
. . .  .ORTGINAL: ENGLISH 

ECONOMIC  COMMITTEE , 

a t e  bv the United Kinadom Delegation 

This., rewrk;. i g  . , f :mmed.  * _  . w i t  h the  cont in*@; movement t o k r d s ,  integration 
within  the. Council f o r  Nutdl Economic AssiGance (ClvlErA) &d the  inplications 

of t h i s   f o r  Ea.&+ei";t trade  (paragraphs 

. I  . .  I .  

. .  

2.. The nost signi.ficant recent development within CMEA. remains the  adoption 

.of "The Comprehensive  Programne" approved i n  1$i7Ie This lengthy document 

presented , .  the  g o a l s r  principles, and nethods f o r  achieving economic integration 

over 8 I .  a .period o f  1 5 2 0  years, The basic method o f  achie&& these goals 

; . . ~an t inues   t o  be; the  co-ordiration of member countries' economio plans 

( . p a r w = P b  3-61 8 
. .  

3. &st European investment in Soviet raw material  resowoes  has  increased 
. I  

considerably in the  last five  years  but as yet  there  are few major 
multi lateral ,  CMEll pro jects   in   other  member countrieso  Specialisation (which 

involves  ;.oncentratjag  the  output o f  a given  product o r  component in-one o r  more 

member cauntries) and oo-production  (where different  countries produce the  
cornponehts or  in-kerclediate  manufactures. f o r  one 'finished item) are al&. 

used ?&'S means of furthering  integration  but  neither has made  much impact up t o  

now (paragraphs 7-14) . 

< .  

. .  

< . .  

40 One o f  the  main obstacles t o  progress  towards  integration  within C m  
i s  the  absence o f  an efficient mechanism f o r  domestic  price  formation and the  

lack o f  a common pricing ,gystemQ Nevertheless in 1975 some 56 per  cent of 

Cl.IER t rade was conducted with other member countriesa The pattern o f  t h i s  
+--a- &-  l.- ---L"--- -43 " - 2 - A  _.-__ --I-"--(- e-.. -- L 
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- L- 

1% is difficult  t o  assess how sucoessful  integration  within CMEA has been 

the past five  years, but in general  progress  appears t o  have  been  slow. 
Iblerns remain of price  determination,  restrictions on f ree  movement of labour 
L capital, &n inadequately developed technological  base, l e m  complications, 
! the  continuing  strong influence o f  national  interest sp However, East ern 
.ope's trading problems are  forcing  these  oountries towards greater  co-operation 
;hin CNJ2A and greater dependence on the  USSR. The need fo r  Soviet raw 
;er ia ls  w i l l  oontinue lo strengthen these  ties. (Paragraphs 22-27). 

.1 1 .  I,; . , 

Although as a group C U  is still t o  a large extent self-sufficient 
fuels and r a w  materials, both the USSR and Eastern m o p e   r e l y  in vakyhg 

p e e s  on Western industrial technology and finance t o  expand and improve 
e i r  industrial  bases in certain important sectors. Trade with  the developed 
s t  has expanded a t  annual average rate  of  just under 30 per cent since 7970 
i over t h i s  period  %he CMEA vis ible  trade  deficit with the developed West 
?W from $1 bill iob-bo over $12 bill ion (paragraphs 28-36), 

For a long time the C m  has relt'used t o  recognise. t h e  existence o f  the 
C and hence its authority t o  negotiate agreements on behalf. of  its members. 
wever, an important step towards East Arropean recognition of the Community 
S the  recent opening of  fisheries  negotiations between Community, the 
SR, Poland, and East Germany.* ,The EEC * B  share o f '  C m  t d e  has increased 
pidly i n  .recent  years but the CMEA share of m' trade rema' S small, In 
175 no CE% country  achieved an overall visible  trade  surpluq  with  the 

X: (paragraphs 37-39) ' , , . 

. .: \ 
, .  P 

. .  
,:.. \ . , .. 

. . .  

l Soviet imports of Western industrial' plant and 
pand steadily up t o  1980,  .The countries of 

kely t o  find financing Western imports  

2 able t o  go on expanding such impo&ts 
\ 

\ 
. .  
NATO, \ 
l 1  10 Brusse\Ls. 
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Int  roduct.ion 
. .  . .  .. . .  I .  . .. . 

a 

I, Multilateral econonic co-ogelpafion~ between the.  Soviet Union and the six,' . ' '  : 

countries. of. '&,stern m o p e  t&,s place mainly within  the. framework of"the .,:.. 

C o ~ o i l : . f o r -  NutUaS, Economic Asaistance ,(Cm)I the. membership of which a h 0  . , .  

includtzgl Cuba and Mangolia. Yugoslavia. ~parCtticipa%es~,ixl some of its ac'bivities 

and there  are  recently concluded economic, scient i f ic  and technicall agreemen*s. , ,  

with Mexico and Iraq, The Council is the  suprene body of the CEIE;Iz. and it works 
throughL its Elxeoutive.';Commi$t ee:, .a nmbr o f  other.  committ ees4  standing , , 

oommissions aixi ~speoialist internat ional. economic opganisations ..which. are $:isted 
i n  Appealices A , a n d  BU : . : ' 

. .  

2. This report . is concerned with.  the caqtj.nuing. .movement towards integration , 

within CMEA .and. the bp3ications of, this for. East-kQspt trade. . .  

PROGRESS ON IIITEGRATIOI? 

