inhibiting  factors  include  Soviet 
pressures towards greater economic cohesion i n  COKJ3COM via  the 
20-yeEW "Coapiex h t e g r a t i o n  Prograrmeif, ' appz-&&d 231 ;8u3y 1971, 
IMch  provides  for such developments as mult i la teral   p lan 
co-ordination,  finmcin  through  the p.loscow based.md sponsored 
I3EC and I I B  agencies(l7, a unified  currency, etc. 

'Il) International Bctnk f o r  Zcononic Co-operation - 
International Investment Bank 
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If this integrated  policy were t o  prove  successful, it could 
decelerate  t ie  impetus towards greater  East/West  tracie  over t h e  
next two decades(1.).  Although it i s  somewhat early t o  judge the  
ul t imate   resul ts  o f  t he  FPCcrnplex Integrat ion  Pmgrameef  i t s  
initial phzse has thmwn up a la rge  number of techmical and 
organizational  problems, and the  chances are that  fu l l  imple- 
mentation will take many years.  Inevitable  resentment by the 
o ther   Bs te rn   count r ies  a t  Soviet   effor ts  t o  h inder   fur ther   the i r  
economic autcnomy could well make the  USSR l ess   en thus ias t ic  
about  maintaining an unrea l i s t ica l ly   h igh  volume of t r ade  with 
i t s  COMECON partners,  a l though  pol i t ical   factors  w i l l  doubtless 
ac t  as a counter-balmce  here. 

C e n t r a  

J 

8. Tradi t ional ly ,   the   highly  inst i tut ional ised systems of 
centralised economic controls  throughout COMECON, m d  especially 
that of the  IJSSR, have  been l e s s  concerned with expanding foreign 
trade  than with sa t i s fy ing  domestic i ndus t r i a l   t a rge t s ,  Foreign 
t rade with non-Communist  2.!seas, i n   p a r t i c u l a r ,  has h i ther to  been 
considered as containing an element of risk and unc.ertzinty. It 
seems that the  USSR, however, i s  now emulating  increasingly i t s  
COîmCON p a r t n e r s   i n  that i t s  growing technology and corxmmer 
requirements  are  obliging it also t o  take a. g r e a t e r   i n t e r e s t   i n  
t rade with the  West, In   addi t ion,  it i s  c l e a r   t h a t   i n  many 
respects  the system of centralised economic control,  based on the  
Soviet   pattern,  fails t o  neet  many of the  requirements of t he  
East European  economies with  their   greater   re l iance on foreign 
comerce. The Eastern  countries do have a strong need f o r  
imports which cannot  be  satisfied by Soviet   capabi l i t ies ,  
especial ly   in   the  industr ia l   sector :  ~ imports o f  heavy  machinery, 
vehicles and technology by the  Eastern  countries  rose a t  an 
above-average r a t e  Over t h e   l a s t  decade r e f l ec t ing   e f fo r t s  t o  
aclvance indus t r i a l i s a t ion  and growth. It should .be added that 
central  planning  does  not  appear t o  impede bulk sa les  of  Soviet 
raw materials,  fuels and agricultural produce, 

9,  A sector  highly  affected by centralised  planning i s  t h e  
consuner f i e ld .  %as+, 3uropean consumer preferences and t a s t e s  
have te-vded in t he   pas t  -to be largely  ignored by the  planners; 
however, throughout CONECON, an increasingly  sophisticated 
consumer orientated  mzrket w i l l  presumably  cause more graphic 
shifts t o  occur i n  -the Eastern Europe trading  patterns.  Clearly, 
something must a l so  be done about the fundamental. economic 

(1) For example, Soviet  sources  provide  for an 8% upturn i n  
intra-COMXCON t rade  by 1975 compared with  approximataly 
6% with the West (average  annual  rates of increase). 
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; k A T O  C O N F I D E N T I A L  
i . .  . 

inefficiency o f  these  countries - a key reason why the  CONZCOIT 
Llenbers have been unable t o  accelerate   their   t rade with the Vest. 
laother  inpedlnent - t o  expanding Eastern  co~merce  outside  the 
COi-BCQN area i s  i t s  basic economic orientation towards the USSR, 
re1"lected i n  the  ser ies  of  bilateral  trade  agreenents between 
~ ~ ~ o s c o w  and its a l l i e s ,  and the resulting  lack  of hard currency 
ear..ings . ITevertheless,  the  Eastern  countries hs.ve endewoured 
nore  recently, with l i n i t e d  success, t o  introduce  sone  elenent 
of decentralisation and even the embryo o f  a inarket  system. 31 
W s  respect, Hungary seem t o  have been able so far t o  rzke the 
greatest  progress.  East European trade with the West which 
contains an inportant  elenent of manufactured  products and 
processed  foodstuffs would clearly  benefit from a rmre f lexible  
and decentralised f o r a   o f  planning, 

(b)  Subsidiary  role o f  noney  and i ts  e f fec t  on trade 

IO.  In considering  the  role  of noney  and its e€fect oz 
foreign  trade, two aspects  are  particularly  relevant: the  
convert ibi l i ty  o f  Comwnist  currencies and the  re la t ion between 
donestic and foreign  trade  prices. 

( i )   Conver t ib i l i t y"  . - . . 
. .- .. C.. --- . '. " .. .. - " - . 

11. The insistence of  the  East on b i l a t e ra l  trade. $aei?ds t o  
derive f r o a  the lack of convertibifhty.of t he i r  currencies. Li 
convertible  currency  requires  adequate  reserves, a suff ic ient ly  
strong  balance o f  paynents,.  a r e a l i s t i c  exchange r a t e  and 
excemal  confidence in  the  currency,  Indeed,  the  villinpess of 
Vestern  traclm  partners t o  hold Easter;? currencies would be a 
szlient  condition of their   convertibil i ty.  These factors  ere 12ot 
operative  in  the  case o f  the COPECON countries. The r e su l t  
orientates  the  Eastern  countries towards b i l a t e ra l  -trade a d  
pay;lents  agreesents which  reduce the need t o  use  foreign 
convertible  currencies. In  addition,  although  "transferable 
roublestt (t .r. ) were established as a cormon uni t  a t  the  sme 
noninal gold parity  as  Soviet  roubles,  in which a l l   t r a d e  
transactions would be  recorded, CONECON holders o f  credit   balaices 
hzve ncrt found the tor. usef'ul t o  procure needed goods, Countries 
which @.ass a surplus of t.r, frequently  find that i t ens  avzi2.abl.e 
f o r  procurenent  are not those covered by b i l a t e ra l  ÛgreeLen'Ls 
and that   these  re la te  t o  cormodities  not  very nuch in dermn6. If 
the t,r. were fully  convertible  against  Western c u r r a ~ c i c s ,  of 
course,  surplus balances could be used t o  finance  purchases of 
"hard com-oditics" f o r  the West, but t h i s  goal  renains a very 
l o q - t e m  . .  aspiration, , . . .  

.. . " . - 

'12. It could  be  argued tha t  t h i s  weakness o f  the Cowwaist 
monetary  system  does not  directly hinder East/West trade  since 
tr3fisactions  are  nearly always effected i n  Western currencies. 
TIliS i s  not  quite so since E t  present  the Cormmist countries, 
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. r. 

