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YUGOSLI1VIB, RUMfATIA Al!@ ALBANIA 

R e p o r t  by the C o w i t t e e  o f  Economic Advisers - 
A t  i t s  n e e t i n g  on 4th  Dccenber ,  3968, t h e   C o u n c i l ( l ) ,  

as p a r t  o f  the   cont ingency  studies under taken   wi th in   the  
Al l i ance ,  asked the C o r n i t t e e  o f  Econonic  Advisers  to examine 
the v u l n e r a b i l i t y  and  econonic   problem o f  Yugoslavia,  
Rwraaia and Albmia, and t o  r e p o r t  on i t s  f i n d i n g s   a l o n g   t h e  
l i n e s   f o l l o w e d   i n   t h e   p s e l i n i n n r y   r e p o r t  on Yugoslavia( 2 )  
which had already been subraitted t o  tlpe Council. 

l 

2. The p r e s e n t   r e p o r t  has been  prepared t o  meet this 
reques t .  It attempts to descr ibe   the   econonic  rzeans 
a v a i l a b l e   t o   t h e  USSR - wïth o r  without the a s s i s t a n c e  of h e r  
Warsaw P a c t   A l l i e s  - t o  i n f l u e n c e   t h e   p o l i c y  o f  t h e s e   t h r e e  
coun t r i e s .  I t s  na in   purpose  has n o t  been t o  a s s e s s   t h e .  
3 ike l ihood '  o f  t h e  use o f  such  neans of pressure,   a l though.  it 
conta ins   SOD^ broad considerations in this r e s p e c t ,  Vi;ircys fn 
which the   nenbers  o f  t h e   f l l l i z n c e   c o u l d   s u p p o r t  the  econouy 
of t he   coun t r i e s   cons ide red  a r b  on ly   descr ibed  as a n w b e r  
of p o s s i b i l i t i e s  which, shou ld  the need arise, would be open 
t o  then.  The d e s i r a b i l i t y ,  f r o n  a p o l i t i c a l   p o i n t  o f  view, . 

o f  h a v i n g   r e c o u r s e -   t o  then, wo-dld h a v e   t o  be a p p r e c i a t e d   i n  , 

t h e  l i gh t  o f  the   c i rcwas tances  o f  the nonent.  

3. There   a r e  s i g n i f i c m t  d i f fe rences   be tween  the  three 
count r ies   cons idered .  Yflxile b o t h  Yugoslavia and R u m a n i a  have 
about the   s ane   popu la t ion  - o f  t h e  o r d e r  o f  t w e n t y   n i l l i o n  - 
and a comparab le   s t a t e  o f  econonic  development,   Albania i s  
a n u c h   s n a l l e r   c o u n t r y  with o n l y  ,o.bout two n i l l i o n   i n h a b i t a n t s ,  
and i s  s t i l l  far le s s   deve loped   t han  the o the r s .  B o t h  Ruclmia 
and Yugos1a~:a depend  nuch nore' on l o r e i g n  t rade   than   Albania .  
The geograpk i i ca l   d i s t r ibu t ion  o f  this t r a d e  a l s o  v a r i e s  
subs t an t i a l ly .   A lban ia  does n o t  trade a t  a l l  with the S o v i e t '  
Union  and r e l a t i v e l y .  l i t t l e  d'il1 t h e  West; nost  of  h e r  trade 
i s  with Cornmis t   China  w d  Eas t   European   count r ies .  More 
than t w o - t h i r d s  of the  t r a d e  of Yugoslavia and about half of 
that o f  Rmania i s  c a r r i e d  on with the  non-ComImist   colmtr ies .  

. . . . .- , 

1) C-R(68 66, I ten  V I  
2 )  C-M(68 
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A t  t h e   s a n e  t i n e  Runwia a n d ,   t o  a lesser ex ten t ,   Yugos lav ia  
.are  par t ly  dependent on t r a d e  with the   Connun i s t   coun t r i e s  p 

with the d i f f e r e n c e  that  R u a n i a  i s  nore   de   enden t   i n  t h i s  
r e s p e c t  on t h e  S o v i e t  Union  than Yugoslavia P 1) I n   f a c t ,  
Yugoslav3-a has achieved a h3.gher degree o f  econonic  independence - 
f r o n  COMECON coun t r i e s   t han   Runan ia :   s ince   t he   b reak  o f  
e c o n o n i c   r e l a t i o n s  ,with t h e s e   c o u n t r i e s   i n  -1948. she  has .. 
l a r g e l y   b e n e f i t e d  from economic  co-operation w&th +he West. . ; 

ei ther  t h r o u g h   b i l a t e r a l   z g r e e n e n t s  with i n d i v i d u a l   c o u n t r i e s  
o r  through t h o s e   i n t e r n a t i o n c l   o r g a n i z a t i o n s  o f .  which she i s  
a meaber o r  t o  which. she .i,s a s s o c i a t e d  (IMP, IBRD,. QECD, GATT) ; 
if she has partly.  r e s m e d  he r  , trade with the C o r n m i s t  
c o u t r i e s ,  this i s  t h e   r e s u l t  o f  a d e l i b e r a t e  choice. 
Runanis has .only  recen-tly ..and gradually re-directed he r   t r . ade  
and i n c r e z s e d   t h e   s h a r e  o f  i t  with W e s t e r n   i n d u s t r i a l i s e d  
c o u n t r i e s  vc;hj_le r e n a i n i n g  a f u l l  - ' t h o u g h   s o n e t i n e s   d i f f i c u l t  - 
nenber  of COMECON. Given  " these  differences i n  t he i r  economic 

circumstances 0 be Q.0i-e Xnhi 'dited th& h g o ' s l a v i a   i n  ' accep t ing  
Western  econonic  suppor,t .   Another  difference i s  that 
Yugoslavia i s  implement ing   fa r - reaching   econonic   re form 
whi l e  Rummia and even   nore   Albania   na in ta in  R r ig id  
c e n t r a l l y - c o n t r o l l e d  economy, 

experience wi$h East, and West Rwncznia qight ,  i n .   c e r t a i n  , .  

4. I n  such c i r c u n s t a n c e s ,  the  probiens  which 'would 
a r i s e   f r o n   e c o n o n i c   p r e s s u r e s  are d i f f e r e n t  i n  t h e  ms.e of 
Yugos lav ia ,   Rmania  a d  Albania, The t h r e e   c o u n t r i e s  are 
c o n s e q u e n t l y   c o n s i d e r e d   s e p a r a t e l y   i n  the  followin'g paragraphs. 
These paragraphs r e p r e s e n t  suxrmaries  and  conclusions o f  nore 
tho rough   . s tud ie s  'which, t o g e t h e r  with e s s e n t i a l  s tatist ics,  . .  

a r e  a t t a c h e d  a t  Annex(2). The Conni t tee  o f  Econonic.Advisers 
has been  able  t o  rev ise  the e a r l i e r   r e p o r t  on Yugoslav2a(3) 
i n  the l igh t  of an  exLamining s e s s i o n  .on r e c e n t  economic 
d e v e l o p n e n t s   i n  that country held in . , the   "Sub-Corni t tee  'on 
Soviet   Ec 'ononic   Pol icy ki th  t h e   p a r t i c i p a t i o n  o f  experts 
from vario.us capitals. The n o t e s  on Rwaania ayld Albania 
have been prepared by t h e   S e c r e t a r i a t   a n d  examined by the 
(h .x&btee  of Economic Advisers, The r e p o r t s  on these two , 

c o u n t r i e s   r e f l e c t  the  d i scuss ions  held i n  'the C o m i t t e e .  

I. YUGOSLAVIA 

5, Although Yugoslavia hzs achieved   an   inpress ive  ra-i;e 
of econonic growth s i n c e  the war, and  the  longer- term  prospects  
are favourable, her econony is n o t  exenpt. fron c e r t a i n  
weaknesses  which are p a r t l y   t h o s e  o f  a developing'  cou,ntrYe 
Yugoslavia has noved away fron the S o v i e t  no'del of a coirurzand 
econony and i s  now endeavouring t o  re -s t ruc ture   her   econony 

12) See Annex II on Yugoslavia, Annex III on R A a n i a  and 

( 3 )  . C-M(68)66. 

I_ 

1) See Table at Annex. I, . .  . 

k m e x  I V  on Albania. 
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i n  a nore ra t ion -a l 'way  by  allow5ng a f r e e r  plzy of n a r k e t  
f o r c e s ;   . b u t  it has no t   been   poss ib l e   : t o   p reven t   i n f l a t iona ry  
p res su res ,   h igh   unenp lopen t   and  a d i f f i c u l t   b a l a c e  o f  
payments s i t u a t i o n ,   R e c e n t   e f f o r t s  t o  c u r b   i n f l a t i o n  have 
rnet with par t ia l  success  but only  z?t the .   expense  of a 
siowing-d,own in   the   pace   o f   economic  growth, The situation 
o f  *,he pub l i c   f i nances  is already e t r a ined   and  i t  would 
d e t e r i o r a t e   f u r t h e r  i f  n i l i t a ry  expenditure,   which has 
recent ly   been   increased ,   had   aga in  t o  be s tepped u p  
substanti&l.y; 

6 ,  . The economic r ' e f o m s   i n  Yugoslavia also ain a t  a 
f u l l e r   p a r t i c i p a t i o n   o f  the cou@ry i n  w o r l d  t r ade ,   P rogres s  
has a l r eady   , been - .nade   i n   deve lop ing   i ndus t r i a l  exports and 
ra is ing t o u r i s t   . e a r n i n g s  t o  a high l eve l .   Bu t   t he re  are still 
obs tac les   such  as the   inadequate   quGl i ty  o f  sone Yugoslav 
products  and r e s t r i c t i o n s  on agricul-hral  i n p o r t s  i n  t h e  West. 
The s i z e  o f  Yugoslavia's ex te rnz t l   deb t   i n   conve r t ib l e   cu r rency  
limits also h e r   p o s s i b i l i t y  o f  i n p o r t i n g  f r o n  the West. 

Yugos1Grvia-i s nost important t r a d i n g   p a r t n e r s ,   a c c o u n t i n g   i n  
1967 f o r  about 25% o f  her i n p o r t s  .and about 36% c f  :her 
exports  . Pr'ovided  sile  were  supplied' w i t h  the   . .necessary  
f inanc ia l   ass i s tance ,   Yugos lewia   could   p robably   ob ta in  i n  
the   non-Comunis t ,  world what shk a t  p resen t  i n p o r t s  f r o n  
C o m u n i s t  c-ountr ies ,  On the  other hand ,   t hese   coun t r i e s   a r e  
p ,ar t icular ly   Lnportant  PS a market f o r  c e r t a i n  Yugoslav goods - 
espec ia l ly   t obacco  sone o t h e r   a g r i c u l t u r a l   p r o d u c t s ,   s o n e  
types  o f  nachinery and  nanufactured goods - and i f  t h e y  
app l i ed  economic p res su re  on Yugoslavia, it n i g h t  be d i f f i c u l t  
t o  f i n d  alternative o u t l e t s  f o r  these   p roducts .  Yugoslavia 
would.thus be  burdened w i t h  s t o c k s  of urnsold goods. Economic 
p r e s s u e s  would t h e r e f o r e  zggrsvate the  present   econoaic  
d i f f i c u l t i e s  o f  the   count ry .  They would h i t  c e r t a i n   r e g i o n s  
and c e r t a i n   s e c t o r s  - such  r2s shïpyards, e l e c t r i c  power 
p l c m t s ,   t h e   s t e e l   i n d u s t r y  - and night well cause   d i scon ten t  
anong part o f  the   popula t ion .  By c a r e f u l   m a n i p u l a t i o n   t h e  
Russians night hope t o  rouse f e e l i n g s  and  antagonisns  between 
t h e  various n n t i o n a l  groups i n  Yugoslavia, i n   p a r t i c u l a r  i f ,  
a t  the s m e  t i ne ,  t h e y  h o l d  o u t  br ight  prospec ts  o f  new 
bus iness  as a reward f o r  good behaviour. 

- ,  

The Warsaw P a c t   c o u n t r i e s   a r e ,   n e x t  t o  t h e  EEC, 

8. Without wa i t lng  f o r  any s p e c i f i c   a c t i o n   a g a k m t  
Yugoslavia, 4festern c o u n t r i e s  night f i n d  it d e s i r a b l e  t o  
i n e r e a s e   t h e i r   e f f o r t s   t o   f a c i l i t a t e  that  c o u n t r y ' s   ' f u l l e r  
p,clY.ticipation i n  the t rade o f  non-Cormunist c o u n t r i e s  o f  the 
world. The fo l lowing   po in t s  night be  considered:  

-3 - NATO CONFIDENTIAL. 
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. .  , .(a) NATO neabers   could best assist t h e  Yugoslavs by 
enab l ing  them t o  i n c r e a s e   t h e i r  hard currency . 

earnings, They could do th i s  by eliminati .ng o r  
r e d u c i n g   q u a n t i t a t i v e   r e s t r i c t i o n s  and  other  
p r o t e c t i v e   n e a s u r e s   ( e s p e c i a l l y  on a g r i c u l t u r a l  
p roduc t s )  by encouraging   and   fac i l i t a t ing   Western  
inves tmen t s   i n  Yugoslavia, by h e l p i n g  the Yugoslavs d 

t o  inprove,  the technology and quali ty c o n t r o l  o f  
the i r  production as w e l l  as t h e i r   n a r k e t i n g  
t echn iques ,  by f o s t e r i n g   c o - o p e r a t i o n   p r o j e c t s  
which  would  save Yugoslav e x p e n d i t u r e   i n  hard 

t h i r d  countr ies   where Yugoslavia i s  n o t  yet 
e s t a b l i s h e d .  Yugoslavia should  be encouraged t o  

. . inprove  i t s  production and d i v e r s i f y  i t s . t r a d e  
p a r t i c u l a r l y  i n  t h o s e   s e c t o r s  now heavily dependent 
on exports t o  the USSR s o  as t o  n in i ra i se   the  
.adverse consequences o f  any   poss ib l e   Sov ie t  economic 
pressures, If neaswes   were   t aken  t o ,  h e l p .  
Yugoslavia,  it would be necessa ry  t o  ensure that t h e  
l e g i t i n a t e   i n t e r e s t s  o f  t he   deve lop ing  menbers o f  
the A l l i a n c e  were n o t   h a m e d   a n d  t o  bear i n   n i n d  
that  the West also has an i n t e r e s t  i n  t h e  
d i v e r s i f i c a t i o n  of t rade o f  the  East European .. 

c o u n t r i e s  . 

., 

> 

, -  . . . , currency  a d  by j o i n t  p r o j e c t s .  for: marke t ing   i n  

( b )  By exmin ing   f avourab ly   Yugos lav ia ' s  requests f o r  
re-schedul ing o f  e a r l i e r  debts and f o r  new credits, 
e i t h e r  f r o n  i zd iv idud  c o u n t r i e s  o r  i n t e r n a t i o n a l  
o rgan iza t ions  , 

g. Should   the   Sovie t   Uniong and p o s s i b l y  other Warsaw 
i .  

P a c t  countries, inpose a trade enbargo on Yugoslavia, there 
w o u l d  be m even   s t ronger  czse than at p r e s e n t  f o r  applying 
the  measures   nent i0ne.d  in   paragraph 8 above, Action night be 
envisaged t o  ensu re  a ccntinuous  supply of raw naterials,  
fue l  and   essent ia l   rzanufac tured  goods. Longer-tern  export  
c r e d i t s ,  public l o a n s ,   f a c i l i t i e s  f r o m  the IMP o r  loans f rom 
the IBRD cou ld   p rov ide   e s sen t i a l   suppor t ,  

r z '  

10, The USSR and possibly o t h e r  Warsaw P a c t   c o u n t r i e s  
night app ly  s e l e c t i v e  econolzic p r e s s u r e s   a g a i n s t  Yugoslavia, 
The West n i g h t   c o n s i d e r  i t  a p p r o p r i a t e   i n   s u c h   c i r c m î s t a n c e s  
t o  take measures devised with the s p e c i a l  purpose of . 

re l i 'eving the . p a r t i c u l a r   ' d i f f i c u l t i e s   e n c o u n t e r e d  %y 
Yugoslavia. However, i n  v i e w  of the l imi t ed  inf luence  which 
n'estem  governlrents  have on t h e   d i r e c t i o n  o f  trdde i n  . 

p a r t i c u l a r   p r o d u c t s ,   t h e s e  masures mfght n o t  be easy  t o  .put 
i n t o   p r a c t i c e ,  A more conven ien t   so lu t ion  night be t o  
provide the  Yugoslavs with t h e  mLww o f  ac t ing   t hemse lves  
through genera l   co-opera t ion  i n  t r a d e  and f inance .  

-4- 
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11. Ih the  l i g h t '  of - t he   expe r i ence  of 1948, and of the 
f a c t  that  thé econonic  dependence o f  Yugoslavia upon t h e  
CoW%nis t   count r ies  i s  now less  than  it was- twenty  years  ago, 
i t  s e e m -  that econolric  pressure or s a n c t i o n s  on .the part of 
t h e  Warsaw Pac t   co , an t r i e s  would agz*in f a i l  t o  force Yugoslavia 
t o  t o e   t h e . S o v i e t   l i n e .  O r  t he   con t r a ry ,   t hëy 'w0f i . d   be   l i ke ly  
t o  l i n k  Yugos lav ia   c lose r   w i th   t he  West. For t h i s  reason ,  
it Seem3 that e x t r e n e '   e c o n o n i c   n e m u r e s   a r e   r a t h e r   m i i k e l y ,  
If economic  PressUres were app l i ed  , they would more probably 
be of a s e l e c t , i v e   n a t u r e ,   a i n i n g  at  l i m i t e d   o b j e c t i v e s  ; 
they  might c r e a t e   d i f f i c u l t i e s  f o r  the Yugoslav government 
and p o s b i b l y  i n f luence  sonewhat- its a t t i t u d e .   I n   a n y   c a s e ,  , 

the   developnent-  of the  s i t u a t i o n ,  arid in p a r t i c u l a r ,  the  
acuteness  of the   econonic  problea  which would f a c e  Yugoslavia, 
would aepend b o t h  on t h e  ab i l i t y  o f  the  YugosIavs t o  adjust 
and r e - o r i e d t z t c  t he i r  econony  and o n ' t h e  extent, -&c 
r ead iness  m d  t he   speed  with which  'the West would o f f e r  
e f f e c t i v e   c o - o p e r a t i o n ,   i n c l u d i n g   f i n a n c i a l   a s s i s t a n c e .  

II e I R T J " Q A  

12. The.  Rumanian econoay has r e c e n t l y  made rapid 
Progress ,   es ;?ec ia l ly  i n  industry, It still shows s e v e r a l  
weaknesses:  backwardness i n  a g r i c u l t u r e ,  a ' l o w  s t anda rd  of 
l ivi - f lg  m d  m unbalanced  pat-kern o f  t r a d e .   I n d u s t r i a l i s a t i o n  
i t s e l - f  has been  sorzetines hasty Laad some new f a c t o r i e s  nay 
n o t   y e t  be running   e f f ic ien t ly .   Having  t o o  narrow a d o n e s t i c  
basis t o  produce  economically,  Rman ia ,  has t o '  a d j u s t   h e r s e l f  
t o  a broade r   pa t t e rn  o f  cornercial   exchanges.   While  i m p o r t s  
fron the West have   i nc reased   spec tacu la r ly  over r e c e n t   y e a r s ,  
e x p o r t s   - a r e  s t i l l  lagging behind and,, as a r e s u l t ,   R m a n i a  
i s  burdened with a ve ry   heavy   co rne rc i a l   deb t  t o  t h e  West. 

13. Rmaaiats econoraic  dependence on other Communist 
c o u n t r i e s ,  and e s p e c i a l l y   t h e  USSR, lias decreased 
s i g n i f i c a n t l y   o v e r   r e c e n t  years and now, among. t h e  COMECON 
c o u n t r i e s , . s h e  i s  t h e  one w h i c h   d i r e c t s   t h e   l a r g e s t   s h a r e  
of h e r ,   t r a d e  towards  the West;. Within COMECON, Rumnia  has 
-adopted a33 a t t i t u d e  o f  great   independence.   Never . theless , ,  . . . 

t h e   s h a r e  o f  t r a d e  which i s  s t i l l  c a r r i e d   o u t  with o t h e r  
Communist c o u n t r i e s   r e p r e s e n t s   a b o u t  half the  t o t a l  t r a d e ,  
and t h e  share o f  t h e  USSR a lone  i s  s t i l l  approaching '5%. 
RuTJmia obtains f r o n  other COIhECON c o u n t r i e s   s u b s t a n t i a l  
q u a n t i t i e s  o f  rzw n a t e r i a l s  - such as i r o n  o r e ,  p i g  i r o n ,  
s h e e t   s t e e l  . f r o m  t h e  USSR - 2nd she sells t h e n  various goods, 
i n  p a r t i c u l a r   r s a c h i n e r y  Land equipnext ,  Tor  which' she would 
h a v e   d i f f i c u l t y - i n   f i n d i n g   o u t l e t s   i n   t h e  West. 

Yast experience shows that  t h e r e  is always t h e  
p o s s i b i l i t y  %hat Cornrnxnist c o u n t r i e s   n i g h t  p u t  econonfc 
p r e s s u r e  on X m a n i & ,  Th5 Best  night t h e r e f o r e   f i n d  i t  
d e s i r a b l e  t o  s t r e n g t h e n   t h e  Runanian p o s i t i o n  w i t h o u t  Waiting 
f o r  a n y   s p e c i f i c   a c t i o n   z g c i n s t  that country.  The fol lowing 
p o i n t s  might be  con-siaered: . .  . . . .  
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(a) . NATO menbers  night best  assist. the  Runanians;  and 
i n   p " t i c u 1 a r  f a c i l i t a t e  t he i r  e f fo r t s  towards 
f u r t h e r   d i v e r s i f i c a t i o n  o f  t h e i r   f o y e i g n  trade,  
by enabl ing  them t o   i n c r e a s e  their  hard currency 
earnings by means of some o f . t h e  aeasu res   a l r eady  
envisaged  above i n  t h e   c a s e  o f .  Yugoslavia(1) .  
They  could do t h i s  by o l i n i n a t i n g  o r  reducing  
q u a n t i t a t i v e   r e s t r i c t i o n s ,  by he lp ing   the   Runanians  
t o  i np rove   t he i r   na rke t ing   t ec lmiques ,   by  
conteraplating  co-operation  projects  which  woad 
save Rwanian   expendi ture   in  hard currency,  and  by 

- j o i n t  p r o j e c t s  f o r  n a r k e t i n g   i n  t h i r d  c o u n t r i e s  
where   Rwania  i s  n o t   y e t   e s t a b l i s h e d .  It nust b.e 
noted,  however,  that En i n p o r t a n t   a s p e c t  o f  t h e  
d i v e r s i f i c a t i o n  of Rmculia's f ore- ign   t rade  i; e. 
the e s t a b l i s m e n t  o f  r e l i a b l e   s o u r c e s  o f  raw m a t e r i a l s  
o u t s i d e  Eastern Europe, i s  l a r g e l y   o u t s i d e  the .scope 

R m a n i a ,  NATO c o u n t r i e s  should s e e  t o  it that t h e  
l e g i t i n a t e   i n t e r e s t s  o f  the  developing  neclbers o f  the  
.Al l iance  are n o t  harmed,  and i t  s h o u l d  b e   b o r n e   i n  
i n  mind that t h e  West has also an i n t e r e s t  i n  the 
d i v e r s i f i c a t i o n  of  t r a d e  o f  other  East European 
c o u n t r i e s ,  

i 

' o f  NATO governaents,  I n  ta lking  aeasures  t o  h e l p  

. . (b )  It lzight be necessary  t o  r e c o n s i d e r   c r e d i t   a r r a n g e i e n t s  
i n  o r d e r  t o  g r a n t   i n c r e a s e d   c r e d i t s  ' f o r  t rade w i t h  
Runania o r  t o  rephase Rumania 's   external   debt  
repaynents  m 

( c )  The Runanians   recent ly  a p p l i e d  f o r  nenbership t o  GATT, 
and a work ing   pa r ty   i n   wh ich   t en  NATO c o u n t r i e s  are 
rep resen ted .  was s e t  up i n  o r d e r  t o  examhe   t he  
app l i ca t ion .   The re  night be p o l i t i c a l  as we l l  as , 

oconolzic va lue  i n  f i n d i n g  a s a t i s f a c t o r y   a r r a n g e m e n t  
f o r  Rwranian   access ion   to  that  Organization' .  