_General Aggroach 
3. The most siglifioant  recent development within CMEg remains the adoptkon,of 
"The Comprehensive Programme f o r  Further  In'kensification and Imp,rovement .of 
CoLlaboration and the,I)evelopnent. of Socia l i s t ,  Economic 1nt.epation. of CNEA 

Courrt.ries'v.a$proved by the July 1971 Bucharest CMEA Council Sessi;on., This . .  

lengthy dmument presented  the goals, principles and  methods fo , r  achieving economic 
irrtegrathn oves 'a period of 1 5 2 0  yearso It was partly a reaction t o  
developnents ,taking  place  outside CMELI; the EEIC was considering  the admission 
of four-new menbers.-and there were signs that a. common commeroial policy would , 

replace  the  bilateral  trading arrangements existing between the member 
oountries of  both groups. 

. .  

.- . .. . .. . 

. I .  , ,  . .  

1 Bulgaria, Czechoslovakia,, GDR, .Hungary ,  .Poland and Romania. 

. , N A T O  U N C L A S S I F I E D  
. .  . -3- 
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. .  

Ihtegration has been described by one H ~ m g a r i s h  source as a process that 
tails nthe international  Socialist  division of labour,  the  unification of C U  
momies and  the  formulation of a modern highly  Bffective  structure of the 
t i ona l  economies; the gradual merging and equalising of the  levels of  the i r  

ononlic  development; format ion of deep and lasting t i e s   i n   t h e  major .branches. 
the econorpy, science and te.chnology; the .expansion. and @trengtl%ning &&6'' 1 " 

t e r n a t î o k l  market' of these oourrtries and.the improvanerrt of  commodi~y'-'mri&ary 
lat ionst). From t h i s  wide-ranging definition it is a m e n t  tha.% v5lrtual3y any .' 

onomic contacts between memberw can lm (and usually. ara). defined as M h e r i n g  

t egrat ion, 

A basic  tool  in  furthering co-operiiAion  between C N B i .  member .oourmtriea. hast. 
mfs been the  co-ordinat.ion. o'f economic plans 'on the W43i.e. of s d l e d ~ m a t e r i a l  
lances which a re  prepared by =.ch State  Planning  Organisation (Gosiplan) :'for; . l :. 

lected commodities (both raw materials and finished  pro&cts). These plans  are 

rst   collated with the aim oT4ising  surpluses D f  a' particular commo'dity in 'one .- : 
nber country t o  o f f s e t  .shor't&ges elsewhere. h the second stage of .pl& ' . 

lordination a l l  the  various  natianal proposals ? r o m  memker countries  are 
nsidered by each national Gosplan, and in   the  third  s tage  the proce'ss , .  m0ves.b~ 

. .  

a mult ilat era1 CICE4 basis. 
. .. 

For the 1976-80 Plan  agreements this third  stage began i n  1974 ancl .aimed t o  . 

Dduce a se t  of  b i la te ra l  documents  which  were both  compatible with national - 

m s  and 'conducive to economic  d.eve1opment i n .  CM&, ' For %he f i r s t  .t;fme'member. 
&tes included a sect  ion' on multilateral measure's i n   t he i r  mtional plane t o  
sist the  allocation of f'unds and goods for  joint:projects. In 'this respeot., ' .  

m i n g  appears t o  be aiding integration,  ,especiaIly:'Miere  the..&& 'European 
untries are setting  gstde funds for.'Soviet . : k m  material redouroe development 
O jects. 

I 

,.,... ....,.." .... 
P,. 

. J  

int  inviitmint'  pko.ie-ct sa. 
. . .  

%st European investment i n  Soviet raw naterial  resources is' no+,  new, bu% . . 
. . .  

the  last five  years  there has been. a ccjnsiderabfe inmease in ,the'-number and 
ze of project S. In 1971 such arrangements were endorsed in   the  Comprehensive 

ogramme and since t h e n  there have been sizeable &st European . long term low 
te res t   c red i t s  ( t o  oover exporte of machinery and other goods) t o  the USSR. 
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8a Since !97j there ham been ,,several 1a;rge . .  projects . .  invoiving &st European 
participation in  L .  the  developent of Soviet reBouroesc For these  projects  the 
%st EUroPe~s- have prov%ded a wide variety of 'resources  including  plant and ' 

equipment p somel . ,  .construction labour, infra&"hmc  materials and aonsyer . \  goods. 
Thst o f  the  projects under constructlor? i n  the  Soviet Union are i n  the energy sector 

with repayment i n  energy, and others are concerned ,: a t h  * (  pulps mbestos, phosphate- 
feyt i l iaer ,  and Iron/o,re and ferro-dlloyse . . .  Sovie t  .: ' . r e w e n t  i s  nearly always 

expressed in volume terms,. uaually the t o t a l  r e p p e n t -  and sometimes the number 
of years Over  which  repa;ym& will f a l l e  All the agreements concluded so ' far 

axe f o r '  commodities . .  fo,r which Eastern .Europe . .  is . . '&ready 2 . .  Beavi.ly'deg&ent' on ' 

the  USSR. 

, .  . . 
I _  I . , ,  . 

' '? 

. ... . .  

, I  

~. , . .  . . .  