(ii) Relation between donss- t r z d m  

13. Tlze absence o f  the link between donestic mc? forei&- 
trade prices  in the  COP4ECON countries neans that there i s  no way 
02 assessing the  extent %O which foreign  trade. is  desirz.ble 
i n  econonic terns.  112pol"ts from abroad are  norzally des%ii?ed to 
r2ee.f; scarci t ies ,  Koreover, $Jestern  colrntries  are t o  soae sxtcgt 
also concerned by the unccrtzirii;y as to real   cost  of COS:@COE exports 
as evidenced by the  recument  preoccu2ction with the possibility 
of durqing. The absence o f  a coherent cost  st ructure  nay c l s o  
eq) la in  why it has been possible constantly t o  reserve t o  socialist 
corntries  the  conventional yroportion of two-thirds of COK3COE 
countries'   total  forzign  trade. 

( i l i )  "-.IL. RmiAer obstacles 

14, TIE s ta te  nonqqoly of trade m d  centralised planning 
have also created a nuaber of  g m c l l c a l  obstacles t o  Eas-L;/:?est 
trade which are br ie f ly  recalled here as nos t  o f  -then have already 
been dea l t  with i n  other papers: lack of business  contacts 
betwaen Eastern and Western flrns; umecessary secrecy in cad-e 
rilztters p even i n  t h e  stat is t ics  of foreign trade; s;xcLxn 
contrzcts  contain climses which tend t o  discrininziie a g z b s t  
Ycs'r;ern businessnen; discrinination through adninistrakive 
Trocedures against pafiicznlar countries and fims; f o r  certain 
seiyices Uestern finds itre forced t o  use o:*ganizatio:ls 
designated by the East (e.g. tm.nsport m d  b d i n g )  

L 

II. 

15. Without F ox" courseF seeking the introciuc-Lion of 
- f l m a e n t d ,  changes in the economic systen o f  the Zastern 
countries, "'tlrestem countries  could  avail  tlzenselves o f  the 
op;Jortui?ities prescnted at a CSCE t o  er:~phasise tha t   the  ~:.?ajor 
obstacles t o  real is ing the. full"potential o f  East/Yest tm6e  =e 
in t h e i r  view those outlined i n  pwagraphs 7 t o  14 above. Vestem. 
cowltries could e q r e s s  their  will ingness  to co-operzte with t h e  
Eas-tern courtries i2 e;ra-.lining the poss ib i l i ty  of  uini; . l is~-~ the  
e f f ec t s  o f  these obstacles. 

16. Thzt the  proA20sal i n   I t e a  T I  bc hccepted. 
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1'7. As regards Eastern Europe, there  is cmisiderûble scope 
for increased  trade with the Nest  provided that there  i s  soxe 
re-orientation in the  production pattern. However, equal 
erilphasis should be placed on the entire range of trade pronotio;? 
activit ies,   especially  narketing,  hitherto largel3- ignored by 
the East, especial ly   the USSR. Western  markets should be 
surveyed in   greater   depth and Eestern production  patterns 
uodified  zccordingly. 

18, Nul t i la te ra l   t rade  and settlement should be encouraged; 
nerchants, firns and trading organizations should be free t o  buy 
and s e l l  i n  narkets of their   choice without hev- $0 subnit t o  
the requirenents o f  a b i l a t e ra l  clearing and settlenei.1-l;. 
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I. PROBLEM 

1. Hitherto, East/West t rade has not been  hindered  tlirou@i 
lack o f  finance, The w i n  source o f  finance a t  the d i s p o s a l  of 
Eastern  countries  continues t o  be export  credits  guaranteed by 
Western -public o r  semi-public ins t i tu t ions9 .  a system which allows 
f o r  a cer ta in  amount o f  supervision and control  over  the volume 
and  te rns  of cradi to  CXtend-ed t o  the  Eastern  countries. While 
the  size of the  deals  currently  under  discussion w i t h  the  Soviets 

more akin t o  investments and  which will require  substantial   private 
capi ta l ,  i t  i s  expected tha t   the  main source o f  financing will. 
continue t o  be private  credits  guarszteed by public o r  semi-public 
i n s t i t u t ions ,  Thus, at  the present; time,  there is no apparen+  need 
f o r  any new mestern in s t i t u ion  t o  finaace  Eastern  purchases  in  the 
West , 

1 i n v o l v e s   f i n a n c i a l   c o ~ i t n e n t s  o f ’  a s i ze  a n d  duration which are  

2,  The individual  Eastern  countries  are  steadily  adapting 
the i r   f inanc ia l   ins t i tu t io l r s  t o  î a c i l i t a t e   t h e  continued inf low 
o f  Western financial   resources,  The I R E C  ( the  International Bznk 
f o r  Econoinic Co-operation) which was previously  concerned  mainly 
with clearing intra-COnGCON trade? has borrowed i n  a l l  about 
$140 million from Westc;m consortia. Though modest i n  them- 
selves  these sums a re  thought t o  be  the  prelude t o  l a rge r  loans, 
It i s  possible, t o o  that  the LIB (the  International Investment 
B&), recent ly   set  up t o  f inance  projects which would pronote 
inte,gration  within t h e  COfiECOEp might  seek  funds on Western ’ 

markets, These i n s t i t u t i o n s  could become a screen between the 
East European countries and other  sources of  funds i n   t he  \Test 
which would  normally be direct ly   avai lable  t o  them. The E a s t  
Euro-pean countries  might  therefore  find it more d i f f i c u l t  t o  
promote indus t r ia l   p ro jec ts  t o  which the  Soviets m i g h t  object ,  

. .  thus  further  strengthening  Soviet   control  over  their  economies. 

3 *  It can  be  argue$$ that a new s i tua t ion  i s  emerging, the 
economic and  pol i t ical   implicat ions of  which c a l l  f o r  new 
attitudes(1). Khereas over the f ive  years  1966/1970 the aveyage ” 

2, o f  new credits  granted t o  the  USSB by NATO countries was 

L’ forms ,  (a)  h the  past ,  Western capi ta l  equipment was nor- 

” ” 

(I) Western involvement in   the  Eastern economies t&es  several  

nal ly  s o l d  t o  Eastern  countries on c red i t   t e rns ,  (b )  The 
Soviets  increasingly favour the  arrangement whereby capi ta l  
equipment delivered- now i s  p a i d  f o r  by material  supplied l a t e r  
which does  not  entail. f o r e i p   e q u i t y  investment i n  Soviiet 
enterprises,   (c) Some E a s t  European countries  are  prepared 
t o  accept  minority  equity  investment  in  their  enterprises as 
an aspect o f  i n d u s t r i a  co-operation. ( d )  & o m s  raised. by 
Eastern banks on Western maykets do not  involve  equity 
investment. 
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$1.1 mil l ia rd ,  a f igure  of $3 milliard has been  mentioned recently 
i n  connection with a single US/Soviet deal. There  have  been 
suggestions that the  time has come t o  s e t  up an o f f i c i a l l y  sponsored 
Western c o n s o r t i m g   i n  which a l l  financial  groups9  large o r  small, 
m i g h t  par t ic ipa te ,  and which would be i n  a posit ion t o  exercise a 
measure o f  supervision  over  the f l o w  o f  c a p i t a l  t o  the East. So fa r  
the  idea has not evoked much enthusiasm in   o f f i c i a l   qua r t e r s9  which 
would prefer tha t   ex is t ing   ins t i tu t ions   cont inue  t o  adapt themselves 
t o  the changing s i tuat ion.  