( d )  Count r ies   which   have   no t   ye t   ex tended  uost favoured 
' n a t i o n   t r e a t m e n t   t o   I l m a n i a  night c o n s i d e r   t h e  

. p o s s i b i l i t y  o f  doing s o .  

15. Should the Sovie t  Union, a d  p o s s i b l y   o t h e r  Warsaw 
P a c t   c o u n t r i e s ,  apply econonic  pressur,e o r  s a n c t i o n s  on Rumanir-, 
Wes tem  coun t r i e s  night r e s o r t  t o  sone o f  the  m a s u r e s  already 
envisaged ,above ' in  favour o f  Yugos lav ia   i n  similar circum- 
s t a n c e s ( 2 ) .   I n  t he  case of b t o t a l  enbargo  they night cons ide r  
i t  a p p r o p r i a t e  t o  assist Rumanipw i n   p r o c u r i n g   t h e  raw m a t e r i a l s  
t o  keep h e r   i n d u s t r y   r u n n i n g .  This might r e q u i r e   s p e c i a l  
loans on .a b i l a t e r a l   b a s i s  o r  as p a r t  o f  a conce r t ed   e f fo r t .  
The necessa ry   r e -o r ion ta t ion  of  Rummian  exports  might also 
be f a c i l i t a t c d ,  There would be an even   s t ronge r   , ca se   t han   i n  
Present   c i rcumstances  for removing .quotas  and o t h e r   o b s t a c l e s  
t o  t r a d e .  
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16 .  The USSR and p o s s i b l y   o t h e r  Warsaw Pac t   coun t r i e s   migh t  
apply  s e l e c t i v e  economic p r e s s u r e s   a g a i n s t  Rumania. In   such  
circumstances - as has been already env i saged   i n   t he   ca se  of 
Yugoslavia under a similar c?.ssmption - t h e  West might cons ider  
i t  a p p r o p r i a t e  t o  take measures  devised with t h e   s p e c i a l  

L purpose o f  relieving Rumania  o f  t h e  particular d i f f i c u l t i e s  
she  wou id  -encounter. ’ However, as has a l r eady   been   i nd ica t ed  
above, i n  view o f  the   1 , imi ted   in f luence ,which   Western  

p roduc t s ,   t hese  might n o t .   b e   e a s y   t o  p u t  i n t o   p r a c t i c e ,   H e r e  

Rumaniaxs with t h e  means . o f   mt ing   t hemse lves  through gene ra l  
co -ope ra t ion   i n   t r ade   and   f i nznce .  

&. governments have -on t h e   d i r e c t i o n  o f  t r a d e   i n   p a r t i c u l a r  

i. again ,  a more convenient   so lu t ion   might  be t o  provide the 

L 17. Should the Sov ie t  Union be determined t o  b r i n g  
Rumania t o  h e e l ,   s h e  , c o u l d  a p p l y   p o l i t i c a l  and military,- as. well 
as economic,   pressures ,   There  are   c i rcumst ,ances   in   which 
R u m a n i s  would n o t  be i n , a  p o s i t i o n  t o  co-operate with the 
West, o r  migl1.t b e   i n h i b i t e d  f r o m  doing s o .  I n   o r d e r  t o  avoid 
provoking   esca la t ion  o f  Sov ie t   p re s su re ,   t he   r e sponse  of 
Western  countr ies  t o  Rumanian  economic  needs should no  doubt  be 
handled i n  a very  undrcmatic  way 8s n o r m a l   ( a l b e i t   i n c r e a s e d )  
commerc ic l   ac t iv i ty .  Vfhe-thcr h e l p  s h o u l d  be  given  by  Western 
c o u n t r i e s  i n  what f o r m  would aepend  la rge ly  on the 
RumaniL2ns themselves .   Al thcugh  consul ta t ions  on t h e  economic 
po l i cy  t o  be   fo l lowed   migh t   t ake   p l ace   i n  NATO, it might be 
a p p r o p r i a t e   i n   t h e   i m p l e n e n t a t i o n  o f  this p o l i c y  for member 
c o u n t r i e s  t o  a c t   i n d i v i d u a A l y ,   t a k i n g   a c c o m %  o f  t h e i r   d i f f e r e n t  
p o s s i b i l i t i e s  and i n t e r e s t s ,  

18. Circms tances   migh t  arise where  the West would  wish 
t o  apply  t o  some o the r   Eas t e rn  Europezn c o u n t r i e s   c e r t a i n  
measures outl ined above, e s p e c i a l l y   t h o s e   d e s c r i b e d   i n  
paragraph 14. On t h e  other hm<..$ --it i s  u n l i k e l y  that  s t r o n g  
econonic   pressure o r  s a n c t i o n s  would be a p p l i e d  by t h e   S o v i e t  
Union mil some o t h e s  VfCarsaw P a c t   c o u n t r i e s  t o  mare  than  one 
Eastern  European  country at  t h e   s m e   t i m e .  

-, 

III. IILBANIA 

19. The small ‘ s i z e  of t’le c o u n t r y ,   t h e   f a c t  that  it i s  
economically  underdeveloped, i t s  greclt  dependence on fo re iga  
a i d ,  f i n a n c i a l   a n d   t e c h n i c a l ,  a re  i n d i c a t i o n s  of the  weakness 
o f  t h e  Albmian  economy. Agricul ture ,   which i s  p r i m i t i v e  
in   chz rc t c t e r ,  i s  n o t  i n  a p o s i t i o n   t o   m e e t  the needs o f  t h e  
rapidly  growing  populat ion.  Besides,  Albanian  resources  are 
n o t   s u f f i c i e n t l y   d e v e l o p e d   n o r  i t s  indus t ry ,  i n   p a r t i c u l a r ,  
advanced  enough t o  mdce it p o s s i b l e  t o  cover   imports ,  
e s s e n t i a l  f o r  economic  developments,  by means o f  expor t s  of 
raw  ater rials OY msnufactureil   products c 
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20. Since '  the second  world w w ,  9% of   Albania ' s  
fo re ign  trade 'has been with Communist c o u n t r i e s ,  m d  u n t i l  
1961  t h e  USSR e x e r t e d  the m a j o r  i n f l u e n c e  on t h e   c o u n t r y ' s  
development by n e m s  o f  trade and o f  t echn ica l   and  economic 
a id .  A s  A lban ia   t ook   s ides  with Communist China, t h e  S o v i e t  
Union broke o f f  comnerc i a l   r e l a t ions  with her md ceased 
economic aid, Faced with th i s  new s i t u a t i o n ,   A l b a n i a ,  
rather t h a n   t r y i n g   t o  draw c l o s e r  t o  t h e  West; t u r n e d   t o  
China, which  quickly  took the  p l a c e  o f  t he   Sov ie t  Union as 
chief ' t r ad ing   pa r tne r  mil suppl ier  o f  f i n a n c i a l   a n d   t e c h n i c a l  
aid. So far, the   Albanian  leaders have re f r a ined   f rom  seek ing  
any  economic a i d  from the  West. 

21 ,  S ince  that time the USSR has been without any means 
o f  exer t ing   economic   p ressure  on Albania,  and can  operate  on 
the economic   p lane   on ly   th rough  the   in te rmediary  o f  o t h e r  
COMECON c o u n t r i e s ,  Albariia's p r e s e n t  vu lnerabi l i ty  is due 
e s s e n t i a l l y  t o  the development o f  trade wi-kh Warsaw Pac t  
c o u n t r i e s   o t h e r   t h a n   t h e  USSR. Czechoslovakia  and, t o  a 
lesser  e x t e n t ,  Poland and the  Soviet   ,Occupied Zone of Germany9 
o f f e r  valuable ou t l e t s  f o r  Albania 's   growing  industry  which 
would be d l f f i c u l t  t o  r e p l a c e ,  as w e l l  as a.n impor tan t   source  
of cap i t a l   and   t r anspor t   equ ipmen t   necessa ry  f o r  i n d u s t r i a l -  
i s a t i o n .  

22 t 
pressure 

T h e r e   a r e   v a r i o u s   p o s s i b i l i t i e s  as regards  economic 

If pressures by the CONECON c o u n t r i e s  - i n s p i r e d  
probably by the  USSR - were exerted, they nfght 
we l l   s low down t h e  economic  development of Albania,  
The eFpecta t ions  o f  improvements i n   t h e  l i v ing  
cond i t ions  o f  the populat ion might, t o  a c e r t a i n  
extent,  be j e o p r d i s e d .  It seems,  however, that 
in s p i t e  o f  denographic pressure, the   popu la t ion  
already i n u r e d  t o  harsh condi t ions   could  put up 
with t h e   p r i v a t i o n s   w h i c h  would f o l l o w .  A lbmian  
a g r i c u l t u r e  a n d  impor ts  o f  f o o d s t u f f s  fro 'm China 
would probably ensure t h e   n e c e s s a r y   s u b s i s t e n c e  
minimum, I n  the las t  resort  a l o t  would  .depend 
on China's z t t i t u d e .  It i s  l i k e l y   t h a t  she would 
be i n  a p o s i t i o n  t o  h e l p  by   s tepping  up her t rade 
a n d   a i d ,   e s p e c i a l l y  si-nce the   increments   . . requi red  
would be r e l a t i v e l y  s m a l l .  It i s  t h e r e f o r e   n o t  a t  
al1 c e r t a i n , i n . s u c h  a case  that Alban ia  would seek  
a i d  on a b ig  scale from the   West ,  though t h e  l a t t e r  
would c e r t a i n l y  have an oppor tun i ty  of improving 
i t s  econoraic r e l a t i o n s  with Albania.  

In   t he   ex t r eme ly  unlikely case  of the  Eurcpean 
Corrmunist countries  and  China  imposing  economic 
s c n c t i o n s  on Albania at  the s m e  t ime,  the l a t t e r ' s  
p o s i t i o n  would be more s e r i o u s  still ,  She might 
then  be forced  t o  t u r n  t o  t h e  West f o r  suppor t ,  

on i i lbania   by '  Communist c o u n t r i e s :  

8 
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(c )   Shou ld   Ch ina ,   ac t ing   a lone ,   dec ide  t o  cease 
suppor t ing   Albania ,  the l a t t e r   c o u l d  turn i n s t e a d  
for economic a i d  e i t h e r  t o  t h e  COMECON c o u n t r i e s  
o r  t h e  West. It is  l i k e l y  she  would approach 
b o t h  a t  the  s C m e   t i n e ,  

23. If it  would appear t o  be i n  the l o n g - t e r n   i n t e r e s t  , 

o f  t h e  West t o  loosen the dependence o f  Albania on other 
Comunis t   -count r ies  by developing   econonic   re la t ions  w i t h  h e r ,  
t h i s  would prinarily imPly that  the  Albnnians would have .  t o  
make such a pol icy   feas9ble .   Bes ides ,  at the   purely  commercial  
l e v e l ,  the p o s s i b i l i t i e s  of deve lop ing   t r ade   a r e  l i m i t e d ,  
given the small range o f  products  and the i r  i n d i f f e r e n t  
q u a l i t y .  Should,  however, c i r c u s t m c e s   i n d u c e   t h e  West -bo 
accord  econonic a i d  t o  Al’hanic,  given the s n a l l n e s s  o f  the  
count ry ,   the   d inens ions  o f  the task would presen t   no   g rea t  
problen,  e i ther  as rega rds  raw m a t e r i a l s  and  nanufactured 
products   requi red  f o r  the developneat o f  the   Albanian econoray 
o r  t h e   f i n a n c i a l  a i d  needed .   Techn ica l ly   speak ing ,   b i l a t e ra l  
t r a d e   a n d   c l e a r i n g   a g r e e m n t s  night be   t he   bes t  way o f  
suppor t ing  the Albanian  econony, The b i l a t e r a l   a s p e c t  o f  
such  agreements would i n  n o  m y  be i n c o n p a t i b l e  with a 
ce r t a in   Co-mdina t ion  o f  po l i cy  towards Albania   mong  nenbers  
o f  t h e   A l l i m c e .  It would o n l y  b e   i n   t h e  much longe r  -berm 
t h a t  this country  could  benef5.t fron econonic  co-operation 
with t h e  non-Communist w o r l ü  w i th in  the framework o f  t h e  
in t e rna t iona l   econon ic   o rgan iza t ions   such  as the I n t e r n a t i o n z l  
Monetary Fund and t h e   I n t e r n a t i o n a l  Bcnk for Beconstruct ion 
and  Development. 

(Signed) A. VIl!?CEXT 
Chaiman 

O T ~ / N R T O ,  
Brussels, 39. 
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a 

2' 

Popula t ion   (mi l l ion  ) 
GNP p e r  head (US $) 

T o t a l . P o r e i m   T r a d e  
~- 

Trade with Gcmuni s t  
c o x n t r i s s  as $ o f  t o t a l  
trade 

of which with: 

- USSR 
- Eastern  Europe(1)  

- Comunist   China  and 
o t o e r s  ( 4 )  

Trade with Yugoslavia as 
$ o f  t o t a l  t r a d e  

Trade with i n d u s t r i a l i s e d  
Western  countries as $ of 
t o t a l  t r a d e  

Trade with developing 
c o u n t r i e s  as o f  t o t d  
t rade 

Yugoslavia 

20 
750 

2,959.0 

- 3 1  

negl .  

56 

13 
I 

r imania  

19 
940 

5L 

28 

19(3>  

4 

1 

41 

7 

Albania 

2 
250 

3 

6 

negl.  

( 2 )  Inc luding  just  over 1% for t r a d e   w i t h  Rwania. 

( 3 )  Albmia's t r a d e  with Runania  ,mounts t o  4% of t o t a l  
Alb'unicn t r a d e ,   w h i l e  the s h a r e  o f  A lban ia   i n  t o t a l  
Runanian  t rade i s  n e g l i g i b l e  e 

( 4 )  Albania,  Cuba,  Mongolia, N o r t h  Korea, N o r t h  Vietnaa,  
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YJGOSLJLVIR 

1. The p r e s e n t   n o t e ( 1 )  on t h e   v u l n e r a b i l i t y   a n d  
econorric  problens o f  Yugoslavia dea l s   success ive ly  w i t h  t h e  
fo l lowing   po in ts  : 

- main .economic problems; 

- developnents   in   econonic  r e l a t ions  with Comuni s t  
c o u n t r i e s  and  means o f  p r e s s u r e  a t  the d i s p o s a l  
o f  t h e s e   c o u n t r i e s  ; 

- developnents i n  econonic re la t ions  w i t h  the West 
and p o s s i b i l i t i e E  o f  suppor t ing  the Yugoslav econony. 

I. M , A I N  ECONOMIC PRO3LEMS - 
2. Rich i n   r e s o u r c e s   a n d   p r o n i s i m g   i n   p o t e n t i a l i  

Yugoslavic- has one of t h e  l eas t  developed  econonies  in  Europe. 
I ts  p e r   c a p i t a  gross n a t i o n a l  product  o f  about $750 i s  lower 
thm that o f  h e r  Warsaw P a c t   n e i g h b o u r s   R u a n i a  ($940) and 
Bulgaria ($1,000) ( 2 )  The l z r g e s t  p a r t  o f  i t s  popula t ion  
o f  20 n i l l i o n  s t i l l  nakes i t s  l i v i n g  fron a g r i c u l t u r e   a n d  
t h e r e  i s  considerable  uneapLoyuent:   338,000  in the s o c i a l ï s e d  
sec to r   a lone ,   whereas  400,000 are working  abroad, The six 
Yugoslav  republics  and two autonomus   reg ions   p resent  sharp 
c o n t r a s t s  i n  econonic  devclopraent. The p e r   c a p l t a  G N P  o f  
S l o v e n i a ,   t h e   r i c h e s t  area, i s  five t ines h igher   than  that 
o f  Ko,sovo and Methohi ja ,   the  most  backward. The Federal 
C o n s t i t u t i o n ,  adopted t o  f a c i l i t a t e   t h e   C o - e x i s t e n c e  of 
t h e  various n a t i o n a l  groups, n,&es the  nanagenent  o f  the  
econong   no re   d i f f i cu l t  m d  leads i n  some cases  Go d u p l i c a t i o n  
o f  e f f o r t  and  waste o f  r e sources .  

3. ' Yugoslavia i s  -s.tmultaneous3-y t r y i n g  t o  overcome 
her  econonic  under-development  and s t r iv ing  . t o  c o r r e c t  the  
e f f e c t s  o f  i l l - o r i e n t a t e d   i n v e s t n e n t s   d u e  f i rs t  t o  ri..gid 
p l ann ing   and   l a t e r  t o  unco-ordinated  decis ions by l o c a l  
authorit . ies  and  Workers  Councils.  As it i s  normal  f o r  a . 
country a t  an e a r l y   s t a g e  o f  developnext,  Yugoslav5a needs a 
cons iderable  i n f l o w  o f  c a p i t a l ,  I n  f a c t ,  the country has 

(1) This n o t e  ,takes account of the basic n-ote subnitted by 
t h e   I t a l i a n   D e l e g a t i o n ,  (AC/89-W/264) a no te   submi t t ed  
by the   Un i t ed   S t a t e s   De legz t ion ,  (AC/89-WP/255) , and 
notes .  f r o m  the Canadian (1&/127-wP/233j -and  Gernan 
(AC/l27-W/233/1) Delegat ions.  

( 2 )  GrJP f i g u r e s  are dravm f r o n  a stuily by the United States  
A u t h o r i t i e s  and ,  as far  as p o s s i b l e ,  have been 
c a l c u l a t e d  on a conparable  basis, 
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bene f i t ed   f rom  cons ide rab le   f i nanc ia l  a i d  and  loans from 
i n t e r n a t i o n a l   o r g a n i z a t i o n s  and  Wes%ern  governments  and 
i n s t i t u t i o n s ,   I n  the past few y e a r s   s h e  has also r e l i e d  
h e a v i l y  on  commercial   credi ts ,   Such  loans  and  credi ts   have 
resulted i n  m accumulation of  debt  repayments,   which has 
led  h e r   t o   a p p r o a c h  a number o f  Western  countr ies  about 
re-scheduling arrangements ,   In  s p i t e  o f  some i n c r e a s e   i n  
1968 ,   r e se rves  :are st i l l .  modest i n  view o f  Yugoslavia 's  
t rade l i b e r a l i s a t i o n   m e a s u r e s  and aims 

li?mErfi t o  _ ,  

. .  

4. .Yugoslavia -has made . o r i g i n a l   e x p e r i m e n t s   i n  an 
attempt t o  combine s o c i a l i s m  with a market economy, In 
a g r i c u l t u r e ,   p r i v a t e   p r o p e r t y  has been   r e t a ined  but the 
s t r ic t  l i m i t a t i o n  o f  the s i z e  o f  p r i v a t e   h o l d i n g s   s e r i o u s l y  
hampers  modem  farming.  In  industry a l a r g e   d e g r e e  o f  
autonomy has been  granted t o   e n t e r p r i s e s  which  remain 
under  l lsociaJ"l   ownership  'md are managed by Workers'  Councils. 
F u r t h e r  moves towards a market- economy were made i n   1 9 6 5  
with a ser ies  or" new reforms. The main r e s p o n s i b i l i t y  f o r  
t h e   f i n a n c i n g  o f  investment was t r a n s f e r r e d  from pub l i c  
a u t h o r i t i e s   t o  the e n t e r p r i s e s  themselves and t o  the- banking 
system, Agr i cu l tu ra l   p r i ces '   were   i nc reased  substantially 
a n d   . " p o l i t i c a l "   p r i c e s  f o r  some basic   products   were  abo ' l ïshed.  
Howeverp the economic  reform  launched i n  1965 has n o t   y e t  
been f u l l y  implemented.  Prices have not   been  completely 
liberalised (almost  one-half still r ema in  c o n t r o l l e d )  and 
t h e r e  has been  no move f u r t h e ' r  t o  l i be ra l i s e  impor ts  and 
fo re ign   exchange   r egu la t ions   s ince   t he   beg inn ing  of 1967, . .  

. .  

5. .Although the t r a n s i t i o n  f r o m  a c e n t r a l i s e d  t o  a 
market economy has proved laborious and  has   confronted  the 
Yugoslavs with g r e a t e r   d i f f i c u l t i e s  than % h e y   o r i g i n a l l y  
expec ted ,   s ign i f icant ,   advances   have   been  made s i n c e  the 
i n t r o d u c t i o n  o f  t h e   1 9 6 5 . r e f o r m s ,   A g r i c u l t u r e  has progressed,  
aided  by  good  .weather, and t h e r e  has been a speeding up i n  
the modernisat ion o f  i n f r a s t r u c t u r e  (railways , - roads ;  
e l e c t r i c  power) a n d   b a s i c   i n d u s t r y   ( i r o n   a n d   s t e e l ,  
non-ferrous metals, chemicals  and  petroleum  products)..  . ,  

Some p rogres s  has a l s o  been made towaras i n c r e a s e d  
s p e c i a l i s a t i o n   i n   p r o d u c t i o n  arnd i n  the a l l o c a t i o n  of  
i nves tmen t   Îunds ,   t he   ope ra t ion  o f  the   banking   sys tem and 
c r e d i t   - r e g u l a t i o n s  , A n o t a b l e  , though perhaps  temporary,  
achievement o f  r e c e n t   y e a r s  has been the curbing  of  
i n f l a t i o n a r y   p r e s s u r e  through c r e d i t   r e s t r i c t i o n s   i n t r o d u c e d  
i n  1966 and 1967, Unfor tuna te ly  these l e d   i n  1967 t o  a 
gene ra l   s t agna t ion   and  a f u r t h e r   i n c r e a s e  o f  t h e   a l r e a d y  
high unemployment.  Following an upsurge of t h e  economy i n  
1968 the   dange r s  of m o t h e r   i n f l a t i o n a r y   c y c l e   a r e   a g a i n  
p r e s e n t ,   b u t  the Government appears  determined t o  a c t  
r e s o l u t e l y  -i;o check   any   se r ious   t rends  i n  th i s  d i r e c t i o n ,  
and t o  con t inue   t he   cour se  o f  economic  reform. 