9. As yet  there  are few major multilateral CMEa project S operating , i n  other 
member countries mainly because they  laqk  the raw materialsi . 'However, . .  c o d ,  
copper, and einc prsduction' is t o  be developed in Poland; nickel and cobalt; i n  
Cuba; and CO$ and ,qopper i n  Mongolia. All these appear t o  be long-teim 

projects. . The" Soviet Union part ioipat es &I a large number: of  bilateral   projects 
with its. C h  pamters t o  improve i h e i r  industrial base and to 'ass id  dewdopent O 
their   l imited,  raw mater id .  resources. Appendix C sets out f i e e s  of the numbers 
of such projects by count:ry, 

,> , 

- . .  . .  

.. ' . 

. 
. ,  . .  

r , , .  
. , I  

, .  . . .  

. .  
The Int  ernat  ional 1,nv-stment Bank 
10. The C W  International Investment Bank ( I I B )  was set  'up ,with' effect' from . . 

the beginning of 1971, t o  provide long-term financing f o r  j o i n t  projects and 

i ts  effor ts  have  been conoentrated on financing industrial and infrastkixture 
projects in Eastern Eumpe, The Bank began operat ions with an authorised  capital 
of,over 1 billion  transfe:rable roubles2 of which 30 per cent, was due in 
convertible  cwrency.. SQ far 369,3 million  transferable  roubles are paid up. 

.. . .. . 

, .  , . . 
. ,  

L .  ,.. . 

. .  

Nor+convert ible. unit s .  of account whieh  have the same not jona! gold. content 
a8 the Soviet  rouble,, i e .  0.987412 grammes. 1 .. . .  . 

N A T O  ' U N C E A S S I F I ' E D  
-5- 

. .  
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I. III) has so far authorised  credi ts   mounting  to   near ly  $4 b i l l i o n  f or 
C projects,  23 of which t7ere breught  into  service in the' 1971-75 period, The' 

s t  na jo r i ty  of these   a re   for   p ro jec ts  i n  the USSR and Eastern Europe but 

5.5 ni l l ion  t ransferable   rouble  l o a n  has been r a i s e d   f o r '  a wool-washing plant 

1 Mongolia and another  (of unknorm size)   "fdr  a c i t r u s  fruit 'conbine i n  Cuba.' 

1 1974 a kassive  credi t   (abrut  $2.5 b i l l i on )  was authorised  ' for  the 

svelopnènt of natukal gaa deposits at Orenbu& i n  the  'USSR and f o r   t h e  

onstruction  of. a gas pipeline ':to Easgern d i p e .  Funds' .have also been  auth- 

r ised ' for   - the  'construct ion of ''a 750 ki lovol t  por-,er, t r a n s d s s i o n  . l i n k  betnoen 

he Soviet Union and Hungary. Together 'IIB and CklEArs other bank, the . 

riternational Dank f o r  Eo'monic  Cd-operation"( DEC) have  +&sed nea,kly' 

1.6 bi l l ion in nediun/long  tern.  syndioatod loans from t h e  Vest. 

. .  

. .  

. .  

pecia l i   sa t ion  and CO-product~on 

2. Specialisation  involves  concentrating  the.  output'  of a given  produot . .  o r  
onponent i n  one o r  nore  of  the nonber oountriei ,  ' nha Rill i n  'theory neet 

he.  requirenents of the whele CEAEA arean " T h i s  is. intended  to  bring about 

;reater  efficiency  ' in  productiotl  and. t o  accelerate  technological progregs. ' '  In 
Icproduction,  different . .  oountries  produce  the  oonpon&ts  or  internediate 

lanufactures  required f u r  one ' f inished  ' i ten,   Both  ideas were enphasised i n  
astern Europe in the nid 1960s but  the USSR i t s e l f  has- only  recenfly ShGm 

. .  . , 

" 

_ ,  

my in te res t .  To data sone  degree of spec ia l i sa t ion  has been  achieved  only 

n the  petro-cher;ioal,  notor  vehicle and . .  agricul tural~ 'ktchinery  seotors .  ,' 

:o-production and .specialisation  probably  aocounted f or. less than 10 'per ' o e n t  ' . c ...: 

bf the   increase i n  t o t a l   t r a d e  betnaen  the USSR and Eastern Europe the  

.' " ' : 
.I , , 

-971-75 pefiod. 
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CMEb: $inancial.  systen and p d . .  

15. One of the. nain obstacles t o  :pnqgross tot~&p;.  integration  within -CI:WL i s  
tho absonce of m officient  nechanisb for donestic p r h e '  fornation and t he  l d ; o f  

a cornon pricing  'systen  although  the. gradud, approach C o  using nor ld  nuke% 
pr ices  :,fw in t ra -CIdEA t rade nay mmntu:d.ly . e l in ina te  .the l a t t e r   p rob len  t o  ..SOD?' 

exbent. Tho Conprehensivo  Progranne . o f  l971 . sought. .facilitate intra-CldEA 

financial   relations  but  achieved l i t t l e  apart froa .easier  c2eaPing of .,r m--oonnor&d 

p a p e n t  S 

16. I n   l a t e  1976 new  ltre&Zi??ionsfp for   us ing  the transferable  rouble 

(the  accounting  unit   within CNEA) 'in settlement,  with*non-Communist countries 

were proposed by cE'iEll*s Internat ional  & '  f o r  Economic Co-operation (I=):' 
Acutal conver t ib i l i ty  of t ransferable  roubles . .  does not seem prac t ica l  at 
present as f h i s  would r e q u i r e   s u f f i c i e n t   r e s e m s  of h&d currency or 

. .  . .. .. , . 