4. . ‘ Nevertheless; it. i s  possible,  that  on the.   occasion. o f  
discussions i n  a CSCE cer ta in  East European govevnments m i g h t  
c a l l  f o r  the  creation o f  a j o i n t   o f f i c i a l  European f inanc ia l  .. 

i n s t i t u t i o n ,  A t  present  there i s  l i t t l e  reason t o  believe that 
such a bank would serve a useful purpose.  Attempts by the new 
Western bank t o  o f f e r  a new a l te rna t ive  t o  COMECON financing 
would most l ike ly   l ead  t o  fu r the r  weakening of  credit  terms a d  
encourage f u r t h e r   f i n w c i a l  ove.2extension b y  cer ta in  East 
European countries, Pkte i n s t i t u t i o n  would by i t s  nature be 
highly  pol i t ical .  It i s  also possible that  t o  gain  Soviet 
acceptance  the bank would have t o  accommodate t o  Soviet  design 
a n d  that ,  i n  f a c t ,  i t  would supplement and strengthen C0M;ECOM 
ins t i tu t ions   ra ther   than  weaken them. In any case, even if the 
VJestern authorit ies  decide t o  create any new i n s t i t u t i o n  in this 
f i e ld ,   t he re  would be no need t o  disc:uss  the scheme with the East 
o r  t o  j u s t i f y  i t  a t  a CSCE. 

(a )   Eas te rn   a t t i tudes  

5. Eastern  countries would no doubt welcome any incremed 
access t o  Western c a p i t a l ,  but s-ince there does not  appear t o  have 
been my hindrance t o  the f l o w  o f  cap i ta l  s o  far ,  t h e i r   i n t e r e s t  
i n  the  idea o f  a new i n s t i t u t i o n  would probably  be prompted by 
other  considerations.  They Ii1igL-t well  reckon, f o r  instcame, that  
a j o i n t   o f f i c i a l  body would probably be l e s s  preoccupied with 
the  purely  business  aspect o f  projects  than banking consortia. 
They m i g h t  a l s o  s e e   i n  a body of t h i s  kind an ind i r ec t  means of 
securing govenullen%-to-governnent loans. 

6 .  The l’ikelihood i s  that the  Soviet Union  would be l e s s  . 

in te res ted  i n  a jo in t  o f f i c i a l  body than the smaller East 
European states .   Despi te  the f a c t  that  in   Sovie t  plans r’ 

poli t ical   considerat icns   of ten outweigh purely economic ones, 
the  Soviets m i g h t ,  i n   f a c t ,   p r e f e r  to deal w i t h  Western f i n a l c i a l  
i n s t i t u t i o n s   r a t h e r  than have Western goverments   scrut inis ing 
the i r   p ro j ec t s  and  perhaps giving preference t o  those which 
could  enhance the economic independence of  the  East European 
s t a t e s .  
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7. There i s  evidence tha t  over   the  las t  few y e s r s   t h e  
Soviets   have  becn  t rying t o  ga in  some cont ro l   over   the  flow o f  
c a p i t a l  from Yest t o  East, s o  as t o  p r o t e c t  CoEmunist coun t r i e s  
such as Romaniap from becoming t o o  de;Iendent on  t h e   c a p i t a l i s t  
West. One means o f  ach iev ing  t h i s  sin would be t o  channel  Vestern 
ca$i ta l   th rough  the  CONECON banks- The USSR d.oes not  o f  course 
c o n t r o l   t h e i r   d e c i s i o n s ,  but i t s  inf luence  i s  s t rong .  It i s  
l i k e l y ,  f o r  i n s t ance ,  that  t h e  USSR would back p ro  j a c t s  tha t  were 
i n  Line with i t s  ovm concept o f  planned integration acd would be 
luke-warn t o  p r o j e c t s  that  might a l t e r  thLe i n d u s t r i a l   s t r u c t u r e   i n  
an East Europe?.% country s o  as t o  m ~ k s  i t  less, de2endent 
on  intra-CORiECON, and m r e  on  East ,%est   t rade.  So f a r  t h e  
East European  countries s t i l l  hc.ve d i r e c t   a c c e s s  t o  Western 
c z p i t a l  as wel l  ? S  through t h e  COMECON benksg but   increzsed  use 
o f  t he  n e w  Eiachinary vtill a l m o s t  c e r t z i n l y   r e s t r i c t  t h a i r  
freedon o f  a c t i o 2   i n  t h i s  r e spec t ,  It is ,  t h e r e f o r e ,  by no 
m a n s   c e r t a i n  t h a t  t h e  USSR would welcorne a new i n s t i t u t i o n  
which would be a r i v a l   c h a n n e l  t o  t h e  IBEC and which might Kake 
i t  e a s i e r  for t h o  &,st European c o w t r i e s  t o  o b t r i n  c z p i t a l  f o r  
p r o j e c t s  more t o  t;hGir l ik ing  than Ifioscow’s. 

( b )  Wes te rn   a t t i t udes  

8 .  There i s  rio evidence that the   bus iness  world i s  
p z r b i c u l a r l y   i n t e r e s t e d  i n  government  invGlvement i n  t h e i r  
f i n a n c i a l  deals with t h e  E w t .  Sone groups,  howeverp m i g h t  
welcorre th2 idea o f  ZII i n s t i t u t i o n  i f  i t  seeped t o  o f f e r  t he  
prosi3ect o f  govermlient guarantees  o f  l o m s .  

9. There i s  moreover no evidznce t h a t  Western  goverments 
are Znxious t a  msume a comnitEent i n  t h i s  f i e l d - ,  mos t  be l i zv ing  
tha t   the   p resent   a r rzngements  s h G u l d -  be nllcwed t o  imturEe They 
would u n d e r s t a ~ ~ d ~ a b l y ,   b e   r e l u c t a t  t o  commit public  aoney t o  such 
Sn i n s t i t u t i o n ,   t h e  mor2 s o  as Western banks could -provide a l l  
the   funds  which could  be  ec2namicelly ex2sen?ed, E v a  if Eastern 
governments  should p r e s s  the   mat te r ,   Yes tax   gover r !mnts  would no t  
be p e p r e d  i n  i x e s e n t   c i r c m s t a n c e s  t o  p z r t i c i p a t e .  

I I PROP0 SAL 

10. Western  gcverments  should  n.st  t ake  a n y   i n i t i a t i v e   i n  
t h e   s e t t i a g  up o f  a new i n t e r n a t i o n a l   i n s t i t u t i o n  t o  f a c i l i t e t e  
t h e   g m n t i n g  o f  f inance  t o  t he  E a s t .  If , however , the  rriztter i s  
brought up by t h e   o t h e r  side, they ; T i g h t  r ep ly  tha t  i n  present 
c i rcumstmces  znd t z k i n g  i n t o  account  the  adecuacy of e x i s t i n g  
nîech&nisms9 t h e   c r e z t i o n  o f  a new f i n a c i a l   i n s t i t u t i o n  would o f f e r  
no  advantage 
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N A T O   C O N F I D E N T I A L  

I, PROBLEM 

A. Basic factors 

(i) 

1, Compared  with the financial  contributions  of  the  Western 
industrialised  countries(l),  the  vo-lume..o.f..econornic  aid from 
East European  countries  to Third World  developing  countries  is o f  
only nominal  value.  There  are  strong  political  motivations  behind 
such  aid which, moreover, is subject to inflexible  and  ungenerous 
conditions. 

