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Report by the Committee of Economic Advisers

At its nmeeting on 4th December, 1968, the Council(l),

as part of the contingency studies undertaken w1th1n the
Alliance, asked the Committee of Economic Advisers to examine
the vulnerability and economic problems of Yugoslavia,
Rumania and Albanla, and to report on its findings along the
lines followed in the preliminary report on Yugoslavia(2)
which had already been subnitted to the Council.

2, The present report has been prepared to meet this
request. It attempts to describe the economic nmeans
available to the USSR - with or without the assistance of her
Warsaw Pact Allies = to influence the policy of these three
countries. Its main purpose has not been to assess the . .
likelihood of the use of such neans of pressure, although it
contains some broad considerations in this respect. Weys in
which the members of the Alliance could support the econowmy
of the countries considered are only described as a nunmber
of possibilities which, should the need arise, would be open
to then. The desirability, from a political point of view,
of having recourse to them, would have to be appre01ated in
the light of the circumstances of the moment.

bR There are significant differences between the three
countries considered. VWhile both Yugoslavia and Rumania have
about the same population -~ of the order of twenty million -
and a comparable state of economic development, Albania is
a much snaller country with only ebout two million inhabitants,
and is still far less developed than the others. Both Rumania
eand Yugoslavia depend much more on foreign trade than Albania.
The geographical distribution of this trade also varies
substantially. Albania does not trade at all with the Soviet-
Union and relatively little with the West; most of her trade
is with Communist China and East European countries. More
than two-%thirds of the trade of Yugoslavia and about half of
that of Rumanla is carrled on with the non-Commmumnist countries.

21) C--R(68%_66, Iten VI
2) ¢-M{68)66
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At the same time Rumania and, to a lesser extent, Yugoslavié

.are partly dependent on trade with the Communist countries,

with the difference that Rumania is more dependent in this
respect on the Soviet Union than Yugoslavia?l).. In fact,
Yugoslavia has achieved a higher degree of economic independence
from COMECON countries than Rumania; since the break of A
economic relations with these countries in 1948 she has

largely benefited from economic co-operation with the West - -
either through bilateral agreements with individual countries
or through those international organizations of which she is

o member or to which. she .is associated (IMF, IBRD, -OECD, GATT);
if she has partly resumed her trade with the Communist
countries, this is the result of a deliberate choice.

Rumania has only recently -and gradually re-directed her trade
and increased the share of it with Western industrialised
countries while remaining a full -~ though sometimes difficult -
member of COMECON. Given these differences in their econonic
experience with East and West Rumania might, in certain == .
circunstances, be more inhibited than Yugoslavia in accepting
Western economic support. Another difference is that
Yugoslavia is implementing far-reaching economic reforns

while Rumania and even nore Albania maintain a rigid
centrally-controlled econony.

4., In such circunstances, the problems which would
arise from econonic pressures are different in the case of
Yugoslavia, Runania and Albania, The three countries are
consequently considered separately in the following paragraphs.
These paragraphs represent summoaries and conclusions of nore
thorough studies which, together with essential statistics,
are attached at Annex(2), The Committee of Economic. Advisers
has been able to revise the earlier report on Yugoslavia(3)
in the light of an examining session on recent econonic
developmnents in that country held in the ‘Sub~Committee on
Soviet Econonmic Policy with the participation of experts
from various capitals. The notes on Rumania and Albania
have been prepared by the Secretariat and examined by the
Committee of Economic Advisers. The reports on these two. .
countries reflect the discussions held in the Committee.

I.  YUGOSLAVIA

5. Although Yugoslavia has achieved an impressive rate
of econonic growth since the war, and the longer-term prospects
are favourable, her economy is not exempt fronm certain
weaknesses which are partly those of a developing country.
Yugoslavia has nmoved away from the Soviet model of a command
econony and is now endeavouring to re-structure her economy

él) See Table at Annex I, ‘ o

2) See Ammex II on Yugoslavia, Amnex IIT on Runania and
Ammex IV on Albania. '

(3) c-u(68)66,
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in a more rational way by allowing a freer play of market
forces; but it has not been possible to prevent inflationary
pressures, high unemploynent and a difficult balance of
payments situation. Recent efforts to curb inflation have
metrwith partial success but only at the.expense of a
slowing~down in the pace of economic growth. The situation

N of the public finances is already strained and it would
deteriorate further if military expendlture, which has
recently been increased, had again to be stepped up
substantially.

A

¥

3
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6. . The economic reforms in Yugoslavia»also ain at a
fuller participation of the country in world trade. Progress
has already been made in developing industrial exports and
raising tourist earnings to a high level. But there are still

obstacles such as the inadequate quality of some Yugoslav
products and restrictions on %grlcultural imports in the West.
The size of Yugoslavia's external debt in convertible currency
limits also her p0581b111ty of 1mbort1ng from the West.

L 4 :

1
-

T The Warsaw Pact countries are, next to the EEC,
Yugoslavials most important trading partners, acoountlng in
1967 for about 25% of her imports and about %6% of her
exports: - Provided she were supplled"w1th the necessary
financial assistance, Yugoslavia could probably obtain in
the non-~Communist world what she at present inmports fron
Conmunist countries. On the other hand, these countries are
particularly inportant as a market for certaln Yugoslav goods =
especially tobacco, some other agricultural products, sone
types of nachinery and manufactured goods - and if they
applied economic pressure on Yugoslavia, it might be difficult
to find altermative outlets for these products. Yugoslavia
would thus be burdened with stocks of umsold goods. Economic
pressures would therefore aggravate the present econonic
difficulties of the country. They would hit certain regions
and certain sectors ~ such as shipyards, electric power
plants, the steel industry - and might well cause discontent
anong part of the population. By careful manipulation the
Russians might hope to rouse feelings and antagonisms between
the various national groups in Yugoslavia, in particular if,
at the sane tine, they hold out bright prospects of new
business as a reward for good behaviour.
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8. Without waiting for any specific action against
. Yugoslwv1a, ‘Western countries might find it desirable to
increase their efforts to facilitate that country's fuller
participation in the trade of non-Cormunist countries of the
world. The following points might be considered:

3 NATO CONFIDENTIAL
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. {(a) NATO members could best assist the Yugoslavs by
enabling them to increase their hard currency
earnings. They could do this by eliminating or
reducing quantitative restrictions and other
protective measures (especially on agricultural.
products), by encouraging and facilitating Western
investments in Yugoslavia, by helping the Yugoslavs
to improve the technology and quality control of
their production as well as thelr marketing
techniques, by fostering co-operation projects
which would save Yugoslav expenditure in hard

. currency and by Jjoint projects. for marketing in
third countries where Yugoslavia is not yet _
established. Yugoslavia should be encouraged to

- improve. its productlon and diversify its trade
particularly in those sectors now heavily dependent
on cxports to the USSR so as to ninimise the
adverse consequences of any possible Soviet economlc
pressures. If measures were taken to help.
Yugoslavia, it would be necessary to ensure that the
legitimate interests of the developing members of
the Alliance were not harmed and to bear in nmind
that the West also has an interest in the
diversification of trade of the East European
countries.

- (b) By examining favourably Yugoslavia's requests for
: re-scheduling of earlier debts and for new credits,
either from irdividual countries or 1nternat10nal
organlzatlons.

9. Should the Soviet Unlon, and possibly other Warsaw -
Pact countries, inpose a trade embargo on Yugoslavia, there
would be an even stronger case than at present for applying
the measures mentioned in paragraph 8 above., Action might be
envisaged to ensure a ccntinuous supply of raw materials, -
fuel and essential nanufactured goods. Longer-term export
credits, public loans, facilities from the IMPF or loans from
the IBRD could prov1de essential support.

10. The USSR and possibly other Warsaw Pact countries
night apply selective econonic pressures against Yugoslavisg.
The West might consider it appropriate in such circumstances
to take neasures devised with the special purpose of
relieving the particular difficulties encountered by .
Yugoslavia., However, in view of the limited influence which
Western governments have on the direction of trdde in
particular products, these measures might not be easy to.put
into practice. A more convenient solution night be %o
provide the Yugoslavs with the means of acting themselves
through general co-operation in trade and finance.

NATO- CONFIDENTTAL e
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11. - In the light of the experience of 1948, and of the
fact that the economic dependence of Yugoslavia upon the
Communist countries is now less than it was- twenty years ago,
it seems. that economic pressure or sanctions on the part of
the Warsaw Pact countries would again fail to force Yugoslavia
to toe the Soviet line. On the contrary, they would be likely
to link Yugoslavia closer with the West. For this reason,

it seens that extreme economic neasures are rather uniikely.

If economic pressures were applied they would more probably
be of a selective nature, aiming at limited objectives;

they might create difficulties for the Yugoslav government
and possibly influence somewhat its attitude. In any case,
the development of the situation, and in particular, the
acuteness of the economic problem which would face Yugoslavia,
would depend both on the ability of the Yugoslavs to adjust
and re-oriemtatc their econony and on the extent, the
readiness and the speed with which ‘the West would offer
effective co-operation, including financial assistance.

II.. RUMANTA
12, The'Rumanian economy has recently made rapid

progress, especlially in industry. I+t still shows several
weaknesses: backwardness in agriculture, a low standard of

living and an unbalanced patiern of trade. Industrialisation

itself has been sonetimes hasty and some new factories nay
not yet be running efficiently. Having too narrow a domestic
basis to produce economically, Rumania has to adjust herself
to a broader pattern of commercial exchanges. While inports
from the West have increased spectacularly over recent years,
exports.are still lagging behind and, as a result, Rumania
is burdened with a very heavy commercial debt to the West.

'13. Rumeania's economic dependence on other Communist
countries, and especially the USSR, has decreased
significantly over recent years and now, among the COMECON
countries, she is the one which directs the largest share
of her trade towards the West, Within COMECON, Rumenia has

adopted an attitude of great independence. Nevertheless, . .

the share of trade which is still carried out with other
Communist countries represents about half the totql t?ade,
and the share.of the USSR alone is still approaching 30%.

- Rumania obtains from other COMECON countries substantial

quantities of raw materials ~ such as iron ore, pig iron, .
sheet steel from the USSR - and she sells them various goods,
in particular nmachinery and equipment, for which she would
have difficulty in finding outlets in the West.

14, 7Past experience shows that there is always ?he
possibility that Communist countries might put econonmic
pressure on Rumani&, The West might therefore find it
desirable to strengthen the Rumanian position without walylng
for any specific action against that country. The following
points might be considered: R . - .

-5~ NATO CONFIDENTIAL
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- (a) - NATO members mlght best assist. the Rumanians, and

in particular facilitate their efforts towards
further diversification of their foreign trade,
by enabling them to increase their hard currency

. earnings by nmeans of some of the neasures already
envisaged above in the case of Yugoslavia(l).
They could do this by eliminating or reducing

"quantltatlve restrictions, by helping the Rumanlans
to inprove ftheir marketing technigues, by
contemplating co-operation projects which would
save Runanian expenditure in hard currency, and by
-joint projects for marketing in third countries
where Rumania is not yet established. It nust be.
noted, however, that an important aspect of the
diversification of Rumania's foreign trade, i.e.
the establishment of reliable sources of raw materials
outside Eastern Burope, 1s largely outside the scope
of NATO governments, In taking measures to help
Rumania, NATO countries should see to it that the
legitinate interests of the developing members of the
Alliance are not harmed, and it should be borne in
in nind that the West has also an interest in the
‘diversification of trade of other East European
countries.

- (b) It night be necessary to reconsider credit arrangenents
in order to grant increased credits for trade with
" . Rumania or to. rephase Runania's external debt
repaynents. ‘

(¢) The Rumanians recently applied for membership to GATT,
and a working party in which ten NATO countries are
represented was set up in order to examine the
application. There might be political as well as
econonic value in flndlng a satisfactory arrangement
for Rumanian accession to that Organization.

(d) Countries which have not yet extended most favoured
- -nation treatment to Rumania might consider the
. possibility of doing so.

15. Should the Soviet Union, and possibly other Warsaw
Pact countries, apply econonic pressure or sanctions on Rumanic,
Western countries night resort to some of the measures already
envisaged above in favour of Yugoslavia in similar circum-
stances(2). In the case of a total embargo they might consider
it appropriate to assist Rumania in procuring the raw materials
to keep her industry running. This might require special
loans on .a bilateral basis or as part of a concerted effort.
The necessary re-orientation of Rumanian exports might also
be facilitated. There would be an even stronger case than in

present circumstances for removing .quotas and othor obstacles
to trade.