, .  . .. , '  

. .  7 

, .  

goods, neither of which are currendl3p ayai lable  to CYEA members under 
t h e i r  present economic systems. These regulations 'are unlikeiy to'have any ' 

perceptible  effect  ,on East-West trade, at l e a s t   i n   t h e  near future. One or  

two developing  countries my l a t e r  be'persuaded t o  accept the arrangements i n  
principle,  but it is difficult t o  envisage any mjor settlements  being 
made in  transferable  roubies.  

. .  . .  . .  

, .  . .  

: _ .  , .  , .  . 

1 .  , I  

I .  . . .  . .  . , 

17. Since 1976, iintra-Cl!WL pr ices  have  boan'basoii 02 the avorago world  prico f o r  
tho  proceiling"fivo  years.. Thus 1976 priccs,  based. on 1971-75 norld pricos, 

shocrcd anly a snal l  increase over 1975 f o r  nost cornodi t ics   ( the  oi l   pr ico  increase 

tias 9-10 per  cent). Horrevcr, f i r s t  inajcrttions of the L977 posi t ion (qroLz , .  

Hungarian  sources)  suggost  sl~arpor  price risos par t i cu la r ly   fo r  raw nator ia l s  

(22.5 per   cen t   for  oil), n i th   t ho   ro su l t   t ha t  East European t e rns  of  tr,ado vis-*vir 
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USSR will cont inue   to   de te r iorab ,  CLiEA pr ices  aro n m  clore' r e a l i s t i c  and 

ser t o  norld  prices  than  they  used t o  be, but CIiEA:iiilUpoAers still have. tho 

mtago  , that  tihoy a re   b$ .&merd  balovr nor ld  .pricosr:  
. .  

ch set  nininun  physical voluno lovols md sonc 'vduo  t m g o t s  f o r  tho  najor 

noditios t o  be  traded, Each p c z r  annual  protocols (tro signed t o  inplci1ent  tho ., 

gcr  tern  agreonents and idd i t iona l  . .  agrocncnts   (usua~.~y of ono yecm duration) 

bo signed t o  supplonont ' tho  annual prctoools .  Such d G t i o n a 1  sgrcenonts have 

ently  tonded t o  pr ice  the  goods traded in   nor ld   (no t '  CMEL) pricos and sonotines 

seek t he   s c t t l enen t  of outstanclink  balmcos  in'convortible  currcncy. 

. .  

. . .  

. .  

, . , . . .  

The pat te rn  of intra=CNEi, trade  continuos  to be connodity  exchmgos of Soviet 

na te r ic i l s   for   Eas t  Europc,an industr icd and consunor goods. Table 1 shoirs the ,  . :  

u t h  of intra-CI!EA t r d o  over a.15 year  period anil the, continubd  high  (dthaush 

sone cascs  decreasing). dopenaence of nost oountries.  cm t h q i r  CEEA p.artnors.. 
4 

. .  . .  , .  . .  

'he  conparab10 figure for the  EEC vas 49, per C0n-k  
. .  . .  
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Share of Share of Sha,re of 
C ount ry (!. m t o t a l  trade (5 m t o t a l  trade 41 m t o t a l  trade 

...l 

with CIEA 

Bulgari a 969 80.5 
Cuba 

Czechoslovakia 2389 63.8 

. ,  . 

. .  
.- - 

GDR 2977 67.6 
Hungary  1152 63.1 
Mongo li a .- 

Poland 1579 ' 56.6 
Romania 912 66;g 
USSR '59 37 53.'0 

, .  - 

. .  

Source: C1.3X.A Handbooks 

import  requirements in   individual   commodit ies  t o  t h e   e x t e n t   s h o b   i n   T a b l e  2, 

The Soviet  Union  remains  the  main  market f o r  East.  European  machinery, much 

of which i s  designed f o r  Soviet  use and h a s   l i t t l e  saleability. elsewhere: 

for example, ha l f   t ha  t o t a l  GDR and Czechoslovakm'   product ion of r o l l i n g  mill 

equipment  and half   the   Hungarian  product ion O'P buses and. diesel   locomotives  

in 'absorbed  by t h e  USSRo I n  1975, 57,$ of Soviet  machinery  imports came from CMEA 

supplies, Thoso were valued at $7.2 billion and machinery as a general   'catogory 

accounted f o r  j u s t   o v e r  one t h i r d  of  total Soviet  imports. The C13E.A count r ies  

are also important suppliers , o f  f r u i t  and  vagetables ,   cot ton  fabr ics  and 

most consumer 'goods,   a l thaugh  Soviet ,   re l iance o n  fore ign  trade i n   g e n e r a l  

is not  high. 

. ,  . 

. .  

. . .  

N A T O  U N C ' L  A'..S S 1 F I: E D 
n 
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s h i n e r y  and  equipment 70 per  cent 
il and Oil Products 80 per  cent 

s a l  and, e l e c t r i c  power ,100 per  cent 

ron  ore 

'on-ferrous  metals 

imbe r 
onsumer goods 

7 j  per  cent 

70 per  cent 

80 per  cent 

65 per  cent 

'he  Present  Stage of Integrat ion and Prospect-s t o  1980 

!2. A great deal   has   been  said  in  CM3.A about integration  over  the  past  

?ive  years but it is d i f f i c u l t  t o  assess how successful it has  been and 

LOW far it has come.. . :The  most recent C1,iEfL Council  session  held i n   B e r l i n  

.n  July 1976 d i d   l i t t l e   i n   p r a c t i c e   t o   f u r t h e r   i n t e g r a t i o n .   I n  fact it appears 

;hat  the i'Comprehensive  Prograrnmeff has been superseded by new and . .  possibly , less 
unbitious  integration.,.targets. Thc session recommended a rt, joint  programme of  
co-operation  between.  leading  p.roduction  sectordtover the next 10 ' t o  -15 yearrs. 

