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" PREPARATION OF A CSCE : ECONOMIC CO-OPERATION

Note by the Chairman of the Political Committee
at Seniqr Level

The attached report, reflecting the outcome of
intensive studies pursued by the Economic Committee, was
discussed on 24th October by the Senior Political Committee
which agreed that it should be transmitted to the Council in
Permanent Session.

2. The Senior Political Committee also agreed that,
while the report was a most useful contribution to the
preparations for a CSCE, further work was reguired in order to
focus more precisely on the practical problem of how the
contents of the report might be put to use in a CSCE context,
including the multilateral preparatory talks.

3. In remitting the study of questions designed to
clarify this latter problem to the Economic Committee, the
Senior Political Committee recognized that it would be
necessary to ensure that the Economic Committee would receive
political guidance regarding the possible organization of a
CSCE. It was agreed, however, that the Economic Committee
should proceed on the assumption that some form of working body
charged with considering economic co-operation possibly
together with other subjects, would be established in a CSCE
context. With this in mind, the Economic Committee was asked
specifically to examine how the proposed agenda paper on
economic co-operation might be drawn upon in order to help
formulate draft terms of reference for such a body.

L, The Economic Committee was alsoc asked to remain
attentive to any specific ideas on economic co-operation which
might be advanced by the Soviet Union or other Fastern European
countries and to be ready to consider possible responses, where
these were not already provided for in the present report.

5. The Council is invited:

(i) to note the attached report; and
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to note that the Economic Committee will
continue its studies on economic co-operation
in-theé-context of preparation for a CSCE,
giving particular attention to practlcal

- questions concerning the potential lises o wh1dh

- the material assembled in the present repcrt
_mlght be put
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(Slgned) Jorg KASTL

NATO,
1110’ Brussels.
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GUIDELINES PAPER

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

I. GENERAL DISCUSSION

A, Fastern Position

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

3. In spite of these differences, the Soviets might see
discussion of East/West economic co-operation in a multilateral
context as a useful device to ensure Warsaw Pact co-ordination
on these matters; indeed the revision of Western strategic
controls, the lifting of tariff and non~tariff barriers to East/

West trade, etc, are issues on which Warsaw Pact countries can !
form a common front,

4, It should be noted that the Warsaw Pact declarations
are expressed only in general terms and do not make specific
proposals on ways to improve economic and trade relations.
In fact, the aims and tactics of the Warsaw Pact countries are
not known to the West and may not yet have been defined, It is
possible that these countries, with their traditional predilection
for bilateral economic dealings, envisage no specific negotiations
on trade and related matters, but intend to use the Conference
pfimarily to bring public pressure to bear on Western governments
to improve the conditions of their access to the technological
and financial resources of the West. »
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5. The dominant theme of the Warsaw Pact countries could
be that the discriminatory policies maintained by the West in
trade with communist countries pOse the major impediment to
the further development of East/West economic co-operation and
it may press for a declaration on principles of economic
co-operation which commits the West to their amelioration or
elimination. Neither Moscow nor its allies, however, appear
likely to acknowledge that the policies and practices peculiar
to state trading régimes, e.g. the rigidities of state
planning, foreign trade monopolies, capricious pricing policies,
etc., burden East/West economic co-operation with any special
difficulties or that such subjects - being internal affairs -
are legitimate matters for Western complaint.

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

B, Western Position

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

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

.consultation their respective positions.,

9. Generally speaking, the Allied countries do not envisag
asking the Eastern countries to make any substantial changes in
their economic and social systems (see paragraph 18), They will,
on the other hand, propose measures to improve or modify Eastern
commercial methods and practices which in their view do not
suggest any such fundamental alterations,
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10, The efforts already made in favour of the Eastern
countries and the liberal and non-discriminatory character of
Western economies, leave the Allies little or no room to make
important new changes or concessions to the East as regards
methods, mechanisms or institutions of international trade. 1In
this respect a number of specific questions of interest to
international organizations which might be raised at a CSCE
should be referred to the existing competent bodies (ECE,
GATT, IMF, etc.).

IT. EXAMINATION BY SECTOR

Al Industrial Co-operation .