élg See paragraph 8(a) and (b)
2) See paragraphs 9 and 10
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16. The USSR and possibly other Warsaw Pact countries might
apply selective cconomic pressures against Rumania. In such
Circumstances - as has been already envisaged in the case of
Yugoslavia under a similar assumption - the West might consider
it appropriate to take measures devised with the special
purpose of relieving Rumania of the particular difficulties
she would encounter. However, as has already been indicated
above, in view of the limited influence which Western
governments have on the direction of trade in particular
products, these might not be easy to put into practice. Here
again, a more convenient solution might be to provide the
Rumanians with the means of acting themselves through general
co-operation in trade and finance.

17. ©Should the Soviet Union be determined to bring
Rumania to heel, she .could apply political and military, as well
as economic, pressures. There are circumstances in which
Rumania would not be in a position to co-operate with the
West, or might be inhibited from doing so. In order to avoid
provoking escalation of Soviet pressure, the response of
Western countries to Rumanian economic needs should no doubt be
handled in a very undramatic way as normal (albeit increased)
commercial activity. Whether help should be given by Western -
countries and in what form would depend largely on the :
Rumanians themselves., Althcocugh consultations on the economic
policy to be followed might take place in NATO, it might be
appropriate in the implementation of this policy for member
countries to act individually, taking account of their different
possibilities and interests.

.18, Circumstances might arise where the West would wish
to apply to some other Basterm European countries certain
measures outlined above, especially those described in
paragraph 14, On the other hand, it is unlikely that strong
economic pressure or sanctions would be applied by the Soviet
Union and some other Warsaw Pact countries to more than one
Bastern European country at the same time.

IIT. ALBANTIA

19. The small size of the country, the fact that it is
economically underdeveloped, its great dependence on forelzgn
aid, financial and technical, are indications of the weakness
of the Albanian economy. Agriculture, which is primitive
in character, is not in a position to meet the needs of the
rapidly growing population. Besides, Albanian resources are
not sufficiently developed nor its industry, in particular,
advanced enough to make it possible to cover imports,
essential for economic developments, by means of exports of
raw materials or manufactured products.

e NATO CONFIDENTIAL




PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

DECLASSI FI ED/ DECLASSI FI EE -

NATO CONFIDENTIAL -8~
C-M(69)14

20. Since the second world war, 90% of Albania's

foreign trade has been with Communist countries, and until

1961 the USSR exerted the major influence on the country's
development by means of trade and of technical and economic
aid. As Albania took sides with Communist China, the Soviet
Union broke off commercial relations with her and ceased
economic aid. Faced with this new situation, Albania,

rather than trying to draw closer to the West, turned to
China, which quickly took the place of the Soviet Union as
chief trading partner and supplier of financial and technical
aid., So far, the Albanian leaders have refrained from seeking
any econonic aid from the West. ' :

21l. Since that time the USSR has been without any means
of exerting economic pressure on Albania, and can operate on
the economic plane only through the intermediary of other
COMECON countries, Albania's present vulnerability is due
essentially to the development of trade with Warsaw Pact
countries other than the USSR. Czechoslovakia and, to a
lesser extent, Poland and the Soviet Occupied Zone of Germany,
offer valuable outlets for Albania's growing industry which
would be difficult to replace, as well as an important source
of capital and transport equipment necessary for industrial-
isation.

22. There are various possibilities as regards economic
pressure on Albania by Communist countries:

(a) If pressures by the COMECON countries - inspired
probably by the USSR - were exerted, they might
well slow down the economic development of Albania.
The expectations of improvements in the living
conditions of the population might, to a certain
extent, be jeopardised. It seems, however, that
in spite of demographic pressure, the population
already inured to harsh conditions could put up
with the privations which would follow. Albanian
agriculture and imports of foodstuffs from China
would probably ensure the necessary subsistence
ninimum. In the last resort a lot would depend .

- on China's attitude. It is likely that she would
be in a position to help by stepping up her trade
and aid, especinlly since the increments.required
would be relatively small. I+ is therefore not at

.a}l certain in such a case that Albania would seek

- 2ld on a big scale from the West, though the latter.
would certainly have an opportunity of improving
its econonic relations with Albania.

(b) In the extremely unlikely case of the Burcpean
Communist countries and China imposing economic
sanctions on Albania at the same time, the latter's
position would be more serious still. She might
then be forced to turn to the West for support.

NATO CONFIDENTIAT -8=
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(c) Should China, acting alone, decide to cease
supporting Albania, the latter could turn instead
for economic aid either to the COMECON countries
or the West. It is likely she would approach
both at the same tine.

23. If it would appear to be in the long-term interest
of the West to loosen the dependence of Albania on other
Communist countries by developing ecounomic relations with her,
this would primarily imply that the Albanians would have %o
mske such a policy feasible. Besides, at the purely commercial
level, the possibilities of developing trade are limited,
given the small range of products and their indifferent
quality. Should, however, circumstances induce the West to
accord econonmic aid to Albania, given the smallness of the
country, the dimensions of the +task would present no great
problen, either as regards raw materials and nanufactured
products required for the development of the Albanian econony
or the financial aid needed. Technically speaking, bilateral
trade and clearing agreenents night be the best way of
supporting the Albanian econony., The bilateral aspect of
such agreements would in no way be incompatible with a
certain co-ordination of policy towards Albania among nenbers
of the Alliance. It would only be in the much longer term
that this country could benefit from economic co=-operation
with the non-Communist world within the framework of the
international economic organizations such as the International
Monetary Fund and the International Bank for Recomstruction
and Development.

*
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Yugoslavia | Rumania |Albania

Population (million) 20 19 2
GNP per head (US g) 750 940 250
Total Foreign Trade
Turnover (19567)
(million US g) 2,959.0 2,941.4 174.9
Trade with Communist
countries as % of total 31 51 91
trade
of which with:
- USSR 13 28 0
- Bastern Europe(l) 17(2) 19(3) 42(3)
- Communist China and

others(4) negl. 4 49
Trade with Yugoslavia as
% of total trade 1 3
Trade with industrialised ,
Western countries as % of 56 41 6
total trade
Trade with developing
countries as % of total 13 7 negl.
trade _

(1) Bulgaria, Czechoslovakia, Hungary, Poland, Rumania

Soviet Zone.

(2) 1Including just over 1% for trade with Rumania.

(3) Albania's trade with Rumania amounts to 4% of total
Albanian trade, while the share of Albania in total
Runmanian trade 1is negligible.,

(4) Albania, Cuba, Mongolia, North Korea, North Vietnan,

I -
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YUGOSLAVIA

1. The present note(l) on the vulnerability and
economic problems of Yugoslavia deals successively with the
following points:

- main economic problems;

- developmehts in economic relations with Conmunist
countries and means of pressure at the disposal
of these countries;

- dévelopménts in economic relations with the West
- and possibilities of supporting the Yugoslav econony.

I. MAIN ECONOMIC PROBLEMS

v L 2a Rich in resources and pronmising in potential, ,
Yugoslavia has one of the least developed economies in Europe.
Its per capita gross national product of about 750 is lower
than that of her Warsaw Pact neighbours Rumania (g940) and
Bulgaria (£1,000)(2). The largest part of its population

of 20 million still makes its living from agriculture and
there is considerable unenployuent: 338,000 in the socialised
sector alone, whereas 400,000 are working abroad. The six
Yugoslav republics and two autonomous regions present sharp
contrasts in economic developnent., The per capita GNP of
Slovenia, the richest area, is five times higher than that

of Kosovo and Methonija, the most backward. The Federal -
Constitution, adopted to facilitate the co-existence of

the various national groups, nokes the nanagement of the
econony more difficult and leads in some cases to duplication
of effort and waste of resources, :

D Yugoslavia is simultaneocusly trying to overcone
her econonic under-development and striving to correct the
effects of ill-orientated investments due first to rigid
planning and later to unco-ordinated decisions by local
authorities and Workers' Councils. As it is normal for a .
country at an early stage of development, Yugoslavia needs a -
considerable inflow of capital. In fact, the country has

(1) This note takes account of the basic note submitted by
the Italian Delegation, (AC/89-WP/264), a note submitted
by the United States Delegation, (AC/89-WP/265), and
notes from the Canadian (AC/127-WP/233) and German
(AC/127-Wp/2%3/1) Delegations. ' B

(2) GNP figures are drawn from a study by the United States

Authorities and, as far as possiblie, have been
calculated on a conmparable basis.

~13- NATO CONFIDENTIAT
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benefited from considerable financial aid and loans from
international organizations and Westerm governments and

institutions. In the past few years she has also relied e -
heavily on commercial credits. Such loans and credits have

resulted in an accumulation of debt repayments, which has

led her to approach a number of Western countries about

re-scheduling arrangements., In spite of some increase in

1968, reserves :are still modest in view of Yugoslavia's

trade liberalisation measures and aims, :

4, Yugoslavia has made -original experiments in an
attempt to combine socialism with a market economy. In-
agriculture, private property has been retained but the
strict limitation of the size of private holdings seriously
hampers modern farming. In industry a large degree of
autonomy has been granted to enterprises which remain
under "social" ownership and are managed by Workers' Councils.
Further moves towards a market economy were made in 1965 o v
with a series of new reforms. The main responsibility for
the financing of investment was transferred from public
authorities to the enterprises themselves and to the banking-
system. Agricultural prices were increased substantially
and “political" prices for some basic products were abolished,
However, the economic reform launched in 1965 has not yet
been fully implemented. Prices have not been completely
liberalised (almost one-half still remain controlled) and
there has been no move further to liberalise imports and
foreign exchange regulations since the beginning of 1967.

n

5. Although the transition from a centralised to a
market economy has proved laborious and has confronted the
Yugoslavs with greater difficulties than they originally
expected, significant advances have been made since the
introduction of the 1965 reforms. Agriculture has progressed,
aided by good weather, and there has been a speeding up in
the modernisation of infrastructure (railways, roads,
electric power) and basic industry (iron and steel,
non-ferrous metals, chemicals and petroleum products).
Some progress has also been made towards increased
specialisation in production and in the allocation of
investment funds, the operation of the banking system and
credit regulations. A notable, though perhaps temporary,

~achievement of recent years has been the curbing of K

inflationary pressure through credit restrictions introduced
in 1966 and 1967. Unfortunately these led in 1967 to a .
general stagnation and a further increase of the already
high unemployment. Following an upsurge of the economy in
1968 the dangers of another inflationary cycle are again
present, but the Government appears determined to act
resolutely %o check any serious trends in this direction,
and to continue the course of economic reform.

NATO CONFPIDENTIAL ~14~
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6. It appears doubtful that the need for government
intervention in the economy can be significantly reduced in
the foreseeable future because, as the 1968 performance
shows, the economy remains vulnerable. to fairly strong
inflationary pressures, balance of payments qifficulties
and a scarcity of trained managers. Nevertheless, the
Yugoslav Authorities continue to believe that improvements
in the structure and efficiency of the Yugoslav economy
can best be achieved through greater exposure to foreign
competition and the freer operation of market forces. The
decentralisation of economic life and the change to indirect
Western style methods of managing the economy which has
already taken place is closely related to the growth of
freedom of expression within the country, the development
of parliamentary institutions and the diminishing of the
role of the Party in economic 1life. Growing orientation to
world markets and the right of relatively free entry and
exit make Yugoslavs increasingly aware of Western values.

T The Federal budget for 1969, amounting to
11,546.5 million dinars (Z923.7 million) provides for a .
12.5% increase in expenditures over the 1968 figures. This
rise is the consequence of increased outlays in connection
with the realisation of the main objectives of the 1966-1970.
plan and of the reforms, increased military expenditures
and increased subsidies to the less developed republics of
the Federation. The largest rise is in the defence budget .
which amounts to 6.933 billion dinars ($555 million), .
i.e. 926.5 million dinars (Z74 million) more than in the
original 1968 defence budget. The share of military
expenditures in the total Federal budget is 60%. Increased
nilitary expenditures - following the invasion of
Czechoslovakia - could increase inflationary pressures and
also create balance of payments problems which, however, .
cannot be assessed accurately as it is not known what .
amount of ‘goods, which could otherwise be exported for hard
currency, will now be diverted to the military and what
military hardware will be purchased from the West.