Fhese a re   l imi ted   to  5 ,  a lbe i t  wide-ranging, principal  sectors  including  fuel and 

power, engineering,  foodstuffs, consumcr goods- and infrastructure  ,modernisation. 

If these long-term programmes are  implemented, together  with cos-ordinated 

Five Year Plans they will faci l i ta te   the  es tabl ishment  o f  a more precise 

planning mechanism i f  only i n  Bpecific They  would then be  going 

a small way towards  tho S o v i e t  aim o f  a central   planning  organ  for Cl~Il3.A. through 

which the USSR could assert more 'control  over  the developrnont' of its C&EA partners '  

economjeso 

I .. 
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of existing ones has been reduced by d i r f ïcu i t les  01- prlce aeTermwab u ~ l  

methods and .costing  practiceso Pack of convertible  -racy,  restrictions of 
free movements o f  labour and capital, an inadequately developed technological 
baseo  legal. complications, andl the  oont inukg strong  influence of national interest:  

240 L i t t l e  progress has been made towards achie&g rea l i s t i e  exchaYIge rates 
o r  a workable system of currenoy aonverkibility within CNEA. Every C W  
member accepts  the wisdom' of industrid  specialisation lm3 no oountrJ is willing 
t o  undermine its own emiomic brospecP,s.by f a i l i ng  t o  develop any economic 
sector, pa&inilarly as  most ' 'mintries are competing in simil& f ie lds  for 
Western export narket se 

. .  . .  

. .. . .. . 

. .. I . .  

. .. 

. .  

25. The principal economic objective of the Soviet Union is t o  increase its 
domestic economic potential and the economic strength o f  the  bloc as a 
whole. 'It uses  the C W  as a means of M h e r i n g  these ends throu&'  co-ordination 
o f  the economic activit ' ies of  membemcountries* Insofar as r e m t  external 
development S have increased  the &st Europeans* dependence on .the USSR the 
l a t t e r  no  doubt  view t h i s  as a useful factor Wenting  the  pol i t ioal  
oohesiveness o f  the  blocI 

26. The at t i tude 'of   the East European countries t o  the CkJU is mm%p 
expressed openly and is  probably ambiguouso Ivlost countries gain economically 
*m some aspects o f  CMEA co-ordinat inn, but they  tend t o  be wary  of any 
developments encroaohirig on national  sovereignty* 

. .  

C onolusions 
27. Whatever their  objectives,  Eastern Europets trading problemso exacerbated 
by the  world economic recession, &re forcing  these  countries towards greater 
,co-operation with& C l ' W  and' greater ..dependence ' on the USSR1 The need f o r  Soviet 
raiv materials,$ 'g. par t i cda r  ,.Are1 .on: preferenti& terme., will continue 
t o  strenght en those t i e s t  as'will the  difficulty of increasing  their export 
earnings in  the West. It seems l ikely that East European countries!  percefiion of 

t h e i r  own national  interest will prevent' integration from going as f a r  as the 
USSR might  wish, but the  trends which  bave  promoted integration up' t o  now 
are  unlikely t o  be remrrsed before  the 4980~s 
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. ,. . '. 

ONOMIC RELATIONS YITH THE WEST . . . Although as, a group CMEA is, still , t o  a large' exte& se1fG-icien-t ' i n  
e l s  and, 'raw .&teriale, both the USSR ' a n d  Easien m o p e  reiy in',verying 

, . . l . !  " . .  . . . .  . . . . . . . . . . . .  
grees on Western industrial  technology and &name t o  e-d 'and improve 

e i r  industrial  bases  ,in  c,ertain important seotors. , .l. 

.: . . .  ,1 . . .  , . . l .  i . . . . . . .  .', . _  

, . , , . . , . . . .  . '  , ' c  . 3 '  . ,  

- ,., . . . .  I ., ' . .  ., , 
1. 

The Comprehensive Programme did, not go int.0 . . . .  the '  puestion. of external 

onomic relations, o r  CMJU*s, prospec3iye role  in such relat ions  in  any m a t  
pth or c l e t y .  ...I t w p  simply s ta ted   tha t   ecoqnic   re la t i& with nop- 
nunmist s ta tes  would continue t o  develop. The most interesting  statement' was . '  

h a t  f o r  certain purposes the members of the CBEA will co-ordinate  their foreign 

: . . . . . .  ..,L . , , , ~ : ,  , . 
> , ..1.. S.::', 
. . ,  - .  - . -  . . I .: ,:. ' .  . I 

I 1 '  

I , ' 6 . '  . ......... ....... . . . . . . .  . .  . l *,. '. r 'I I: , ' . a  

t 

. . . . .  
I .' : i  " . . . .  . \ : T : ' .  . I ' . . , ' * , l  , *  ' 

* ,,' ;J<,J . , , . . ' ' ' , "I , !  : -; 

t 1  

l i cy   i n  the in te res t s  of normalising international  trade and economic 

latiom". whi-le&he' circumstances under which this could occur appear t o  have " 

. !. I :., . ..,<,, . . .  . .  . I  . . .... ' f ,  '..(; ..' . . .  (':.. ..$. : . .  