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

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

B, Commercial Co-operation

(i) Commercial policies

13. Eastern countries will probably attempt to
characterise as discriminatory the commercial policies of the
Western countries, particularly as regards COCOM regulations,
quantitative restrictions and tariffs, In fact, they maintain
implicitly strategic controls of their own, give priority to
intra-COMECON trade and make great use of more effective
methods - such as price manipulation - to control and limit
their purchases in the West.

4
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14, The Alliance feels COCOM restrictions are not a suitable
subject for discussion at a CSCE. 1If the question is raised by
--he Warsaw Pact countries, Western countries might respond that
the lists have been much reduced in récent years and that such
controls are under continual review in COCOM, the results of which
could be influenced, among other factors, by the improvement of
zast/West relations.

15. In response to complaints from the East, the countries
maintaining quantitative restrictions could point to concessions
already granted to the Communist countries in recent years, and
+he need to preserve some means of protection against commercial
practices resulting from Eastern planning and pricing systems.
Nevertheless, Western countries could adopt an open attitude on
the question of quantitative restrictions, In particular, account
will have to be taken of commitments already entered into at the
bilateral level of vis-a-vis certain Eastern countries in a
multilateral framework (GATT)(1).

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

(ii) Improvement of the institutional framework and
trade structures

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

to consider the subject - any additional applications to accede.

18, Requests for modification of price mechanisms utilised
in the East and the removal by Eastern countries of structural
hindrances to trade would not be acceptable to these countries

(1) It should be noted that some countries consider that the
application of discriminatory QRs is not an appropriate
instrument to counter market disruption due to administrative
pricing practices of East European countries and that such
disruption can be adequately dealt with by non-discriminatory
anti-dumping and appropriate valuation for duty procedures,
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(see also paragraph 9). Nevertheless, the West could mention
these hindrances and use them as an argument should criticisms be
raised by the other side over quantitative restrictions and
tariffs. In this connection it would be useful for the West to
have more readily available information on price techniques and
policies applied by Eastern countries.

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

cC, Financial Co-operation

20, The Alliance countries do not wish to take any
initiative as regards additional facilities in the credit field,
but it seems inevitable that the East will raise this question,
The general feeling as regards export credits is that it would
be difficult to go beyond conditions which have already been

~granted, The West could emphasise the open. and non-discriminatory

nature of Western policy and the excellent record of Western
credits in facilitating the expansion of East/West trade.

21, A generally very reserved attitude of Alliance
countries should be noted as regards possible institutional
chenges, whether these relate to the establishment of new
purely Western or joint financial institutions or new forms of
multilateral settlement machinery, The Alliance countries feel
that existing machinery is largely adequate and that available
Western financial and banking institutions have shown themselves
fully capable of adapting to conditions prevailing in East/West
trade, of mastering the technical aspects involved, and of
providing the necessary funds, :

: 22, With respect to the question of possible membership
by Eastefn.countrles of the International Monetary Fund, it is
agreed thmt the West should not take the initiative in raising

‘this isswe at a CSCE, Should the Eastern countries do so,

Allied countries entertain differing opinions on the best vay

to handle the matter. One point of view is that the West should
encourage the Eastern countries to put themselves in a position
to be able to accept the relevant obligations and then to seek
membership of the IMF., The other point of view is that a CSCE
is not an eppropriate forum to discuss the matter; if Eastern
countriss should raise the matter, they should be advised to
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address themselves directly to the IMF. In any case, the general
feeling is one of caution and it is agreed that the problem
should be handled by the governments concerned and by the
competent international organizations.

D, Co~operation in Cther Fields

23, Possibilities for the organization of large-scale
exchanges of electric energy between Eastern and Western Bwrope
would appear to be rather limited, particularly because of the
remoteness of main potential sources of supply and the very
heavy cost of transmitting electricity over great distances.
Co~operation in the transport field could be achieved in terms
of standardising administrative and technical regulations,
especially as regards road, rail and air safety.

24, The Alliance countries support measures to promote
tourism, Nevertheless, they are aware that expansion in this
field will relate primarily to Western travellers visiting the
countries of Eastern Europe. Travel in the other direction
depends on regulations operative in Eastern countries, that is on
the restrictions which are imposed on the free movement of
persons. This aspect of the problem is political in nature.