8. The balance of trade, which had shown a very large -
deficit during the preceding years, improved in 1965 and
1966. However, the situation deteriorated in 1967 as the
deficit rose from #354 million in 1966 to 456 million in
1967, and worsened still further in 1968 when it may have
reached about #530 million. However, the 1968 figure
comprises a deficit in trade with Communist countries
(of the order of g70 million) which reflects an intentional
Yugoslav policy of running down, by increasing imports,
earlier surpluses in clearing accouats with these countries.
The trade deficit is offset, to a substantial extent, by
invisible receipts mainly from tourism, emigrants' remittances

-15- | NATO CONFIDENTIAT
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and transport. Gross receipts from tourism have been rising;
they amounted to 2150 million in 1967 and are estimated at
#230 million for 1968. Workers' remittances, which amounted
to S9O million in 1967, have been estimated at £160 million
for 1968. As regards transportation, net receipts in 1967
were $132 million. However, the surplus on invisible
transactions has not yet veen sufficient to cover the trad
deficit and the servicing of the foreign debt. -

9, . The total indebtedness of Yugoslavia at the end
of 1967 amounted -to $2.2 billion, broken down as follows:
loans from international organizations $393 million,
bilateral creditors (suppliers' and bank credits) 2917 million,
official government loans in convertible currencies £568 million,
Communist countries' loans £310 million, loans repayable in
dinars £317 million. Out of the total of $2.2 pillion,
Yugoslavia had actually received at the end of 1967 1.6 billion
of which $1.3 billion repayable in hard currencieés. As can v
be seen from these figures the externmal debt has reached a
very high amount and its servicing places a heavy burden on
the balance of payments. It has been estimated that payments
in this respect will rise from about £240 million in 1967 to.
some 350 million in 1968 and will remain at some 260 million
up to 1970. The debt service alone has been estimated as
representing about 25% of Yugoslav convertible exchange
earnings. The difficulties experienced by Yugoslavia in her
foreign payments led her, towards the end of 1967, to
re-establish some trade restrictions.

II. DEVELOPMENTS IN. ECONOMIC RELATIONS WITH COMMUNIST
COUNTRIES AND MEANS OF PRESSURE AT THEIR DISPOSAL

- 10. After the war, a very large proportion - nearly
half in 1948 - of Yugoslavia's foreign trade was directed
towards Communist countries(l). This trade practically came
t9 an end when Yugoslavia broke away from the Cominform in
mid-1948 and it was not until 1955 that there was a gradual
resumption, 'In 1967 about 25% of Yugoslavia's imports came
from European Communist countries, which took about 36% of
her exports(2). Although these percentages are smaller than
in 1948 when the break with the Cominform took place, they
are still considerable, _ : S

. 11. In December 1968 Yugoslavia signed trade protocols
with all Warsaw Pact countries covering trade in 1969, The
main agreement concluded with the Soviet Union, provides for
two-way trade amounting to #400 million, of which #%64 million
are within the trade protocol, and the balance is covered by

(1) See Table VII attached.

(2) For the first eleven months of 1968 respective percentages
were 27% for imports and 33% for exports.

NATO CONFIDENTIAL -16;




DECLASSI FI ED/ DECLASSI FI EE -

PUBLI C DI SCLOSED' M SE EN,LECTURE PUBLI QUE

ks

e

=17 NATO CONFIDENTTIATL
ANNEX T1 %o

special agreements annexed to it. The Yugoslavs are

expecting supplementary arrangements between economic

organizations of the two cocuntries which would bring the

total value. of trade in both directions to about 500 million.
Yugoslavia is particularly dependent on the Soviet Union

for her imports of crude oil, rolled and drawn steel, pig

and cast iron, coal, synthetic rubber, aluminium, cotton

and coking pit coal. The Soviet Union is also a very large
buyer of the following Yugoslav products: menufactured goods,
machinery and transport equipment, chemicals, beverages

and tobacco. Yugoslav shipyards are heavily dependent on
Soviet orders for their production. In 1967 the USSR bought
56% of Yugoslav total ship exports in the framework of a
five-year agreement (for the period 1966-1970) according to
which Yugoslavia will deliver to the USSR 78 sea-going -
vessels, valued at over F300 million, -Negotiations regarding
Soviet ship purchases after 1970 have not yet begun; it is
not clear, however, whether this absence of negotiations

is due to commercial and.economic considerations or whether
the Russians are using it as a form of pressure on Yugoslavia.
The Yugoslavs have been concerned about delays in completing
projects involving Soviet equipment. Even in the present
conditions, Yugoslavia's policy seems to be one of maintaining
and developing trade with the USSR. For instance, a Yugoslav
firm has recently reached agreement to deliver automobile
parts and the Yugoslavs are also attempting to sell rolling
stock to the Soviet Union.

12, Since 1965, Yugoslavia has concluded three credit
arrangements with the Soviet Union amounting to $233 million
to be used in the period up to 1971. One credit of .
£40 million is linked +to the "Iron Gates" hydro-electric
power system; it will be used to purchase technical,
building and installation equipment; a most important part
of this equipment is represented by six turbines and th?ee
generators, which the Soviets are committed to deliver in:
1968 and 1969. The second credit of £33 million is being
used for the reconstruction of Skopje -~ it provides fo; the
delivery between 1967 and 1971 of equipment for the building
of a number of factories. The third and most important
credit of $160 million is being used for the purchase of
equipment for thermo-electric power plants, the development
of certain steelworks, the building and expansion of lead
and zinc mines.

13. After OECD Burope (49.2%), the Eastern European
countries, together, are the most important trading partngrs
of Yugoslavia; in 1967 their share in Yugoslav tot;l foreign
trade was about 18% as against 13% for the USSR which came
in third position. Among Bastern European countries,
Czechoslovakia is the main trading partner followed by the
7one and Poland., In 1967 trade with these three countries

=17 NATO CONFIDENTIAT
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represented 12.4% of Yugoslav . total trade turnover. Rumania
is practically at the bottom of the Eastern European countries
league with 1.5% of Yugoslavia's total trade; short-term
prospects for a substantial increase of Rumania's share _
appear remote because neither country presently produces a
sufficient assortment of high quality goods which would ,
interest the other. The Yugoslavs have, however, indicated
their desire to broaden industrial co-operation with Rumania
in order to expand economic relations and open up new trade
possibilities. According to information given recently in

the Yugoslav press two-way trade with Eastern European -
countries is expected to increase in 1969. On the basis of
the fragmentary data obtained on the 1969 trade agreements,
commodity lists provide for trade amounting to about . :
#720 million, with Cgzechoslovakia always at the top of the
list. This target -~ which is an indication of Yugoslavia's
desire to maintain and develop her trade with that area -
appears ambitious and, judging from past performance, it is
not very likely to be achieved (two-way trade amounted to

#510 million in 1967(1) and has been estimated at #460 million.
for. the first eleven months of 1968(2)). Eastern European -
countries represent an interesting market for the followlng
Yugoslav products: tobacco, bauxite, veneers, rolling stock,
transport equipment, refined lead, ships, electrical
machinery and appliances, wires and cables, wood furniture,
clothing and footwear. On the other hand, Yugoslavia imports
the following main commodities: rolled and drawn steel,

pig and cast iron, coke, fertilizers, synthetic rubber, sugar,
machinery and transport equipment. ' ‘ ' ‘

14. Yugoslavia has been participating, since September
1964, in certain COMECON committees, but she cannot attend
the meetings of the Executive Committee unless invited to do
so. Yugoslavia has avoided getting too closely linked to '
COMECON with whom she is far from satisfied, Being more
involved in world trade, Yugoslavia is particularly unhappy
about the artificial pricing system prevailing in COMECON. .
A main source of pre-occupation for Yugoslavia has been the
building up since 1965 of large surpluses in exchanges of
goods. and services amounting to about $100 million in
October 1968, As has already been indicated above(3) it is
the deliberate policy of Yugoslavia to run down these
surpluses. In times of tension their existence might put
Yugoslavia into difficulty should agreement for their
utilisation not be forthcoming. Yugoslavia, a strong S
supporter of multilateralism in trade and payments, is seeking
to introduce such elements into the COMECON system and into
trade relations with its COMECON partners.

(1) Source OECD Trade Statistics
(2) Source Yugoslav Statistics

(3) See paragraph 8. v
NATO CONFIDENTIAL -18-
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15. After the break in 1948, it turned out that imporis
from the Soviet bloc could be quickly replaced, especially
as large oredits and financial assistance to Yugoslavia'were
provided by the West. On the other hand, there were
difficulties in finding outlets for the products previously

~s80ld to Communist countries, and Yugoslav exports never

reached their 1948 level as long as trade with the Sov1et
bloc was cut off. ,

16, A complete interruption by Warsaw Pact countries
of their trade with Yugoslav1a appears as a remote possibility
which would only take place in the framework of other measures
in the polltlcal and military fields. Yugoslavia's present
condition is quite different from that of 1948, Admittedly
the economy is still grappling with a number of serious:
problems but, on the whole, trade is far more diversified now
than it was twenty years ago; the non-Communist countries
can. provide any of the gcods required by Yugoslavia while
the latter disposes of a wider range of products for export.
Moreover, if the Soviet Union decided to apply an economic
embargo, some of her COMECON partners, in particular Rumania
and Czechcslovakia, would be reluctant to follow her example,
It would seem that the Soviet Union would stand to lose more
than she would gain from any drastic economic action against
Yugoslavia, as it would push that country still further into
the Western camp and create new friction within COMECON.

17. The nature of Soviet/Yugoslav economic 1links seems
to indicate that the USSR could try and influence Yugoslavia
either by selective discriminatory economic measures or by
the more subtle method of dangling the carrot in front of
the Yugoslavs rather than waving the stick. Certain Yugoslav
developing industries badly need export markets to supplement
insufficient home consumption and finance essential imports
of basic materials; by promising to make certain purchases,
or threatening to withdraw previous crders in the less
developed republics of the Federation, the USSR may exert a
form of pressure on Yugoslavia which could create con81derab1e
difficulties for that country.

18.  Other possible means of economic pressure on
Yugoslavia by COMECON countries would be the stoppage of
their tourism to that country (which accounts for sone 14%
of total Yug goslav earnings of this nature) and the
1nterrupt10n of transit trade which allows Yugoslavia to earn
some 550 million annually. Whereas the ending of tourism
would not involve COMECON countries in particular difficulties,
the dislocation of transit trade would oblige these countries
to find alternative routes through Western countries, a
solution which, politically, might be even less attractive
to the Russians than the present one.

-19~ NATO CON“IDENTIAL
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19. Thus Yugoslav1a ‘remains open to pressures fronm
COMECON countries. These could apply a whole range of -
selective measures, from dilatoriness in deliveries of
commodities critical to the Yugoslav economy to.refusal -
on more or less specious grounds - to conclude new procurenment
arrangements.  To sum up, Yugoslavia's vulnerabllity lies

in four Spec1f1ed areas:

(i) +the shortage of convertible currency which would
make it very hard for Yugoslavia to find altermative
sources of supply unless she was prov1ded by the
West w1th neans of payments, .

(ii) +the procurement in the West of certain machlnery
and transport equipment needed to complete or eXpand
- factories already equipped with Soviet-built’
machines (and spare parts for these) might prove
quite difficult;

(iii) the shift of certain Yugoslav exports from*

- Communist countries to the Free World might be
particularly difficult, for instance, Communi.st
countries take 52% of chemlcal products, 58% of
machinery and transport equipment and 41% of other
nmanufactured goods. An interruption of Conmunist
orders may hit certain industries such as the
shipyards, and in particular inflict a heavy blow
on some inefficient or technologlcally backward
»Yugoslav industries whose main export markets are
in the COMECON area; .

(iv) +the latent dissatisfaction of the less developed
republics of the Federation with the rate of their
econonpic progress could be exploited by Communist
countries by careful manipulation of their trade
w1th these areas. _

20. Should rerqtlons with the East deteriorate further,
a very difficult situation would arise for Yugoslavia owing
to the fact that most of the equipment in her forces has cone,
in recent years, from the Soviet Union and other Warsaw Pact
countries. ©She would be deprived of the spare parts necessary
for the maintenance of this equipment and this would reduce
considerably the effectiveness of her forces, unless
substantial military assistance were received from elsewhere.