. . . . .  ,. . ,. . . , . . ,  ; .... .. I . t .  ' . I  . . .  . . . . .  . .  t .  

en left  deliberatel$, . . .  aqbiguous,, the. basis -appears t o  have- been ,established 
nore unified CMEA position on some aspects O? international]'  relations with 

e West, for example, as regards  discussions  with . +he. European '&~nomic 

mrmLni ty. 

. I. ' -- . . . . .  . : 'y . . . .  .. , .  i'.. 'I . .  . .  . .  :. ! , 

. _  i , )  * ' . '  ! 3 .  : ..*, .~.> ;. . .  _. . . .  ' I ' "F " ' . 

, - f  * '  . . . .  . . ,  . . . . .  

;. , -  I .  . ' *  
.I > : ., . .  

. .  . . .  % i. . . . . .  . .  . * . , ,  . . 

. .  

f o r  
\ h  

However, the CPm member countries =e, on the whole, p robbly  hoping t o  
ntinue  conducting trade with the non-CPrlEA countries on a bileteral  basis. 

usual all the  recent &ve Year Plans emphasised the importanqe of Fntra- 
. . .  . . .  . .' , . c  . . . . . . . .  .' , . 

.: , . l .  . : . : , ' I . .  b ; .  . ' Y .  , 

,,,,: . ;  ' . I ' ! '  ', ,.,!, .:, - .  ' . . . .  

EA trade with ,the implication that this would, be ?k the  ekpense of"trade with 

e West, but in   pract ice  th i s  -is unlikely to be the  case. t o  any masked degree. 
l ' . ; ,  . ' . .  

the 1971-75 period,  trade with the 'West p w  co&iderably fas te r  $&m' trade 
th Communist countries (see Table 3) and all  CMEA countries wish to  increase ,. .. 

e i r  exports to. the West i n  order t o  finance t h e i r  growing indebtedness. 

I . .  I I  1 

. .  . (.. :. -. . 2 . .  ' : ,  " . . .  . ., 

- . , .  . e , .  , . , .  

. . .  . .  

. . . . .  ... .-,. . . . . . . . . . . . . .  ..... .* . *. . :. . . .  . .  . . 1. . . .  ..A .. . *  I 
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_ .  

31, The lack of a common CMEA policy ha$ led  to   considerable   var ia t ions  in  
the approaoh  of membek c'ountries' i o  economic relations  with  the West, While 

the  greater  par$ of these  are  based on straightforward  trade f lows,  a number 

of countries  have  entered  into various types of industrial  co-operation 

agreements  with Western firms as a mms of gaining  access  to Western technology 

and  circumventing t o  some limited  extent  the  chronic problem of scarce 

convertible  currencyo  mese  agreements  include cornpensakion (or commodity-pay- 

back)  agreements'  (mostly  used by t h e  USSRo and t o  a l e s se r  degree, Poland), 

s c i e n t i f i c  and technical  co-operation  agreements and joint  equity  investmentso 

Under compensation  agreements equipment and industr ia l   technical   services  a r e  

purchased on credi t   for   the  construct ion of i n d u s t r i a l   f a c i l i t i e s  and the  loans 
repaid by the  del ivery of products from the  new fac i . l i t i e so  The technical  co-operatior 

agreements a r e  .designed t o   f a c i l i t a t e   t h e  exchange  of information and possibly 

some co-ordination  of  research,  al though  in this respect  the C W  partner  appears 

t o  be the main beneficiary. Western firms often view these  agreements as an 
entree  to  Eastern  markets  with  the  expectation  that  contracts mw resul t   l a te r .  

The USSR alone  has  concluded more than 25 compensation  agreements  and.ower 175 
sc i en t i f i c  and technical  agreements  ,with Western firms, 

32. Joint  equity  investment is more l i m i t e d   i n  scope and is  s o  far allowed  only 

i n  Romania, Hungary and now, i n  a more r e s t r i c t i v e  form, i n  Poland.  Western 

companies can es tab l i sh  a jo in t  company in  those  countries by supplying  up t o  

49 per  cent  of  the  capital where the  venture i s  i n  Eastern Europe,  and 52 per  cent 

i f  i t  is  elsewhere. So far l e s s  than a dozen small scale  agreements  have been 
concluded, 

Direction of C W  Trade with  the Developed West 

33. Table 4 gives  f igures  of C U  trade  turnover  with  the West f o r  each  year 

from 1970 t o  1975 ( f u l l e r   d e t a i l s  a r e  given i n  &pendices G, .H, and K). 
Turnover in   va lue  terms grew rapidly  over  this  period,  the rate of annual  increase 

r i s ing  each yea r   un t i l  1975 when it fell sharply. Much o f  the  increase however 

was a. re f lec t ion  of  Western. i n f l a t i o n  and,  measured as a proportion of t o t a l  C E A  

trade, Western t rade grew from 23 per  cent at the  beginning of the  per iod  to  
30 per  cent at the end.  Over the  per iod  the C m  deficit   with  the developed 

West grew from $1 b i l l i o n   t o  over $12 b i l l i o n   i n  l975* 
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lcrease  over 
nous year ' _  - 8, 27 44 '. ' 57 17 

. .  

s i t  with West ' -1,085 ' - 905.' -2305 -. 3684 ' - 4785 " -12275' 

; as of t q t a l  
te 23 . . '  23 '. .W' 25 ' ' 33 . . 3'0 

,'. , 
. .  . .  . .  