, -..,.: 

(1) Flow of financial resources to the  Third World in 1970 

fIn a i l l i a r d s  .of $) 

Development  Assistance  Cornittee  nernbers (OECD) (Australia, 
Austria,  Belgium,  Canada,  Denmark,  France,  Germany, Italy, Japan, 
Netherlands, Norway,  Portugal,  Sweden,  Switzerland,  United 
Kingdom, Unitetd States) 

T o t a l  flow,  public  and  private sector, net of which: 

" 

m e a r a  countries  and!  North  America 

Public sector:  .Development  assistance (net) 

Private sector:  Investments  and  loans(net) 
Other public flows  (net) 

E,xports credits  (net) 
Grants by pri-vate ,insti-tutions  (net) 

. - .  -.. TOTAL 

East European  countries 

New .official comaitments 
Gross aid actually  used  (estimate) 
Total net economic  aid flow (after  deduction of cap i t a l  
reimbursements)  (estimate) 

N A , T O  C O N F I D E N T I A L  
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N A T O  C O N F I D E N T I A L  

,.. . .. . . .  _.: 

2, In  terms of economic  potential,  these  contributions  as 
a whole  represent 0.78% - official  development  assistance  alone 
accounting for 0,3496 - of the GNP of members of -the DAC, as 
compared  with 0.04% of  the GNP of the  East  European  co~tries(1). 
To achieve  the  aim of assigning 1% of  the G W  to public and 
private  financial  resources  for  the  Third  World,  the  Western 
countries  would  have to increase  their  total  contribution  by less 
than one-third,  On  the other band, on the  basis of the  target 
suggested for official  development  assistance (O.’ï’O% of the GNP), 
the  Western  countries would have  to  double  the  amount of such 
aid,  while  the  East  European  countries  would  have  to  make a far 
greater  contribution  to  achieve  these  aims. 

O 

3. Economic  aid by the  East  European  countries is limited 
to a certain  number of Third  World  countries (42), while  aid 
from -the  West  is  distributed  among l35 countries and territories. 
Because of this,  drawings on credits  granted  by the,Eastern 
countries  represent  at  least one half of the  total  aid  received 
by some  countries  (Afghanistan,  Nepal, Iran, Iraq, Syria,  Egypt 
and  Yemen),  Although  Eastern  economic  aid  programmes  for  India, 
Pakistan and Indonesia  are  large  in  terms of volume,  they  account 
for only a small  fraction of the aid granted  by  the Western 
corntries , 

4 .  The East  krropeh?  countries  have  constantly  rejected 
any fora of aid when the origimting country camot.-be identified,* 
The Vest, in contrast, is increasingly  convinced of the  need  to 
co-ordinate  bilateral  and  multilateral.  aid  and  has,  to  this  end, 
set up consortia  and  advisory  and  aid  co-ordination  groups  where 
contributing  cousltries  can discuss the  situation  with  the 
developing  country  concerned. The Esst  European  countries  are 
not members of such  international  organizations  which  provide 
mt?ltila-teral  assistance as IBRD, IDA, Regional  Development  Banks. 
They contribute  to  the  United  Nations  development  programme, but 
on ly  to the tune of 3% of its  total  cost,  Since  this  contribution 
i F p  moreover, made in  non-convertible  currencies,  its  use  is 
lzmlted  to  the  financing of deliveries by the  donor  country(2). 

(1) Elis figure  does not take accomt of economic  aid  to  other 
Comunist countries (Cuba, North  Vietnam;Morth  Korea, 
Mongolia, and so on), Little  data  is  available on this 
subject,  It seems likely  that  intra-Comunisl  economic 
aid  represents 0,165: to 0.20% of the GNP of the  East  European 
countries . 
countries,  the  multilateral  bodies  have,  ,since  the  early 
sixties,  played an increasingly  large  part  in  the world- 
wide  offort  in  favour of development ($1.5 milliard  in 
3970 or about 18% of public  aid  by  the  West) 

(2) Despite  the  conspicuous  absence of the  East karopean 
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(ii) Indebtednesq 

5*  The  rapid  .rise in  the  indebtedaess-of, developing 
countries  over  the pas% decade  could  well  lead  to an increase in 
servicing  difficulties  for  some  of  them. By the  end  of 1969, the 
foreign  public  debt of 80.developing  countries  totalled $59 billion 
and was  increasing .at an average, a m m l  rate of 140/:. Since. 1960, 
there  have  been 21 cases O€ multila-Leml debt  re-negotiation at 
the  request  of  developing  countrieso  These  cases  of  debt 
re-scheduling  were  generally in response t o  actual or anticipated 
balance  of  payments  problems  which  resulted  from  inadequate  export 
earnings  or  capital  inflows.  Unless  export growth rates  inczwase 
at a faster  rate o r  higher gross capital inflows can be achieved, 
nore  developing  countries  than in the  previous  decade  may  experience 
debt  servicing  difficulties. 

6. The  indebtedness to East  European  countries  as a 
proportion  of  total  debt is greater  than  the  volume of credits 
from those  countries would suggest.  At  the  end  of 1969, such 
debt totalled sone $3.3 billion  or 59; to 6% of the  total 
indebtedness  for 80 developing  countries.  Furthermore,  deliveries 
of arms and  military  equipment  from  East  Zuropean  countries, and 
primarily  the USSR, account  to  a  large  extent  for  the  increase in 
this  indebtedness,  although  their  exact  value  is unknown, It is 
significant  that a number of developing countries which  could  well 
experience  debt  servicing difficulties are indebted to East 
European  Countriess  These  are: in Africa,  Ethiopia,  Ghana, filaii, 
Sudan and Tunisia; in the  Middle East, Egypt ,  in  Asia,  Afghanistan, 
India and  Pakistan; in Latin  America, Chile, Peru  and Uruguay. 

(iii) 

7. The trade drive launched  by  the  East  European  countries 
in Che Third Worid began in 1954, It was presented as offering 
the  under-developed  cow-icries  steady and rewarding new outlets  for 
their  raw  material  surpluses  on  the  one  hand  and, on the  other 
hand, new sources of procurement  of  industrial plant  and  complete 
Tactories  on  attractive  credit  terms  (twelve-ryea-r  loans  at 2% to 3%) 
repayable in local  currency. 

two  groups  of  countries  accounted  for only 5% to 6% of  the Third 
Worldss overall  foreign  trade in 1 ~ ’ i ’ O .  Transactions  between  the 
Third Wor>ld and tÂe  industrialized  Western  countries  were 12 to 3.5 
t.irnes meater, in value terms, than between  the fmmer and the 
East (17. Just  under  three-quarters  of  under-developed co9mtry 
expor-ts t o  the  East  European  countries  consist of raw materials 
while  %heir  imports  include  the  same  proportion  of  equipment, 
machines,  manufactured goods and  semi-manufactures. 