NATO CONFIDENTIAL -20-
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III. DEVELOPMENTS IN BECONOMIC RELATIONS WITH THE WEST AND
POSSIBILITLIES OF SUPPORTING THE YUGOSLAV ECONOMY

21. The share of the non-Communist countries in
Yugoslavia's total trade declined from almost 100% in 1952-
1954 to some 65% in 1965, as her trade with Communist
countriés was gradually resumed(l). However, these
percentages may give a somewhat wrong impression as, in
absolute terms, there has been a significant increase in
Yugoslavia's trade with non-Communist countries - at an
annual rate of some 10% since 1955. In 1967, the share of
non-Comnmunist countries in Yugoslavia's trade had increased
to 69%: that of Western Europe was about 49%, that of North
America 7% and that of the Third World not quite 13%(1).

22, Should economic pressure be applied by the Warsaw
Pact countries to Yugoslaviza, the latter might possibly
expand somewhat her trade with the developing countries,
where she could find some of the raw materials currently
bought in Communist Burope and perhaps sone- increased outlets.
So far Yugoslavia's trade with the Third World has been
stimulated by the granting of credits. She might not be
in a position to pursue this financial policy on a very
large scale but, by ircreasing her own imports, she would
enable her trading partners to moke additional purchases.

23, The desire to hedge against any future rupture in
relations with Warsaw Pact countries will provide additional
motive for the Yugoslavs to broaden their economic relations
with the non-Cormmunist countries, Inherent difficulties in
trade, stemming from differences in trade systems and the
problens of bilateral clearing arrangements may, in any case,
cause a decrease in the share of COMECON trade with Yugoslavia,
Quite apart from the eventuality of economic pressure, it
might be in order for the West to examine the possibility of
reducing or eliminating some of the quantitative restrictions
which still hamper Yugoslav exports. This might be achieved
nostly through bilateral negotiations as far as industrial
products are concerned. On the other hand, for agricultural
products, there would be special difficulties, as any
significant progress would involve some revision in the
agricultural policy, not only of some individuasl countries,
but also of the European Econonic Community.

24, Since 1948 North America and several countries of
Western Burcpe, in particular Italy, the United Kingdom and
France, have provided large loans or export credits to
Yugoslavia in order to help her meet her balance of payments
deficits. The largest contribution has come from the
United States and anounts to sone 22.9 billion (economic loans
£976 million, economic grants £1.2 billion, military aid

(1) See Table I.
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#698 million). In recent years, Yugoslavia has increasingly
resorted to short and medium~term commercial loans, and a
bulge in debt repayments from these and earlier credits has
arisen which has led her to seek the re-scheduling of her
debt repayments with a number of Western countries. So far
Yugoslavia, contrary to many other developing countries, has
not benefited from an influx of foreign investments which
would have offset to some extent the repayment of previous
debts. This situation may now be modified following the
passing by Yugoslavia in the summer of 1967 of legislation

-authorising, on certain coxrnditions, foreign investnments in

the Yugoslav econony. A4 major disruption in Yugoslav/
COMECON countries' trade would have serious consequences on
the Yugoslav balance of payments; hence the nost effective
way of assisting Yugoslavia to noke a fairly rapid adjustment
would be for the West to extend financial assistance. In '
this connection, it may be worth considering whether political
reasons nay warrant the extension of grants, loans and

credits to Yugoslavia which, under the normal criteria of
solvency and credit worthiness, might not be granted.

25. The fact that Yugoslavia belongs to, and has good
relations with, most international organizations of the
Free World, would make it easier to assess her economnic
requirements in an cnergency and to find the appropriate
means of supporting her econony: -

(i) Since 1966 Yugoslavia has been a full menmber of
GATT. She ncceded to that international body after
a series of bilateral and multilateral negotiations,
as a result of which a number of quotas hampering .
her trade with the West were reduced or eliminated.
Yugoslavia has also participated in the Kennedy

"Round, which resulted in the reduction of tariffs
on industrial goods, However, there are only very

" limited possibilities within GATT to facilitate

- the export of Yugoslav agricultural products,
which raises serious problems.

(ii) Since 1961, Yugoslavia has had observer status
within the OECD and participates in several
comnittees concerned with annual examination of
.economic policies, with agriculture and fisheries, .
sclentific research and technical co-operation.

She benefits also from the 0BECD's technical

assistance projects. While the OECD, in case of

emergency would be most helpful in assessing

Yugoslavia's requirements, it is not in 'a position
- to rendeér practical assistance. S

NATO CONFIDENTTIAL 22
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On the other hand, Yugoslavia might receive some
short-term financial aseistance from the IME, of
which she is a full member, However, at The end

of 1968 she had practically exhausted her borrowing
facilities, and her drawings amounted to 140 million.
It is understood that the IMF has accepted to

extend for another two years the naturity of a

- three-year loan amounting to £50 million. On

5th July, 1968, Yugoslavia becane a member of the

-Iaternational Finance Corporation (IFC), which is -

an affiliate of the World Bank. This Corporation

iseurrently examining the possibility of extending

loans to.a number of Yugoslav enterprises., The
World Bank (IBRD) has already provided a very large
contribution to Yugoslavia's economic developnent
in the form of long-term loans, in total these have
exceeded 330 million.

With the EEC, Yugoslavia has started negotiations .
for the conclusion of a non-preferential trade - -
agreemnent. These negotiations are considered by
both parties as very inmportant, bearing in nind
that the European Economic Community is the main
trading partner of Yugoslavia and that agricultural
products represent some 45-47% of Yugoslavia's
exports to the Common Market. Yugoslavia has

- emphasised, -during these negotiations, that these -

exports declined substantially in 1968 as a result

of the common agricultural policy of the Community.
Various possibilities remedying the situation have
been considered but the terms of reference of the
negotiators, which prevent any change in the

present arrangements as regards agricultural products,
make substantial progress difficult to achieve.

~23- NATO CONFIDENTIAL
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. EVOLUTION OF GEOGRAPHICAL DISTRIBUTION

OF FOREIGN TRADE

(as percentage of total)

1948 1952

1. Communist® countries 46,6
USSR | 11.9
Others 34.7

2. Free World 53.4
Weétefn Burope 42,3
North America 5.1
Others" | 8.0

100.0

1.5
17.3
11.2

9.2

n.a.
n.a.
90.8
51.3
24.6
14.9

28.3

7.9

20.4
71«7.

'9.2
15.5

24.5

8.6
15.9
75.5
44,2
12.6
18.7

‘1955 1960 1963 1966 1967

33.8
12.1
21.7
66.2
40.5
10.0
15.7

30,9
13.0
17.9
69.1
49.2

7.0
12.9
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TABLE II

MAIN TRADING PARTNERS '

(1967)

In % of total trade

In % of total

In % of total

(exports + imports) inports exports
Ttoly 15.%% | F.R. Germany 16.7% | Italy 18.0%
USSR 12.9% | Italy 13.4% | USSR 17.5%
P.R. Germany  12.9% | USSR  9.6% | F.R. Germany  T.T%
United States  6.9% |United States  7.3%| United States  6.3%
Czechoslovakia  4.9% | Czechoslovaekia 5.5% | Soviet Océupied
Zone 5.0%

United Kingdom 4.6% | United Kingdon 5.3% : o

‘ - Czechoslovakia 4.0%
Soviet Occupied _, | France 4.7% e |
Zone - 4,.4% Austria, % « 8%

Soviet Occupied . : A '

France 3.6% | Zone 4.0% | United Kingdom 3.7%
Austria 3.6% | Austria 3.4% | Poland |  3.7%
Poland 3.,0% | Poland 2.4%

~25~
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RUMANLA

1. This paper, on the economic problems and vulnerability
of Rumania follows as closely as possible the pattern of the
preceding study on Yugoslavia. It deals therefore with the:

- main economic problems;

- relations between Rumania and Communist countries
and mcans of pressure at the disposal of the latter;

devclopments in economic relations with the West and
possibilities of supporting the Rumanian economy.

I. MAIN ECONOMIC PROBLEMS

2e Although Rumania is well cendowed with natural resources
and has achicved over the last decade a very high rate of
industrialisation, she has @till scrious economic problems to
solve: +the modernisation of her agriculture, the improvement
in the standard of living of her population and the adjustment
of her relatively small economy to the broader pattern of
international exchanges.

3. Rumania with some 19% million inhabitants is a
country quite well favoured by gcogrophy and climate. Despite
Hungarian and German minorities it is fairly homogencous as
regards population. Therefore, the kind of regional, political,
cconomic problems of Czechoslovakia and Yugoslavia, where :
ethnical groups live in less-devcloped parts of the country, do
not arise with thc same degree of seriousness in Rumania,
although in times of crisis there might be difficulties with
the Hungarian minority. There is good agricultural land with
export potential in wheat, maize, vegetable, fruit, wine and
timber. Rumania has also petroleum reserves which, though
limited, are for the time being adcquate for domestic needs and
reduce the cconomic dependence on outside supplies. In this
respect Rumania is better placed than other Eastcrn Buropean
countries. ~ e

4, In the post-war period therc has been an all out
drive for industrialisation, even in the face of strong COMECON
opposition. The annual rate of incrcase of industrial
production is among the highest in the world (13.2% over the
period 1961-1967), capital goods being favoured at the expense of
consuner zoods. Runonia’s nain efforts have becn concerntrotcd on
some key sectors such as the sctting-up of large-scalc steel
plant, chemical industrial plants, cngineering factories and
the related dcvclopment of electric power plants. The history
of the Galati Steel Combine, decsigned to provide thc basis for
a larger enginccring industry, is significant. The Soviet
Union had promised in 1960 substantial assistance for its
construction, but in 1963 she made it clear that she was no
longer prepared to deliver some of the equipment promised.
The Rumanians turned towards the West, and France and the
United Kingdom supplied the heavy plate rolling mill. Above
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average growth rates in production over the period 1960-66
have been reportcd in the chemical industry (almost 25%
annually), electrical power production (20.6% annually),
engineering and non-ferrous mctallurgy (16.4%).,

5 On the whole, Rumania's long-~term development plan
makes economic sense, since most of the investment is based on
the raw materials available in the country (petro~chemicals,
food processing, wood processing). But this does not mean that
all the problems raised by a fast and sometimes hasty
industrialisation have been solved already. For instance some
of the most sophisticated equipmcnt coming from the West may not
always be uscd economically owing to lack of experience and
shortage of technicians. The chemical industry, which has the
highest growth rate, is also the one where the planned losses
are among the largest and wherc a number of units are reported
to be working at an unprofitable level. One of the most serious

problems is that of the iron and steel industry; it can be )
argued that the Galati Combine is scarcely an economic
proposition.

6. It must be borne in mind, that Rumania started with a
low level of industry. In 1950 about 75% of the working
population was still employed in agriculture with only 12% in
industry. By 1966 the agricultural element had declined to
55% while employment in industry had reached 20%. The early
stage of industrial development explains partly, at least, the
rapidity of the progress achieved and also the fact that
Rumania has not been yet under strong economic pressure to-
reform her system of management and planning. Howcver, further
economic expansion may be difficult to achieve, within the rigid
framework of the planning mechanism and the régimc is now
considering somec changes in the economic set-up. The mild
measures approved by the National Party Congress in December 1957
are planned to be introduced gradually.

T As elsewhere in Eastern Europe the programme of
forced industrialisation has becn achieved partly at the expense
of agriculturc. Rumania's agriculture is still primitive by
European standards. Yields per hectare of basic crops and use
of chemical fertilizers are among the lowest in Eastern Europe.
Private tended plots (7% of arable land) yield the bulk of the
potato crop-and show much better results than those worked by ®
the collectives. The average annual increase of total
agricultural output in the period 1960-7 amounted to about
3.5%. However, as a result of a high level of procurements “
from the pcasants and in view of the low rate of population
increase, output has been adcquate to meet the growing needs of
the towns and to provide for the rapidly expanding export of
agricultural products. :

8. The standard of living of the population is still low
and is improving only slowly. In spite of the rapid growth of
industrial output the gross national product per head, according
to US calculations, did not excced $940 in 19¢7. This compares
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with 1,580 for the USSR and over $2,000 for the advanced
countries of Western Europe. The GNP per head in Rumania is
somewhat higher than in Yugoslavia but much below that of
Czechoslovakia and the Soviet Zonc and even less than in
Bulgaria, Poland and Hungary. As has been already indicated
the planning authorities have placcd the emphasis on capital
goods, and the consumer industries (textiles, clothing and

foodstuffs) have grown only moderatcly. The share of

investment in the national income is among the highest in
Eastern Europe, and although the defence effort is fairly
moderate and has not increased significantly over rccent years
(about 4% of GNP) the share of private consumption available
from resources is relatively low. This situation scems to be
accepted with resignation by the population. For the time
being at any rate, it does not crcate serious difficulties for -
the authorities, who have gained widespread support for their
policy of independence vis-&-vis the Soviet Union.