. .  
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6. It appears   doubt fu l  that the   need  f o r  government 
i n t e r v e n t i o n   i n   t h e  economy can be s i g n i f i c a n t l y   r e d u c e d  i n  
t he   fo re seeab le   fu tu re   beca i l s e ,  as. the 1968  performance 
shows, the economy remains vulnerable. t o  f a i r l y  s t r o n g  
i n f l a t i o n a r y   p r e s s u r e s   b a l a n c e  o f  payments d i f f i c u l t i e s  
and  a s c a r c i t y  of t ra ined  managers .   Nevertheless ,  the  
Yugoslav Author i t i e s   con t inue  t o  b e l i e v e  t h a t  improvements 
i n   t h e   s t r u c t u r e  a n d   e f f i c i e n c y  of t h e  Yugos lav  economy 
can   bes t  be achieved through g rea t e r   exposure  t o  f o r e i p  
competit ion and t h e   f r e e r   o p e r a t i o n  o f  marke t   forces .  The 
d e c e n t r a l i s a t i o n  o f  economic l i f e  amd the  change t o  i n d i r e c t  
Western s ty le  methods o f  managing  the economy which has 
a1read.y  taken  place i s  c l o s e l y   r e l a t e d   t o  the growth of 
freedom o f  expression wi th in  the country,  the  development 
of pa r l i amen ta ry   i n s t i t u t ïons   and   t he   d imin i sh ing  of t h e  
r ô l e - o f  the P.zrty i n  economic l i f e ,  Growing o r i e n t a t i o n  t o  
world markets and t h e  righ.t o f  r e l a t L v e l y   f r e e   e n t r y  and 
e x i t  make Yugoslavs. increas ingly   aware  o f  Western values. 

7. The Federa l  bud e t  f o r  1969,  amounting t o  
11,546.5 n i l l i o n   d i n a r s  (. 2 923.7 mi l l i on )   p rov ides  f o r  a 
12.5% i n c r e a s e  in expendi tures   over   the  1968 f i g u r e s , -  -This 
r t s e  i s  the consequence of i nc reased  outlays in   connec t ion  
with t h e   r e a l i s a t i o n  o f  t h e  main o b j e c t i v e s   o f   t h e  1966-1970 
plan  and of  the  reforms,   Zncreased military expendi tures  
and i n c r e a s e d   s u b s i d i e s   t o  the less developed republics o f  
the   Federa t ion .  The largest r i s e  i s  i n  the defence  budge.t 
which amounts t o  6 .933  bi l l i ,on  dinms ($555 m i l l i o n )  
i . e .  926 5 m i l l i o n   d i n a r s  ($74 m i l l i o n )  more t h a n   i n   ' t h e  
or ig ina l   1968  defence   budget .  The s h a r e  of m i l i t a r y  
expend i tu re s   i n  the t o t a l  Federal   budget  i s  6w0, Increased  
military .'eiperidi%ures ' -' f o l l o w i n g '   t h e   i n v a s i o n  of 
Czechoslovakia.  -- c o u l d   i n c r - e a s e   i n f l a t i o n a r y   p r e s s u r e s  and 
a l s o  c r e a t e   b a l a n c e  . o f  payments  problems  which,  however, 
cannot be a s s e s s e d   a c c u r a t e l y  as. it i s  n o t  known what 
amount o f  goods,  which  could  otherwise be exported f o r  hard 
currency.,  w i l l  ,now b e   d i v e r t e d  t o  t h e  military and what 
m i l i t a r y  hardware w i l l  be  purchased  from the West. 

8. The balance o f  t r a d e ,   w E c h  had 'shown a - v e r y   l a r g e  
de f i c i t   du r ing   t he   p reced ing   yea r s ,   improved   i n   1965   and  
1966. However,. the  s i t u a t i o n   d e t e r i o r a t e d  .in 1967 as the  
d e f i c i t   r o s e   f r o m  $354 m i l l i o n   i n   1 9 6 6  t o  $456 m i l l i o n  i n  
1967, a d  worsened still f m t h e r   i n .  1968 when it may have 
reached about  $530 m i l l i o n .  However, t h e   1 9 6 8   f i g v z e  
comprises a d e f i c i t   i n   t r a d e  with Comuni , s t   coun t r i e s  
( o f  the  o r d e r  o f  $70 m i l l i o n )   w h i c h   r e f l e c t s   a n   i n t e n t i o n a l  
Yugoslav p o l i c y  o f  running  d.own, by i n c r e a s i n g  i m p o r t s ,  
e a r l i e r   s u r p l u s e s   i n   c l e a r i n g   a c c o u n t s  tvith t h e s e   c o u n t r i e s .  
Th6 trade d e f i c i t "  i s  o f f s e t ,  t o  a s u b s t c n t i a t l   e x t s n t ,  by 
i n v i s i b l e   r e c e i p t s   m a i n l y  from tourism,  emigrants ' remi t tances  

. .  
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a n d   . t r a n s p o r t o  Gross rece ip ts  f r o m  tour i sm  have   been   r i s ing ;  
t h e y  amounted ,tom- mil l ion   i n   1967   and   a r e   e s t ima ted  a t  
$230 m i l l i o n  for, 1968.  Workers '   remittanaes,  which moun ted  
t o  $90 m i l l i o n   i n   1 9 6 7 ,  have been estimated a t  $160 m i l l i o n  
for   1968,  AS regards t r a n s p o r t a t i o n ,  net r e c e i p t s   i n   1 9 6 7  
were $132 m i l l i o n .  However, the .surplus  on i n v i s i b l e  
t r a n s a c t i o n s  has n o t  yet  b e e n   s u f f i c i e n t   t o   c o v e r   t h e  trade 
d e f i c i t   a n d   t h e   s e r v i c i n g  o f  the f o r e f g n  debt .  

9. , The t o t a l   i n d e b t e d n e s s  of  Yugoslavia at  the end 
.of 1967 m o u n t e d  - t o  $2.2 b i l l i o n ,  br.oken down as fo l lows  d 
l oans  f r o m   i n t e r n a t i o n a l   o r g a n i m t i o n s  $393 m i l l i o n ,  
b i l a t e r a l  credi tors  (suppliers ' and b.ank credi ts)  $917 m i l l i o n ,  
o f f i c i a l  government   loans   in   conver t ib le   cur renc ies  $568 m i l l i o n ,  
Communist c o u n t r i e s '  loans $310 m i l l i o n ,   l o a n s   r e p a y a b l e   i n  r 
d i n a r s  $317 m i l l i o n  . Out o f  the t o t a l  of $2.2 b i l l i o n ,  
Yugoslavia had .  a c t u a l l y   r e c e i v e d  a t  the  end  of  1967. $1.6 b i l l i o n  
of  which  $1.3 b i l l i o n   r e p a y a b l e   i n  hard c u r r e n c i e s .  A s  can 
be  seen  from these f igu res  the ext!ernal debt  has reached a 
very high amount  and i t s  s e r v i c i n g   p l a c e s  a .heavy burden on 
the ba lance  of  payments. It has been  estimated that  payments. 
i n  this r e s p e c t  will r i s e  from  about $240 m i l l i o n  i n  1967  to. 
some $350 m i l l i o n  in 1968 and will remain a t  sone $260 m i l l i o n  
up to 1970, The debt  s .e rv ice   a lone  has been  estimated as 
rep resen t ing   abou t  25% of  Yugoslav cbnvert ible   exchange 
earnings.  ' The . d i f f i c u l t i e s   e x p e r i e n c e d  by Yugoslavia i n  her  
foreign  payments l e d  her, towards the end o f  1967, t o  
r e - e s t a b l i s h  some t rade r e s t r i c t i o n s .  

k) 

. .  

II. DEVELOPMENTS IN.  ECONOMIC I'IELATIONS WITH COlWIKNIST. 
COUUTRIES RND MFJJS OF P F Z Ë $ i T ! E T B m i S - E  

10. A f t e r   t h e  W=, a very l a r g e   p r o p o r t i o n  - nearly 
half i n  1948 - o f  ,YugoslavZafs f o r s i g n  t r a d e  .was d i r e c t e d  
towards ,Communist , c o u n t r i e s ( l ) ,  This trade p r a c t i c a l l y   c m e  
t o  an en,d when Yugoslavia  broke away f r o m  t h e  Cominform. i n  
mid-1948  and it was n o t  until 1955 tha t  there was a gradual, . 

resumption. y In   1967 about 25% o f  Yugoslavizt 's  imports came 
from European Communist countr ies ,   which  took  about  36% o f  
her expor t s (2 )  Although these pe rcen tages   a r e   sma l l e r .   t han  
in 1948 when t h e  break with the Cominform took  p l ace ,   t hey  
are st i l l  cons iderable .  

11. I n  D.ecember 1968  Yugoslav5a  signed t rade - p r o t o c o l s  
with a l l  Warsaw Pac t   coun t r i e s   cove r ing  t rade in   1969 ,  The 
main  agreement  concluded with the  Soviet   Union,   provides   for  
two-way .-trade m o u n t i n g  t o  $400 m i l l i o n ,  o f  which $364 m i l l i o n  
are wi th in  the  t r a d e   p r o t o c o l ,  and the   ba l ance  i s  cove red -by  

(1) See Table  V I 1  a t tached .  
( 2 )  For  the first eleven  nonths  of 1968   r e spec t ive   pe rcen tages  

were 27s f o r  impor t s  and 33% f o r  expor t s .  
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special   agreements  annexe,d t o  it. The Yug.os1avs a r e  
expecting  supplementary  arrangements  between  economic 
oI?garîizationS of t h e  two cow-bries which would b r i n g   t h e  
t o t a l  v a l u e .  of t r a d e   i n -  both d i r e c t i o n s  t o  about $500 mf1:lion. 
Yugoslavia i s  p a r t i c u l a r l y   d e p e n d e n t  on the  S o v i e t  Union 
f o r  h e r  impor t s  of crude o i l ,  r o l l e d   a n d  drawn s t e e l ,  p i g  
and c a s t   . i r o n   c o a l ,   s y n t h e t i c  .rubber, a l m i n i u n ,   c o t t o n  
and coking . p i t  coal .  The S o v i e t  Union i s  a l s o  a v e r y   l a r g e  
buyer of the following  Yugoslav  products:   manufactured  goods,  
machinery  and t r a n s p o r t  equipnent ,   chemicals ,  beverages 
and tobacco. Yugoslav shipyards are heavily dependent on 
S o v i e t  o rde r s  f o r  t h e i r   p r o d u c t i o n .  In 1.967 the USSR bought; 
56% of Yugoslav t o t a l  ship exp0rt .s   in  the  framework o f  a 
five-year  agreement ( f o r  t h e   p e r i o d  1966-1970)  according t o  
which  Yugoslavia will d e l i v e r   t o   t h e  USSR 78 sea-going 
vesse ls ,  valued . a t .  over  ;6.300 -mi l l i .on ,   Negot ia t ions  regarding 
Soviet   ship  purchases   af ter   1970  have  not   yet   begun;  i t  i s  
not   c lear ,   however ,  whether t h i s  absence o f  n e g o t i a t i o n s  
i s  due to   commercial   and. t iconomic  considerat ions o r  whether 
the Russians are using it as a forra of p re s su re  on Yugoslavia,  
The Yugoslavs have  been  concerned about de l ays   i n   comple t ing  
pro jec ts   involv ing   Sovie t   equipment .  Even i n  the  p r e s e n t  
condi t ions ,  Yugoslavia's p o l i c y  seems t o  be one of main ta in ing  
and deve lop ing   t r ade  vdth t h e  USSR. Fo r  i n s t a n c e ,  a Yugoslav 
firm has  recent ly   reached  agreement  t o  de l ive r   au tomobi l e  
par t s   and  the Yugos lavs   o re   a l so   a t t empt ing   t o  s e l l  r o l l i n g  
s tock  t o  the Sov ie t  Union. 

12, Since  1965,   Yugoslavia  has concluded three credi t ,  
arrangements   with  the  Soviet   Union  amounting  to  $233 m i l l i o n  
t o  be use,d i n  t h e  pe r iod  up  t o  1971. One c r e d i t  o f  . 
$40 m i l l i o n  i s  l i n k e d  t o  t he   " I ron   Ga tes"   hydro - -e l ec t r i c  
power systen; it w i l l  be used t o   p u r c h a s e   t e c h n i c a l ,  
b u i l d i n g  and i n s t a l l a t i o n   e q u i p m e n t ;  a most  important  part 
o f  this equipment i s  rspresented by six tu rb ines   and   t h ree  
genera tors ,   which   the   Sovie ts  are committed t o  d e l i v e r  i n .  
1968  and  1969, The second   c r ed i t   o f  $33 m i l l i o n  i s  being 
used f o r  t h e   r e c o n s t r u c t i o n  o f  Skopje  - it  provides  f o r  t h e  
delivery  between  1967  and  l971 o f  equipment f o r  t h e  b u i l d i n g  
of a number o f  f a c t o r i e s ,  The t h i r d . a n d  most  important  
c r e d i t  o f .  $160 m i l l i o n  i s  Seing  used f o r  the purchase.  of 
equipment f o r  thermo--electr ic  power p lan ts ,   the   deve lopment  ' 

o f  c e r t a i n   s t e e l w o r k s ,  the  b u i l d b g  and  expansion o f  l e a d  
and  zinc  mines.. 

13. After OECD Europe  (49.2%>, the Eastern  =ropean 
count r ies . ,   toge ther ,  are the mos-t i m p o r t a n t  t r a d i n g   P a r t n e r s  
of Yugoslavia; i n  1967  theiio shme i n  YaeOSlav t o t a l  fo re ign  
t r a d e  y ( ~ s  about 18% as a g a i n s t  13% for t h e  ESSR which came 
i n  th i rd  ' p o s i t i o n ,  Amoig Eas t e rn  European colJntr ies ,  
Czechoslovakia i s  t h e  main t r c d i n g   p a r t n e r  followed by the  
Zone and  Poland,   In   1967  t rade with t h e s e   t h r e e   c o u n t r i e s  

. .  

-17- QI"" NATO COnTFIDENTLAL 

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



-18 - NA.TO . CONFIDFaTIAL 
ANHEX II t 'o 
E.[ 69 114. 

represente .d  12.4s. of Yugoslav. t o t a l   t r a d e   t u r n o v e r .  Rumania 
i s  p r a c t i c a l l y  at  the   bo t tom o f  the Eas te rn   hkropean   count r ies  
l eague  w i t h  l Y 5 $  o f ' Y u g o s l a v i a ' s   t o t a l  t r ade ;  short-term 
p rospec t s  for a s u b s t a n t i a l   i n c r e a s e   o f , , X u m a n i a ' s   s h a r e  
appea r   r emote   because   ne i the r   coun t ry   p re sen t ly  pr0duce.s a 
su f f i c i en t   a s so r tmen t   o f  high qual i ty  goods which would 
i n t e r e s t  the o the r .  The  Yugoslavs  have,  however 9 .  i n d i c a t e d  ' 

t h e i r  d e s i r e  t o  broaden indus t r i a l  co-operation with. Rumania 
i n   o r d e r  t o  expand economic r e l a t ions   and   open  up new t r a d e  
poss ib i l i t i es .  According t o  i n f o r m a t i o n   g i v e n   r e c e n t l y   i n  
the Yugoslav press two-wcy t rade with Eastern  European '. . 

c o u n t r i e s  i s  expectei? t o  i n c r e a s e   i n   1 9 6 9 .  On the basis of 
the  fragmentary data obta ined  on the  1969  t rade  agr 'eements ,  
commodity lists provide  for. t r a d e  Lamounting t o  about 
$720 m i l l i o n ,  with Czechoslovakia always at  t h e  t o p  of .the. 
l i s t .  This target" c which i s  m i n d i c a t i o n  o f  Yugoslavial.s .. 6 
d e s i r e   t o   m a i n t a i n  and develop   her  trade wi thdha t  area - 
appears ambitious and,  judging f rom past performance, i t  .is 
n o t  very l i ke ly  t o  be achieved (two-way'trade  amounted t o  
$510 m i l l i o n  in 1967(1) znd has been  es t imated a t  $460 mi l l i on .  
f o r .  t h e  f irst  elever! ,nonths o f  1968(2)).   Eastern  European . ' 

c 'oun t r i e s   r ep resen t  an i n t e r e s t i n g   m a r k e t  f o r  t h e   f o l l o w i n g  
Yugos lav   p roducts :   tobacco ,   bauxi te ,   venee- rs ,   ro l l ing   s tock ,  
t ransport   equipment ,   ref ine.d lead, 'ships , e l e c t r i c a l  
machinery and appliances, wires and . cab le s ,  wood f u r n i t u r e ,  - 
c l o t h i n g  a d  footwear.  On the other   hand,   Yugoslavia   imports  
the  fo l lowing   na in   commodi t ies :   ro l led   and  drawn s t ee l ,  
pig and cast i r o n ,   c o k e ,   f e r t i l i z e r s ,   s y n t h e t i c  rubber, sugar ,  
machinery and t ransport   equipment .  

14. Yugoslavia has been   par t ic ipa t ing ,   s ince   September  
1964,. i n   c e r t a i n  COMECON cormi t t ees ,  but she canno t   a t t end  
the meetings o f  the Executive  Committee unless i n v i t e d   t o  do 
s o .  Yugoslavia has a v o i d e d   g e t t i n g   t o o   c l o s e l y   l i n k e d  to 
COMECON with whom she  i s  far f r o n . s a t i s f i e d .   B e i n g  more 
i n v o l v e d   i n  w o r l d  t r ade ,  Yugoslavia i s  p a r t i c u l a r l y  unhappy 
about t h e  a r t i f ic ia l  p r i c i n g  systen p r e v a i l i n g   i n  COMECON. ; 
A main  source, of. pre-occupation f o r  Yugoslavia has been t h e  
b u i l d i n g  UP s ince   . l965  of l a r g e  surpluses in exchanges of 
goods,  m d  services   amounting t o  about $100 m i l l i o n   i n  
October  1968. As has already  been  indicated  above(3)  it i s  
the d e l t b e r a t e   p o l i c y  o f  Yugoslavia t o   r u n  doMn t h e s e  
surPluseso I n  t ines of t ens ion  their  e x i s t e n c e  night pu t  
Y U g O S 1 a V h  - i n t o   d i f f i c u l t y  should.  agreement . f o r  ' their  
u t i l i s a t i o n   n o t  be forthcoming, Yugoslavia, a s t r o n g  . .  .. . 

SuPPorter  Of multilateralisn i n  trade and  paymen%s, i s  seeking  
t o  i n ~ r o d u c e  such elements i g t o  the COMECON system a d  i n t o  
trade r e l a t i o n s  with i t s  COMECON p a r t n e r s ,  

(1) Source OECD Trad,e S t a t i s t i c s  

( 2 )  Source Yugoslav Stat is t ics  

( 3 )  See paragraph 8, 

J 
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15. A f t e r  the break in   1948 ,  it turned   ou t  that impor. ts  
f r o m  the  Sov ie t   b loc   cou ld  be q u i c k l y   r e p l a c e d ,   e s p e c i a l l y  
as l a r g e   o r e d i t s  ma.  f i m n c i a l   a s s i s t a n c e  t o  Yugoslavia were 
provided  by  the  West, On t h e   o t h e r  hand., there   were  
d i P S i c u l t i e s   i n   f i n d i n g  ou t l e t s  f o r  the products   p rev ious ly  
sold t o  Cowmist c o u n t r i e s ,  ayld Yugoslav expor t s   . neve r  
r eached   . t he i r   1948  leve l  as long  as t r a d e  with the Sov ie t  
bloc was c u t  o f f .  . .  

. .  . 

1 6 ,  A comple t e   i n t e r rup t ion   by  Warsaw P a c t   c o u n t r i e s  
o f  t h e i r   t r a d e  with Yugoslavia appears as EL r e m o t e   p o s s i b i l i t y  
which would on ly  take p l a c e   i n   t h e  framework of other   measures  
i n   t h e   p o l i t i c a l   a n d  military f i e l d s ,  Yugoslavia's p re sen t  
condi t ion  i s  quite d i f f e r e n t  from that  o f  1948.  Admittedly 
the  -econoay i s  s t i l l  g rapp l ing  with a number o f  s e r i o u s  
problems  but, on the   w l lo l e ; - t r ade  i s  far more d i v e r s i f i e d ' n o w  
than it was . twenty  years  z g o ;  the   non-Comunist   countr ies  
can.  provide  any o f  t h e  goods  required by Yugoslavia  while 
t h e   l a t t e r   d i s p o s e s  of a wider  range o f  p roduc t s   fo r   expor t .  
Moreover, i f  t h e   S o v i e t  Union  decided t o  apply  an  economic 
embargo9 some o f  h e r  COMECON. p a r t n e r s ,   i n  par t icular  Rümania 
and Czechcs lovakia ,   would   be   re luc tan t   to  f o l l o w  h e r  example. 
It would  seem that t h e   S o v i e t  Union would s t a n d  t o  l o s e  more 
than  she  would  gain  f roxan:r   drast ic   economic  act ion  against  
Yugoslavia,  as it  would pus';i %hat country s t i l l  f u r t h e r   i n t o  
the  Western camp a n d   c r e a t e  new f r i c t i o n   w i t h i n  COMECON. 

17. The n a t u r e  of Soviet/Yugoslav  economic  'links  seems 
t o  i n d i c a t e  that  t h e  USSR cou ld   t ry   and   i n f luence  Yugoslavia 
e i t h e r  by s e l e c t i v e   d i s c r i m i n a t o r y  economic  measures o r  by 
t h e  more s u b t l e  method o f  dangl lng the c a r r o t   i n   f r o n t  o f  
t h e  Yugoslavs ra'cher than  waving  the  s t ick.   Certain  Yugoslav 
d e v e l o p i n g   i n d u s t r i e s  badly need  export  markets t o  supplement 
i n su f f i c i en t   hone   consumpt ion   f i nance   e s sen t i a l  impor ts  
o f  b a s i c   m a t e r i a l s ;  by p romis ing   t o  make ce r t a in   pu rchases  
o r  t h r e a t e n i n g  t o  withdraw prev ious   Grde r s   i n   t he  less 
developed   republ ics  of t he   Pede ra t i . on ,   t he  USSR may e x e r t  a 
f o r m  o f  p r e s s u r e  on Yugoslavia which   could   c rea te   cons iderable  
d i f f i c u l t i e s  f o r  that country.  