.(l) For example, imports from  the  under-developed  Third  World 

* 

8. Despite a rapid  rate of expansion,  trade  between  these 
- 

countries  represented  less  than 4% of total GDR imports  but 
almost 16% of  FRG imports 
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N A T O  C O N F I D E N T I . A L  

9, As regards  the  future,  it  seems  likely  that  the  Eastern 
countries  will  at  best  be  taking  only 8% to 9% of the under- 
developed  countriesr  exports  by 1980, while  the  Western  countries 
will  probably  continue  to  take over 70%, the  remaining 20% being 
accounted  for  by  transactions  between  the  developing  countries 
themselves. To the  extent  that  the  Soviet  Union  will  attempt  to 
reduce  the  technological gap which  separates  it  from  the  West,  it 
will  continue to assign a high  priority to the  development of 
intra-COMECON  trade and to  imports  from  the West. This  would 
leave only a small  margin for imports of raw  materials  and  consumer 
goods of tropical  origin  which  make a relatively  small  contribution 1 

to  the  growth of the East European  countries*  economies. 

B. Areas affordl. gossibilitiesfor immvement 

10, Western  experience to date  with  the  East  European 
countries'  approach to Third World  aid  problems  offers no reasonable 
expectation  that  the  political and propaganda.content of their 
progrmes will  be  significantly  reduced in favour of  true economic 
development  criteria.  Although  the  Western  countries'  aid 
p r o g r m e s  are  not  always  devoid  of  political  motivations,  the 
difference in degree  between  Western  aid  and  that of the East 
Europeea countries - especially  that of the USSR - is so great as 
to constitute a difference in kind,  making  the  Eastern  aid 
literally  incompatible wikh Western programmes, 

f o u r  specific  areas : 
11. Theoretically  speaking,  consideration  could  be  given  to 

- overall  financial  aid; 

technical  aid; 

joint  implementation of specific  projects; 
- stabilization 09 comrnodity  prices. 

(i)  Overall fiwcial aid 
4, 

12, Better co-O eration  between East and West on the  United 
(UNDP) could  prove  useful. T T  

extremely  small  scale and it  might  be  suggested  thst  they  increase 
tl1d.r parttcipation. So far,  however,  the  Eastern  countries  have 
consistently  tried  to  focus  attention  on  the  origin of any funds 
made  available to the  United  Nations  by  closely  associating 
themselves  with  the  projects:arising from their  contributions. 
They are  unlikely to agree  to  increase  their  contribution t o  any 
:oint  efforts. 

to  this  at  present,  but  on an 

13. It  might  likewise be envisaged  that  the.Eastern.countries 
which provide- 

onal Development 
favourable  response 
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from the  East European countries  are  probably even smaller  than 
i n   t h e  pi-evious  case. If they  nonetheless  express a desire  t o  
par t ic ipa te  i n ,  o r  associate 'themselves with, the  a c t i v i t i e s  o f  
these  international  assistance  organizations,  they  should approach 
the   l a t t e r   d i r ec t ly .   In   t h i s   even t ,   spec ia l  arrangements  might 
subsequently be devised t o  enable the countries which are  not 
Tilenhrs of %he IMF' t o  contribute  nonetheless  to aid granted by 
the multinational aid bodies. 

O, 

14. The West might also  propose an improvement in   t he  
exckmge of information Qq 1oFlateeral aid rc rammes. On the  

desirable t o  obtain more specific  information  on.the programnies 
of  East Wropean countrieso The l a t t e r  could  be  asked t o  provide 
"chis infornation as  a first s t e p  towards be t t e r  Ezst-West 
co-opx-a-:ion.  However, because of t he   po l i t i ca l  motives 
u.nd.sr-lying t h e i r  programmes, -the Eastern  countries have l i t t l e  
incentive -to do this.  In  view of  the  probable  reluctance o f  the  
Eastern  countries, it séems very  unlikely,  thak  progress will be 
lrade i n  th i s   a rea .  

Western s i d e T u c i ?  -2s W=&&-, 'but  it i s  
.I 

15. A s  regards  the  co-ordination o f  b i l a t e ra l   a id ,   t he  
Eastern countides  could b m  %O participatylmEe 
consoz-tia and advisory and aid co-ordination groups on the  
developing  countries  receiving aid from both East and  West. Such 
par t ic ipa t ion  would make a id  more e f fec t ive  and prevent  duplication, 
while a t  t he   sme  time  maintaining  distinct donor ident i f ica t ion .  
This las t   considerat ion might avoid  the  tradit ional  objections o f  
the  Eastern  countries t o  mubtilateral   projects,  However, a CSCE 
i s  not  the  appropriate form for negotiations o f  t h i s  kind, which 
should be referred t o  exis t ing ad hoc bodies f o r  more detai led 
discussion. 

(ii) Technical  aid 

16. Tec'hnical 'aid  appears t o  have l i m i t e d   u t i l i t y   a s  an 
8rea foi- better co-operation between East and West. 13s 
unsubstantial  nature and the  ideological   d i f ferences o f  advisers 
nur-i;ured on fundamentally  different systems make it l i k e l y   t h a t  
the  s l ightest   d i f ference of opinion would degenerate  into a 
propaganda contest, 

(iii) Joint" 

17. Some Allied courmtries  have already made special  
amaulgements i n  t h i s  Pield and their  experience might be used 
by o t h e r  meinber countries t o  t r y  to   def ine the form and conditions 
o f  such  co-operation, Each case would have t o  be  considered on 
its o ~ m  me??its and regsrded as a purely  business  transaction. 

(iv). Stabi l i sa t ion  02 commodity pr ices  

18, The in t e re s t  shown by the  developing  countries  in  this 
question was once again  highlighted  during UNCTADts las t  neeting. 
K O K V ~ V ~ P ~  there  are sometimes differences of views on this matter 
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N A T O  C O * I ’ J F , I D E N T I A L  

mong the  Western countries and it would be undesirable  for this 
lacSr. of uni ty  t o  be  openly  displayed a t  a CSCE. Within the  context 
of in te rna t iona l  agreements on individual   comodit ies ,   the  USSR 
and several  Eastern  countries have signed  agreements on sugar, 
tin a d  wheat and Czechoslovakia i s  par ty  t o  the  coffee agreement. 
The quest f o r  an acceptable  solution f o r  other commodities would 
nerhaps  be  easier i f  tnere were better  understanding between East 
and  Vest. 

(Bulgaria, Hungary,  Poland, Czechoslovakia and the USSR) have 
indicated  -that  they have n already  introduced, o r  intend t o  introduce, 

f o r  manufactured o r  semi-finished 
t r i e s  and that they  plan t o  take 

other   preferent ia l  measures. It might  be in t e re s t ing   t o  compare 
and contms-i the  concrete advan-kages granted by each s i d e   i n  this 
field but it i s  d i f f i c u l t  -to see how an  exchange of views on the 
subzec-’c  cou3” useful ly  be held a t  a CSCE. 