9. Rumania is not a great trading nation; this is a
reflection of its low stage of development and the fact that
its natural resources are reasonably adequate. TForeign trade
per head of the population (g153) is the lowest among East
Furopean countries, and exports in 1567 amounted only to
7.7% of the US cstimate of Rumanian GNP. Neverthelcss foreign
trade is expanding; the combined value of imports and exports
rose from #1,364 million in 1960 to $2,940 million in 1967.

As the country dcvelops economically, there is bound to be more
specialisation and foreign trade, and the importance of this in
the economic life of the country will no doubt increasc.

10. As the industrialisation of Rumania progresses, a
greater degree of specialisation and, in consequencc, increased
participation in world trade become necessary. She nceds
growing quantities of raw materials and equipment from abroad.
At the same time, she must find cnlarged outlets for her
nroducts, the increased production of which is neccssary not
only to pay for her purchases abroad, but also because the
domestic market is too narrow for her industry to work on an
economic basis and obtain the advantages of large-scalc
production. As will be seen in more detail in the following
paragraphs, her trade with Communist countries has been
proportionately reduced and is carried on mostly in the
bilateral and somewhat artificial way prevalent in the Communist
world. While she has greatly expandcd her trade with the West,
this is fundamentally unbalanced; Rumanian imports have only
been covered by her exports to the West to a limited cxtent,
the rest being financed by credits. Outstanding credits from
NATO members, as will be seen in more detail in Part 111,
expressed per head of population or as a percentage of.the
national income, are the highest among European Communis®t
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countries. This heavy indebtcdness to the West is sometimes
seen in othcr Warsaw Pact countries as a sign of Rumania's’
vulnerability to capitalist influences. The future developments
of Rumanian cconomic relations with the non-Communist world
raises certain problems.

II. RELATIONS BETWEEN RUMANIA AND COMMUNIST COUNTRLES AND MEANS
OF PRESSURE AT THE DISPOSAL OF THE LATTER

11, It is a distinct featurc of the Rumanian scene that
the economic policy chosen by the national leaders has been
pursued in the teeth of COMECON opposition. In the carlier
phase of the post-war period Rumania was exploited by the USSR
and the economy was run on very orthodox Communist lines.
Towards the end of the fifties in accordance with the COMECON
concept of division of labour it was suggested that Rumania and
Bulgaria should concentrate on agriculture and processing rather
than going in for all-round industrialisation. The Rumanians in
declining this option made thc issue one of national .
independence and braved the wrath of the Russians and certaln
other members of COMECON, notably the Soviet Zone. At first the
Rumanians got their industrial plants from the Soviet Union,
Czechoslovakia and the Zone, but later switched thc bulk of
their purchascs to the West, either because the other Communist
States showcd some reluctance to deliver the plant or because
the Rumanians realised that morc up-to-date equipment was to be
had in the VWest, and indeed was also being bought by other
COMECON members.

12, The shift in the gcographical pattern of Rumanian
trade has been pronounced in rccent years. From nearly 80% in
1959 the share of Communist countries in this trade fell to
some 52% in 1967. The share of NATO countries alone rose during
this period from 12.6% to 32.5%, and for the first time in
1967 it excecded that of the USSR (see Table I). In addition
to this broad survey of the change in direction of Rumanian trade
it is necessary to give some indications as to the commodity
pattern and as to the likely cffect of economic pressures.

(1) Ihe commodity structure of Rumanian trade

13. The commodity structurc of Rumanian foreign trade
over 1950-67 is shown in Table ILI. As regards 1mnorts the
most notable features are the increase in machlnery an
equipment and the decline in materials of agricultural orlgln.
On the exports side, there has becn a considerable expansion in
sales of machinery and equipment and in consumer goods and a
decline in fucls, ores, raw materials and in agrlcultural
materials.
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14. Although Rumania still buys considerable quantities
of machinery and cguipment from her Communist neighbours it
cannot be said she 1s thereby depcndent on them. The gradual
switch from her COMECON partners to Western FEurope as a source
of capital equipment shows that Rumania has been able to
exercise choice in this matter. In 1966 machinery and equipment
imported, valucd at about 500 million, constituted 41% of
total imports; 17.3% of exports also consisted of machincry worth
#206 million. An important element of the machinery bought
consisted of complete installations at some 180 million, of
which £33 million worth came from the USSR and a further
g11 million from Czechoslovakia and Poland. The valuc of power
and electrical equipment imported was g40 million, of which
g6+.6 million camc from the Soviet Union. Rumania also produces

this type of equipment and indeed exported generators,

transformers and clectric motors. Rumania manufacturcs most of
her oil industry cquipment though she buys some from the USSR
and other countricse. In 1966 she cxported over SAO million
worth of oil equipment, more than half to the USSR.

15. Rumania now produces the bulk of her metallurgical
cquipment: in 1966 she imported only g6 million worth, about
12% of which camc from the USSR. Other types of machinery ,
imported in 1966 were: for the chemical industry g8 million,
timber and wood prcssing g4 million, road making g13 million,
textile industry 13 million. Crancs and hoisting ecuipment
accounted for 12 million, pumps and compressors for
#6% million. Of these categories less than 20% came from the
USSR. Rumania makes most of her agricultural machinery and
indeed exported Z24 million worth but she also imported
agricultural cquipment worth g7 million, half of which from the
UBSSR.

16. In solid fuels Rumania is almost self-sufficient. She
produced 13.4 million tons of coal and 1.1 million tons of coke
in 1966, and importecd another 1.1 million tons of coke and less
than 1 million tons of coal. The Soviet Union supplicd about
half the coal and coke imported. Czechoslovakia and Poland also -

delivered solid fuel. In oil Rumonia is more than sclf-sufficient;

although, in order to preserve her resources, she has recently
started importing crude oil from Iran. In 1966 she rcefined most
of the 13 million tons produced and exported considerable
cuantities. The USSR took over 1 million tons, paying about
237 million. A further g8 million worth went to Poland and
Czechoslovakia.

17. In ores znd metals Rumonia is still somewhat dependent
on the USSR. ~Ehshined -7 million tons of iron ore in 1966 and
imported 2.8 million tons mostly from the USSR, which also sent
50,000 tons of ferro-alloys worth g8 million. Rumania produces
her own manganesc ore and indeed cxported some 48,500 tons in
1966. Pig iron produced in 1966 was 2.2 million tons but a
further 340,000 tons worth $15 million was bought from the USSR.
The output of crude steel reached 3.7 million tons in 1966 .
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In addition to 2.3 million tons of rolling mill products of

Rumanian manufacture, 1.2 million tons of sheet stcel was

imported, two-thirds from the Sovict Union. In addition to the

output of 630,000 tons of pipcs, 81,000 tons werc imported, but

245,000 tons of pipes were exported (207,600 tons, worth :
g47 million, to the USSR). Therc is also a considerable exchange -
of metallurgical products betwcen Rumania and Poland and \
Czechoslovakia. The interruption or disruption of relations

between Rumania and COMECON would have perhaps its grcatest

impact in the metallurgical industry. In the short-term there

would be some disruption; in the long-term Rumania could get

materials elscwhcre and presumably, though not so obviously,

dispose of her mctallurgical products in other markets.

18. The timber and wood proccssing industry is a valuable
asset for Rumania with an important export potential. At present
COMECON members take considerablc quantities of Rumanian sawn
timber, wood products such as plywood, panels, barrcls, boxes.

In 1966 the USSR bought g44 million of these products and a
further 9 million worth went to Czechoslovakia. Rumania earned
Z47 million by exporting furniture, mainly to the USSR.

19. In building materials Rumania is self-sufficient and
in 1966 exportcd l.6 million tons of cement and 5 million metres
of roofing felt, earning about 10 million from the USSR and
Czechoslovakia.

20. The Rumanian chemical industry imported nearly
500,000 tons of apatite from the USoR 1n 19663 some synthetic
rubber and tyrcs were also imported. On balance however the
industry gained on the exchange as against about F12 million
imported from thce USSR, exports of chemicals, dyes, insecticides,
tyres, etc., amounted to some g18.5 million,

21. The Rumanian textilc industry was able to cxport
natural and man-made fabrics in 1966, and made up clothing
yvielded some g40 million in sales to the USSR.

22. Rumanian agriculture, though not particularly favoured
by the planners, more than mects domestic needs and produces a
handsome export surplus. Cotton and rubber have to be imported
as well as tropical products, but as regards grain (wheat, maize),
vegetables; fruit, wine, sugar, production exceeds recquirements.
In 1966 over 65 million was carned from the USSR and 20 million
from Czechoslovakia.

Al

(2) Likély effects of économic pressure -

23. It is clear that an intcrruption of tradce between the
socialist camp and Rumania would have serious repercussions on
the economy of the latter country. 4 quarter of Rumania’s
imports come from the USSR alone while another 20% or so comes
frgm the other COMECON members. The inconvenience to the Soviet
Union would be much less, as only 5% of total imports come from
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Rumania. The Sovict Union takes a large part of Rumania‘’s most
readily exportable products - oil, timber, agricultural produce,
and oil drilling equipment. It is likely that outlets for some
of thesc products would be found c¢lscwhere, which would help to
pay for materials such as iron orc, coal, coke, cotton, at
present bought in the Soviet Union. There would, however, be
some difficulty in disposing of certain categories of exports
in the West as agricultural outlets in Western Europe arec
already fully utilised. As to industrial products, Rumania
already has considerable difficulty in marketing them in
Vicstern and in Third World countrics. There would also be
problems as rcgards imports. In view of the limited amount of
foreign currency available and the high level of foreign
indebtedness, it would not be easy to replace the vital raw
materials at present being imported from the Soviet Union and
other COMECON countries. There might also be some difficulty
in finding immediate substitutes for Soviet plant and cquipment
specifically designed for Rumanian factories. If, as is likely,
the other Warsaw Pact countries joined in the action against
Rumania, the effcct on the country would of course be greater.
However, the breaking 6ff of trade with Rumania would cause
cconomic embarrassment to these countries, which rely on imports
from Rumania and usgsc it as a market for their products., In
short the Rumanian economy would bc seriously affected by an
interruption of trade, but, having considerable raw matcrials of .
its own, the country could survive cconomic discrimination for
o very long period, and it is not cxcluded that it would
eventually adjust itself successfully to the new situation.

24. The COMECON countries instcad of making the dramatic
gesture of completely breaking off trade relations with Rumania
might resort to sclective measurcs. These could take the form
of delaying consignments to Rumania and refusing Rumanian
deliveries under one pretext or another. This approach could
make it difficult for Rumania tc decide on future policy but
presumably the degree of disturbance would be more limitcd and
the problem of adjustment less acute than if trade were
suddenly and completely broken off. The Rumanians have already
had some expericnce of pressure by COMECON in 1962-63 when
therc was opposition to their industrial policy and some delay
and doubt as to the delivery of plant for the Galati Stecl Works.
As a result of this experience and of their subsequent policy of
expanding tradc with the West, the Rumanians are now less
vulnerable to cconomic pressure than they were.

25. While it seems clear that economic measurcs alone,
taken by the Warsaw Pact countries against Rumania, would not
be decisive, it is impossible to say a priori whethcr they
would be totally ineffective. They might be part of a
combination of mecasures including political pressure and - an
cven more serious matter -~ military threats. Even if cconomic
measures alonc werc used, their effeet would depend on what the
Yarsaw Pact countries were trying to achieve. It is doubtful
whether the Ceausescu régime could be brought down by such
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measures, but they might well succeed in influencing it to a
certain extent. The current policy of Rumania may bc an
illustration of this adjustment to Soviet pressure. Up to now
+the Rumanians whilc taking care not to provoke the Russians,
have reaffirmed their opposition to idcas put about as re gards
a common plan within COMECON. Ceouscscu recently said the '
vicws and theses calling for the transformation of CONMECON into
a supra—-state body and the adoption of a single plan esoce areE
not appropriate to the requirements of the economies of the
members or to co-operation between them®. It would probably
take considerable pressure to budze the Rumanian leaders on these
issues. Commercial policy and sclf-interest are, indced, at the
root of Rumania's international position. Rather than give way
on their commercial policy, the Rumanians mlght be tempted to
appecase their Warsaw Pact allies with concessions in other
sgheres and gesturcs of solidarity; for instance, they might
agree to hand over technologlcal or other information. It is on
thls issue of economic sovereignty, morc than any othcr, that the
Rumanian régime could be expected to cxpose itself to the
greatest risk.