. .  . .  . .  

I-: handbook 
. .  

Poland with  over 40 per  .cent 'of its trade with the .'developed  West.'in 1975 
R o m a n i a  '"th nearly 37 per  .cent had the highest"dependence on Western trade. 
CMEQ countries WePe i n  deficit .with the West, the. largest absolute  deficits 
g inctmred by .USSR, Poland, and Gm. CMEB exports t o   t he  West i n  1975 ro'se 
$nally  in  value 'terms  but  only H u n g a r y  and Romania were' able t o  reduce the i r  

wtso The inports of the o ther  %ast European countries  increased k l s t i v e l y  
rly i n  .that year but Soviet'5mports jumped by 55 :per cent largely' because of 

.n purcllases at $2.3 bil i ion and capital eqyipment :at $4.6 billion. The ' ''. 

result  of these movements 'Was that' the shwe of  developed Western trade  in 
.l CMEA trade f e l l  slightly i n  1975* 

. .  

, .  
, .  I .  

For Western countries a s  a ' ihoie trade'with the.  CBEX i s  only a smali par t  

;heir t o t a l  trade (4 per  -cent .of OJED trade in  1975A'but CMEg mkkets have 
me quite '.important f o r  certain  countries and for certain economic' sectors. 

todity composition of tr.ade 
Table 5 shows the commodity composition of CMEA trade with the West in  

i ( f i l l e r   de t a i l s  a m  given i n  Appei2dix.Jt);. In  general %MEA imports . . . 

,ern  capital. equipment i n  exchange f o r  fiels, raw materials and relati?iefy 
quality  manufactures,. These E=ast/best exchanges axe essentially . .  

klemkntary, In  contrast   to the reciprocal exohan& of similas goods that 
lacterises intra-OECD trade. ' ' ' . . . 

I .  

. .  . . 
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Crude materi&s,  *,excep%  fuel and food . ' 4e% 
NIgxlersl B 
related  materialci O, 8 
Animal and.keget'able o i l s  and fats 

Chemicals 1 1 ~ 5  4 ' 56i3 
Nachineq and .transport equipment 36,1 944 
Manufactured goods . . 30.2 1 
Other ' 5.3 T 0 6 -  

l 00, O 100, O 

. .  . .. 
OQ 4 1' 0.5 

_I_ . -  

- - 
Source: Economic lhrlletin f o r  Europe Vol, 28 

Relations betweén CIEA and EXC 

37e Much of the  inst i tut ional   progress  and developmerrk of  CMF,A has  been a .  
response t o  the  evolution and success of the  EEG and recent  Soviet poZicy has 

been l a rge ly   d i r ec t ed   t owds   r a i s ing ' t he   i n t e rna t iona l   s t a tus ' , o f  CIEEA'to . . 

some equivalence  wi,th  that o f '  the  EECe However, the &5?,.A f o r  a long ti& refused'  

t o  reco&se  the  existence of t he  EEC and hence its author i ty   to   negot ia te '  

agreements on behalf of its members because it  did  not wish t o  do anything' t o  .. 

strengthen  the  cohesion  of  the E X e  This a t t i t u d e  has been  modified someWhat i n  
recent   years   but   l i t t le   progress   has  been made i n  developing  relations between 

the two, organisations, C m  claims  that   the EEG discriminates'  against i ts  
exports, and i n   p a r t i c u l a r ,   c r i t i c i s e s   t h e  impact of  the  Common Agricultural 

Policy on the  exports of agr icu l tura l  produce f?cja"Easdern Europe, b. injpor3apt 

step  towards East European recognition of, a;nd willingness t o  do busines&.'wj.th, 

the Community was the  recent  opening of f isher ies   negot ia t ions between t h e  

Community, the  .USSR, Poland,  and -st Ger-, Foraally  the  East  'Europeans 

are  negotiating  with  the  United Kingdom as the  Presidency  but  they have 

accepted in   p rac t i ce   t ha t   t he  Commission representa t ive   p resents   the   Corni tyrs .  

posit ion i n  the  negotiations. 

v 
. .  

. .  

. .  

. I  , .  

( 4) 

. .  

. .  . .  

(4)sOme individu,aJ. &st &ope= countries were nuch keener t o  have l inka  
M$h , t h e  C o ~ ~ i t y ,  p&iculwly t h e  RolXtl'lbS vrhO8 in November 7976, 
as fas ae .kitidling wmrd with the mgu la t ing   t he  inflow of Romanian 
*&iles i n t o  t h e  Corn&@. I .  
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. .  . .  

Un&r thë' CbOmtn6n ~CODmerCïal"FOliC~, 'ihdiviclual , ,. 'EM: "memb,rs havo' na 'right 

conclude bilateral trade.apeements.  Accordingly  existing  bilateral trade 
beements were terminated  but  in.:pr&tice 88 -they were of f ic ia lu .  endedVnthey 
re been replaced-by  long term sgreementa 'on  economic, sciant i f ic  and ' , 

:hnological  co-operation which  remain the  responsibility  of'individual 

lber countries. In November 1974 the EEC proposed draft trad;s:agrerements 
;h each CMEA country 'but t h i s  was'rcjected by ClycEll who put forward coun te r  
~posals  for a framework  agreement 'between EM: arid its member state6 and CMFd 
l its member atates. EEC has i n  t&n rejected  these  proposals  for formal 
3s between the two groups but has suggested the  establishment' of working 

lationssin are-' , i n  which it considrn.  the CMEA has authority such ae trade 
lations, statistics.md the en&onnent. It is  now for the CMEA t o  reply. 