18,. Other poss ib le   neans  o f  economic p r e s s u r e  on 
YugoslaT,Tih by CQI'dECON c o u n t r i e s  would be   the   s toppage  o f  
t h e i r  tour isn t o  that country  (which  accounts f o r  sone 14% 
of t o t a l  Yugoslav, earn ings   o f  this nature)  and   t he  
i n t e r r u p t i o n  02 t r a n s i t   t r a d e  which allows 'Yugoslavia t o  earn 
some $50 mil l ion  .annual ly .   Thereas  the ending o f  t o u r i s m  
would not   in -volve  COMECON c o u n t r i e s   i n   p a r t i c u l a r   d i f f i c u l t i e s ,  
t h e   d i s l o c a t i o n  of  t r a n s i t   t r a d e  would o b l i g e   t h e s e   c o u n t r i e s  
t o  f i n d   a l t e r n a t i v e  routes through Ves-bern c o u n t r i e s ,  a 
s o l u t i o n   w h i c h ,   p o l i t i c a l l y ,   n i g h t  be even l e s s   a t t r a c t i v e  
t o  t h e  Russ ias  than t h e   p r e s e n t  one. 

, .  
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19. Thus Yugoslavia-remains open t o  p re s su res  f r o n  
COMECON countr ies .   These  could apply a whole  range o f  
s e l e c t i v e  mez-sures f r o n  . d i l a t o r i n e s s   i n   d e l i v e r i e s  . o f  
commodities c r i t i c a l  t o  the   Yugos lav-economy  to . re fusa1  - 
on more o r  less specious  grounds - t o  conclude new procurement 
arrangements.  ' To s u  up, Yugoslavia's v u l n e r a b i l i t y   l i e s  
i n  f o u r  s p e c i f i e d  Lvc-~.s : 

( i )  the  shortage o f  conver t ib le   cur rency   which  would 
make it very h m d  f o r  Yugoslavia t o  . f i n d   a l t e r n a t i v e  
sources  o f  supply unless she  w a s  provided.  by the 
West with neans o f  paynents;  . .  

( i i )  the  procurement i n  the West o f  ce r t a in   mach ine ry  
and  transport   equipment  needed t o  complete o r  expand c 
f a c t o r i e s  already equipped with S o v i e t - b u i l t  
machines (and spare pa r t s  f o r   t h e s e )  night prove 
quite d i f f i c u l t ;  ? 

( i i i )   t h e  sh i f t  of c e r t a i n  Yugoslav .expor t s  f r o m .  
C o m u n i s t   c o u n t r i e s  t o  t h e   F r e e  World night be 
p a r t i c u l a r l y   d i f f i c u l t ,  f o r  i n s t a n c e ,   C o m u n i s t  
c o u n t r i e s  take 52% o f  chemical   products ,  58% o f  
machinery  and  transport   equipment  and 41% of  other 
,manufactured goods.  h i n t e r r u p t i o n   o f  Comnunist 
orders may h i t  c e r t a i n   i n d u s t r i e s   s u c h  as the 
shipyards, and i n   p c 7 s t i c u l . a r   i n f l i c t  a heavy b,low 
on some i n e f f i c i e n t  o r  t e c h n o l o g i c a l l y  backward 
Yugoslav i n d u s t r i e s  whose na in  exp0r.t markets are 
i n  the COMECON a r e a ;  

(iv) the 1stten.t d i s s a t i s f a c t i o n  o f  t'ne less developed 
r epub l i c s   o f   t he . .Pede ra t ion  with the r a t e  o f  t h e i r  
econopic   progress   could be e x p l o i t e d  by Communist 
c o u n t r i e s  by cmeful manipulat ion o f  thei.r trade 
with ' t h e s e  areas . 

20. S h o u l d   r e l a t i o n s  with the East d e t e r i o r a t e  fur ther ,  
a very d i f f i c u l t  s i tua t ion  would mise f o r  Yugoslavia  owing 
t o  the f a c t  that  mos t  o f  t h e   e q u i p n e n t   i n  her f o r c e s  has cone, 
i n   r e c e n t   y e a r s ,  f r o m  the Sov ie t  Union and o t h e r  Warsaw P a c t  
count r ies .   She  would  be  depriyed o f  t h e  spare parts necessa ry  
f o r  the   main tenance   o f  t h i s  equipment  and this  would reduce 
cons.iderably the e f f e c t i v e n e s s  o f  h e r   f o r c e s ,   u n l e s s  
substant ia l  n i l i t a ry   a s s i s tLance   were   r ece ived  fron elsewhere.  

i 

c 
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c 

L 

III, D.EVELOPMENTS I N  ECOXOMIC RELtiTIONS WITH THE WEST .AXD 
Fzxx~U;ITIES OP S W P ~ R T I ~ ~ ~ E ~ ~ A V  ECONOMY 

21. The :share .of t h e  n.on-Communist c o u n t r i e s   i n  
Yugoslcvia 's  t o t a l  t r a d e   d e c l i n e d  fron almost 10% i n  1952- 
1954 to some 65% i n  '1965, as her t r a d e  with Communist 
coun t r i e s  was gradually resumed( 1) D However, t h e s e  
percentages may g i v e  a somewhat wrong inpress ion  as, i n  
abso lu t e  terms, there has been c2 s i g n i f i c a n t   i n c r e a s e   i n  
Yugos lav ia ' s   t r ade  with non-Comunis t   count r ies  - a t  a,n 
annual r a t e  o f  some 10% s i n c e  1955. I n  1967,  t h e  share of 
non-Comuni s t   coun t r i e s   i n  Yugoslavia's t r a d e  had inc-reased 
t o  6.9%: that o f  Western Europe was about 49$, that of North 
America 7% and that of t h e  T h i r d  World n o t   q u i t e  13$(l). 

22. Shoul d econor;zi,c p r e s s u r e  be app l i ed  by t h e  Warsaw 
P a c t   c o u n t r i e s  t o  Y u g o s l a v i ' ~ ,  the  l a t t e r  n i g h t   p o s s i b l y  
expand somewhat h e r   t r a d e  with the developing   count r ies ,  
where she . c o u l d   f i n d  some o f  t h e  raw materials c u r r e n t l y  
bought i n  C o m i s t  Europe and perhaps sone .   i nc reased   ou t l e t s ,  
So far Yugos lav ia ' s   t r ade  with the Third World has been 
s t i a u l a t e d   . b y   t h e   g r a n t i n g  o f  c r e d i t s .  She might no%  be 
i n  a p o s i t i o n  t o  pursue this f i n a n c i a .   p o l i c y  on a ve ry  
l a r g e   s c a l e  but by kcrec?.siYag h e r  o w  i n p o r t s ,  she. would. 
enable  her t r a d i n g   p a r t n e r s  ' t o  sake a d d i t i o n a l .  purchases.  

23. The d e s i r e  t o  hedge a g a i n s t  any future  r u p t u r e  in 
re?!at.ions with Warsaw P a c t   c o u n t r i e s  will provide  a d d i t i o n a l  
n o t i v e  f o r  the  Yugoslavs t o  broaden the i r  e c o n o n i c   r e l a t i o n s  
with t h e   n o n - C o ~ u n i s t ' c o u n t r i e s .   I n h e r e n t   d i f f i c u l t i e s  i n  
t rade ,  s te rming  f r o n  d i f f e r e n c e s   i n   t r a d e   s y s t e m s   a n d   t h e  
p r o b l e m  of b i l a t e r a l ' c l e g r i n g   a r r a n g e m e n t s  may, i n   . a n y   c a s e ,  
cause a d e c r e a s e   i n   t h e  .share o f  CONECON t r a d e  with Yugoslavia, 
Q u i t e  apart fron the e v e n t u a l i t y  o f  econoaic   p ressure ,  i t  
might b e   i n   o r d e r  f o r  th4 West t o  e r n i n e  t h e   p o s s i b i l i t y  o f  
reducing o r  e l i n i n a t i n g   s o n e  o f  the  q u a n t i t a t i v e   r e s t r i c t i o n s  
which s t i l l  hamper Yugoslav exports,,  This might be achieved 
raostly through bil.atera1 n e g o t i a t i o n s  8s  far  as i n d u s t r i a l  
p roduc t s   me   conce rned ,  On the o ther   hand ,  f o r  a g r i c u l t u r a l  
p roduc t s ,   t he re  would be s p e c i a l   d i f f i c u l t i e s ,  as any 
s i g n i f i c a n t   p r o g r e s s  would involve  sone r e v i s i o n   i n   t h e  
a g r i c u l t u r a l   p o l i c y ,   n o t   o n l y  o f  sone indiv idua l  c o u n t r i e s ,  
but also o f  the  European  Economic  Comunity. 

. .  

240  Since 1948 N o r t h  Anericc and   s eve ra l   coun t r i e s  of 
western m c p e ,   i n   p a r t i c u l a r   I t c L y ,   t h e   U n i t e d  Kingdon  and 
France,  have provided l a g e  l o m s  o r  e x p o r t   c r e d i t s  t o  
Yugoslavia i n  o r d e r  t o  h e l p  her n e e t   h e r   b a l a n c e  of p a p e n t s  
d e f i c i t s .  The l a r g e s t   c o n t r i b u t i o n  has c o m e  from t h e  
Un i t ed   S t a t e s  ,m6 m o u n t s  t o  some $2.9 bi l l ion   (economic  1 0 ~ ~ ~ s  
$976 mi l l i on ,   econon ic   g ran t s  $1,2 b i l l i o n ,  military a i d  

(1) See Table I. 

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



-22- 

.. . 

$698 n i l l i o n ) .   I n   r e c e n t   y e a r s ,  Yugoslavia-has i n c r e a s i n g l y  
r e s o r t e d  . t o  s h o r t ' . a n d  mediun-tern c o r n e r c i a l   l o a n s ,  and a 
bulge i n  debt repaynents  frora  these a n d   e a r l i e r  c r e d i t s  has 
ar i sen   which  has l e d  her t o   s e e k  the re--scheduling o f  h e r  
debt   repaynents  with a n w b e r  o f  Western  countr ies .  So far  
Y u g o s l a v i a , , c o n t r a r y  t o  nmy other developing c o u l ~ t r i e s ,  has 
n o t   b e n e ' f i t z d   f r o n   a n   i n f l u x  o f  foreign  investments   which 
would have o f f s e t  t o  some exten t   the   repayment  o f  previous 
deb t s ,  This s i t u a t i o n  may now be nod i f i ed  fo l lowing   , t he  
pas s ing  by Yugoslavia in   t he   s lumer   o f  1967 of 1 e . g i s l a t i o n  

' ' . I . au thorTs ing ,  on c e r t a i n   c o n d i t i o n s ;   f o r e i g n   i n v e s t n e n t s   . i n  
the Yugoslav  econony. A major d i s r u p t i o n ,   i n  Yugoslav/ 
COMECON c o u n t r i e s '  t rade would have serious consequences on 
the Yugoslav  balance o f  payments;   hence  the nost e f f e c t i v e  
way of  assisting Yugoslavia t o  n&e a f a i r l y ' r a p i d  a d j u s t n e n t  #, 

would be f o r   t h e  West t o   e x t e n d   f i n c n c i a l   a s s i s t a n c e .   I n  
t h i s  connect ion,  i t  nay be worth  consider ing  whether  p o l i t i c a l  
reasons  may warrant  the  ex tens ion   of   g ran ts ,   loans   and  
c r e d i t s   t o  Yugoslavia which, under the n o m a l  cr i ler i .a  o f  
solvency  and c r e d i t  worthiness, .  night n o t  be granted .  

. .  

b. 

2 5 *  The f a c t  that  Yugoslavia  belongs t o ,  and has good 
r e l a t i o n s  with, most  i n t e rna t iona l .   o rgan iza t ions  o f  t h e  
Free World, would nake it casier t o  assess her econonic 
r e q u i r e m e n t s   i n  a energency and t o   f i n d  the a p p r o p r i a t e  
means o f  suppor t ing  her econony: 

. I  

(i) Since  1966 Yugosla$ict. has been a full neaber  o f  
111. GATT. She ",i.ceeded t o  that i n t e r n a t i o n a l  body a Î t e s  
a ser ies  'of b i l a t e r a l  and nul t i la teral  n e g o t i a t i o n s ,  
as a resul t  o f  which a nuaber o f  quotas hampering' . 
her trade with t h e  West were reduced o r  e l iminated.  
Yugoslavia has also p a r t i c i p a t e d   i n  the Kennedy 

' R o u n d ,  which   resu l ted  i n  the r educ t ion  o f  tariffs 
on industrial  goods, However, there  are  only very 
l i m i t e d   p o s s i b i l i t i e s   w i t h i n  GATT t o  f a c i l i t a t e  

which raises serious problems. 
. the  e x p o r t   o f ' Y u g o s l a v   a g r i c u l t u r a l  products,  

. .  

(ii) S i n c e  1963, Yugoslavia has had observer status 
within the OECD a d  p a r t i c i p a t e s  i n   s e v e r a l  
comni t tees  concerned with m n u a l  e x m i n a t i o n  o f  

. . .  .economic p o l i c i e s ,  with a g r i c u l t u r e  and f i s h e r i e s ,  
s c i e n t i f i c   r e s e a r c h   a n d   t e c h n i c a l   c o - o p e r a t i o n .  
S h e   b e n e f i t s  also from the O E D ' s  t e c h n i c a l  
a s s i s t c m c e   p r o j e c t s .  While t h e  OECD, i n  cz se  o f  
emergency  would.be  rnost helpfxl  i n   a s s e s s i n g  
Yugoslavia's r e q u i r e n e n t s ,  it is n o t   i n  'a p o s i t i o n  
' t o   r e n d e r '   p r a c t i c a l   a s s i s t a n c e .  . . .  

. .  . 
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On t h e   o t h e r  hmd, Yugos lav ia   n ight   rece iw? some 
short-te-m f i n w c i a l   a s s i s t a n c e  fron t h e  IMF, of 
which  she i s  a full nenber,  However, a t  t h e  end 
o f  1968 s h e  had p rac t i ca l ly   exhaus t ed   he r   bo r rowing  
f a c i l i t i e s ;  ancl he r   d rmdngs  Emounted t o  $140 n i l l i o n .  
It i s  understood that  the -IMP has accepted t o  
extend f o r  ano the r  t w o  years t h e  natur i ty  o f  a 
three-year-  loan  cmounting t o  $50 n i l l i o n .  On 
5 t h   J u l y ,  1968,  Yugoslavia becarze a member o f  t h e  

-1ntern~a-tional  Finance C o r p o r a t i o n  (IFC) , which is. . 

an a f f i l i a t e  o f .  t h e  World Bank. This Corporation 
-is. :cumently examining  the p o s s i b i l i t y  of extending 
l o w s  t o , a  n m b e r  o f  Yugos lav   en terpr i ses ,  The 
World Bank (JRIKD) has a l ready   pr0vide .d-a  very l a r g e  
c o n t r i b u t i o n m Y u g o s l a v i a f  S economic developnent 
i n   t h e  foru o f ' l o n g - t e r n  loans, i n  t o t a l  these   have  
exceeded $330 n i l l i o n ,  

With the   Yugos lav ia  has s t a r t e d   n e g o t i a t i o n s  
f o r  the-   conc lus ion  o f  a non-p re fe ren t i a l   t r ade -  - .  .' . 

agreerilent. These nego t i a t ions   a r e   cons ida red  by 
b o t h  p m t i e s  as very i n p o r t a n t ,   b e a r i n g   i n   n i n d  
that  the  Europew Econonic  Comunity i s  the n a i n  
t r a d i n g .   p a r t n e r  o f  Yugoslavia and that  a g r i c u l t u r a l  
p roducts   represent   sone  45-4774 o f  Yugoslavia 's  
e x p o r t s   t o  the Comon I k r k e t .  Yugoslavia has 
emphasised,   dur ing  these  .negot ia t ions,-  - that  t h e s e -  
e x p o r t s   d e c l i n e d   s u b s t a n t i a l l y   i n  1968 as a r e s u l t  
o f  t h e   c o m o n   a g r i c u l t u r a l   p o l i c y  o f  t he   Comuni ty .  
Various p o s s i b i l i t i e s  renedying the s i t u a t i o n  have 
been  considered but t h e  terns o f  r e f e r e n c e  of the 
n e g o t i c t o r s ,  which prevent  altry change i n  the 
present   a r rangements  as r e g a r d s   a g r i c u l t u r a l   p r o d u c t s ,  
make s u b s t a n t i a l   p r o g r e s s   d i f f i c u l t  t o  achieve.  

" 

- 

C 
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(as percentage of t o t a l )  2 

Others 34 S7 - 
2. Free World 53.4 100.0 

Westem Europe 

North America 

Others 

42.3 71.5 

3,.1 17.3 

8.0 11.2 

1948. 1952 

1, C o p m i s t  countries 46,6 - 
USSR 11; 9 - 

J 

i 
1955 

9 - 2  

n .a, 

n.a. 

90.8 

51.3 

24.6 

14.9 

1960  

28.3 

7.9 

20.4 

. .  

7107 

.4.7 . O 

19.2 

15.5 

1963 

2405 

8.6 

1 5 - 9  

75.5 

44.2 

12.6 

18.7 

1966 

33.8 

12.1 

21.7 

66.2 

40.5 

1000 

15.7 

49.2 

7.0 

12.9 
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T&l3LE II 

i n  % o f  ' t o t a l  t r a d e  
( expor t s  + imports)  

I t a ï y  1 5  e 3% 

USSR 12,9$ 

.P.R. Gemmy 120% 

Uni ted   S t a t e s  6 +g% 

Czechoslovakia 4.9% 

United Kingdom 4.6s  

Soviet Occupied 
Zone 4.4% 

Prance 3.6% 

Austria 3*6% 

Poland 3.0% 

c I 

t 

i 

I 
1 

I n  $ o f  t o t a l  
i l rpor t s  

P.R. Germany 16.7% 

I t a l y  13.4% 

USSR 9.6% 

U n i t e d   S t a t e s  7.3% 

Czechoslovakia 5.5% 

United .Kingdog 5 c 3% 

Frm c e 4.7% 

S o v i e t  Occupied . : 

Zone 4.0% 

 is t r ia  3 4 %  

I n  % of  t o t a l  
expor t s  

I taly 18.q; 

USSR 17.5$ 

>'.R. Gernany 7*7$ 

U n i t e d   S t a t e s  6.37; 

S o v i e t  Occupied 
Zone 5.wo 

Czechoslovakia &*O$ 

Austria; 3 . 8$ 
Unite'd Kingdon 3 7% 

Poland . . ; 3 J k  

. .  

. .  

. .  

, .  
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1. This payer ,   on  the economic  problems and v u l n e r a b i l i t y  
of Rumania fo l lows  as c l o s e l y  as p o s s i b l e   t h e   2 a t t c r n  of  t h e  
preceding  s tudy o n  Yugoslavia. It deals t he re fo re  w i t h  the :  

- main economic  problems.; 
- r e l a t ions   be tween  R u m a n i a  and Communist c o u n t r i e s  

- d e v c l o p e n t s  i n  economic r e l a t i o n s  with t h e  West and 
and mcans of p re s su re  at  the d isposa l  o f  t h e   l a t t e r ;  

p o s s i b i l i t i e s  of suppor t ing   the  m a n i a  economy. 

I. " A I N  ECONOMIC PROBLEMS - 
2, Although Rumania i s  well  endowed with natural r e sources  

m d  has achicvccl over t he  l a s t  deczdc a very high r a t e  o f  
industr ia l isat ion,  she has $till sorious economic  g-oblems t o  
solve:   the   modernisat ion of  h e r   pi pi culture, %he  imyovement 
i n  t h e  s tandard of l i v ing  of h e r  : J o p l a t i o n  and the  adjustment 
of her  r e l a t i v e l y  small economy t o  t he   b roade r   pa t t e rn   o f  
internat ional   exchanges* 

3. Rmaniz with some m i l l i o n   i n h a b i t a n t s  i s  a 
count ry   qu i tc  well favoured  by  gcogrzphy and c l imate ,   Despi te  
Hungarian and Germa m i n o r i t i e s  i t  i s  f a i r l y  homogeneous as 
regards   popula t ion ,   Therefore ,   the  kind o f  r e g i o n a l ,   p o l i t i c a l ,  
economic  problems o f  Czechoslovakia and Yugoslavia, where 
e t h n i c a l   g r o u p s   l i v e  i n  less-dcvcloped p a r t s  of   the  country,  do 
n o t  a r i s e  with t h c  same degree o f  se r iousness  i n  Rumania, 
although in  times  of cris&.s t h e r e  might b e   d i f f i c u l t i e s  with 
t h e  Hungarian minority.   There i s  good a g r i c u l t u r a l   l n n d  with 
e x p o r t   p o t e n t i d  i n  wheat,  maize,  vegetable, f rui t ,  wine and 
timber. Rumania has also  petroleum reserves which, though 
l imi t ed ,   a r e  f o r  the   t ime  be ing  adcqurxte f o r  domestic  needs and 
reduce  the economic  dependence  on  outside  supplies. In t h i s  
r e spec t  Rumania i s  b e t t e r  placccl than other   Eastern  European 
countr ies .  