EQ§§Z§T5T

26« It scems appropriate in this part to review briefly
the recent deveclopments in economic relations betwecen the West
and Rumania and to envisage what kind of support the West could
rcnder the Rumanian economy in various circumstances: first,
in the present situation, ise. indcpcndently of any specific
threat; secondly, in the case of an interruption of trade between
Rumania and other COMECON countries; and thirdly, should the
USSR and other COMECON countries apply selective economic- -
pressures to Rumania.

(1) Recent Developments

27. Rumania's trade with the Western world has incrcased
considerably over thc last decade. As has been indicatcd above,
the share of non-Communist countrics in total trade rosc. from
21.2% of 1,024 million in 1959 to 47.6% of 2,942 million in
19¢7. The change in the volume and pattern of Rumania’s trade
with the NATO countries can be judged from the following figures:

NATO countries' trade with Rumania (g million)

1960 1963 1965 1966 1967

NATO Exports 110 197 263 322 505
NATO Imports 117 200 224 275 342

NATO CONFIDENTIAL -38-
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In Table II which shows -the main trading partners of Rumania, it
can be seen that Western Buropean countries are now more
important than the COMECON countries other than the USSR. The
Federal German Republic has long been Rumania's second most
important trading partncr after the USSR. In 1967 Germany's
share increased still further(l). In thc same year Italy
overtook Czechoslovakia and the Soviet Zone to take third place.
The share of the EEC countries (26.5%) in Rumanian trade was
little short of Russiats (28.2%) and greater than that of the
othcr COMECON countries (18.8%).

28. A notablc fcature of Rumania's trade with the West is
the size of imports relative to exports. In 1967 for instance
imports from the Federal Republic amounted to #256.1 million
whilc exports were g96.5 million; imports from Belgium were
#62.3 million, exports g10.5 million.

29. The main impulse to the incrcase in Rumanian trade with
the West has been thc ambition to acquire modern industrial
plant. It has not been possible to incrcase exports to the same
level, partly because Rumania does not dispose of the goods in
the quantity and quality required, and partly because of ccrtain
obstacles in the Wecst such as quantitative restrictions and the
ELC agricultural rezulations or the US discrimination against
most Communist countrics. In addition the Rumanians lack
adeccuate knowledge of Western marketing techniques.

30.  The Rumanians have found it possible to buy incrcasing
guantities of Western equipment whosc values exceed their own
sales only becausc of the credit facilities available in respect
of capital equipment., Government guarantecd credits to Rumania
have been increasing by lcaps and bounds over the last four
years. At the end of June 1958 NATO government guarantced
cxport credits stood at about F731 million, of which
2373.5 million had becen extended for a period longer than five
years. The rate of growth of these credits continues to be very
high, the increase during the first six months of 1968 was 16.5%
for the total outstanding credits and 20% for those of over five
ycars' duration. Govermment guarantced credits represcnt more
then two years' Rumanian exports to the mcembers of the Alliance
on the basis of the figures for 1967 which amounted to
$342 million. Rumania has received from NATO Buropean countries
a very large amount of long-term credits, in particular from
Germany and France. At the end of Junc 1968 these were
ecuivalent to 51% of credits granted to all East Buropean
countries (excluding the USSR). The indcbtedness of Rumenia
could be more precisely assessed if the total amount of credits

(1) In 1968 this trade declined somcwhat.
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actually drawn, not only from NATO countries but also from
non~NATO Europcecan countries, was known. Even in the absence of
such information-however, it can be appreciated that in most
Western countries Rumanian foreign indcbtedness is a matter of
concern.

31. Rumania is, of course, not the only East Europcan
country which imports Western equipment on credit as the
following figurecs show:

NATO countries?

Credits outstanding - S8-L pef'héa@ of

ot end of 1967 CoL & population
‘ g million ’ 4
USSR 1,017.4 0.3 4,2
Rumania 626+ 7 3¢5 32.5
Poland 488.2 1.2 13.4
Bulgaria 281.0 3.3 33.9
Hungary 117.1 0.6 11.5
Soviet Zone 114.2 0.5 8.3
Czechoslovakia 152.0 0.6 10.6

32. On the facc of it, this piling up of Western credits
may appear excessive, and it is not to bec excluded that some time
in the future Rumania might even scck a rescheduling of payments.
It could be argucd that from the purely commercial anglec the
limit has been rcached but that for political reasons Rumanian
wishes should be accommodated as far as possible. Even
economically, however, these credits to RBumania may be justified.
The very heavy investment will not continue indefinitely and the
new plant should begin to pay off, assuming that the investment
was wise in the first place., The Rumanians have a higher
proportion of advancecd Western equipment than any other Communist
country which should give them an advantage as to industrial
efficiency over their neighbours; this should eventually help
them to achieve a pattern of production enabling them to
participate profitably in world tradc.

(2) Western support in presént’ circumstances

33. In thec past the West has responded to Rumanian requests
by being willing to grant credits generously, and irrespcctive of
any particular pressure from COMECON on Rumania it would appear
that NATO and other Western countries would find it in their
interest to continuc the policy both of selling on credit and
opecning their market to Bumanian products. Western firms might
co-operate with local cnterprises in production both in Rumania
and in third countrics. The Rumanians might profit from advice
on marketing possibilities and methods, including publicity,
from schemes to train Rumanians in management and technology.
Rumanian interest in world economic organizations should be

. stimulated and their efforts to participate should be supported.
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Lt would probably be good policy to encourage the other COMECON
members to adopt the same open and co-opcrative attitude to the
world economic organizations; the more they are involved in
common trade institutions the less they are likely to take
economic measures against Rumania. A1l in all the Rumanians
should be encouraged in every way to apply economic criteria to
their production and trade programmes. This would mean more
involvement in the world market without any loss of trade with
their Communist neighbours which is ceconomically justifiable.

(3) Case of interruption of tradc between Rumania and
COMECON countries

34. If the Soviect Union and other COMECON countrics
decided to reduce drastically or to cut off trade with Rumania,
the VWest could take mecasurcs designed (a) to meet the immediate
shortage of key commodities and (b) to create new outlets for
Rumanian products. As Rumenia does not rc¢ly on imported
foodstuffs the problcm of the rundown of COMECON trade would
not assume critical proportions immediately. However, the lack
of certain materials to industry would seriously affect both
employment and production. To some extent the Rumanians buy
materials from the USSR so ag to be ablce to deliver finished
products. An intcrruption of trade would apply both ways.
Practically all the goods which Rumania at present gets from
COMECON could be obtaincd elsewhere without much difficulty,
€.g» iron ore from India or Brazil, coal and coke from many
sourcecs, cotton from thc Middle East or the Western hemisphere.

35. As the supplying countries might not wish to take the
products Rumania was no longer sending to the COMECON countries
therc might be an immediate problem of financing thesc imports.
In theory the Rumanians could earmark some of their output to
mect the needs of thc new suppliers of raw materials but it
would be difficult to make such arrangemcnts at short noticec.

In practice the neatest solution would be a loan to Rumania to
which the richer Western nations might be prepared to contribute
for political reasons. As a result of the rundown of trade

with COMECON the Rumanians would havc a lot of foodstuffs,
furniture, timber, scmc oil machinery and metallurgical products
on thecir hands.

36, It would be up to the Rumanians themselves to carry
out the second phase of the operation namcly to adjust their
cxports to the new situation. This would mean taking a cool
look zt world markets to ascertain which of their prescat
products would find an outlet and which changes might bc made
in the production pattern so as to adjust supply to demand,
Western experts might help with advicc but the Rumanians
themselves would have to agree to makc the necessary changes
in production. Their engineering industry might well be able
to mceet some of thce roequirements of the developing cogntries,
their agriculture could sustain a larger food processing )
industry, their petrochemical and timber processing industries
bascd on local resources could surely improve their export
potential,
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37. It has been assumed so far that in the casc of an
interruption of trade between Rumania and the COMECON countries,
the Rumanians would remain free to co-operate with the West.
However, it is more likely that a complete cessation of economic
rclations would be accompanied by political and even military
precssures. The Rumanians might fecl inhibited from taking
advantage of a NATO inspired rescuc opcration., NATO members
should be aware of the need to avoid cxacerbating Rumania's
rclations with other Warsaw Pact countries by unwittingly
providing evidence of “capitalist influcnces®, . Whether help
should be given and in what form would depend largely on the
Rumanians themsclves. :

(4) Case of sclective economic pressures

38. COMECON countries might contcnt themselves with
disguised or selcctive cconomic sanctions against Rumania,
cspeeially by delaying deliveries of iron ore, coal, cokc, or by
rcfusing to take certain Rumanian goods. The purposc of such
measures might not be to bring Rumania to her knees, but to
rcach specific or limited objectives - the diversion of contracts
from West to East, the holding of manocuvres in Rumania or the
modification of her line on, e.g. the Middle East. Prcsumebly
the Rumanians would publicly complain cbout each aspcct of
pressure and it would be up to them to scek Western co-opcration
to counter it on an ad hoc basis. In this case also, it would
hardly be politic for the Western powcrs to act dramatically.
According to circumstances, measurcs sclected from among those
listed in paragraphs 34 to 37 above would be appropriate. They
would have to be chosen in order to rcmedy effectively the
particular difficultics which, as a rcsult of COMECON actions,
would be expericnced by the Rumanian cconomy. But, in any case,
apart from any spccific step taken by the West, the continuance
of some financial assistance and c¢fforts to expand tradc would
bring useful relicf. While selective cconomic pressurces could
cause loss to the Rumanian econonmy, they might, on the other
hand, provide the stimulus to thc Rumanians to direct still more
of their trade towards the non-Communist World.
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GEOGRAPHTICAT, DISTRIBUTION OF RUMANIAN TRADE (%)

Frr

PUBLI C DI SCLCSEDY M SE EN LECTURE PUBLI QUE

§ ""1959 | 1960 | 1965 | 1966 |, 1967
Turnover § million 1,024.4 |1,364.912,178.6 2,399.4 2,941.4
100 100 100+ 100 | 100
Communist Countries(1) . 79.8] 73.0| 64.9 59.6| 52.5
USSR 4730 0| se.s | 33.5| 28.2
East European 25.1 26.5 21.5 . 20.6, 18.9
COMECON 72,41 66.6| 60.3] 54,101 47.1
Other Communist Ted 6.4 4.6 i 5.5 ] 5.4
Non-Connmunist Countries 20,2 27.0 35.1 % 40,4 47.5
NATO 12.6 18.0 23.9 | 27.4 32.5
Others 7.6 9.0 11.2 ; 13,0 15.0
Exports g million 522,4| 717.0 i,101.5 1,186.2(1,395.4
100 100 100 100 100
Communist Countries(l) 79.2 13,0 68.6 62.0 56.6
USSR ' | 47.9 39.3 39.8 34,6 31.0
East Buropean 23.3 26.3 23.6 21.1 19.0
COMECON 71.2 65.6 63.4 55.7 50.0
Other Communist 8.0 Tl 5.2 6.3l 6.6
Non-Communist Countries| 20.8| 27.01 31.4 38.0. 43.4
NATO 13.0 16.7 20.8 24.1 26.1
Others 7.8 10.3 10.6 13.9 17.%
Inports g million 502.0{ 647.9 [L,077.1 §,213.211,546.0
100 100 100 100 | 100
Communist Countries(1l) | 80.5| 73.1| 61.2 | 57.2° 48.8
USSR 46,81  41.1] 37.7 | 32.5 25.6
Bast European 26.9 26,7 19.5 20,1 18.8
COMECON | 73.7 67.8 57.2 52.6  44.4
Other Communist 6.8 5.3 4.0 4.6i 4.4
Non-Communist Countries 19.51 26.9 38.8 42.8" 51.2
NATO 12,1 19.4 27.1 30,6 38,3
Others 7.4- 705 11'7 12.2 ' 1209

(1) Both Albania and Moﬁgolia are included in "other Communist

countries".
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TABLE III |
COMMODITY COMPOSITION OF RUMANIAN TRADE

PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

DECLASSI FI ED/ DECLASSI FI EE -

IMPORTS
| | 1950 | 1960 | 1966 | 1967
Total Lei million {1,460,.3|3,887.1 |7,279.3 |9,276.5
Value £ million 245,1| 647.8 {1,21%.2 {1,549.1
Machinery and % % % : %
equipnent 37.1 32.5 41.0 48.8
Fuels, raw material, :
ores, metals 24..8 35.4 28.5 24,9
Chemical products and
rubber . 445 7.4 7.2 6.5
Building materials 1.1 1.1 1.4 1.3
Materials of agricultural
origin 21.5 13.4 11.4 8.9
Materials for foodstuffs 0.5 2.2 0.8 0.7
JFoodstuffs 0.3 2.6 2.4 | . 2,0
Consurnier goods 10,2 5.1 7.3 6.9
EXPORTS
. 1950 | 1960 11966 1967
Total Lei million [,274.2{4,302.2 | 7,116.9 |8,372.1
Value - f million 212.4! 717.0 {1,019.5 {1,395.4
Machinery and % % % %
equipment 4.2 16.6 17.3 . 19.0
Fuels, raw materials,
netal, petroleunm 33.8 37.0 24.3 20.5
Chemical products,
fertilizers, rubber 1.7 2.2 5.8 6.0
| Building naterials Ao4 2,5 3.2 2.7
; Materials of agricultural
origin 29.7 15.1 14.3 12.9
| Materinls for foodstuffs 10.8 9.0 . 9.6 12.7
1 Foodstuffs 14,1 11.8 14.1 15.1
Consumer goods 1.3 5.8 | 11.4 11.1
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- ALBANTA

1. As in the previous two notes it has appeared convenient
to divide the paper on the vulnerability and economic problems
of Albania as follows:

- main economic problems;

- relations between Albania and Communist countries
and means of pressure at the disposal of the latter;

- developments in economic relations with the West
and possibilities of supporting the Albanian
€COoNnomy .

I. MAIN ECONOMIC PROBLEMS

2. In terms of both size and population, Albania is by
far the smallest of the European Communist countries. In area,
it 1s slightly smaller than Belgium, but it has a population
of only 2 million or so inhabitants. It has a long coastline
(472 km) and a2 mountainous hinterland. The only countries with
which it has common frontiers are Yugoslavia and Greece.
Economlcallv speaking, Albania is the most backward country
in Burope; per capita income in 1967 was estimated at between
£2%5 and 2300, this being less than half the figure reached
by the least developed of the European Communist countries
(Yugoslavia, Bulgaria and Rumania).

3 Since the country became independent, it has always
had to rely, for its economic development, on external aid.
Until 1948, a large proportion of this was supplied by Yugoslavia,
then by the Soviet Union and the other COMECON countries up
to 1960 and latterly, since the split between the USSR and
Comnunist China, almost exclusively by the latter. Trade
relations with the USSR were broken off completely in 1962 when
China took the place of the Soviet Union but trade with the
other Eastern European countries continued at a more or less
constant level. -

4. As a consequence of this external assistance, and
despite its scant natural resources, Albania has made
significant headway in the economic and social fields. The
standard of living, though not to be compared with that of
other Buropean countries, has improved gradually and the
authorities, by emphasising achievements in the spheres of
industrialisation, education and welfare and by playing on
the population's traditional distrust of anything foreign,
have undeniasbly succeeded in maintaining stability.
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5. Of all the European Communist countries, Albania
releases the least amount of data throwing light on economic
trends and since its rapprochement with Communist China, which
has increased its isolation still further, statistical documents
have become even rarer. The few sources of information available
are difficult to check and generally provide no more than the
growth rateswithout indicating the basic reference points. The
figures must be interpreted with great caution, particularly
those rclating to agriculturec.

6. Despite some measure of progress, Albania still has
all the features of an underdeveloped country;

a steeply rising demographic trend (growth rate:
%% per year);

~ almost 60% of the working population engaged in
farming, but agricultural output low (grain
imports: about 150,0C0 tons a year);

- obvious inadequacy of the Infrastructure essential
to industrialisation (port equipment and road
neﬁwgrk insufficient; railway network: 151 km in
1964); : o

- poorly developed industry (4/5ths of the industrial
production being attributzable to about 100 mines
and factories) based primarily on the primitive
working of the country's mining resources;

- little foreign trade and a chronic trade gap;

- exports lacking in diversity and consisting mainly
of unprocessed raw materials (copper, ferro-nickel
chromium, crude oil, bitumen, tobacco, wool, hidess.

Te The increase in the population, far steeper in
Alvania than in any other European Communist country, has been
deliberately fostered, apparently for reasons of national
prestige, by the Government's policy of encouraging a higher
birthrate, on the one hand, and of banning emigration on the
other hand. The demographic pressure thus engendered must
inevitably create serious problems for the country's leaders
in the not too distant future.

8. The collectivisation of agriculture was recently
completed, leaving only a very small proportion of the arable
land at the disposal of individual members of the collective
farms. These private plots contribute in no small measure,
however, to the overall volume of production. The creation
of State farms, working 15% of the arable land, has made it :
possible to consolidate to some extent the farming units which
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had been divided up after the expropriation of the bi
landowners. Over a thousand collective farms work 82% of the
land under cultivation and 250 regional undertakings the
remaining 3%. Progress in agriculture has been slow and
increased yields have been obtained mainly by extending the
areas under cultivation, (290,000 ha in 1938, 550,000 ha in
1967). Efforts in this field have been directed mainly towards
so0il treatment, the drainage of the coastal plains and the
cultivation of lands cleared in the foothills. At the same
time, a start has been made on mechanisation and a greater
diversification of crops is also in evidence. However, maize
wheat, rye, potatoes, cotton and tobacco are still the staple
Crops.

9. During the five~year period 1961-1965, agricultural
output, according to official Albanian data, rose by a yearly
average of 6.4% and this rate is said to have doubled in the
ensuing two years. However, Albanian statistics are unreliable.
Despite all these efforts, domestic grain harvests can
apparently meet only three-quarters of requirements and imports
to bridge the gap have risen on an average to almost 150,000
tons in recent years. Likewise, stock-breeding has remained
stationary with the possible exception of pig-farming which
has contributed to an inprovement in the quality of the food
supply and has even provided an exportable surplus. The
fishing industry has been seriously hampered by the leadship's
fears that this activity might be used as a vehicle for espionage
and illegal emigration. The future development of agricultural
output will need to be geared more closely to higher yields-
through the extension of mechanisation and the use of chemical
fertilisers and insecticides.

10. The primitive condition of the country's economic
Infrastructure is one of the main barriers to industrialisation.
Albenia has only two ports (Durres and Vliora), both of them
still inadequately equipped, a road network in serious need
of improvement, about a hundred kilometres of pipeline linking
the main oil producing centre to the coast and 150 km of
railways built after the second world war. The mountainous
nature. of the country and the shortage of lorries constitute
a hindrance to certain projects located in areas which are
frequently difficult to reach. Despite the remarkable progress
made in the battle against illiteracy and in the fields of
vocational training and adult education, Albania is still
handicapped by an acute lack of technical skills and training.

11. Although there has been some improvement in industry,
which was practically non-existent twenty years ago, it is
still extremely rudimentary. MNining continues to make the msin
contribution both to domestic requirements and to exports.

It produces noinly oil, bitumen, ferro~nickel, chromium, coal

~55- NATO CONFIDENTIAT
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ang copper. Facilities for the full production cycle, from
extraction to the finished manufactures, exist only in the case

of this last-mentioned metal. The output of electrical power

is s+till very low and its use is largely reserved for the N
country's industrial needs. The chiemical industry consists of
the production of nitrates by an Italian-built factory, and
the production of phosphates by an inefficient factory built
with Chinese aid. A new factory in Tirana, also supplied

by the Chinese, is producing spare parts for tractors and
agricultural machinery. There is some expansion in certain
branches of light industry, such as textiles, and a new plant
which should be completed in 1969 with Chinese aid, could make
it possible to produce goods capable of competing in
international markets.

&

12, There are practically no statistics of national “
revenue; only yearly growth rates are officially released.
During the period 1961-1965, the net material. product had risen
by an average of 5.7% per year as compared with the anticipated
9.3%., Economic progress was greater during the first two years
of the current five-year period with a growth rate of 9% in
1966 and 7.5% in 1967, as compared with the target figure of
between 7.4% and 8.2% per year. Western estimates of Albania's
gross national product vary between about 460 and 600 million
dollars for 1967. _

13, From extremely small beginnings, Albania's forei
trade has grown rapidly, its total value having risen from
¥28.4 million in 1950 to $129.6 million in 1960 and $174 million
in 1967. Albania's trade structure is typical of under-developed
countries: the development of its industry and agriculture is
dependent on imports of the whole range of machinery, tools and
finished goods required for this purpose. Furthermore, Albania

~must import large supplies of foodstuffs representing some 15 or

16 miliion dollars a year to meet domestic needs.

14. Total exports in 1967 accounted for nearly 15% of
the country's gross national product. Despite a considerable
effort in recent years to diversify exports, these still consist
ma@nly of raw materials. The contribution made by the mining
industry is still all-important, in this respect, although it
fell from 70% to 55% between 1955 and 1964. Currently, about
a hundred differcnt items are exported.

15. Exports are a long way from compensating for thc.
growing volume of imports. Consequently, one of the most
striking features of Albania's foreign trade is the chronic
Irade gap. Less than one-third of the imports were covered by
exports in the years 1950-1955, but as from 1960 this figure
rose to between 60% and 70%. The fourth five-year plan for the
period 1966-1970 aims to improve the balance of trade by reducing
imports of grain, rise and fats and by broadening the industrial
basis of the economy so as to step up the exports of finished
and semi-finished goods.

NATO CONPIDENTTIAL ~-56-
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16. Progress in industrialisation is almost entirely
deperdent on foreign aid which has been supplied since 1960
primerily by Communist Chinn. In February 1961, the latter
granted Albania a loan of g125 million and a year later, o
further credit amounting to g100 million. At the end of 1966,
A%baniadhad drawn some £l40 million of the total credits thus
Obtained.

L3

4

IT. ECONOMIC RELATIONS BETWEEN ALBANIA AND COMMUNIST COUNTRIES
AND MEANS OF PRESSURE AT THE DISPOSAL OF TH& LATTER

17. Before the second world war, Albania only traded on
a very small scale, mainly with Italy, Greece, the United
States and Yugoslavia. Albania's imports came primarily from
Italy, Germany, Yugoslavia, Japan and the United Kingdom.
Since the advent of the Communist régime, there has been a
fundamental change in the pattern of trade and transactions
with non-Communist countries have dwindled considerably.
In 1959, the geographical breakdown of Albania's foreign trade
"was as follows: 53% of all transactions were with the Soviet
Union, 40% with the other Eastern European countries, 3% with
Communist China and 4% with the Free World as a whole and
Yugoslavia. Between 1944 and 1959, the USSR had advanced a
total of £170.9 million to Albania, mainly to finance the
industrialisation of the country but also to cover Albania's
chronic trade gap.

=

PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE
.4‘. *

18. After the political split between Moscow and Peking,
the USSR broke off all economic relations with Albania and
the latter turned towards Communist China which, as from 1962,
has supplied 65% of its imports and taken almost 30% of its
exports. Since then, the Albanian trade deficit with Communist
China has grown to considerable proportions which have been
offset by substantial Chinese credits. On the other hand, the
balance of trade generally continued to be in Albania's favour
in its %ransactions with the other COMECON countries. The
share of the latter in Albania's total foreign trade was 40%
or 27% of its imports and 61% of its exports.

DECLASSI FI ED/ DECLASSI FI EE -

-~ 19. Communist China is still by far the largest of
‘, Albania's suppliers; in 1967, it provided 52.4% of the latter's
total imports but only took 37.1% of its exports. The main
outlets for Albania are in the COMECON countries other than

the USSR: in 1967, they took 51.5% cf its total exports and
only supplied 35.2% of its imports. The relative importance

¢ of the trade relationms between China and Albania during that
year declined slightly by comparison with the preceding years,
not so much because of smaller Chinese deliveries as because

of some expansion of trade between Albania and the countries

of the Pree World as well as certain COMECON countries, such

as Czechoslovakia and Rumania, which have adopted a more -
independent attitude towards the USSR. Under the terms of

-
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the trade agreement signed in December 1968, Sino-Albanion .
trade should continue at the same level in 1969. Albania will
continue its exports of crude o0il and bitumen, non-ferrous

metals (chromium, ferro-nickel znd copper)as well as certain .
agricultural products, and will import from China tractors,

piping, certain metals, agricultural machinery, equipment for -
the oil industry, tools of different kinds, lorries, tyres

and chemicsl products. PFinally, China is still by far the largest
source of. technical aid: +the number of Chinese "experts" and .
"technicians® currently working in Albania is generally

estimated at two or three thousand.