25, The Alliance countries are divided on whether to raise
at a CSCE the question of ald to developing countries. Should,
however, this question be raised, the Western nations could
suggest that the Joint Declaration in the Communiqué should
mention in general terms the determinetion of both the Eastern
andlthe Western countries not to overlook the needs of the Third
World,

I1I. CATEGORISATION OF SPECIFIC MBEASURES

26. The measures dealt with above have been divided into
three categories according to Western interest in seeing them
included or not on the Agenda of a CSCE,

Category A: Measures which could be suggested by the Allies for
inclusion on a CSCE agenda. These are discussed in
Notes 1, 2, 4 (Part I), 5, 7, 11, 12, 14, 19 and 20,

Category B: 1Issues on which the Allies would take no initiative
at a CSCE but which might be raised by the Warsaw
Pact countries. Possible Western responses are
dealt with in Notes 3, 10, 15, 16, 17, 18 and 23,

Category C: Items which are included for background purposes but
not intended for substantive discussions at a CSCE,
These are dealt with in Notes &4 (Part 1I), 6, 9, 13,
2L, 25, 26 and 27.
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AGENDA PAPER

I, RATIONALE FOR INCLUSION ON AGENDA

1. The development of economic relations not enly _
contributes to the prosperity of all peoples concerped but also
to the improvement in the climate in which international
relations take place. Improved economic co-operation between
East and West could represent an important factor in lessening
political tensions and promoting international stability.

2. Although differences in the economic, institutional ‘
and legal systems of East and West pose difficult problems, they
noed“ngb~be-insurmountable obstacles to the further development
of East/West co~operation in industrial, commercial, financial
and other fields, Considerable progress has been made in recent
years to reduce barriers to East/West trade, Nevertheless, we
believe that the volume of East/West trade is smaller than the
trade potential of the two areas and there is scope for.
expansion, : v

3. Detailed discussion of the economic agenda of a
Conference on Security and Co-operation in Europe can provide an
important opportunity to identify existing obstacles to East/West
economic co-operation and to provide the impetus for practical
negotiations, in bpilateral or other multilateral fora, for their
elimination of relaxation. Suoh progress can be achieved,
however, only on the basis of mutual advantage and on the
assumption that all parties concerned are prepared to grant
reciprocal and balanced concessions where necessary.

IT. DESCRIPTICN OF SPECIFIC MEASURES

4, The following list contains the measures which we
would at the-present time like to see included in the agenda
of a CSCE: ’

(i) 1In the field of industrial co-operation

5. Considerable progress has already been made in the
field of industrial co-operation which covers a wide range of
activities from manufacturing to the development of natural

© resources, Further development could be achieved if it were

possible to reduce or remove certain difficulties., A fresh
impetus ?o promote such co-operation could be provided by
encouraging a realistic approach to the questions involved,

6, While governments can play a useful rble in improving
the conditions for industrial co-operation, it should be noted
that in market economies, in the final analysis, implementation
of such projects depends on the initiative and scope for action
of individual enterprises.

NATO CONFIDENTTIAL
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7 Practical measures should be taken aiming at
facilitating operating conditions such as exchange of
information, fair competition between Western firms and Eastern
enterprises, direct contact between firms, adequate protectlon
to all firms engaged in Joint ventures, etc.

(ii) In the field of trade

(a) Improved access to markets

8. Practical steps should be taken to facilitate the
exchange of trade and technical information and data on foreign
trade plans, to improve contacts between producers and end-users,
to provide adequate communications, banking and office '
facilities, to encourage trade promotional activities and, in
general, to improve the climate and conditions for businessmen
in foreign countries., Similarly, business contacts through
such channels as Jjoint chambers of commerce, trade missions,
commercial attachés and consulates should be facilitated,

(b) Better adaption of exports to market conditions

9. leflCultleS encountered in the export sector could be
lessened by co-operative efforts through, for example, .joint
seminars to discuss marketing and marketing research procedures,
sales promotion, classification, packaging and labelling of
goods, harmonisation of normsand standards, etc. Additional
information could be exchanged about pricing mechanisms in order
to overcome fears of dumping practises., Reciprocal arrangements
. for training officials responsible for foreign trade in business

and commercial practice should be more extensively used and its
operation should be improved. :