, . .  

~ C W  trade 
, The EF,C*s share of CIGA trade has  increased  rapidly i n  recent  years from 

per cent i n  1973 t o  16 per  cent i n  1975. By comparison the CMEA share of 
: trade is  still under 5 per  cent. Appendix P gives detai ls  of the  trade 
;ween invidual > 'countries  in  both gToups i n  1975. " In th& EM:; the. dominant 
tntry is  the FRG with 44 per'  cent of  ElE/CMEA trade  turnover, while among 
U countrips  the main partners &e t h e  Soviet Union with"38 per  cent and 

land'with 19 per cent.. The- t o t a l  EM: visible  trade  aurplus'with CMEA W& 
>ut $4.8 bi l l ion   in  1975, but almost all  of t h i s  w a s  accounted fo r  by two 
rntries -' FRG with a surplus o f  about $3.6 bi l l ion  and France with  just 
ler $1 bill ion.   In '  1975 no C W  c o b t r y  achieved an overall visible  trade 
?plus with the EEC. 

. . ,  . .  
I I , .  

. .  

. .  . 

. . . .  . .  . .  

Ispects f o r  C m  Trade with  the West 

,' Soviet imports of Western industriai plant and machinery are  expected t o  
G d  steadily up t o  1980 i n   l i ne  with  the  trend of the  recent past, ' but  they 
11 probably grow  more slowly than i n  1971-75.' In the  current  plan  period  the 
Ijected growth ratesdfor most industrial  sectors are more conservative t h b  

. .  

. . .  . .. - 

the  1971-75 period,  'including the  most import-dependent branches. However, 

a i m s  of increased  factor  prohctivity and  improved quality i n  production 
probably dependent t o  a considerable  extent on tho  continued  acquisition Of 

technology from the West. : Soviet  deficienci.ee i n   , g r i n  and other  foodstuff8 
the needs of the  various  large-scale  Siberian raw material  exploitation  projecttl 
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41. The greatest  market ‘po ten t ia l   appears   to   be   - in ‘ the   cap i ta l  goods Sectore 

In   t he  energy f i e l d   t h e r e  i s  a continuing  requirement for   large-dimeter   gas  . 

pipes and  compressor s ta t ion  equipment, for- offshore oil exploitation  technology, 

and possibly f o r  l iqu i f ied   na tura l  @S t echnolbam ’ In t h e .  chemical  processing 
sector the  growth w e a s   f o r  imported equipment m e  probably  petrochemicals, 

syn+hetic  fibres, complex f e r t i l i s e r s  and thermo plastics.  In  metallurgy 
weaknesses still  e x i s t   i n   t h e  rol1im.g  and f inishing stages of production. 

Specialised  areas  such as machine tools,  specialised  construction and agricul tural  

machinery also  present   opportuni t ies  t o  Western manufacturers. 

42, The accumulated  Soviet  commercial  debt  with the  West will not  decrease 

su’ostatially i n   t h e  long  term unless trade  with  the West can  be  brought more 

into  balance, If this is not   to   involve a severe  reduction  in  imports o r  an 

increase  in  invisible  earnings  and  higher  gold sales, export   receipts w i l l  

have t o  rise rapidly, Such a rise will depend in   t he   sho r t  term on the  s t rength 

of economic recovery i n   t h e  West a d  t he   r e l a t ive  movement of worlct prices f o r  

raw materials and mnufactured gOOdSm Preliminary figures f o r  197; indicat.e a, 

de f i c i t  of around $5.0 l>illion  with  the  convertible  currency area f o r  the  year, 
trhich although somewhat less   than .(;hat f o r  1975, does  not  indicate a rapid  return 

t o  balance i n  visible  trade,   al though 1977 is l i k e l y  t o  see a further  reduction 

in   t he   de f i c i t ,   t o   pe rhaps  $3.544.0 b i l l ion ,  as grain  imports w e  l i k e l y   t o  be 

reduced froa their 7975-76 levelsa 

43. The dependence of  the Eas t  Europea  countries on foreign  t rade i s  greater  

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

i n   t h e i r   f o r e i g n  markets. ’ Most countries see improvement of their   engineering 

industries  (through  co-operation and specialisation  with East and West) as important, 

This is i n   p a r t  t o  improve the i r   cur ren t ly  s low penetration of western  markets 

i n   t h i s   s e c t o r  where they a r e  already i n  competition  with  each  other and with 

the  hope of being  able  to  afford  continued  access  to  western  eqripnent  to.  raise 

indus t r ia l  growtho Their  general  lackaof  domestic  resources of raw materials, 

coupled  with  Soviet  supply  constra,ints, i s  l ike ly   to   cont inue  and greater  
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tance on Western imports will be inhibi ted by their   a l ready heavy indebtedness, 

Liminary f igures  f o r , l g 7 6  indicate  it v i s ib l e   t r ade   de f i c i t  of  some 

j b i l l ion ,  maxginally lower than 1975. These countries should be able  

reduce the   de f i c i t  still. fur ther  this yw.r. 
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