19. In the framework o f  UNCTAD, f ive  East  European countries 

c* I Conclusions 
20. The problem of co-operation  between  East and Vest i n   t he  

f i e l d  of econonic .aid for 'the Third TiTorld has been discussed a 
number of t i n e s   i n  NATO, bo-Yn i n  connection with the  preparation 
i n  1969 af a List o f  issues  f o r  possible   discussion  a t  East-Yest 
negotiations and within  the framework o f  the  preparation of  a CSCE. 

21. Some Allied  countries have  expressed  the view tha t  
co-operatioi~ of  th i s  kind would be desirable  i n  principle  but 
that  i n   p r a c t i c e  it would be fraught with d i f f i cu l t i e s .  They 
nevertheless f e e l  t ha t  it might be i n  the in t e re s t  of the West 
t o  e q l o r e  t h e  poss ib i l i t i e s  o f  promoting  such  co-operation and 
t o  declare its will ingness ,   a t  a CSCE, t o  collaborate  with  the 
East on join-i; development pro jec ts  o r  on pro jec ts   car r ied   ou t  
u d e r   t h e  eegis of the  United  Nations in   the  Third World. 

22. Other  Allied  countries hold a d i f fe ren t  view. They 
consider  that: 

the  ra i s ing  of this i s s u e   a t  a CSCE could only lead t o  
a rebuff from the Coiillllunist countr ies ,   their   t radi t ional  
a rguent   be ing  that the  former  colonial powers are  t o  
blane f o r  underdevelopment  and that consequently it i s  
f o r  them alone t o  make good the  damage they have caused: 

.+, 

I l  

- the   a i r ing  of t h i s  issue a t  a CSCE would r a i se  false 
hopes i n   t h e  Third Yorld and that, i n   p rac t i ce ,   j o in t  
p ro jec ts  would not be feas ib le ;  

Nations,  provide a su i tab le’  forum f o r  the’  discussion 
o f  t h i s  type of co-operation; 

.I internat ional   orgmizat ions,   par t icular ly   the United 
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W' 

-.I the  Allied  countrjes  could  not  accept  the  Soviet 
argument t h a t  any increase   in  development a id  by the  
Warsaw Pact  countries must be conditional on t h e i r  
freer  access t o  Western  markets; 

- i f  the Warsaw Pact countries  raised this issue,   the  
Vest  should i n s i s t  that  they make definite  proposals 
i n  order t o  be able  t o  see  precisely what was involved. 

23. A nmber o f  Third 1fiJopld developing  countries have 
already  inciicated  that  they  feel.  concerned  about  the  possible '.. 

economic repercussions of  a CSCE, and particularly  about  the 
shift i n  the pa t te rn  o f  . trade that  it might  produce. Several 
HoLes ailention the  anxiety OP the developi.ng count r ies   in  t h i s  
co.mecLion(1). The fact   nonetheless remains, that  any  Western 
pa r t i c ipa t ion   i n  such a c t i v i t i e s  as the  tapping o f  the USSR's 
natuml  resources w i l l  depend on the  growth r a t e   i n   t h e  
consmption of  indus t r ia l  raw mate r i a l s   i n  Western c o w t r i e s ,  
avld should  not   prejudice  the  legi t imate   interests  o f  the  developing 
countries  in  general and, i n   p a r t i c u l a r ,  of those who a re  members 
o f  the Alliance, 

II. PROPOSAL 

24, During talks a t  a CSCE on questions  concerning economic 
rel_?..tions wL-th the  developing  countries, the Western nations  could 
suggest -i;lia% the Jo in t  Declaration  in  the Communiqud should  mention 
in general %enils the determination of  both the  Eastern and the 
Wes-teni cou-bries  not t o  overlook  the  needs of  the  Third l?orld. 

A, Advantages f o r  the  T$est 

25. The pr inc ipa l   benef ic ia r ies  o f  East-West co-operation 
in the  field of  economic re la t ions  with the  Third World would be 
the  developiag  countries. An improvement i n  the  effectiveness 
of  development aid i s  bound t o  ol&e for in te rna t iona l   s teb i l i ty .  
The economic development o f  -the Third World i s  i n   t h e   i n t e r e s t s  
of the West, 

26. Ll-Lhough the Mestern  countries may consider it desirable 
t o  seek such  co-operation, -the f a c t  remains t h a t   t h e  chances o f  
achieving  tangible  results  are minimal,  given the  negative 
a t t i t ude  t h a t  the Eest .European countr ies   are   l ikely t o  take 
towards a ~ y  Western i n i t i a t i v e   i n  t h i s  direction. However, i n  
the event of  a refuszrl by "cile Eastern  countries,  the West ought 
'Co be able t o  t u rn   t he i r   pos i t i on  t o  good account by arguing that 
it provides  additional  proof  that  the  East Europeans are   not  
concwned  about  the  peoples o f  the  Third PTorld. T h i s ,  a negative 
Eastern x-esponse could heve a Cavourable  impact on re la t ions  
be-tween the West and the  Third Yorld, 

27. Any comparison. o f  efforts t o  provide aid could  not fail 
t o  demonstrate how f a r  the Western countries are ahead o f  the East 
i n  this respect. Member countries OP the  Alliance can  prove t h a t  

~ ? T z r z ! t - - " w  
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they a r e  malring a greater  effort  to  help  than  are  the  Communist 
countries even if  account  is  tdken of the  economic  aid  which  the 
Latter  grsnt one another. 

f low O% aid  supplied  by  the  multilateral  organizations  could  help 
to  keep  politics out of such aid  and  speed  up  the  development of the 
Tkai;-d T?orld. l 

28, A greater  contribution  by  the  Communist  countries  to  the 

B. Disadvantages  for  -the  West 

29. The development  aid  programmes of the USSR and the  East 1' 

Europesul  countries  are  based on concepts  which  differ  fundamentally 
from those  adopted  by  the  Wes-kern  countries.  These  programmes 
often.serve  to  transplant  to  the  Third  World  the  fundamental 
antagonism  which  the  East feels  towards  the  industrialised  West, 
They are  designed  to  undermine  Western  influence f o r  Eastern ends 
end to  encourage  the Third Wor1d  countries  to  turn  their  backs on 
the  West. This is  particularly  true of the  Soviet  Union. 
Comercial considerations carry more weight  in  the  aid  programmes 
of the  other  East European countries.  Nonetheless,  the  freedom of 
action of the  latter  remains  limited  within a general  framework 
which is largely fixed  by  the  USSR, In addition,  the  activities 
of China,  t&~Lch is competing  with  the  European  Communist  countries 
to win the favours of the Third World, have on a number of occasions 
caused -the East  rnropeans t o  raise .their s+,akes in order  to  ensure 
that  they are not dislodged by the  Chinese. 

30. Under cover of co-operation  with  the  West,  the  Communist 
cowtries could step  up  their  penetration of the  Third World 
cowtries, where  their r61e so Par  has  been  discreet. 

31. b a y  form of East-Xes-l;  co-operation in this  field 
w u i d  Inevitably show up  the  economic  activities of Eastern 
Emope in a more  acceptable and.more respectable  light  despite 
the fact that  their  contribution Lo the  developnent of the  Third 
IiJorld has been less than modest a d  bears no relation  whatsoever 
to their overall economic  poter*-tial. 