(iii)Co-operation in other fields

10, The conditions affecting co-operation in specific areas,
such as transport, exchange of electric energy and tourism,
might be the subject of separate studies.
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CATEGORY A

MEASURES WHICH COULD BE SUGGESTED BY THE ALLIES FOR
THCLUSION ON A CSCE LAGENDA

Development of industrial co-operation (Note No. 1)

Co-operation with the Soviet Union to develop its natural
gas and oil resources (Note No, 2)

Signature by all parties to a CSCE of the Universal
Copyright Convention and the Berne Convention
(Note No. 4, Part I)

Developnent of co-operation in the transport field
(Note No. 5)

Irprovement of business contacts in Eastern countries
(Note No. 7)

Improvements in available information on trade
opportunities with Eastern Europe (Note No. 11)

Practical measures to improve the quality and marketing of
Bastern export products (Note No. 12)

Improved arbitration procedures in European Communist
countries for settlement of commercial disputes with
nationals of other countries (Note No, 14)

Fostering of East/West travel (Note No. 19)

Western partlclnatlon in the exploitation of Soviet raw
materials (Note No. 20) .. ... . .
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DEVELOPMENT OF INDUSTRIAL CO-OPERATION

‘I. THE PROBLEM

1. During the last five years, industrial co-operation
has aroused growing interest as a means of promoting the
dynamie expansion of East/Viest trade. The possibilities
offered by such co-operation have proved interesting in their
own right, and its development offers the prospect of overcoming
or mitigating some of the obstacles which have hitherto slowed
down the growth of East/West commercial relations. Such a
development would have a beneficial effect also on other
aspects of East/West economic relations. Certain problems remain
to be solved, however, a number of which could usefully be '
discussed at a CSCE.

(a) Description

2. The term "industrial co-operation” is open to
interpretations, some broader than others, Generally speaking
however, it connotes various types of contract concluded
between individual East and West European enterprises which
extend beyond strictly commercial activities. Such agreements
provide for a whole complex of mutually-linked operations and
comprise reciprocal commitments spread over a number of years.

3. Generally, these commitments cover various types of
sub-contracting, co-production or specialist manufacturing such
as:

- manufacture in each of the contracted enterprises
of the complementary parts of a given product;

- assembly in an East European country of components
supplied by a Western enterprise;

- manufacture by an East European enterprise of
components which are then incorporated in the
finished Western product;

- joint development of Eastern mineral resources
and other raw materials.

4, Such agreements may be paralleled by contracts
covering: : '

~  Joint sales promotion on the Western markets, in the
Eastern countries and in third countries;
- exchange of technical data on production and marketing:
- "joint research in given areas.
NATO CONFIDENTIAL
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Finally, these agreements normally provide for financing
and payment arrangements which thereby avoid certain
difficulties restricting Egst/West trade. (1)

(p) Institutional framework

5. In a number of cases the institutional framework
of this co-operation is provided by bilateral agreements on
industrial, scientific and technical collaboration which have
been concluded during the past five years by most Western

‘countries with almost all East European nations. Normally

these governmental agreements provide for the establishment

of official joint commissions. Although the absence of such
agreenents does not exclude industrial co-operation (any more
than their existence guarantees it), they are regarded as
important by Eastern and Western countries. They represent a
public and formal acknowledgement on the part of East European
Governnents of the desirability of co-operation with the West
and, hy implication, with Western firms.

(d) Present limitations, and areas where improvements
night be sought

6. Considerable progress has already been made in the
field of industrial co-operation. Its further development
would be enhanced (within the area left open in the economic
plans of the COMECON countries) if it were possible to reduce
or remove certain difficulties, which are already under
discussion in the EEC. A Western objective at the CSCE should
be to give fresh impetus to this work by encouraging a ~
realistic approach to the questions involved.

T The juridical framework for industrial co-operation
a}so needs to be determined. Consideration could likewise be
given to different means of marketing the Jointly-produced goods.