4, I n  the   pos t -war   per iod   there  has been m d l  out  
d r i v e   f o r   i n d u s t r i a l i s a t i o n ,   e v e n  in  t h e  f a c e  o f  strong COMECON 
opposit ion.  The annual r a t e  of  i nc rease  o f  industri21 
production is mong t h e   h i g h e s t  i n  the w o r l d  (13.2% over   t he  
per iod 1961-1967), capi ta l  goods  being  favoured a t  the  expense  of  

some key   s ec to r s  such as the   sc t t ing-up  o f  l a r g e - s c a l e   s t e e l  
131an-t , chemical industrial ylants,  e n g i n e e r i n g   f a c t o r i e s  and 
the  related  dcvelopment  of e l e c t r i c  yower plants. The h i s t o r y  
o f  t h e  Galztti S t e e l  Combine, d e s i p c d  t o  provide  thc basis f o r  
a l a rge r   eng inec r ing   i ndus t ry ,  i s  s i g a i f i c a n t .  The Sovie t  
Union had promised i n  1960 substznt id .  a s s i s t a n c e  f o r  i t s  
cons t ruc t ion ,  but i n  1963 she made it c l e a r  that she was no 
longer p r e p a r e d   t o   d e l i v e r  some o f  the  equipment  promised. 
The Rumanians turne11 towards the West, and France End the  
United Kingdom supplied the h e a v y   p l c t e   r o l l i n g  m i l l ,  Above 

g22ds. R ~ ~ ~ l i a + ~  urin e f f o r t s  yis.v~ conchc$rc-h,G on 
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average   g rowth   ra tes  i n  product ion   over   the   e r iod  1960-66 
have  been  rcllortcd i n  the  chcmicol   industry P almost 25% 
a n n u a l l y ) ,   e l e c t r i c a l  power product ion (20.6% annually),,  
engineer ing and non-f errous  rnctal lurgy (16.45) 

5. On the  whole, Rumania’s long-term  development  plan 
makes  economic sensep  since  most of the  investment  i s  based on 
the  raw m a t e r i a l s   a v a i l a b l e  i n  the  country  (petro-chemicals,  
food  processing, wood processing) .  Bu t  this does no t  mean that 
a l l  the  problems raised by a fast  sometimes  hasty 
i r i dus t r - i a l i s a t ion  have been  solved  already. For  i n s t ance  some 
of the  most sophisticated  equipment  coming  from  the West  may no t  
always be used  economically owing to   l ack   o f   expe r i ence  and 
shortage o f  t echnic ians .  The chcmical   industry,  which has the 
highest   growth ra te ,  i s  a l so  the one  where the  p lanned   losses  
are among t h c   l a r g e s t  and where a number of  units a e  repor ted  
t o  be working a t  an unpro f i t ab lc   l eve l .  One o f  t h e  most s e r i o u s  
problems is  that o f   t he  iron ani! s t e e l   i n d u s t r y ;  it can  be 
argued that  t h o  Galati Combine i s  sca rce ly  an economic 
propos i t ion ,  

d 

Q) 

6 .  It must be  borne i n  mind, that Rumania s t a t e d  with a 
low l e v e l  of indus t ry .  In  1950 about 75% o f  the  working 
populat ion WES a t i l l  employed i n  a g r i c u l t u r e  with only 12% i n  
industry.  By 1966 t h e  agricultural element had decl ined t o  
55% while employment i n  indus t ry  had reached 20$. The e a r l y  
s t a g e  of industrial development explains p a r t l y ,  a t  l e a s t ,  the 
r a p i d i t y  o f  t h e  progress achieved and a l s o  t h e   f a c t  that  
Rwnania has not   been  yet  under  strong  economic pressure t o  
reform  her  system o f  management and planning. However, fu r ther  
economic expansion may be d i f f i c u l t  t o  achievep within the r ig id  
framework of the p lanning  mechanism and the  régime i s  now 
cons ider ing  some. changes i n   t h e  economic  set-up, The mild 
measures  approved by the   Nat iona l   Par ty   Congress  i n  December 1967 
a re  planned t o  be  introduced  gradually.  

7. 1.s elsewhere i n  Eastern  Europe the progmunme o f  
f o r c e d   i n d u s t r i a l i s a t i o n  has been  achieved p a r t l y  at  the expense 
o f   ag r i cu l tu rc ,  Rumania’s a g r i c u l t u r e  is s t i l l  p r imi t ive   by  
European standLtrds. Yields  p e r  hec t a re  of  basic crops  and use  
of chemical f e r t i l i z e r s  a r e  moilg the lowest i n  Eas t e rn  Europe. 
Private t ended   p lo t s  (75 of arable l a n d )   y i e l d   t h e  bulk o f  t h e  
po ta to   c rop -  pad show much b c t t c r   r e s u l t s  than  those  worked  by 
the  c o l l e c t i v e s .  The average m u a l  inc rease  of t o t a l  
a g r i c u l t u r a l  output i n  the   pe r iod  1960-67 amounted t o  about 
3.5%. However, as a result  of a high l e v e l  o f  procurements 
f rom t h e  p c a s a t s  and i n  view of the  low r a t e  of p o p l a t i o n  
increase ,  oGtput has been  adcqucte  to  meet  the  growing  needs  of 
t h e  towns and t o   p r o v i d e  f o r  t h c  rapidly exparding  export   of 
agricultural pr0duc.t s . 

8 ,  The standard of l iv ing of the popula t ion  i s  s t i l l  low 
and i s  improving  only  slowly, In s p i t e  o f  t he  r z q i d  growth of 
industr ia l  ou tput  t h e  g r o s s  nat iona l   p roduct   per  hcad, zccording 
t o  US c a l c u h w t i o n s ,  d i d  not  excccd $940 i n  1967. This compares 
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with $1, 580 f o r   t h e  USSR and over $2,000 for t h e  adv,u?ced 
coun t r i e s  o f  \:Jestern  Europe. The GI'P per  head i n  Rmmia is  
somewhat higher than i n  Yugoslavia but much below that  of 
Czechoslovakia and t he   Sov ie t  Zone and even less th32 i n  
Bulgaria, Poland and Hungary. 11s has been   a l ready   ind ica ted  

goods, and the  c@nsumer i n d u s t r i e s   ( t e x t i l e s ,   c l o t h i n g  m d  
foods tu f f s )  have grown only  moderately. The share  of 
investment i n  the   na t io r , a l  incomc i s  among t h e   h i g h e s t  i n  
Eastern  Europe, m d  a l though  the   defence   e f for t  i s  Î a i r l y  
moderate and has n o t  i nc reased   s ign i f i can t ly   ove r   r ecen t   yea r s  
(about 45 of GNP) t h e  share of   pr ivate   consumption  avai lable  
f r o m  resources  i s  r e l a t i v e l y  low. This s i t u a t i o n  sCern,s t o   b e  
accepted with r e s i p a t i o n  by the  p o p l a t i o n .  F o r  t he   t ime  
being a t  m y   r a t c ,  it d o e s   n o t   c r e a t e   s e r i o u s   d i f f i c u l t i e s  f o r  
t h e   a u t h o r i t i e s ,  who have  gained:  widespread  support f o r  t h e i r  
pol icy  of   indqcndcnce  vis-à-vis  the. Sovie t  Union. 

5 t h e  planning a u t h o r i t i e s  have p laced   the   emphas is   on   cap i ta l  

?. 

CiJ 

9. Rumania i s  no t  a g r e s t  trading na t ion ;  this i s  a 
r e f l e c t i o n   o f  i t s  low stage of  development and the f a c t  that  
i t s  natural resources  are reasonably adequate. Foreign t r a d e  
p e r  head of t he   popu la t ion  ($153) i s  the  lowest  among E a s t  
European  countries,  and expor-ts i n  1967 amounted o n l y   t o  
7.7$ of   the  US es t imate  o f  R ~ . x n a n i a n  GïW. Never the lcss   fore ign  

anding; t h e  combined v d u e  o f  i m p o r t s  and expor ts  
n i l l i o n  i n  1960 t o  $2,940 mil l . ion i n  1967. 

lLs the  c o w t r y  Levclops economical ly ,   there  is bound t o  be more 
s p e c i a l i s a t i o n  and f o r e i g n  t r a d c p  and the  i m p o r t a c c  of t h i s  i n  
t h e  economic l i f e  of the   count ry  will no doubt   increaseo 

C' 

10. As t he  i n d u s t r i a l i s a t i o n  o f  Runania progresses, a 
grea te r   degree  o f  s p e c i a l i s a t i o n  and, i n  consequencG,  increased 
17art ic ipat ion i n  world t r a d e  become necessary. She needs 
growing quant i t ies  o f  raw mater ids  and equipment from abroad. 
At the  same time, she must f inci e n l a r g e d   o u t l e t s   f o r   h e r  
products ,   the   increased  product ion  of   which i s  necessary  not  
o n l y  t o  pay f o r  her purchases  abroad, but also because  the 
domestic  market i s  t o o  narrow f o r  he r  i ndus t ry  t o  work o n  an 
economic basis and obta in   the   advantages  o f  l a rge-sca le  
production. As will be  seen i n  more d e t a i l  i n  tikc fol lowing  
p.aragraphs, h e r   t r a d e  with Communist coun t r i e s  has been 
proport ionately  reduced and i s  ccarricd on mostly i n  the 
b i l a t e ra l  a,nd somewhat a r t i f i c i a i  w,?y preva len t  i n  t h e  Communist 
w o r l d .  While  she has g r e a t l y  expanded h e r  t rade with the West, 
this i s  fundamentally  unbalacced; Rumanian imports  have only  
been  covered  by h e r  e x p o r - t s   t o   t h e  West t o  a l imiteci   extent ,  
t h e  r e s t  be ing   f inznced   by   c red i t s .   Outs tanding   c red i t s   f rom 
IUT0 members, as w i l l  be seen  in more d e t a i l  i n  PCvt  111, 
expressed  per  head o f  popula t ion  OT as a percentage of t h e  
national income, a r e   t h e   h i g h e s t  mong European Communist 
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coun t r i e s ,  This heavy  indebtedness t o  t h e  West i s  sometjmes 
seen i n  o t h c r  r;;Jarsaw P a c t   c o w t r i c s  as a sign of  Rumaniafs ' 
v u l n e r a b i l i t y  t o  c a p i t a l i s t   i n f l u e n c e s .  The future   developments  
of R u m a n i a n  economic r e l a t i o n s  with t h e  non-Communist world 
raises cer ta in   problems.  

11. It i s . a  . d i s t i n c t   f e a t u r c  o f  t h e  Rumanian scene that 
t h e  economic policy  chosen  by t h e  n a t i o n a l   l e a d e r s  has been 
pursued i n  t h e   t e e t h  o f  COMECON o;q)osition, I n   t h e  earlier 
phase of t h e  post-war  periodl Rurflmia was exploitecl  by  the USSR 
and t h e  economy was run on very  orthodox  Corn-unist   l ines.  
Towards  the  end  of t h e   f i f t i e s  i n  accordance with t h e  COMECON 
concept of divis ion o f  labour  it was suggested that Rumania and  
Bulgar ia  should c o n c e n t r a t e   o n   a p i c u l t u r e  and p r o c e s s i n g   r a t h e r  
than going i n  for a l l - round   i ndus t r i a l i s a t ion ,  Thc Runanians in  
d e c l i n i n g  t h i s  op t ion  made t h e  issue one o f  nat ion21 
independence pad braved  the wrath o f  t h e  Russians m d  c e r t a i n  
o t h e r  members o f  COMECON, no tcb ly   t he   Sov ie t  Zone. lit f i rs t  t h e  
Rumanians g o t  their i n d u s t r i a l  p l an t s  f rom  the  Soviet  Union, 
Czechoslovakia and t h e  Zonep but l a t e r   s w i t c h e d   t h e  bulk of 
t h e i r   p u r c h a s e s   t o   t h e  West, e i t he r   because   t he   o the r  Communist 
S t a t e s  showcd some re luc tance  t o  d e l i v e r   t h e   p l a n t  o r  because 
t h e  R u m a n i a n s  r e a l i s e d   t h a t  more u;)-to-date  equipment was t o  be 
had i n  t h e  West,  and indeed was also being  bought by o t h e r  
COMECON members. 

1 2 ,  The shif t  i n  t h e  geographica l   pa t te rn  o f  Rumanian 
t r a d e  has been  pronounced i n   r c c c n t   y e a r s .  From nea r ly  8% in  
1959 t he   sha re  of Communist c o u n t r i e s  i n  this t r a d e  f e l l  t o  
some 52% i n  1967. The share  o f  NATO count r ies   a lone  r o s e  du r ing  
t h i s  per iod f rom 12.6% t o  32*5$, and for the  first time i n  
1967 it excecdcd that  o f  the  USSR (see  Table  I).  In  a d d i t i o n  
t o  t h i s  broad survey o f  t h e  change i n  d i r e c t i o n  of  Rwnanian t r a d e  
it i s  necesscry t o  g ive  some i n d i c a t i o n s  as t o  t h e  commodity 
p a t t e r n  a n c l  as t o   t h e   l i k e l y   c f f e c t  o f  economic pressures. 

(I) $he ' commodity strucbz1-e ' o f  Rumanian t r a .  

13. The commodity s t r u c t u r e  o f  Rumanian f o r e i g n   t r a d e  
over  1950-67 i s  shown i n  Table III. A s  regards a o r t s  t h e  
most  n o t a b l e   f e a t u r e s   a r e   t h e   i n c r e a s e   i n   m a c h i n e r y  x 
equipment and t h e   d e c l i n e   i n   m a t e r i a l s   o f   a g r i c u l t u r a l  origin. 
On t h e  expor t s  s i d e ,   t h e r e  has been a considerable  expansiqn i n  
s a l e s  of macEnery a d  equipment and i n  consumer goods and a 
d e c l i n e  in  fucls, o r e s p  raw m a t e r i a l s  and i n  a g r i c u l t u r a l  
ma te r i a l s .  

'. 
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14. Althougl1, Rumania s t i l l  buys  considerable  qu,anti t ies 
of  rnqch= FWrJ2-v" and caui  ment f r o m  her Commmist neighbours it 
cLYmot be salcl S i s  thereby dependent  on them. The g a d u a l  
switch from  her  COMECON p a r t n e r s  t o  \Yestern  Europe as a source 
of  c a p i t a l  equipment  shows that Rumania has been able t o  
exercise   choice i n  t h i s  mat ter .  In  1966 machinery ,and equipment 
imported,  valued! at zbout $500 m i l l i o n ,   c o n s t i t u t e d  41$ of 
tom1 imports;  17.3% of exports also cons is ted  of rsaehincry w o r t h  
$206 million. 12n important  element  of  the  machinery  bought 
consist 'ed  of com:3lete i n s t a l l a t i o n s  at some $180 mil l ion ,  of 
which $33 m i l l i o n  worth came from thc  USSR and a f u r t h e r  
$11 million  from  Czechoslovakia 2nd Poland. The va lue  o f  power 
and e l e c t r i c a l  equipment  imported was $40 million,  of  which 
$6.6 m i l l i o n  came from t h e   S o v i e t  Union. Rumania also produces 
this type o f  equipment and indeed  eq3orted  generators,  
t ransformers  acd e l ec t r i c   mo to r s .  Rummia manufactures most  of 
h e r  oil i n d u s t r y  equipment though she buys some from t h e  USSR 
,and o ther   count r ies .  I n  1966 she cxported over $40 m i l l i o n  
wor th  o f  o i l  equipment,  more than half t o  the USSR. 

. .  . 

15. 'RumLanitt now produces  the bulk of  h e r   m e t a l l u r g i c a l  
cquipment: i n  1966 she  imported  only $6 m i l l i o n  worth,  about 
125 of which camilc f rom  the USSR, Other 
imported i n  1966 were: f o r  the clicmical 
timber and wood pressing $4 mi l l ion ,   road  
t e x t i l e  industry $13 m i l l i o n .  C r m c s  2nd hois t ing  equipment 
accounted f o r  $12 mi l l i on ,  pumps and compressors f o r  
$6-2- mil l ion .  O f  t h e s e   c a t e g o r i e s  less than 2% came from the 
USSR. R u m a n i a  m&es mos-b o f   he r   zg r i cu l tu ra l   mach ine ry  and 
indeed  exported $2j, m i l l i o n  worth but she. a l s o  imported 
agricul tural   ccpipment   worth $7 mill ion,  half of  which f r o m  t h e  
USSR. 

16. In  s o l i d  f u e l s  Rumania i s  a lmos t   s e l f - su f f i c i en t .  She 
produc-ed l 3 . 4 m 1 - n ~  of c o z l  and 1.1 m i l l i o n   t o n s  of coke 
in 1966, and i q l o r t c d   a n o t h e r  1,l million tons of coke and l e s s  
t h m  1 m i l l i o n  t o n s  o f  coa l .  The Sov ie t  Union suppl ied  about  
half t h e   c o a l  and coke  imported.  Czechoslovcdkia and P o l m d  also- 
d e l i v e r e d   s o l i d   f u e l .  In  o i l  ikunmia i s  more than s e l f - s u f f i c i e n t ;  
although, i n  o r d e r   t o  preserve her resourcesp  she has r e c e n t l y  
s t a r t e d  impor t ing  crude o i l  from I ra ,  In  1966 she  ref ined  most  
o f  the  l 3  m i l l i o n   t o n s  produced m d  exported  considercble  
s u a n t i t i e s .  Tho USSR took  over 1 m i l l i o n  tons,  paying about 
$37 mi l l ion .  PL fu r the r  $8 m i l l i o n  worth went t o  P o l a t d  and 
Czechoslovakia. 

v 

17. I n  o r e s  a d  me ta l s  R u m a l i a  i s  s t i l l  somewh-t dependent 
on the USSR, 2 I-hned' -million tons o f  i r o n  ore in 1966 and 
imnorted 2.8 mill ion tons   mos t ly  f r o m  the  USSR, wiiich a l s o  s e n t  
509000 t o n s  of f e r ro -a l loys  w o r t h  $8 mil l ion.  Rumania Iwoduces 
lm? own mangaese o re  and indeed  exported Som2 48,500  tons i n  
1966# P i g  iron produced in 1966 wzs 2.2 m i l l i o n  tons but a 
f u r t h e r  340,000 tons   wor th  $15 m i l l i o n  was bought f r o n  t h e  USSR. 
The output  o f  crude s t e e l  reached 3.7 million t o n s  i n  1966. 
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In  a d d i t i o n  t o  2.3 m i l l i o n  tons of r o l l i ng  m i l l  products  o f  
Rumanian m a n u f a c t ~ ~ e ,  1 . 2  m i l l i o n  tons o f  s h e e t   s t e e l  was 
imported, two-thirds from the   Sovie t  Union. I n  add i t ion  t o   t h e  
output  o f  630,000 tons of  pipes ,  81,000 t o n s  were imported, but 
2fir5,0O0 tons of  p ipes  were  exported  (207,600  tons, w o r t h  
$47 m i l l i o n ,  t o  t h e  USSR). There i s  a l s o  a considerable  exchange 
of metal lurgical   products   betwccn Rumania and Poland and 
Czechoslovakia, The i n t e r r u p t i o n  o r  d i s r u p t i o n  o f  r e l a t i o n s  
between Rumania and COMECON would have  perhaps i t s .  g r e a t e s t  
impact i n  the   me ta l lu rg ica l   i ndus t ry .  In  t h e  short-term t h e r e  
would be some d i s r u p t i o n ;  in  the  long-term Rumania coula   ge t  
mater ia ls   e lsevdlcrc  and presumably, though n o t  s o  obviously,  
d i spose  o f  he r   me ta l lu rg ica l   p roduc t s  i n  o ther   marke ts ,  

. . ,  , . 
* i n d u s t r y  is a valuable  

a s s e t  f o r  Rum rt potent i ,d ,  A t  p resent  
COMECON members take  considercublc   quant i t ies   of  R u m a n i a n  sawn 
timber,  wood products  such as plywood, p a n e l s ,  bar re l s ,  boxes. 
In  1966 t h e  USSR bought $44 mi l l ion   o f   these   p roducts  m d  a 
f u r t h e r  $9 m i l l i o n  w o r t h  went t o  Czechoslovakia. Rumania earned 
$47 m i l l i o n  by   expor t ing   furn i ture ,   main ly  t o  t h e  USSR. 

e r i a l s  Rumznia i s  s e l f - s u f f i c i e n t  and 
o f  cement and 5 mi l l i on   me t re s  

o f   roo f ing   f e l t ,   e a rn ing   abou t  $10 mi l l i on   f rom  the  USSR and 
Czechoslovakia. 

20. The R,manian chemica l   indus t ry   impor ted   newly  
500,000 tons of apatite"Eom t11e-n 1966; some s y n t h e t i c  
rubber  and t y r e s   w m e  also imported. On balance however t h e  
indus t ry  gained on   t he  exchange 8s against about $12 m i l l i o n  
imported f r o m  t h c  USSR, exports  o f  chemica ls ,   dyes ,   insec t ic ides ,  
t y r e s p   e t c .  amounted t o  some $18.5 mi l l ion .  

, I I , / ,  

I I . , , .  

21. The Rumanian t e x t i l e  i2qustry was a b l e  t o  export  
natural and man-made f a b r i c s  i n  1966, and made up c l o t h i n g  
y ie lded  some $40 m i l L i o n  i n   s a l e s  t o  t he  USSR. 

22. R u m C m i m  a i c u l t u r e  though n o t  p a r t i c u l a r l y   f a v o u r e d  
by t h e  planners,  more " 9  an meets  domestic  needs and produces a 
handsome export  surplus. Cotton sad  rubber have t o  bc imported 
as wel l  as t rop ica l   p roduc t s ,  but 2s regards  grain (wheat9  maize), 
vegetables ,  f rui t ,  wine, sugar, production  exceeds  requirementso 
In 1966 over $65 m i l l i o n  W E S  carned from the  USSR and $20 million 
from Czechosloval~ia.  

( 2 )  L i k e l y '   e f f e c t s  of economic pressure  

23. If; i s  c l e a r  that  an i n t c r rup t ion   o f   t r ade   l x tween   t he  
9 I - 

s o c i a l i s t  camp 2nd Rumania would h ~ v e  se r ious   r epe rcuss ions  on  
the economy o f  t h e  l a t t e r  country. A quarter of Rumania% 
impor ts  come from t h e  USSR alone  while   another  205 o r  so comes 
from t h e   o t h e r  COl\ilECON memberss The inconvenience t o  t he   Sov ie t  
Union would be much lessp as o n l y  5$ of t o t a l  imports come from 
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Rumania. The Sovic5 Union t a k e s  a large p a r t  of Rmaia*s  most 
r ead i ly   expor t ab le  px‘oducts - o i l ,   t i m b e r ,  afl icultural  produce, 
a d  o i l  d r i l l i n g  equipment. It i s  l i k e l y   t h a t   o u t l e t s   f o r  Some 
O f  these   p roducts  would be  found  clscwhere,  which would he lp  t o  
>ay for m a t e r i a l s  such as i r o n  o r e ,  cecal, coke,  cotton, zt 
present  bought i n  the   Sov ie t  Union. There  would,  however,  be 
some d i f f i c u l t y  i n  d ispos ixg  of c e r t a i n   c a t e g o r i e s  of expor t s  
i n  the West as a g r i c u l t u r a l   o u t l c t s  i n  Western Europe a re  
a l ready  f u l l y  u t i l i s ed , .  A s  t o  inclustrial products,  Rmlmia 
a l ready  has c o n s i d e r a b l e   d i f f i c u l t y  in  marketing them i n  
Vcstern and i n  Third World countries,   There would be 
problems as regards irnl3orts. In view o f  t h e   l i m i t e d  m o u n t  of 
fore ign   cur rency   ava i lab le  and thc high l e v e l  of f o r e i g n  
indebtedness, it would n o t  be  easy t o   r e p l a c e   t h e  v i ta l  raw 
m a t e r i a l s  at  present   being  imported f r o m  the  Soviet   Union and 
o the r  COMECON colXrltriesc  There might a l s o  be some d i f f i c u l t y  
in  finding immediate subst i tutes  f o r   S o v i e t   p l a n t  ,znd cquipment 
s p e c i f i c a l l y  dcsigned f o r  R w n m i z n  f a c t o r i e s .  If, as i s  l i k e l y ,  
the o t h e r  Warsm h c t  count r ies   jo ined  i n  t h e   a c t i o 2  against 
Rwnania, t h e   e f f e c t   o n   t h e   c o u n t r y  would o f  course  be  greater .  
However, t he   b reak ing   o f f  of t r a d e  with Rumania would cause 
economic  embarrrssme.nt t o  these countries, which r e l y  on imports  
from Rumania and use it as a marke t   fo r   t he i r   p roduc t s ,  In 
s h o r t   t h e  Rwnzni,an economy would bc .   se r ious ly   a f fec tcd   by  an 
i n t e r r u p t i o n  o f  trrade, but, having considerable  rm materials o f  
i t s  own, the  country  could  survive economic d i sc r imina t ion  f o r  
ĉ , very   l ong  period, and it i s  no t  e2:cluded that it would 
e v e n t u a l l y   a d j u s t   i t s e l f   s u c c e s s f u l l y   t o   t h e  new s i t u x t i o n .  