32, Some menbeys of the Alliance  suggest  that  the  West  should 
take the  initiative  in  implementing  the  proposal  contained  in 
parzgrapl? 24 above. 

22, 29 t o  31 etc., feel that it i s  not  in  the  Tdestls  interest  to 
take  such an initiative. If, contrary to their  expectation, 
the  East Xuropean countries  were to raise  this  kind of problem  at 
a CSCE, they  consider  that  the West should  respond  with a request 
f o r  detailed proposals. Thus, the  members of the  Alliance  could 
propose the  course of action  mentioned  in  paragraph 24 only  in 
response to an outside  initiative. 

* l  

33. Others, however, f o r  the  reasons  set  out  in-paragraphs 10, 
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N A T O  C O N F I D E N T - L A , T . ,  

PROBLET4 
" 

I n   t h e   f i e l d  o f  energy, a three-fold -phenomenon 
occurred i n  Western Europe (OED Europe plus Yugoslavia)  during 
the 1960s: 

Y a considerable  increase  in consumption,  which 
- r o s e  from ,766. t o  1,246 m i l l i o n  -coal eo,ulvd.ent 
metric  tons.  (c.e.m.t,) between 1959 and 1969(2) ,  
es a r e s u l t  o f  an  extraordinary developmen-i; i n  
-%lie demand for ,petroleum  prochcts and natural  
gas; 

a decrease i n  t o t a l  energy production. Between 
1959 and 1969 t h i s  dropped from 567 t o  
542 million c,e.m.t. y as a r e s u l t  o f  E! steep Pall 
i n  coal and l igni te   product ion f ~ o a  51-0 n i l l i o n  
t o  394 mill ion c .  e,m,t. ( 3 ) ,  which v a s  not ofÎset 
by the expansion i n   t h e  local prodwtion of  
crvde oil, natural   gas and e l e c t r i c i t y  from 
hydro-electric. and nuclear power s ta t ions ;  

-=. by m e  end of t he  1 9 6 0 ~ ~  solid f u e l s  were no 
longer the main source o f  energy i n  17esterll 
mrope, In 1969 they represeated  only 37% of 
t o t a l  conswnp t i o n  

2. As coal production has fallen more rapidly than coal 
consumption, Western Europe has to procure a cer ta in   quznt i ty  
o f  coal and coke from outside its own area.   In 1969 i t s  m i n  
suppliers, f o r  both products  taken  together, were the  
United  S-tktes  (13.6  million m. tons),  -Poland 
(12.8 mil l iof i  m. tons) the USSR (7.8 mill ion kens) znd 

n n ? r & n e e r i c a  possesses vast coal deposits. The 
United  Sta.tes is the rnainvropld coal produccr ead mporter:  
535 mill ion m, tons i n  1970,  including 65 mill ion m. tons 
f o r  a p o r t ,  

( 2 )  Latest  year f o r  which f u l l  figures are   avai lable ,  See 
United ITations World Fhergy Supplies (1966-1968) 

( 3 )  The ECE i n  Geneva. 'gives the  1969 production  f igures as 
345.6 mill ion m,  tons o f  coa'l and 155.5 million m, tons 
of l i gn i t e .  
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Czechoslovakia (1.9 million m. tons)(l) .   Imports o f  coal and 
coke represented  approximately 10% and 2.4% re’spectively of 
the  production of  these two f u e l s   i n  1969. The main customers 
were I t a l y ,  Denmark, Finland,  France,  Austria, Sweden and 
Yugoslavia. 

the  Eastern  countries is variable. In 1969 this fuel  represented 
1896 o f  the  value of purchases from Poland, s l i g h t l y  more t h a n  576 
of  those from t h e  USSFt, some 4% of those from Czechoslovakia and 
less thZn 1% o f  those from Hungary. 

3. The proportion of coal in   impor ts  by O E D  Europe from 

~A‘ 

(b) Future  developments 3’ 

4. It mEy be wondered whether,  under  pressur3 frorzl 
increasing world eneTgy requirements and the   r i s ing   p r i ce  of 
hydrocarbons, t h e  importance o f  coal i n   t h e  world’s economy 
will continue t o  decrease, However, i n  Western mrope  everything 
poin ts  t o  the fac% that  the decline i n  local  production vil1 
continue as t he  mines are worked ou t   o r  closed because  they 
w e  uneconomic. Coal production  could be as  l i t t l e  as  
270 mill ion a. tons  in   l975  (as   against  326 mill ion M. tons 
i n  1970);  l ignite  production will also  decrease  very  gradually 
t o  reach, under the most favourable assmp-Lions, appro=riuately 
150 million m ,  tons   (as   against  157 million m,  t ons   i n  1970). 
I n  1960, the  proportion o f  so l id  fuel i n   t h e  energy consumption 
o f  Western LCrope might only be some 2096, as against  56% i n  
Zastern Xurope,. and 2696 in t he  USSR 

5. Deliveries of coal and l i g n i t e  w i l l  continue t o  g0 
mainly t o  -two sectors,  steam generat ing  s ta t ions and coking 
plants ,   s ince the demand from other   indus t r ia l   sec tors ,  8 s  
tw11 as f o r  domestic  consumption, i s  constantly  decreasing. 

6. The anticipated development of t h e  European pig-iron 
and s tee l   indus t ry  will increase  the demand Tor coking  coal, 
despi te  new steel   production methods enabling  proportionately 
less coke .to be used.. (In  the.   very  long .term .it  is^ hoped- to 
produce steel from pig-iron by direct   reduct ion,)  During the  
next few yearsp whereas the  production o f  coking coal i n  the 
COMECON countries will b e  suf f ic ien t  foc  their   needs,  Western A 

Europe will be  faced with an acute  shortage of  this type of 
coal. 

8) 

See OTC’B &cternal n i c s ,  Series -Qll. Complete 
f igures  f o r  1970 have not   ye t  been  published.  In 1970, 
according t o  s t a t i s t i c s  of t h e  E E  i n  Geneva, Western 
Europe imported 18 million m. tons of coal from the  
United States,  7.2 million m. tons from t h e  USSR and 

. 16.5.million m. tons from Eastern Europe. (mainly  Polmd) . 
In   addi t ion,  some 3 million m. tons of  coke  were imported 
i n  approximately  equal amounts from Eastern Europe, the 
USSR and the United  States. 
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7. The Six of t he   o r ig ina l  Common TJIarket w i l l  continue 
t o  be t h e  main importers. A working group of  tine Coal Cornittee 
of the  X E  i n  Geneva has estimated  the  net  imports o f  the Six 
i n  1975 a t  26-25,5 million m. tons of  c m n g  coal(.l) 8s against  
11 mil l ion   tons   in  1969. Sweden, Finland, Austrie,  Spain and 
” Switzerland will also be  significant  importers or” t‘lis fuel .  
ln 1975, the n e t  import requirements for IJestern %rope might 
reach 36 mill ion m. tons. Furthermore,  coke  imForts  might be 
o f  the  order o f  3 t o  4 million M. tons. 