20. In 1967, trade with the Eastern European Communist o
countries other than the USSR rose again to the levels reached
in 1959 and 1962 in terms of percentages of the overall volume
of Albanian trade. In absolute terms, however, it rose from y.
£50 million in 1959, to #55 million in 1966 and to 273 million
in 1967, with exports covering imports. This development is
due mainly to Albania's growing demand for foreign capital
equipment and to an increase in the quantities of Albanian
goods available for export to the other COMECON countries.

21. Of the Eastern European countries, Cgechoslovakia
has traditionally played the most important part in Albanian
trade. It already ranked second at the time when the USSR
was Albania's chief trading partner. It kept this position
when Communist China took the Soviet Union's place as Albania's
chief partner, In 1967, Czechoslovakia accounted for 12% of
Albania's total trade, or 10.4% of its imports and 1%.6% of
its exports. The Soviet Occupied Zone of Germany has now made
considerable headway and takes the third piace smong Albania's
suppliers and the fifth among its customers. Poland and
Bulgaria have likewise developed their trade with Albania,
followed by Rumania and to a lesser extent by Yugoslavia and
Eungary. These trends are a clear illustration of the growing
importance of the rdle played by the European Communist countries,
other than the Soviet Union, in Albania's foreign trade and,
more generally, in the expansion of its economy. The share of
the Eastern European countries lhias developed as follows in
recent years:

USSR Czecho- Poland Zone Bulgaria Hungary Rumania Yugo-
slovakia slaviag

1966 0  12.9 6.4 5.9 2.4 3.7 3.2 2.3
1967 0  12.0 8.0 7.9 6.6 3.8 1.0 2.7 .

dm

22,  Economic relations between Albania and the USSR
have been non-existent since 1962. It that year, the USSR v
withdrew the economic experts it had sent to Albania.
Repayments of the credits totalling nearly 170 million which
were granted prior to 1960 do not appear in Albania's foreign

NATO CONFIDENTIAL ~58—
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trade statistics. It would appear, therefore, that Albania
still owes the USSR part of this sum. It this is in fact so,
the latter might possibly find a means of exerting pressure
by demanding repayment. It is more likely, however, given
the present structure of Albanian trade, that if the USSR
took sanctions, it would no doubt do so through third parties,
namely, the other COMECON countries. It should be remembered
in this context that Albania has no common frontier with any
of the COMECON countries, since Yugoslavia forms a barrier
between Bulgaria and Rumania, on the one hand, and Albania,

~on the other hand.

23. None the less, the fact that almost 91% of Albania's
trade is with the European Communist countries and Communist
China emphasises its vulnerability to economic pressures from
the Communist countries in so far as such pressures could be
concerted and the Sino-Soviet conflict overcome. It seems more
plausible, however, that the USSR might simply seek to obtain
a COMECON decision leading to a change in the attitude towards
Albania of Czechoslovakia, Poland, the Soviet Occupied Zone
and Bulgaria. All these countries offer Albania valuable
outlets for the products of its growing industry which it
would be extremely difficult to place on other markets. It
is hardly conceivable that, in this eventuality, trade with
Comnunist China, which is already very substantial, could rise
to a much higher level. The replacement of the machines and
tools now mainly supplied by Czechoslovakia and the Soviet
Occupied Zone would inevitably raise serious problems for
Communist China should it decide to step up its aid. In any
case, the Chinese Communists would need to reappraise the cost
of their programme of assistance to Albania in terms of such
political adventages as they thought they could derlve‘from
such a situation, and what their conclusions would be is a
matter of uncertainty, to say the least.

III. DEVELOPMENTS IN ECONOMIC RELATIONS WITH THE WEST AND
SOSETEITITIRS OF GUPPORTING THE ALDANLAN BCONOMY

24, Although the share of the Western.world in Alb%nia’s
foreign trade rose from 3% in 1959 to 6.5% in 1967, the total
volume of trade with the West remains extremely small (1mports
#10 million and exports g4 million) and well below the figure
for Cgechoslovakia alone, and even below the figure for Poland
or the Zone taken individually. Italy is the NATO gember
country which trades most with Albania; it ranks fifth on B
the list of principal trading partners and accounts for 4% of
511 transactions. France and the Federal Republic of Germany
taken together only account of 1.2% and the oth?r NATO countries,
both European and American, for even less. 0f the other
countries, only Yugoslavia (2.7% of the total trade) and %o
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a lesser extent Austria are worth mentioning. It should be
noted that plans for industrialisation are based on financial
and technical assistance currently representing a financial
contribution of some $70 million per year(l). So far, the ~
Albanian leadership has refrained from seeking economic aid .
of any kind in the West and has nade no request for export ]
credits.

25. While it may be in the interest of the West to help.
Albania to emerge from its economic isolation, it is obvious )
that the first move in this direction must come from Albania.
However, there is no certainty that this step would be taken
by Albania if it was subjected to economic pressure. Experience
has shown that the breaking off of all trade relations with the W
Soviet Union in 1960 had little effect on the expansion of
Albanian trade with the West; this was due nore to the
inevitably 1limited nature of Chinese aid than to a deliberate
decisicn by Albania to approacn the countries of Free Europe.
In any assessment of Western possibilities in this sphere,
three hypothetical situations should be considered:

(1) In the event of pressure being exercised by the
COMECON countries - which seems the most likely
development at the nmoment - it is doubitful whether
Albania would consider resorting to Western aid.

It might, however, completely reverse its attitude
towards the Free World if China refused more or less
openly or was naterially unable to make an appreciable
increase in its aid to Albania. It is likely, however,
that Ching would be in a position to help by stepping
up her trade and aid, especially since the increments
necessary, in absolute terms, would be relatively -
small, '

(i1i) Another possibility, which seems unlikely, is that
of a sudden reduction of Albanian trade both with the
European Communist countries and with China; din that
case, Albania would probably turn towards the West
in order to obtain the support needed for the
implementation of its economic development programme.

(iii) It seems more realistic to consider the possibility
that Comnmunist China may be forced by internal
political difficulties to cut down or suspend its
economic aid to Albania, thereby abandoning its
Present means of exercising pressure on that country. d
This would create a vacuum, which might tempt the
appetite of the Soviet Union, but which would also
provide an opening for the West.

(1) Average amount of drawings on the credits of Chinese
economic aid in recent years.
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.even provide Albania with aliernative sources of supply for

also seen that trade relations between Albania, on the one hand,

if political considerations could be overlooked and if the
“basically hostile attitude of Albania were to alter.

- political régime, that Albania, if placed in such a difficult
‘situation, might prefer to suspend its economic development
‘programme rather than seek Western aid and might choose even

61— NATO CONFIDENTIAL
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26. The possibility of increasing the volume of trade

between Albania and the West seems at first sight somewhat .

remote on account of the small range and indifferent quality
of Albanian products. However, in view of its small size and .
sparse population, Albania's import needs could easily be
covered by the Western ecountries for which the dimensions of
the problems are different. Among Albania's main exports,
certain raw materials, for example, crude oil, bitumen, iron

~.ore, chromium, copper, plywood, woven cotton, tobacco and wine

could be taken by the Western countries should they decide to
respond to Albanian overtures. Similarly, the Western countries

.could supply chemical and synthetic products as well as the

industrial plant and means of transport needed by Albania, as

_.stated above., Western assistance in the exploitation of mineral

resources, as well as new industrial ventures, would make it

possible for Albania to increase imports of capital goods and

might further the development of the country. A4 substantial a

..proportion of the grain supplied by China is of Canadian origin.
As for the semi-finished or finished goods which Albanio wishes

to export, norkets could be found more readily in a number
of developing countries than in the West, and the former might

certain raw materials currently imported from Communist Europe.
However, the likelihood of such developments is limited by the °
shortage of financial resources available to the under-developed:
countries. From 2 strictly economic point of view, it would '

and Yugoslavia and Greece, on the other hand, might be expanded

27. It is conceivable, however, given the present

greater isolation and, ipso facto, the continuation of its
subsistence level econony.
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TABLE I

Geographical Pattern of Albanien Foreign Trade (%)

11959 | 1960 |1961 | 1962 | 1963 | 1966 | 1967
TOTAL TURNOVER 100 | 100 1100 {100 | 100 ! 100 100
(3 million) n.a. (129.6);n.a. | n.a. | n.a. (163.5)(174.9)
Communi s countries 96.1 Qéég 94.4 192,2191.6 ' 89.4 90.8
USSR 53.0{ 53.9 {36.0| 0.2| 0.0 0.0 0.0
Eastern Europe 40.4 § 34,8 139.4 1 40.0|35.5 | 33.9 42.3
COMECON 93.4 | 88.7 | 75.4 | 40.2 135.5 | 33,9 | 12.3
Communist China 2.7 7.0 {18.4 | 51.0|54.7 | 53.5 45.9
North Korea and : - -
North Vietnam 0.0 0.2 0.5 1.0 1.4 2.0 2.6
Free World(l) 3.9 4.1 5.6 7.8} 8.4 10.6 9.2
- | EXPORTS 100 | 100 |100 | 100 | 100 | 100 100
1 (8 miTlion) n.a. | (48.6) n.a. | n.a. [ n.a. | (64.4)] (74.1)
| Communist countries | 96.9 | 98.0 | 96.8 | 90.4 | 91,4 | 91.8 91.7
USSR 44.9 | 49.8|43.4! 0.0 0.0] .0.0 0.0
| Pastern Europe 49.5 | 43.4 | 47.0} 60.9}41.3 | 48.9 51.5
COMECON 94.4 | 93.2190.4 1 60.9 | 41.3 | 48.9 51.5
Communist China 2.5 4.3 5.7| 28.6 | 48.6 40.0 37.1
North Xorea and o
North Vietnan 0.0 0.5 0.7| 0.9| 1.5 2.9 3.1
Free World(l) 3.1 2.0 3.2] 9.6| 8.6 8.2 8.3
IMPORTS 100 | 100 ;100 | 100 | 100 | 100 100
million) ' n.a.  (81.0) n.a.| n.a. | n.a. | (99.2)](100.8)
Communist countries i 95.8 94.6§ 92.81 935 92.1| 87.3 83.8
USSR 56.3 | 56.3 ;31.1| 0.4| 0.0| 0.0 | 0.0
Eastern Europe 36.7 | 29,7 P 34.3 1 26.9 | 31.9 | 23.7 35.2
COMECON | 220 86,0% 65.4 | 27.3 | 31.9 | 23.7 35,2
! i
Communist Ching | 2.8 8.6 127.01 65.2 ! 58, 62. A
North Korea and 1 ? 789 e-d 02
North Vietnam 0.0 = 0.0 0.4/ 1.0! 1.3 | 1.5 2.2
Free World(1) 4.2 0 5.4 7.2) 6.51 7.9 12.7 | 10.2°
(1) Including Yugoslavia
NATO CONPIDENTIAT -62-
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TABRLE IT

MATIN TRADING PAR
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AT

C-(69)14

ARTNERS OF ALBANTA

(1967)

NEX 1V to _

% of total
trade turnover
(export +
import)

% of total
imports

% of total
exports

Communist China
Czechoslovakia
Poland
Soviet Zone
Bulgaria

taly
Rumania
Hungary
Yugoslavia
France

Fed. Rep.

Germany

45,9%
12.9%
8.0

7.9%
6.6%
4.1%
4 0%
3 .8%
2.7%
0.6%

0.6%

Communist China
Czechoslovakia
Soviet Zone
Poland
Bulgaria

Ttaly

Rumania
Yugoslavia
Hungary

Fed. Repe.
Germany

France

52.4%
10.4%
7.3%
6.6%
5.0%
4 .0%
3.5%
2.5%
2.4%

0.9%
0.7%

Communist Ching
Czechoslovakia
Poland
Bulgaria

Soviet Zone
Hungary
Rumania

Italy
Yugoslavia

'
.

37.1%
13.6%
9.4%
9.0%
8.8%

6.1% -+ <+

4.5\%
4.1%

3.0%
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