24. The COILECON coun t r i e s   i n s t ead  o f  making t h e  ciramatic 
gesture  of  completely  breaking  off t r a d e  r e l a t i o n s  with Rumania 
n i g h t  r e s o r t  t o  selective  mensurese  These  could t,&e t h e  form 
of de lay ing   cons ignments   to  Rumania znd r e fus ing   Rumiz .n  
de l ive r i e s   undc r  one p r e t e x t  or ,another. This  approach  could 
ndce it d i f f i c u l t  f o r  Rummia t c   d e c i d e  cn f u t u r e   2 o l i c y  but 
presumably  the degree of dis turbance  would be  more l i m i t e d  and 
the  problem  of adjustment l e s s  acu te  than i f  t rade wcm 
suddenly and completely  broken  off.  The bxaniasls .have a l r eady  
had some experience  of   pressure  by COPdECOM i n  1962-63 when 
t h e r e  was o p p o s i t i o n   t o  t h e i r  industr ia l  po l i cy  and some de lay  
2nd doubt as t o   t h e   d e l i v e r y  o f  :31Lul-t: for t h e  Galati S t e e l  Works. 
11s a r e s u l t  of t h i s  experience 3x2 of t he i r   subsequen t   po l i cy  of 
cxpanding tradc: with t h e  .Vest, the  Ewmnians are now l e s s  
v u l n e r a b l e   t o  economic p res su re   t han   t hey  were. 

25, While it seems c l e a r  that  economic  measures  alone, 
tdcen  by t h e  Warsan Pact  cauntries rgzinst Rumania, would no t  
be  decis ive,  it i s  impossible t o  s ay  a pr io r i   whe thc r   t hey  
would b e   t o t a l l y   i n e f f e c t i v e .  Thcy might be p a r t  of a 
combination of mezsures including p o l i t i c a l   p r e s s u r e  and - an 
even more s e r i o u s   m a t t e r  - m i l i t a r y   t h r e a t s .  Even if ccor,omic 
measures alone wcrc u s e d p   t h e i r  e f fcc t  would  depend o n  what t h e  
Varsaw Pac t   coun t r i e s  were t r y i n g   t o   a c h i e v e .  It i s  doubtful  
whether the  Ceauscscu régime coul-S! bc brought down by such 
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measures, but t h e y  might well  succeed in  inf luenc ing  it t o  a 
certain extent .  The current pol icy   o f  Rumania may bc Zn 
i l l u s t r a t i o n  of th is  cl,dju.stment t o   Sov ie t   p re s su re ,  Up  t o  now 
t h e  Rumanians whi l e   t ak ing   ca re   no t  t o  provoke  the ~ s s i i ~ n s ,  
hzve   reaf f i rmed  the i r  o p p o s i t i o n  t o  i i lcas put about CS regards  
a common p l a n  within COMECON. Ce;";v.sescu r e c e n t l y  said :;the 
vicws and t h e s e s   c a l l i n g  f o r  the  tr,usformation of COT;!IXCON into 
a supra-state  body and t h e  adoption o f  a s i n g l e   p l a n  p a r e  
no t   app ropr i a t e   t o   t he   r equ i r emen t s  o f  t h e  economies o f  t h e  
members o r  t o  co-operation  between  themt7. It would probably 
take   cons iderable  pressure  t o  budge t h e  Rumanian leaders on t h e s e  
i s s u e s .  Commercial po l i cy  and s e l f - i n t e r e s t   a r e ,  indlced, a t  t h e  
r o o t  of  Rumania's in t e rna t iona l   pos i t i on .   Ra the r  thLw give way 
on  their   commercial   pol icy,  t h e  Rwilmians might be  tempted t o  
q3pease   t he i r   wars^.^ P a c t   a l l i e s  with concess ions   i n   o the r  
spheres  and g e s t u r e s   o f   s o l i d a r i t y ;  f o r  ins tance ,   they  night 
a g r e e   t o  hand over   t echnologica l  o r  o t h e r  in fo rma t ion ,  It i s  on  
this i ssue  o f  economic sovereignty,  more than any  othcr ,  that t h e  
Rumanian r6gime could be expec ted   to  expose i t s e l f   t o   t h e  
g r e a t e s t  r i sk .  

26. It seems q p r o p r i a t e   i n  this part  t o  r e v i e w   b r i e f l y  
t h e  r e c e n t  developments i n  economic re la t ions   be tween  the  West 
pad Rumania a n c i  t o  envisage what kind o f  suppor t   , the  Wcst could 
r cnde r  the Rwnanim economy i n  vuious  circumstances:  first,  
i n  the   p re sen t   s i t ua t ion ,   i&e .   i ndopcndcn t ly  o f  any   spec i f i c  
t h rea t ;   s econd ly ,  i n  the   case  o f  m i n t e r r u p t i o n  o f  trade  between 
Rumania and o t h e r  COPAXCON coun t r i e s ;   t h i rd ly ,   shou ld   t he  
USSR and o t h e r  COMECON coun t r i e s   app ly   s e l ec t ive  economic 
prcssures t o  Rmmia. 

( 1 Recent  Developments m 

27. Rumania's t r a d e  with the  Wcstcrn wor ld  has incrcased 
cons iderably  over t h e  last  decade, fis has been indicated above, 
t h e   s h a r e  o f  non-Communist coun t r i c s  in  t o t a l  t r a d e  rose.fron 
21.2% of $ ï 9 0 2 4   m i l l i o n   i n  1959 t o  47.65 o f  $2,%2 ra i l l ion  i n  
1967 . The Chang2 i n  t h e  volume m d  pattern o f  RummiaVs t r a d e  
with t h e  NATO coun t r i e s   can  be judgcd f r o m  the   fo l lowing  f i g u r e s :  

i 

NATO c o u n t r i e s 9   t r a d e  with milania  ($ m i l l i o n )  

l'UT0 Exports 110 137 263 
NATO Impor ts  117 200 224 275 322 332 

505 
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In Table II which  shows -the main trading p w t n e r s   o f  Rumcanla, it 
crzn be seen that Western  &ropean  countries are now more 
imi2ortant than the COl!ECON coun t r i c s  o t h e r  than t h e  USSR. The 
Federal Germax Republic has long been Rumania's second  most 
i m y o r t a n t   t r a d i n g   p a r t n e r   a f t e r   t h e  USSR, In 1967 Germanyfs 
share increased  s t i l l  f u r t h e r ( 1 ) .  In t h c  same y e a r   I t a l y  
overtook  Czechoslovakia and the Soviet  Zone t o  t a k e   t h i r d   p l a c e .  
The share  o f  t h e  EEC coun t r i e s  (26.57;) i n  Rumanian t r a d e  VJOS 
l i t t l e  s h o r t  of   Russiz<vs (28.25) and g r c a t e r  than that of the  
o the r  COMECON c o u n t r i e s  (18.8%). 

28. R n o t a b l e  f e a t u r e  o f  Rumania's t r a d e  with the   Ues t  i s  
t h c  s i z e  of i m p o r t s  r e l a t i v e   t o   e x p o r t s .  I n  1967,for i n s t a c e  
imports f rom  the  Federal Republic  amounted t o  $256.1 m i l l i o n  
while  exports  were $96 5 million; imllorts  .from  Belgium,  were 
$62*3 n i l l i o n ,   e x p o r t s  $10.6 m i l l i o n .  

29. The main impu l se   t o   t he   i nc rease  i n  Rmanian t r a d e  with 
t h e  West has been   the  ambition t o   a c q u i r e  modern industr ia l  
p lzn t ,  It has not   been   poss ib le  t o  i n c r e a s e   e x p o r t s   t o   t h e  same 
l eve l ,   pa r t ly   because  Rumania does n o t  dispose  of   the  goods i n  
t h c   q u a n t i t y  and q u a l i t y   r e q u i r e d ,  and par t ly   because  o f  c c r t a i n  
obs t ac l e s  i n  t h e  Wcst such as q u a n t i t z t i v e   r e s t r i c t i o n s   z a d   t h e  
EEC a g r i c u l t u r a l   r e g d a t i o n s  3 r  t h e  US d iscr imina t ion  against 
most  Communist count r ies .  In  a d d i t i o n  t h e  Rumanians l a c k  
adequate  knowledge o f  Western marketinc techniques.  

30. The Rumanims have  found it poss ib l e   t o   buy   i nc rcas ing  
quantit ies  of  Western  equipment whose va lues   exceed   t he i r  own 
sdes o n l y   b e c a u s e   o f   t h e   c r e d i t   f a c i l i t i e s   a v a i l a b l e  in  r e spec t  
o f  c q 3 i t a l   e q u i p m e ~ t ,  Government g u a r z n t e c d   c r e d i t s   t o  Rumania 
have  been  increasing  by  1caps.and bounds ove r   t he  last f o u r  
yea", At t h e  end  of June 1958 NATO government  guarantecd 
expor t   c r ed i t s   s tood  at  about $731 mi l l i on ,  o f  which 
$373.5 m i l l i o n  had bcen  extended  for  c", Ilcriod longer than f i v e  
years.  The r a t e  of growth   of   these   c red i t s   cont inues  t o  be  very 
highp t h e   i n c r e a s e  during t h e  first six months of 1968 was 16.6% 
f o r   t h e  t o t a l  o u t s t a n d i n g   c r e d i t s   ad 2% f o r  t hose  of over f i v e  
years '   duration.  Gover-ment  guaranteed  credits  represent more 
t h m  two years '  Rumanian expor ts   to   tho   ncmbers   o f   the   Al l iance  
on  t h e  basis of t h e   f i g u r e s   f o r  1967 mhi'ch amounted t o  
$342 mil l ion .  R-mania has rece ived  from MATO Europecm coun t r i e s  
a very l a r g e  a n o u n t  of long- te rm  c red i t s ,  i n  p a r t i c u l a r  from 
Germany and France. At t h e  end  of Ju-ne 1968 these  were 
eciuivalent t o  51% of c r e d i t s   g r a n t e d   t o  all East EuropcLm 
coun t r i e s   ( exc lud ing   t lm  USSR).  The indebtedness of Rmc?SyiZ 
could  be  more  precisely  assessed i f  t h e  t o t a l  aïrizount Of C r e d i t s  

3 ,  . . .  , . .  . . . .  
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a c t u a l l y  drawn, n o t  o n l y  from NATO c o u n t r i e s  but a l s o  from 
non-NflTO Europe,an coun t r i e s9  was known. Even i n  the  absence of 
such  infomation-howevcr ,  it c m  be  appreciated that  i n  most 
Wi'Jestern c o u n t r i e s  Rumanian fo re ign   i ndeb tedness  i s  a ma t t e r  of 
concern. 

31. Rumania is, o f  coursep n o t  the only East Europcan 
country  which  imports  Western  equipmat on c r e d i t  as t h e  
f o l l o w i n g   f i g u r e s  show: 

$ m i l l i o n  
USSR 1,017,4 
Rumania 626.7 
Poland 488.2 
Bulgaria 281-0 
H U i Z U Y  117.1 
Sovie t  Zone 114.2 
Czechoslovakia 152. O 

o. 3 
3.5 
1.2 
3.3 

O *  6 

11; 5 
6.3 

32. On t h e   f m c  of it, th i s  p i l ing  up of Western   c red i t s  
may appear excessive,  and it is  not  t o  be  excluded that  some time 
i n  t h e  future Rwnmia might even sccl; c? reschedul ing  of payments. 
It could  be argued that from the  purely  commercial  an& t h e  
limit has been  reached but t h a t  f o r  p o l i t i c a l ' r e a s o n s  R u m a n i a n  
wishes should be accommodated as far  c?s poss ib l e .  Even . ' 

economical ly ,   howcvcr ,   these  credi ts   to  Panania may b e   j u s t i f i e d .  
Thc'very  heavy  investmcnt w i l l  n o t  c o n t i n u e   i n d e f i n i t e l y  and t h e  
new plant shoula  begin t o  pay o f f ,  axm"ing that the  investment  
was wise i n  t h e  first place,  The Rumanians have a h igher  
proport ion  of  adv,ancc;d Western  equipment  than  any  other Communist 
country  which should give them m advmtage as t o  industrial 
e f f i c i ency   ove r   t he i r   ne ighbours ;  t h i s  should  eventual ly  help 
them t o  achieve a i m t t e r n  o f  production  enabling them t o  
? a r t i c i p a t e   p r o f i t a b l y  i n  world  tradc.  

( 2 )  Western' suppor t  in present '   c i rcumstances 

33. In  the past t h e  West has responded t o  R u m a n i a v l  r e q u e s t s  
by  being willing t o  gant credi t s   generous ly ,  and i r r e s p c c t i v e  of 
m y   p a r t i c u l a r   p r e s s u r e  f r o m  COTiIEK!ON on  Rumania it  would appear 
that  NATO and o ther   Western-count r ies  would f ind it i n  t h e i r  
i n t e r e s t  t o  con t inue   t he   po l i cy   bo th  of s e l l i n g   o n   c r e d i t  =Vzd 
o p c n i n g   t h e i r   n a 3 r e t   t o  Rumanian products.  Western firms might 
Co-operate with l o c a l   e n t e r p r i s e s  i n  p o d u c t i o n  both  i n  Rumania 
and i n  th i rd  count r ies .  The Rumanims,might p r o f i t  f r o m  advice 
on m a r k e t i n g   p o s s i b i l i t i e s  and methods, i n c l u d i n g   p u b l i c i t y ,  
fro12 schemes t o  t ra in  R u m a n i a n s  i n  mutagement and technology. 
hm.nian i n t e r e s t  i n  world economic organiza t ions  should be 
s t imula ted  .and t h e i r  efforts t o  par t . ic i i la te   should.bc  supported.  

& 
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It would probably be good p o l i c y  t o  encourage  the  other  COMECON 
members to   adop t   t he   s rne   open  and co -o l l c ra t ive   a t t i t ude   t o  t h e  
worlcl economic  organizations;   the more they   a re   involved  i n  
common t r a d e   i n s t i t u t i o n s   t h e   l e s s   t h e y  m e  l i k e l y  t o   t a k e  
economic  measures against Rwnania. A11 i n  all t h e  Rumanims 
should  be  encouraged in  every way t o   a g p l y  economic c r i t e r i a  t o  
t h e i r   p r o d u c t i o n  =and t r a d e  programmes, This -would mean morc 
involvement i n  the  world  market  without loss of t r ade  with 
t h e i r  Communist neighbours  which i s  economically justif iable.  

( 3 )  Case of i n t c m d t i o n   o f   t r i d e  between Rummia and 
m r l e s  *- 

34. If the   Sov ie t  Union and o t h e r  COMECON coun t r i e s  

t h e  West could tc?3r;e mec",sures designed ( a )  t o  meet t h e  immediate. 
shortage  of  key  commodities and ( b )  t o   c r e a t e  new o u t l e t s  f o r  
Rumanian products. A s  Rwnmia does  not   re ly   on  imported 
foods tuf fs   the   p roblem  of  the  rundown o f  COMECON trade would 
n o t  assume c r i t i c d   p r o p o r t i o n s   i m m e d i a t e l y .  However, t h e  lack  
of c e r t a i n   m a t e r i a l s  t o  i n d u s t r y  would s e r i o u s l y   a f f e c t   b o t h  
crqloyment and production, To some ex tcn t   t he  Rumanians buy 
ma te r i a l s   f rom  thc  USSR s o  as t o   b e   a b l e   t o   d e l i v e r   f i n i s h e d  
p-oducts. A n  intcrrul3t ion o f  t rade would apply  both  wrys, 
P r a c t i c a l l y  a l l  t h e  goods which R u m a n i a  a t  p r e s e n t   g e t s  f r o m  
COMECON could  be  obtained  elsewhere  without much d i f f i c u l t y ,  
c,& i r o n   o r e  f rom India o r   B r a z i l ,   c o a l  and coke from many 
sourcesp  cotton  from  tlic  Middle East o r  t h e  Western henisphere. 

6 dec ided   t o   r educe   d ra s t i ca l ly  o r  t o   c u t   o f f   t r a d e  with R u m a n i a ,  

e 

35. A s  the  supply ing   count r ies  might not  wish t o  take t h e  
proclucts Rumania wzs no longer   sending t o  the COMECON coun t r i e s  
t h e r c  night be an immediate  problem o f  f inanc ing   these   impor ts ,  
I n  theory  the  Rummims could earm,vl; SOMC of t h e i r   o u t p u t   t o  
meet the   needs   o f  tllc new suppl iers  o f  rav m a t e r i a l s  but it 
would b e   d i f f i c u l t  t o  make s u c h   w r m g c n c n t s  a t  sho r t   no t i ce .  
In  p r a c t i c e   t h e   n e a t e s t   s o l u t i o n  would Ise a l o a n   t o  Rw;=ania t o  
which the   r i che r   Wes te rn   na t ions  might bc p r e p a r e d   t o   c o n t r i b u t e  
f o r  p o l i t i c a l   r e a s o n s .  As a r e s u l t   o f  the  rundown of trak 
with COMECON t h e  Rmmnims would havc 2 l o t  o f  foods tuf fs ,  
fu rn i tu re ,   t imber ,  some o i l  machinery ctnd mcta l lurg ica l   p roducts  
on t h e i r  hands. 

36. It woulcl be  up t o  t h e  Rumznims themselves t o  cLwry 
o u t  the second phase o f  t he   ope ra t ion   nLmcly   t o  adjust t h c i r  
expor t s  t o  the new s i tua t ion .  This would nean taking a c o o l  
look  E t  w o r l d  markets t o   a s c e r t a i n   w h i c h   o f   t h e i r   p r e s c n t  
products  would find an o u t l e t  and which changes night be made 
i n  the   p roduc t ion   pa t t e rn  so  as t o  rd jus t  supply t o  demand. 
Western  experts might he lp  with advicc but the Rwnmians 
themselves would have t o  a g e e  t o  mdcc the  necessary  chmGcs 
i n  product ion.   Thcir   engineer ing  industry might we l l  be a b l e  
t o  meet some of t hc  rccpirements  of t h c  developing  Countries9 
t l icir  ag r i cu l tu re   cou ld  sustain a lmzer food  processing 
indus t ry ,   t he i r   pe t rochemica l  and timlscr p r o c e s s i n g   i n d u s t r i e s  
based on l o c a l   r e s o u r c e s   c o u l d   s u r e l y   i q r o v e   t h e i r   e x p o r t  
p o t c n t i a l .  
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37. It has been slsswned so far that i n  the   ca sc  of  
i n t e r r u p t i o n  of  trade  between Rumalia anil t h e  COMECOM count r ies ,  
t h e  rtwllanians would r ema in   f r ee  t o  co-operate with t h e  West, 
Howevero it i s  more l i k e l y  that a complete  cessation o f  economic 
r c l a t i o n s  would be accompanied  by p o l i t i c a l  and even   mi l i t a ry  
prcssures. The Rumanians might f e e l  inh ib i ted  f r o m  tLzking 
advantage  of a ITAT0 inspired  rescue  ol3crat ion,  NATO members 
should be aware o f  the  need t o  avoid  exacerbat ing R u m a n i a ' s  
r c l a t i o n s  with o t h e r  Warsaw Pact   count r ies   by   unwi t t ing ly  
providing  evidence of "cap i t a l i s t   i n f luences r9 .  I Whether he lp  
should  be  given anil i n  what form would depend l a r g e l y  on t h e  
Eumanians themselves,  

( 4 )  " Case o f  s c l e c t i v  rcssures -"W 

38, COMECON coun t r i e s  might content  themselves with 
d isguised  o r  s e l c c t i v c  economic sanc t ions  against Rumania, 
e s p e c i a l l y   b y   d e l a y i n g   d e l i v e r i e s  o f  iron ore,   coal,   coke, o r  by 
r e f u s i n g  t o  t a k e  c e r t a i n  Rumanicm goods. The purpose of  such 
mezsurcs might n o t  be t o  bring Rwamio t o  h e r  knees, b u t   t o  
r c a c h   s p e c i f i c  o r  l i m i t e d   o b j e c t i v e s  - t h e   d i v e r s i o n  o f  c o n t r a c t s  
from West t o  East, t h e  holding o f  manoeuvres i n  R u m a n i a  o r  t h e  
modi f ica t ion  o f  h c r   l i n e  on, e.g. t h c  Pi'Iiddle East. Prcswmbly 
t h c  Rumanians would publ ic ly   complr in  &out  each  aspect of 
prcssure and it wou16 be up t o  thcm t o  seek Western  Co-opcration 
t o  counter  it on cm ad hoc basis. In t h i s  case also, it would 
hardly b e   p o l i t i c  f o r  t h e  Western powers to   ac t   d - r ama t i ca l ly .  
According  to   c i rcumstances,   measures   selected f rom among those  
l i s t e d  i n  p a r a g q h s  34 t o  37 above would be appropriate.  They 
would have to   be   chosen   i n   0 rde . r  t o  ronedy  e f fec t ive ly   the  
p a r t i c u l a r   d i f f i c u l t i e s  which, as a r c s u l t  o f  COMECON ac t ions ,  
would be experienced by the  Rummim cconomy. But, in  m y  case,  
a p r t  from any s2cc i f i c   s t ep   t aken  by t h e  West, the  cont inuance 
of some f inanc iLal   ass i s tance  2nd e f f o r t s  t o  expand t r r d c  would 
bring u s e f u l   r e l i e f ,  While s e l e c t i v c  economic pressures   could 
Ciluse l o s s  t o  t h e  Rwamian economy, thcy  might, on t h c   o t h e r  
h a d ,  provide   the  stimulus t o  t h e  Rurxanians t o  d i r e c t  s t i l l  more 
of t h e i r   t r a d e  t o w r d s  t h e  non-Communist World, 
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ANNEX III t o  
__L 

C-M( 6 9 ) 1 4  . .  