8. For several  years now, t h e   p r i c e  o f  o i l  imported by 
the  countries o f  Western Europe :hBs.-.substantially  increased 
( a t   t h e  same time  there has been a c e r t a i n   r i s e   i n   t h e   p r i c e  
of coal) and the  dangers of over-dependence on z single  type 
of  energy and a l imited group o f  suppliers have become apparent. 
Consequently, a po l i cy  o f  d ivers i f ica t ion  of t h e  types o f  
energy  used  might lead t o  a s lower  decl ine  in   the  use of  coalo 
especially by steam generat ing  s ta t ions.   In  any event,  since 
Coa l  production is bound t o  decrease,   grester  use O% coa l   v i l1  
lead t o  a r i s e  i n  %he l eve l  of  inports.  I t  i s  dif2icul-i; 
however t o  p u t  forward a f igure  f o r  total n e t  ccal imports by 
Western Europe i n  1975 and t h i s  is even more t r u e  for a Longer 
period( 2 ) ,  

9. While Western  Europe  should  have no d i f f i c u l t y   i n  
importing from its t rad i t iona l   suppl ie rs   the  steam coa l  
necessai-y f o r  i t s  steam generating  stations,  t12is might 130% be 
t rue  OP cokin The United  States  should  continue Lo be 
the   p r inc lpz   sup i i e r s ,   bu t   i n   r ecen t  years t h a t  country has 
encountered  production d i f f i c u l t i e s  and t h e   p r i c e  of  American 
coal has tended t o  rise. Between l970 and 1975 the  
United  States  production of coking coal f o r  c;v,por-k ai&’; r i s e  
from 56 t o  76 million m. tons ;   in  l980 the figure would reach 
94 mill ion M. tons, 1.t is by no  means ce r t a in  tha t  t h i s  
expansion,  together with thzt  in   other   export ing  comtzies  
(Australia,  Eouth Africa  etc.)  , will be suf2icien-t t o  ineet 
the  increased demand from the non-Communist industr ia l ized 
c o w t r i  es. 

10 . O f  the Eastern  countries which export coal t o  
Yestern 2wope,  Poland appears t o  be bes t  able t o  step up i t s  
del iver ies .  

T-a1 imports  less  exports. T h i s  f i gu re  
night  be higher,  since 1973 will mark t he  end OP t he  
s y s t a  of  subsidies  established by the  Ebropean Community 
to encourage the  use o f  Common Market coal and coke by 
the   i ron  znd s tee l   indus t ry  of  the Six, 

(2 )  The study now being made by OECD of t h e  energy  requirements 
of  t h e  O E D  zone i n   t h e   p r e s e n t  decade may offer a ce r t a in  
amount o f  useful  information on this   quest ion.  
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11, The high  cost o f  t ransport  is one of t h e  mnjor  problems 
affecting  the  export  o f  coal.  In t h i s  respect  Polsnd has an 
advantage owing t o  i t s  geographical  situation. It i s  the  main 
Eastern  coal-exportin  country (28.8 mill ion D. tons of coal 
exported i n  l970 and f million m. tons of  l i g n i t e )  . Approx- 
imately half the  coal goes t o  the non-Communist countries o f  
Europe. Poland i s  conscious of  the  importance of  coking coal 
in   i n t e rna t iona l   t r ade .  and i n   t h e  past  few years  has I\  

considerably  developed the working of  t he  Rybnik Basin  reserves. 

of the   cod  industry  appears  t o  be essent ia l  f o r  bvo reasons: 
12, . For Poland the   quant i ta t ive  and qual i ta t ive  development 1 

- t o  supply a national  source of energy for i ts  
economy ; 

to  obtain  convertible  foreign  currency,  thanks 
t o  exports  t o  the  non-Communist indus t r ia l ized  
countries 

I n  1970, coal.   production  in Poland  reached 140 mill ion II?. tons 
and l i g n i t e  33 million  tons. For 1975, the   f igures   a re  
167 and 37 mill ion m. t ons  respectively.  However, Poland has 
a shortsge of mining labour and is endeavouring t o  offset t h i s  
by irrcreased  mechanization and productivity. 

13. On several  occasions the  Pol i sh   au thor i t ies  have 
advocated -the signing of  Illong term  agreements and t he  
establishment o f  a su i tab le  form o f  j o in t   i nves tmmt   i n  
product ion   fac i l i t i es"  which would make it possible  -t;O meet Cie 
coal  requirements o f  t he  Xuropean market. They hûve also s ta ted  
that  they  could  use any c red i t s  which might  be  granted by 
foreign coal consuners i n   o rde r  t o  increase  the  ouQut  o f  t he  
cost1 mines and coking  plants f o r  export(1) 

14. The USSR' has considerable coal and l i gn i t e   r e se rves  
but more than 88% of them are   located  in   the  Eastern  regions 
(Siber ia ,  Cftntral Asia,  Kazakhstan,  etc.) o r  i n   t h e  e x t r m e  
North of  the  country. Some 42% of the  coal proCuction  already -3 

comes from areas  'Co t he  Eas t  of the  Urals. The USSR is 
attempting t o  solve  the problem 02 transporting c o d  over   the 
considerable  distances which separate   the new coa l f ie lds  from ?.' 

t he  centres of consumption by converting it in to   e lec t r ica l  
power close t o  the mine. The present Five-Yeas Plan  provides for 
coal (coal and l igni te)   product ion t o  increase from 624 mill ion m. 
t o n s   i n  1970 t o  685-695 million m. t o n s   i n  1975, i. e. a nem 
mnual  growth-rate of approximately  only 2%. 

(1) See W G e n e v a )  document ST/ECEmAL 4i dated .m March, 
1970 . 
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15. Exports from t h e  USSR a r e  small: i n  1970 sales of 
coal and coke amounted t o  24.5 mill ion m a  tons( 1) and 
4.1 milll..on m. tons  respectively. Under present  production 
conditions, and taking  into  account  the  relatively  l imited 
market fo r   coa l   i n  B7estern Europe, it appears unlikely that 
the  USSR w i l l  make a spec ia l   e f for t   to  develop  production i n  
order t o  increase t h e  s a l e  of coal t h e  pr i ce  o f  which i s  
l i ab le   t o   be  too  high, On the  other  hand, t h e   R u s s i m s   m e  
grea t ly   in te res ted   in   deve loping   the i r   o i l  and nztural  gas 
resources,  the a p o r t  prospects for which are  a t t r ac t ive .  

16. Czechoslovakia is a netfiimporter of coal. However 
this  country  does m o r t  a l imited  quantity  (newly 3 million' 
m. tons i n  1970) ÜS well as coke (2.5 mill ion a. toas  i n  1970) 
aild l i g n i t e  (1.3 mill ion m. t o n s   i n  1970). Its main customers 
are i t s  CONLX016 partners,   Austria and Yugos3,z.via.. During the 
present decade, c o d  production will decrease  s l ight ly ,   the  I annual. average probzbly f a l l i n g  t o  about 24 t o  25 mi l l i on  M. 
tons.  Lignite  production will continue t o  iilcreasa arid might j 

reach 39 mill ion m. tons i n  1930, The shut-down of  sma.11 '/ 
uneconomic mines will probably be speeded up and, i n  view of  l- 

the expected increase 3.q on-thwspot consumption, it i s  I )  

unlikely that  Czechoslovakia will be  able t o  develop sales l, 
much beyond the i r   p resent   l eve l ,  

I 
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