TABLE I 

GEOGWHIClLG  DISTRIBUTION OP RmUIm TRADE (%) 
""Y-" 

T"~f"';;;;-- 
Turnover ;d n i l l i o n  

Comunist   Countries (1) 73.0 

1 25.11  26.5 

i 

USSR 1 47.3 
"U 

i 

i 1 

East  European 
COMECON 
Other  Comunist 

Non-Comunist  Countrie: " 

NAT O 
Others 

Exports ;d m i l l i o n  

Comunist   Countries (1) 
USSB 
E m  t EuropeLm 
COMECON 
Other Co~mua i s t  

Non-Communist Countrie: 
NAT O 
O t h e r s  

Cornmis t  Count*( 1) 
USSR 
East  European 
COMECON 
Other Conrilunist 

Non-Communist ComtrieE 
NAT O 
Others 

i 
I 

I 

72.5 66.6 

"__J_""l_u 

26.9 26.7 
73.7 67.8 

6.8 5.3 

7 e 4  l Y:; 

!,178.6  :2,399.4/2,941.4 

64.9 j 59.61 7 52.5 

100 100 1 loo 

38.8 1 33.51  28.2 
21.5 ! 20.6 18.9 
60.3 1 54.1 

4.6 5.5 i - 35.1 1 40.4 
23.9 1 27.4 
11.2 I 13.0 

.,101.5  ?,186.2 

7 68.6 1 62.0 
39.8 . 34.6 

100 i 100 

7 

23.6 21.1 
63.4 ! 55.7 

5.2 f 6.3 

10.6 1 13.9 

20.8 24.1 

I 

i 

47.1 
5.4 

47.5 
32.5 
15.0 

L1395.4 
100 

56.6 
31.0 
19.0 
50.0 

6.6 

43.4 
26 .l 
17.3 

7 

- 61.2 - 57.2 I 48.8 
v- 

37.7 32.5 j 25.6 
19.5 20.1, 18.8 
57.2 52.6 ! 44=4 
4.0 4.6 4 m 4 

- 38.8 42.8 1 51.2 
- ,  7 
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TABLE III 

COMNlODITY COWOSI!L'ION OF RUNANIJLN TRADE: 

P.-" 

- IMPORT S 

1967  1956 
L i 

i 
! 

- "I 
T dt a l  L e i  mi l l ion  
Value $ n i l l . i on  

Machinery  and 
equipnent 

Fuels raw mate r i a l  
ores  metals 

Chemical  products  and 
.rubber 

Buildri'ng ma te r i a l s  

Mater ia ls  o f  a g r i c u l t u r a l  
o r i g i n  

Mater ia l s  f o r  foods tuf fs  

Foodstuffs 

Consunier goods 

_Nc_ t- I 

k 
41.0 

I 

35.4 28.5 24.9 

3.5 7.4 7.2 

1-0 4 
6.5 

1.3 1.1 1.1 

21,5 13,4 11.4 8.9 

0.5 2.2 0.8 

2.4 

7 - 3  

0.7 

0 -3  2.6 . 2.0 

L 9  10,2 5.1 

i 
_._ 

Tot.1 L e i  mi l l ion  
Value ' . $ n i l l i o n  

Machinery  and 
equipnent 

Fuels D r a w  ma te r i a l s ,  
ne ta l ,   pe t ro leum 
Cheraical products 
f e r t i l i z e r s ,  rubber 

Bui ld ing   na t e r i a l s  

Mater ia l s  o f  ~ ~ g r i c u l t u r a l  
o r i g i n  

: 
Foodstuffs : 

Materic-1s f o r  f o o d s t u f f s  

I 

1966 

8y37281 1,395.4 l 
" 

% l 
19.0 f 

I 

% 
4.2 

l 
20.5 

6,O 

I 37-0 23.3 4 33-8 

5.8 

2.7 l 3.2 2 * 5  

14.3 2 9 - 7  

10.8 

15  e 1  12.9 

12.7 

1 5 . 1  14 .l 
1,3 
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1. A s  i n   t he   p rev ious  two notes  it has  appeared  convenient 
t o  divide  the  paper  on t h e   v u l n e r a b i l i t y  and  economic  problems 
o f  Albania as f o l l o w s :  

- main  economic problems; 

- r e l a t i o n s  between  Albania  and C.ommunist count r ies  
and  means o f  pressure a t  the   d i sposa l  o f  the  lat5eer; 

- developments i n  economic r e l a t ions   w i th   t he  West 
and p o s s i b i l i t i e s  of  supporting  the  Albanian 
econoQy . 

2. In   terms o f  bo th   s ize  and population,  Albania i s  by 
far the   smal les t  o f  the  European Communist c o u n t r i e s .   I n   a r e a ,  
it i s  s l i g h t l y   s m a l l e r   t h a n   B s l g i m ,   b u t  it h a s  a population 
o f  only 2 mi l l i on  o r  so i nhab i t an t s .  It has a long  coa.s t l ine 
(472  km) and a mountainous  hinterland. The only   count r ies   wi th  
which i t  has  common f ront ie rs   a re   Yugos lav ia  and  Greece. 
Economically  speaking,  Albania i s  the  m o s t  backward country 
i n  Europe;  per c a p i t a  income i n  1967 was estimated a t  between 
$235 and $300, t h i s   b e i n g   l e s s   t h a n   h a l f  t h e  f igure  reached 
by the   l eas t   deve loped  o f  %he  Eurgpean Comunis t   count r ies  
(Yugoslavia, Bulgaria  and Rwnazia) . 

3. Since  the  country became independent, .it has  always 
had t.o r e l y 9  f o r  i t s  economic  development, on ex te rna l   a id .  
Until: 1 9 4 8 ,  a large  propo-rtion o f  t h i s  was supplied by Yugoslavia, 
then by the   Sovie t  Union  and the   o the r  COMECON coun t r i e s  up 
' t o  1960  and l a t t e r l y ,   s . i n c e   t h e  s p l i t  between t h e  USSR and 
Corr,mmist China, a l m o s t  exc lus ive ly  hg -the l a t t e r .  Trade 
r e ï a t i o n s  with t h e  USSR-were broken  off  completely i n  1 9 6 2  when 
China  took  the  place of the   Sovie t  Uaion but   t rade   wi th  
other   Eastern  European  countr ies   cont inued  a t  a more o r  
cons tan t   l eve l .  

1 4.  As a consequence o f  t h i s   e x t e r n a l   a s s i s t a x e ,  
desp i t e  i t s  scant   na tura l   resourcesg   Albania   has  made 
s i g n i f i c a n t  headway i n  t h e  economic ar:d s o c i a l   f i e l d s .  

'L standard o f  l f u i n g ,  thou.& not  t o  be com.pared wi th   t ha t  

the  
l e s s  

and 

The 
o f  - 

* other  Exropean  coüntries, has improved gradual ly  and t h e  

.I t h e   p o p u l a t i o n ' s   t r a d i t i o n a l   d i s t r u s t  o f  anything  foreign, 

a u t h o r i t i e s ,  by emphasising achievemen'Gs i n  the  spheres  o f  
i ndus t r i a l i s a t ion ,   educa t ion  and welfare and by playing on 

have  undeniably  succeaded in   ma in ta in ing  s t a b i l i t y .  
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5. Of a l l  the   European   Comunis t   count r ies ,   Albania  
r e l e a s e s   t h e   l e a s t  amount o f  data t h r o w i n g   l i g h t  on economic 
t r e n d s  and s i n c e  i t s  rapprochenmt  wifh  Connuxist  China,  which 
has inc reased  i t s  i so la t ica  s t i l l  f u r t h e r ,   s t a t i s t i c a l  documents 
have become e v e n   r a r e r ,  The few  sources   of   information available t 

are  d i f f i c u l t  t o  check and gene ra l ly   p rov ide  no  more than   t he  
growth ratestvLt;hotrk  indicatZng  the bas i c  r e f e r e n c e   p o i n t s . ,  The 
f igu res   mus t   be   i n t e rp re t ed  w i t h  g r e a t   c a u t i o n ,   p a r t i c u l a r l y  
those  relating t o  =L,yriculturc, 

a l l  t h e   f e a t u r e s  o f  an  underdeveloped  country; 
6. Despi te  some measure o f  p rogress ,   Albania  s t i l l  hes 

- a s t e e p l y  rising demographic  trend  (growth  rate:  L1 

3% p e r  y e a r )  ; 

f a m i n g ,   b u t   a g r i c u l t u r a l   o u t p u t   l o w . ( g r a i n  
inpor t s :   abou t  150,OCO t ons  a y e a r ) ;  

- a l m o s t  60% o f  the  working  populat ion  engaged  in  

- obvious  inadequacy o f  t h e   I n f r a s t r u c t u r e   e s s e n t i a l  
t o  i n d u s t r i a l i s a t i o n  ( p o r t  equipment and road  
n e t w o r k   i n s u f f i c i e n t ;  railway network: 1 5 1  k n  i n  
1964) 9' 

- p o o r l y  devel-oped  industry (4/5ths o f  t h e   . i n d u s t r i a l  
p r o d u c t i o n   b e i n g   a t t r i b u t a b l e  t o  about  100 mines 
and   f ac to r i e s )   based  primarily on t h e   p r i n i t i v e  
working o f  t h e  coun t ry ' s   min ing   r e sources ;  

- l i t t l e   f o r e i g n   t r a d e  and a chronic   t rade   gap;  

- expor t s   l ack ing   i n   d ive r s i ty   and   cons i s t ing   roa in lg  
OB unprocessed raw m a t e r i a l s   ( c o p p e r ,   f e r r o - n i c k e l  
chromium, crude oil, bitumen,  tobacco, wool ,  h i d e s j .  

7. The incres/ae i n  the  population_, far s t e e p e r   i n  
Albania   than  in   any  other   Buropean Communist count ry ,  has been 
d e l i b e r a t e l y   f o s t e r e d ,   a p p a r e n t l y  f o r  r easons  of n a t i o n a l  
p r e s t i g e ,  by the  Government 's   policy o f  encouraging a h ighe r  
b i r t h r a t e ,  on t h e  orte hand,  and o f  banning  emigration on t h e  
other   hand.  The demographic  preseure  thus  engendered  must 
i nev i t ab ly   c r ea t e   s e r ious   p rob lems  f o r  t h e   c o u n t r y ' s   l e a d e r s  
i n   t h e   n o t  t o o  d i s t a n t   f u t u r e .  

_I<" 

8. The c o l l e c t i v i s a t i o n  o f  E i c u l t u r e  was r e c e n t l y  
completed, ,   leaving  only a ve ry  small p ropor t lon  o f  t he   =ab le  
l a n d  a t  t h e  d i s p o s a l  o f  i n d i v i d u a l  members o f  t h e   c o l l e c t i v e  
farms. T h e s e   p r i v a t e   p l o t s   c o n t r i b u + e   i n  no small measure, 
b w e v e r ,  t o  t h e   o v e r a l l  volume o f  p roduct ion .  The c r e a t i o n  
of S t a t e  farms9 working 15% o f '  t h e   a r a b l e   l a n d ,  .has made i t  
p o s s i b l e  t o  c o n s o l i d a t e  t o  some e x t e n t  the f a rming   un i t s  which 

"V 
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u 

Y 

'b. 

c 

c 

had been   d iv ided   up   a f t e r   t he   exp ropr i a t ion  o f  t h e  b i  
l a i ldomers .  Over a thousand  co l lec t ive  farms work 8 2  9 O o f  t h e  
land   under   cu l t iva t ion   and  250 r eg iona l   unde r t ak ings   t he  
remaining 37:. P r o g r e s s   i n   a g r i c u l t u r e  has been s l o w  and 
increased   y ie lds   hm'e   been   ob ta ined   main ly  by .exten.ding  the 
a reas   under   cu l t iva t ion ,   (290 ,000  ha i n  1938, 550,000 ha i n  
1967). E f f o r t s  i n  t h i s  f i e l d  have  been  directed  mainly towards 
s o i l  t r ea tmen t ,   t he   d ra inage  o f  t h e   c o a s t a l   p l a i n s  and t h e  
c u l t i v a t i o n  o f  l a n d s   c l e a r e d   i n   t h e  f o o t h i l l s .  A t  t h e  same 
t ime,  a start has been made on mechanisation  and a g r e a t e r  
d i v e r s i f i c a t i o n  o f -  c rops  i s  also i n  evidence. However, maize 
wheat ,   rye,   potatoes ,   cot ton  and  tobacco  are  s t i l l  t h e   s t a p l e  
crops.  

9 .   During  the  f ive-year   per iod  1961-1965,   agr icul tural  
ou tput ,   accord ing  t o  o f f i c i a l   A l b a n i a n  data, r o s e  by a yestrly 
average o f  6.4% and t h i s  r a t e  i s  said t o  have  doubled i n   t h e  
ensuing two y e a r s .  However,  Albanian s ta t i s t ics  a r e   u n r e l i a b l e .  
Despite a l l  t h e s e  e f for t s ,  domest ic   grain  harvests   can 
apparent ly   meet   only  three-quarters  o f  requirements  and impor t s  
t o  b r idge   t he   gap   have   r i s en  on an average t o  a l m o s t  150,000 
t o n s   i n   r e c e n t  years. Likewise,   s tock-breeding has remained 
s t a t i o n a r y  with t h e  possible except ion o f  pig-farming which 
has con t r ibu ted  t o  an 3.rJ.provenent i n  the  q u a l i t y  o f  the  f o o d  
supply  and has even  provided  an  exportable   surplus .  The 
f i s h i n g   i n d u s t r y  has been  seriously  hampered by t h e   l e a d s h i p ' s  
fears that th i s  m t i v i t y  might  be used as a v e h i c l e  f o r  espionage 
and i l l e g a l   e m i g r a t i o n ,  [Che future  development o f  a g r i c u l t u r a l  
ou tput  will need t o  be geared more c l o s e l y  t o  h i g h e r   y i e l d s .  
th rough  the   ex tens ion  o f  mechaxisat ion  and  the  use o f  chemical 
f e r t i l i s e r s  and   i n sec . t i c ides .  

10. The p r i m i t i v e   c o n d i t i o n  of t h e   c o u n t r y ' s  economic 
I n f r a s t r u c t u r e  i s  one o f  t n e  main b a r r i e r s  t o  i n d u s t r i a l i s a t i o n .  
Albmia  has only two p o r t s  (Durres  and Vlora) b o t h  of them 
s t i l l  inadequate1:y  eaq'ipped, a yoad network i n   s e r i o u s   n e e d  
o f  improvement,  about a hundred  ki lometres  of p i p e l i n e   l i n k i n g  
t h e  main o i l  p roducing   cen t re  t o  t h e   c o a s t  and 150 km of 
rai.lways b u i l t   a f t e r   t h e   s e o o n d  wor ld  war. The mountainous 
n a t u r e . o f   t h e   c o u n t r y  and t h e   s h o r t a g e  o f  l o r r i e s   c o n s t i t u t e  
a hindrance t o  c e r t a i n   p r o j e c t s   l o c a t e d   i n  areas which a r e  
f r e q u e n 5 l y   d i f f i c u l t  t o  reach.  DespLte t h e  remarkable  progress 
made i n   t h e   b a t t l e   a g a i n s t   i l 1 i t ; e r a c y   a n d   i n   t h e   f i e l d s  o f  
v o c a t i o n a l   t r a i n i n g  and & d u l t  educat ion,   Albania  i s  s t i l l  
handicapped 3y an a c u t e   l a c k  o f  t e c h n i c a l  sk i l l s  and   t ra in ing .  

1.1. Although  there  has been some improvement i n   i n d u s t r - 9  
which v;as p rac t i ca l ly   noh-ex i s t en t   twen ty   yea r s   ago ,  it IS 
s t i l l  ex t remely   rud imentary .   P in ing   cont inues  t o  m.ake t h e  mzin 
c o n t r i b u t i o n  b o t h  t o  domestic  requirements  and t o  expor t s .  
It produces nz2d.y o i l ,  bitunen, ferro-nickel,, chroIJiw, c o a l  

v- 
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and   coppe r .   Fac i l i t i e s  f o r  t h e  f u l l  product ion   cyc le ,  from 
e x t r a c t i o n   t o   t h e   f i n i s h e d   m a n u f a c t u r e s ,  exis t  o n l y   i n  the czse  
of this last-mentioned  metal-. The o u t p u t   o f   e l e c t r i c a l  power 
i s  s$ill very l o w  and i t s  use  i s  l a r g a l y   r e s e r v e d  f o r  t h e  . 
c o u n t r y ' s   i n d u s t r i a l   n e e d s .  The c h e m i c a l   i n d u s t r y   c o n s i s t s  o f  
t he   p roduc t ion  o f  n i t r a t e s  by an I t a l i a n - b u i l t   f a c t o r y ,  and 
the   p roduc t ion  o f  phosphates by an i n e f f i c i e n t   f a c t o r y   b u i l t  
with Chinese  a id .  A new f a c t o r y   i n  Tirana, a l s o  suppl ied  
by the .Gk%-e-eseb i s  p roduc ing . spa re  parts f o r  t r a c t o r s  anCi 
agr icu l tura l   machinery .   There  i s  some expansion i n  c e r t a i n  
branches o f  l i g h t  i n d u s t r y ,   s u c h .  as t e x t i l e s ,   a n d  a new p l a n t  
which should be  completed i n  2.969 wi.th Chinese a i d ,  could make 
it  p o s s i b l e  t o  produce goods capable  of  competing i n  
i n t e r n a t i o n a l   m a r k e t s .  

1 2 .  T h e r e   a r e   p r a c t i c a l l y   n o   s t a t i s t i c s  o f  n a t i o n a l  
revenue; o a y  yearly g rowth   r a t e s  are o f f i c i a l l y   r e l e a s e d .  
During the pe r iod  1961-1965, the   ne t   mater ia1 ,produc- t  had r i s e n  
by an average o f  5*7%  pes year as compared w i t h  the a n t i c i p a t e d  
9*3$+ Economic p rogres s  was g r e a t e r   d u r i n g   t h e  f i rs t  two g e a r s  
o f  the c u r r e x t   f i v e - y e a r  p e r i o d  with a growth . r a t e  OZ 9% i n  
196.6 and 7.5$ i n  2967 as compared w i t h  t h e   t a r g e t   f l g u r e  of 
be-tween 7.4$ and 8,2$ per year .   Western   es t imates  o f  A lban ia ' s  
gross n a t i o n a l   p r o d u c t  vary between  about 460 and 600 m i l l i o n  
d o l l a r s -   f o r  1967. 

13. From extremely small beg inn ings ,   A lban ia ' s   fq re ign  
trade has grown rapidly, its t o t a l  value h a v i n g   r i s e n  from 
r28.4 m i l l i o n   i n   1 9 5 0  t o  $129.6 m i l l i o n  i n  1960 and $174 m i l l i o n  
i n  1967. Nbaxia ' s  trade s t r u c t u r e  i s  *pical  .of  und.er-developed 
count r ies :   the   deve lopment  o f  i t s  i n d u s t r y   a n d   a g r i c u l t u r e  i s  
dependent  on improrts o f  t h e  mhole range  o f  machinery,  tool-s  m d  
f i n i s h e d  g o o d s  r equ i r ed  f o r  th i s   purpose .   Pur thernore ,   Albznia  
must import large s u p p l i e s  o f  f o o d s t u f f s   r e p r e s e n t i n g  some 1 5  o r  
1 6  m i l l i o n  d o l l a r s  a y e a r  t o  meet  domestic  needs-. 

"" 

L Y .  G"., 

1 4 .  Total ~ - o i ? t ; s  i n  1967  accounted f o r  nea r ly   15% o f  
the  coun t ry ' s  g r o s s  E a t i o n a l   p r o d u c t o   D e s p i t e - a   c o n s i d e r a b l e  
e f f o r t   i n  recent yexrs t o  d i v e r s i f y   e x p o r t s ,   t h e s e   s t i l 1 , c o n s i s t  
mainly of raw materials. The c o n t r i b u t i o n  made by t h e  mining 
i n ü u s t r y  i s  s t i l l  al l - im,portant ,  i n  t h i s  r e s p e c t ,  although i t  
f e l l  fi-om 7000. t o  55% between  1955  and  1964  CurrentLy, about ' 

a hundred d3fferrn-t items are exported,  

15 .   Expor t s   a r e  a long way f r o m  compensat ing  for  t h o  
growing  volume o f  imports.   Consequently,   one o f  the most  
s t r ik ing  features of l L l b a n i z + s   f o r e i g n   t r a d e  i s  the chronic  
trad". Less than  one-third o f  the imports  were  covered by 
exports i n  t i e  years 1950-1955,  but 2s  f r o m  1960 this f i g u r e  
r o s e  t o  between 60% ,md 70%. The f o u r t n  f i v e - y e a r   p l a n   f o r   t h e  
peri.od  1966-1970 aims t o  improve  the balance o f  trade by reducing 
impor ts  o f  g r a i n ,   r i s e  a n d  fa t s  and by bro2dening the i n d u s t r i a l  
basis o.f t h e  econolqy SO as t o  s t e p  up the e x p o r t s  o f  f i n i s h e d  
and  semi-finished goods.  

\ 
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16. P r o g r e s s   i n   i n d u s t r i a l i s a t i o n  i s  a l m o s t  e n t i r e l y  
depecdent on f o r e i g n  a i d  which has been  supplied  since  1960 
p r i m a 5 l y  b:f Communist  Chin?.. In   February  1961,  t h e   l a t t e r  
grar,ted  Albania a l o a n  o f  $125 mi l l ion   and  a y e a r   l a t e r ,  c2 
fux-ther c red i t   amount in  t o  $100 million. A t  t h e  end o f  1966, 
Albania had d r m n  some $140 m i l l i o n  of' t h e  t o t a l  c r e d i t s   t h u s  
obtained,  

17. Before  the  second w o r l d  war, Albania   only  t raded on 
a very small sca le ,   main ly  with I t a l y ,   G r e e c e ,   t h e   U n i t e d  
States   and  Yugoslavia .   Albania 's  i m p o r t s  came primarily from 
I ta ly ,   Gemany,   Yugoslavia ,   Japan and the  United Kingdom. 
s ince   the   advent  of t h e  Communist rég ime,   there  has been a 
fUnda.meE.ta1 change i n   t h e   p a t t e r n  o f  t r a d e   a n d   t r a n s a c t i o n s  
with non-Communist count r ies   have   dwindled   cons iderably ,  
In 1959,   the  geographical  breakdown o f  A lban ia ' s   fo re ign   t r ade  
was as f o l l o w s :  53% o f  a l l  t r ansac t ions   were  with t h e   S o v i e t  
Union, 40% %-rith the   o the r   Eas t e rn   European   coun t r i e s ,  3% with 
Communist China  and 4$ with the   Free  WJcrld as a whole and 
Yugoslavia,  Between 1944 and 1959, t h e  USSR had advanced a 
t o t a l  o f  $170.9 m i l l i o n   t o   A l b a n i a ,   m a i n l y  t o  f i n a n c e   t h e  
i n à u s t r i a l i s a t i o n  o f  t he   coun t ry  but a l s o  t o  cover   Albania ' s  
ch ron ic   t r ade  gzp. 

18. A f t e r   t h e   p o l i t i c a l  s p l i t  between Moscow and  Peking, 
t h e  USSR broke o f f  all economic r e l a t i o n s  with Albania  and 
t h e   l a t t e r   t u r n e d  towards Communist China  which, as froilz 1 9 6 2 ,  
has suppl ied  65% o f  i t s  i m p o r t s  and  taken a lmos t  30% o f  i t s  
expor t s ,   S ince   t hen ,  the Albania2 t r a d e   d e f i c i t  with GaI=rz-il.ilrLst 
China has grown t o  cons ide rab le  Proportions which  have  been 
o f f s e t  by s u b s t a n t i a l   C h i n e s e   c r e d i t s .  Or, t h e   o t h e r  hand, t h e  
balance o f  t r ade   gene ra l ly   con t inued  t o  be i n   A l b a n i a ' s   f a v o u r  
i n  i t s  f r a n s z c t i o n s  w i t h  the o t h e r  COMECON c o u n t r i e s .  The 
share  o f  t h e   l a t t e r   i n   A l b a n i a ' s  t o t a l  f o r e i g n   t r a d e  was 40% 
o r  27% of -its i m p o r t s  and 61% o f  i t s  ex.ports. 

19: Cornmist China i s  stil1.b.y fa r  t h e   l a r g e s t  o f  
A l b a n i a ' s   s u p p l i e r s ;  in 1967, it provided 52.4% o f  t h e   l a t t e r ' s  
t o t a l  i n p o r t s  bu t   on ly  t o o k  37.1% o f  i t s  expor t s .  The main 
o u t l e t s  f o r  Albania a r e  i n   t h e  COMBCON c o u n t r i e s   o t h e r   t h o n  
t h e  USSR: i n  1367, they t o o k  51.5% c f  i t s  t o t a l  expor t s  m d  
only suppl ied  3 5 * 2 $  of i t s  impor ts .  The r e l a t i v e   i m p o r t a n c e  
o f  the  t rz-de  re la t ions  between  China  and Albmia dur ing  that 
yea r   dec i lned  s l ight ly  by comparison w i t h  the   p receding  gears, 
n o t  so much becpmse of smalls Ch inese   de l ive r i e s  as b e c m s e  
o f  some expansion o f  trade between  Albania  and the  c o u n t r i e s  
of t h e   F r e e  World as wel l  as c e r t a i n  COMECON c o u n t r i e s ,  Such 
as Czechoslovakic  and Xumania,  which  have  adopted a more 
i n d e p e a d e n t   a t t i t u d e  t o w a r d s  t h e  USSR. Under the   t e rms  of 
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the  t rade  agreement   s igned-   in  DeceEber  1968, Sïno-Albt tnim 5 

t rade   should   cont inue  a t  t h e  sane l e v e l   i n   1 9 6 9 .  Alb,mia will 
cont inue  i t s  expor t s  o f  crude o i l  and  bitumen,  non-ferrous 
me ta l s  (ckwrcrl?4iun, f e r r o - n i c k e l  a d  copper )  as w e l l  as c e r t a i n  'S 

a g r i c u l t u r a l   p r o d u c t s ,  and will imgort  f rom China t r a c t o r s ,  
p ip ing ,   ce r t a in   me ta l s ,   ag r i cu l tu ra l   mach ine ry ,   equ ipmen t -  f o r  
t h e  o i l  i n d u s t r y ,  t o o l s  of  d i f fe re- rz t   k inds ,   lo r r ies , ,  tyres  
and  chemiczl  products.  Finco.ll-.T9 China i s  still by far t h e  largest 
source  o f .  t e c h n i c a l  a i d :  the.  number o f  Chinese  "experts"  and * 
" t echn ic i ans i1   cu r ren t ly   work ing   i n   A lban ia  i s  g e n e r a l l y  
es t imated  a t  two o r  three  thousand.  

20. I n   1 9 6 7 ,   t r a d e  with the Eastern  European Communist +l 

c o u n t r i e s   o t h e r  than t h e  USSR rose   aga in   t o   t he   l eve l s   r eached  
i n  1959 and 1 9 6 2  in   t e rms   of   percentages  o f  t h e   o v e r a l l  volume 
o f  Albanian   t rade-   In   absolu te   t e rms ,   however ,  i t  r o s e  f rom 
$50 m i l l i o n   i n   1 9 5 9 ,  t o  $55 m i l l i o n   i n   1 9 6 6  and t o  $73 m i l l i o n  

i 

i i n  1967, with expor ts   cover ing  impor ts .  This development i s  
l due  mainly t o  Albania 's   growing demand f o r  foreign  cp,!pi ta l  

equipment and t o  an i n c r e a s e   i n   t h e   q u a n t i t i e s  o f  Albanian 
g o o d s   w a i l a b l e  f o r  expor t  t o  t h e   o t h e r  COMECON c o u n t r i e s .  

21. O f  the   Eastern  European  countr ies ,   Czechoslovakia  
has t r a d i t i o n a l l y   p l a y e d   t h e  most  impor t an t   pa r t   i n   A lban ian  
t r a d e .  It nlready  ranked  second a t  the   t ime when the USSR 
was Alban ia ' s   ch i e f   t r ad ing   pa r tne r .  It k e p t  t h i s   p o s i t i o n  
when Comuunist  China t o o k  the   Sovie t   Union ' s   p lace  as Alban ia ' s  

i Alban ia ' s  total trFvde, o r  10.4% of  i t s  i l n p n r t s  ax2 :-3,6$ o f  

i 
i c h i e f   pa r tne r ,   I n   1967 ,  Czechosfovakia accounted f0.r 1 2 %  o f  

t i t s  expc r t s .  The Soviet  Occupied Zone o f  G , G m m , r L y  ha;; now nade 
i cons ide rab le  headway  and t a k e s   t h e  t h i rd  p ï a c e  among Al'sania's 

supp l i e r s   and   t he  f i f t h  among i t s  customers. Pola-tzd and 
Bulgar ia   have   l ikewise   deve loped   the i r   t rade  with Albania, 
followed by Ruania  and t o  a l e s s e r   e x t e n t  by Yugoglavia 2nd 
€%.ngary. These   t rends   a re  a c l e a r   i l l u s t r a t i o n  of the  growing 
importance o f  t h e  r ô l e  plsyed by the  European Communist c o u n t r i e s ,  
o the r   t han   t he   Sov ie t   Un ion ,   i n   A lban ia ' s   fo re ign   t r ade  cv+d, 
more g e n e r a l l y ,   i n   t h e   e x p a n s i o n  o f  i t s  ecor,omy. The s h a r e  o f  
t h e   E a s t e r n  EuropeLuz c o u n t r i e s  has developed as f o l l o w s  i n  
r e c e n t   y e a r s :  

22. ' Economic r e l a t i o n s  between  Albania  and  the USSR 
have  been  non-exis tent   s ince 1962. It t h a t   y e a r ,  the USSR 
withdrew the  econonic  experts it had  sent  t o  Albania.  
Repa.yaents o f  t h e   c r e d i t s   t o t a l l i n g   n e a r l y  $170 mil l ion-   which 
were   g ran ted   pr ior  t o  1960 do not   appear  i n  Albania's f o r e i g n  

, '  . 
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7' 

r ,  

t:rade s t a t i s t i c s ,  It would  appear ,   therefore ,   that   Albania  
s t i l l  owes t h e  USSR p a r t  o f  t h i s  sura. It t h i s  i s  i n   f a c t  s o ,  
t h e   l a t t e r   m i g h t  poss.ibly f i n d  a means o f  e x e r t i n g   p r e s s u r e  
by demanding r e p a - p e n t .  It i s  more l i k e l y ,  however , given 
t h e   p r e s e n t   s t r u c t u r e  o f  Albanian  t rade,  that  i f  t h e  USSR 
took   sanc t ions ,  i t  would  no  doubt do s o  t h r o u g h   t h i r d   p a r t i e s ,  
naae ly ,   t he   o the r  COMECON c o u n t r i e s .  It should  be  remembered 
i n   t h i s   c o n t e x t  that Albania   has  no common f r o n t i e r  w i t h  any 
o f  t h e  COMECON coun t r i e s ,   s ince   Yugos lav ia  fo rms  a b a r r i e r  
between  Bulgaria  and  Rumania, on t h e  oae hand,  and AlbaKia, 
on the   o ther   hand .  

23. None t h e   l e s s ,   t h e   f a c t  that  almost 91% of Albania's 
t r a d e  i s  with the  European  Comunist;  countries  and Communist 
China  emphasises its v u l n e r a b i l i t y  t o  econonic   pressures  f r o m  
the   Covnun i s t   coun t r i e s   i n  s o  far  as such  pressures   could  be 
concer ted   and   the   S ino-Sovie t   conf l ic t  0VerCC;Me. It seems more 
plausibls ,   however  , t h n t   t h e  USSR might  simply  seek t o  o b t a i n  
a CONECON d e c i s i o n   l e a d i n g  t o  a change i n   t h e   a t t i t u d e   t o w a r d s  
Al'bania o f  Czechoslovakia,  Poland,thhe S o v i e t  Occupied Zone 
and  13ul.garia. All t h e s e   c o u n t r i e s   o f f e r   A l b a n i a   v a l u a b l e  
o u t l e t s  for t he   p roduc t s  of i t s  growing  ixdustry  which it 
would. b e   e x t r e m e l y   , d i f f i c u l t  t o  p l ace  on other   markets .  It 
i s  h a r d l y   c o n c e i v a b l e   t h a t ,   i n  this e v e n t u a l i t y ,   t r a d e  with 
C o m u n i s t  China,  which i s  already very s u b s t a n t i a l ,   c o u l d   r i s e  
t o  a m x h   h i g h e r   l e v e l .  The replacement of the   nachines  2.nd 
t o o l s  now mainly  suppl ied by Czechoslovakia  and  the  Soviet  
Occupied Zone would inev i t ab ly   r a i se   s e r ious   p rob lems  for 
Conrawxist China  should i t  dec ide  t o  s t e p  u p  i t s  a i d .   I n  any 
c a s e g   t h e  Cbjncae Counv.nis+;s would need t o  r e a p p r a h e   t h e   c o s t  
of t h e i r  programme o f  a s s i s t z n c e   t o   A l b a n i a   i n   t e r m s  of such 
p o l i t i c a l  advantages CS they  thought   they  could  der ive from ! 
such 8- s i t u a t i o n ,  and what t h e i r   c o n c l u s i o n s  would be i s  a 
m a t t e r  of u n c e r t a i n t y ,  t o  say t h e   l e a s t .  

l 

l 

I 

24. Al though  the  share  o f  t he   Ees t e rn  world in Albania ' s  
f o r e i g n   t r a d e   r o s e  f r o m  3% I n  1959 t o  6,5% i n  1967, t h e  t o t a l  
v o l m e  o f  t r a d e   w i t h   t h e  West remains  extremely small ( i m p o r t s  
$10 m i l l l o n  and expor t s  $4 m i l l i o n )  acd wel l   be low  the   f igure  
f o r  Czechoslovakia   a lone,  axd even  below  the  fZgure f o r  Poland 
01- tbe  Zone -taken i n d i v i d u a l l y .   I t a l y  i s  t h e  NATO member 
countm which  t rades  most  with Albania;  i t  r a n k s   f i f t h  on 
t h e  h s t  o f  p r i n c i p a l  trading par tners   and   accounts  f o r  4% o f  
a l l  t ransact ions,   France  and  the  Federal   Republ ic  o f  Germmy 
t aken   t oge the r  only account o f  l . 2$  and t h e   o t h e r  NATO c o u n t r i e s p  
both  Euroy?ean  and  American, f o r  - even   l e s s .  O f  t h e   o t h e r  
c o u n t r i e s ,  only Yugosla?t-ia .( 2.75 of t h e  t o t 2 1  t r a d e )  and t o  

-59- 

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



-6 0- 

i '  

a l e s s e r   e x t e n t   A u s t r i a   a r e  wor th  mentioning. It should  be 
noted  that plcans f o r  i n d u s t r i a l i s a t i o n  are based on f i n a n c i a l  
an.d t echn ic<-   a s s i s t cnce   ca r r cn t ly   r ep resen t ing  a f i n a n c i a l  
c m t r i b u t i o n  of some $70 m i l l i o n   p e r   y e a r ( 1 ) .  So f a r ,  t h e  
Alban ian   l eade r sh ip  has r e f r a i n e d  f rom seeking  ecanomic a i d  
o f  any  kind i n   t l e  West  and has clade  no r e q u e s t  f o r  expor t  
c r e d i t s .  

t. 

. 
I 

25. m i l e  it may be i n   t h e   i n t e r e s t  o f  t h e  West t o  h e l p  
Albania t o  emerge from i t s  economic i s o l a t i o n ,  ,it. i s  obvious 
tha t  t h e  f i r s t  move i n  t h i s  d i r e c t i o n  must corne f r o m  Albania. 
However, t h e r e  i s  no c e r t a i n t y  that t h i s  s t e p  would be  taken 
by A l b m i a  i f  i t  was sub jec t ed  t o  economic. pressure.   Experience 
has shown tha t  the   b reaking  o f f  o f  a l l  t r a d e   r e l a t i o n s  w i t h  t h e  
S o v i e t  Union i n  1960 had l i t t l e   e f f e c t  on the  ezpansion o f  'Y 
A l b a n i a   t r a d e  with t h e  West; t h i s  was due  clore t o  t h e  
i n e v i t a b l y   l i m i t e d   n a t u r e  o f  Chinese a id  t h a n  t o  a d e l i b e r a t e  
d e c i s i c n  by Albania t o  approach   t he   coun t r i e s  of Free  Europe. ' r J  

I n  any assessm.ent o f  W e s t e r n   p o s s i b i l i t i e s   i n  t h i s  sphere ,  
t n r e e   h y p o t h e t i c a l   s i t u a t i o n s .  should  be  considered: 

I n   t h e   e v e n t  of pressure   be ing   exerc ised  by t h e  
COMECON c o u n t r i e s  - which  seems t h e  mos t  l i k e l y  
development a t  t h e  noment - it  i s  doubtful   whether  
AlbL2nia  would c o n s i d e r   r e s o r t i n g  t o  Western a i d ,  
It f i g h t ,  hotvever, c o n p l e t e l y   r e v e r s e  i t s  a t t i t u d e  
towards the   F ree  World i f  China  refused more o r  l e s s  
openly o r  was m t e r i a l l y   u n a b l e  t o  make zwn apprec iab le  
i n c r e a s e   i n  i t s  a id  t o  Albania.  It i s  l i k e l y ,  however, 
that  China would be i n  a p o s i t i o n  t o  h e l p  by s tepping  
up h e r   t r a d e  and a i d ,  e spec ia l ly   s ince   t he   i nc remen t s  
n e c e s s a r y ,   i n   a b s o l u t e   t e r m s ,  would b e   r e l a t i v e l y  
small. 

Another p o s s i b i l i t y ,  which  seems  unlikely,  i s  that 
or' a sudden  reduct ion o f  Albanian   t rade  both  with t h e  
European Communist count r ies   and  with China; i n  that 
c a s e ,   2 b a n i a  would probably turn towards  the West 
i n  o r d e r  t o  ob ta in   the   suppor t   needed  f o r  t h e  
implementation o f  i t s  economic  developnent programme. 

1% seens  nore  r e a l i s t i c  t o  c o n s i d e r   t h e   p o s s i b i l i t y  
%het Conuunist  China aay be  forced by i n t e r n a l  1 

p o l i t i c a l  d i f f i c u l t i e s  t o  c u t  down o r  susper,d i t s  
eCOnOnic a i d  t o  Albania,   thereby  abandoning i t s  
preser, t   meLas o f  e x e r c i s i n g   p r e s s u r e  on t h a t  countr;y, 4 

This would c r e a t e  a vacuum, which  night   tempt   the 5. 
a p p e t i t e  o f  the  Soviet   Union,   but   which would a l s o  
provide  an  opening for the  Waste 

c 

i: 
"V" -. 

(1) Average zmou?nt o f  drnwings on t h e   c r e d i t s  o f  Chinese 
economic aid in r e c e n t  years. 

""- NATO COWIDYNTIILL -60- - 
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r 

26. The p o s s i b i l i t y  o f  i n c r e a s i n g   t h e  
between  Albania  and the  Vilest seems a t  first 

volume of t r a d e  
s ight  somewhat .. 

remote  on’.account of t h e  small range  and  i.ndif3eren-t qua1i.W 
. .  Of AlbanSan p r o d u c t s .  .However, i n  view o f ,  i,ts small s i z e  
sparse   populzvt ion,   Albania’s  i m p o r t  needs  could  easi17  be 
covered by t h e  Western camtr ies  f o r  which t h e  Ctfmensiong of 
t he   p rob lems   a r e   d i f f e ren t ,  Among Albania’s  main e x p o r t s 9  
c e r t a i n  raw m a t e r i a l s ,  f o r  exanple,   crude o i l ,  b i tumen,   i ron 

. , ore ,  ... . chromium,  copper,  plywood, woven cotton,  tobacco  and  wine 
could  be  taken by the   Ves te rn   count r ies   should   they   dec ide  t o  
respond t o  A l b m i a r  ove r tu re s .   S imi l a r ly ,   t he   Wes te rn   coun t r i e s  
,could  supply  chemical  snd  synthetic  products as  w e l l  as the  
i n d u s t r i a l   p l a n t  and means o f  t ranspor t   needed  by Albania,  as 

r e sources ,  a s  w e l l  as new i n d u s t r i a l   v e n t u r e s ,  would make i t  
.poss ib l e  for Albania  t o  i n c r e a s e  impor ts  o f  cap i t a l   goods  and 
might fu r the r   t he   deve lopmen t  o f  the country,  R s u b s t a n t i a l  
.p ropor t ion  cf t h e  grain supp l i ed  by China i s  o f  Canadian  ori’gin. 
As f o r  -the semi-f inished o r  f i n i s h e d  goods which  Albanin  wishes 
t o  cxpor-k, nzrkets  - .could  .be  found more r e a d i l y   i n  a nurilber 
o f  deve loping   count r ies   than  in the  West,   and  the  former m i & t  
.even  provide ,Ilb,unia Mith a l t e r n a t i v e   s o u r c e s  o f  supply f o r  
ce r t a i r ,  raw materials cur ren t ly   impor ted  f rom Communist Europe. 
However, t h e   l i k e l i h o o d  of such  developments i s  l i m i t e d  by t he  ’ .  
shor tage  of f i n m c i a l   r e s o u r c e s   a v a i l a b l e  t o  the  under-developed 
coun t r i e s .  Prom 2 s t r i c t l y  economic p o i n t  o f  view, it would 
-also seen that t r a d e   r e l a t i o n s   b e t w e e n   h l b a n i a ,  on t h e  one  hand, 
and  Yugoslavia ,and Greece, on t h e   o t h e r  hand, might  be  expanded 

b a s i c a l l y   h o s t i l e   a t t i t u d e  o f  lllbslnia were t o  a l t e r ,  

. .. . s t a t ed   ‘ above .   .Wes te rn   a s s i s t ance   i n   t he   exp lo i t a t ion  o f  mineral  

.. i.f. po l i t i c . a l   cons ide ra t ions   cou ld  be overlooked  and i f  the. .  

27. It i s  conceivable,   however,   given  the  presen-t;  
-p.alltj.cfl p&ine, that  l d b n n i a ,  i f  p l aced   i n   such  a d i f f i c u l t  
s i t u a t i o n ,  might p r e f e r  t o  suspend i t s  econom.ic- developnent 

‘ p r o g r m e  ra ther   than   seek   Western  aid and might  choose  even 
g r e a t e r   i s o l a t i o n   a n d 9  ipso f a c t o ,   t h e  conti.nU%iOn of i t s  
subs i s t ence   l eve l   econoay-  

-61- 

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



l 

-62- 

I" Communist countries 
USSR 
Eastern  Europe 

COrnCON 

Communist China 
N o r t h  Korea  and 
N o r t h  Vietnam 
Free World(1)  
I_p_ - 
, .  
Cqmunis-t countries 

USSR 
Eastern Europe 

COMEGON 

Communist Chinn 
North Korez. ar_d 
Nor th  V i  e tnam 
Free World(1)  

- C o m u n i s t  countries 

USSR 
Eas te rn  Europe 

COMECON 

Communist China 
North Korea and 
N o r t h  Vietn,w 
Free World(1) 

"- 

- 

4 
l 

1960 

100 
1 2 9  .G 

2222 
53 09 
34.8 

88.7 

7.0 

0,2 
4 -1 
" 

100 
(48,6: 

98.0 

49.8 
43 04 

93 * 2  

4 -3  

on5 
2.0 

-..i....11 

100 
(81,O) 

94 06 
"-3c1 

56.3 
29u7 

86.0 - 
806 

0.0 
4.2 j 5.4 

i 

" 

1 9 6 1  

190 
n.ao 

" 

94 04 

36 .O 
39.œ4 

" 75 04 

18.4 

0.5 
5.6 

__I 

100 
n.a. 

96.8 

43 04 
47.0 

90 *4 

5.7 

- 

0 0 7  
3.2 

100 
n.a. 

92.8 

31 e 1  
34.3 

65 -4- 

27.0 

- 

1962 

100 
n.a. 

0.2 
4 0  .O 

40.2 

51.0 

1.0 
7 * 8  - 
100 
n.a. 

90  .4 

0.0 
6 0  .g 

60 

28.6 

0 -9 
9 06 

100 
n.a. 

93 55 

0 04 
26 *g 

6 5 - 2  

1963 

100 
nea. 

91.6 

0.0 
35.5 

2L2 

- 

54 c 7  

1.4 
8 -4 

100 
n a  a.. 

91.4 

0.0 
41.3 

- 41.3 

48.6 

- 

1.5 
8.6 
" 

100 
n.a. 

92.1 - 
0.0 

31.9 

31.9 

5809 

1.3 
7 0 9  

1966 

100 
163.5) 

89.4 

0,o 
3 3 * 9  

33 ".g 

53 05 

2.0 
10.6- 

100 
(64.4) 

91.8 

'0,O 
4E.9 

- 48.9 

"a 

40.0 

2'. g 
8 ,2  

c"..II 

100 
(99.2) 

87 03 

0,o 
23.7 

23-7  

62.1 

1.5 
12.7 

I 
! 

i 

i 
i 
L 

(1) Including Yugoslavia 
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c. 
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t 

' t  

4 

t 

TABLE II 

WLIN TRADING  PARTNERS OF ALBANIA 

C o m u n i s t  China 
Cz-echoslovakia 
Poland 
Soviet  Zone 
Bulgaria 
Italy 
Rumania 
Hungary 
Yugoslavia 
Franc e 

Fed, Rep, 
Germany 

e 

% o f  t o t a l  
t rade  turnover  
(export  + 
i m p o r t )  

i 
i f  
1: 

i 

% o f  t o t a l  
imports 

Communist China 
Czechoslovakia 
Soviet  Zone 
Poland 
Bulgaria  
I t a l y  
Rumania 
Yugoslavia 
Hungary 
Fed. Rep. 
GETEWly 
Franc e 1 0-7s'. 

o f  t o t a l  
exports  

Communist ChFnz 
Czechoslovakia 
Poland 
Bulgaria 
Soviet  Zone 
Hungary 
Zumania 
I t a l y  
Yugoslavia 

t' 

3 

r 
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