8. East European countries should, in particular,
concentrate on practical steps designed to make the idea of
such co-operation attractive to Western firms, and they
could be asked to:

(a) improve facilities for the exchange of relevant
information between potential and actual participants
in industrial co-operation;

(b) give notice of their requirements, and conduct
their contract policy, in such a way as to give
Western firms the possibility to compete on equal
tarms with other countries;

(1) For exgmple, the model oiften described by thes East as
d typical example’of co-operation, wvhere thc supply of a
plant ik paid for with goods produccd by that plant, cannot
be regarded as genuine co-operation unless the supplier of
the plant has a special interest, over and above his normal
interest as -the supplicr, in receiving these goods,
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(c) take steps to encourage the multiplication of direct
contacts between enterprises in East and West;

(d) avoid insisting on forms of payment which would face
Western firms with the difficult disposal of goods
in which they do not normally trade.

9. Moreover, Eastern countries should as asked prudently,
to consider the following measures which ocould be introduced
without fundamental changes in their economic system:

(a) permit Western firms to enjoy the equity stake or
- - - ownership rights necessary to give them the management -

and administrative authority to ensure successful

contract implementation; . . o ‘ g

() tazke steps to encourage the participation of Western
firms in mixed companies and Jjoint investments in
Eastern Europe;

(¢) provide adequate protection for the legitimate interests
of Western investors and agree to uniform rules governing
debt service and repayments.

II. PROPOSAL

10. It would be to the advantage of the West to promote
discussion of the subject at a CSCE and to consider with the
East Europeans the points listed above. While detailed
negotiation on specific topics cannot appropriately be undertaken
at the CSCE, a thorough discussion of +the problem at the
Conference could give a useful impetus to further work,

A. Advantages for the Fastern Countries

: 11. ‘To a large extent, the main beneficiaries of
"industrial co-operation® are the .countries of Eastern Europe.

In addition to the considerable imput which this co~-operation
represents in general for the industrial and economic. development
of the East Buropean countries, inter-enterprise contracts
facilitate access to Western technology and to the management and
marketing know-how of the Western industrialised countries; at
the same time, they help to uvoid certain disadvantages of
traditional commercial practice.. :

12. This form of co-operation helps to fill the gap in the
export capabilities of East European countries which limits
their convertible currency resources and constitutes a major
obstacle to the expansion of East/West trade in general, Moreover,
these agreements which are normally long-term, facilitate planning
for the East European countries by guaranteeing, under a Joint
agreement, the supply of goods they want when they are needed.

NATO CONFIDENTTIAL
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13. For the Soviet Union, such arrangements on a wide
scale could be of special interest as supplementary means of
developing oil reserves and other natural resources (e.g.
copper, nickel, wood, etc., in Siberia), for expanding its
exports to the West. '

B. Advantages for the Westérn countries

14, The industrial co-operation agreements enable large-
scale profitable transactions to becarried through and they
“create new outlets for Western firms; in addition, they have
frequently led to stable trading relations which have then.
extended to other areas,

15, Such agreements also help Western firms to penetrate
East European markets and facilitate understanding of how the
Communist systems operate. Sometimes, they can show the East
European countries the on-the~spct advantages of diversifying
their supply sources of highly sophisticated products.

16. They improve the medium-term foreign currency solvency
of East European countries which can accordingly boost the

Lty

volume of their other orders to the West.

17. By and large, industrial co-operation contracts ,
promote the inter-penetration of applied technologies and make
East European countries more familiar with Western technological
know-how which is usually more sophisticated. This division
of labour may also help the East European countries to integrate
nore effectively into the Westerm econonmic pattern.

18, Industrial co-operation could be one way of more
effectively safeguarding and diversifying the West!'s supplies of
raw materials (e.g. oil, natural gas, ninerals, netals, wood) o,

C. General Considerations

19. Contracts for industrial co-operation will be
entered into by individual Western firms or consortia, and it
is primarily up to then to ensure that the terms of the contract
are such as to enable them to do business on a profitable basis,
both in the short and longer tern, : :

'20.  From the point of view of the Western countries, it
will be important to keep in mind:

(a) that a division of labour, the exploitation of
which may be profitable to the individual firm,
may produce effects unfavourable from the point of
view of the econonmy as a whole, e,g. in conditions
where there is unemployment in the Western countries;

NATO CONFIDENTIAL
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(b) governmental measures to encourage industrial
co-operation could lead to harmful competition
between Western countries;

(c) the development of such co-operation should be

: pursued in such a way as to avoid disturbing
trade between the Western countries and the
developing countries, particularly those which are
members of NATO, both in raw materials and in
manufactured goods;

(@) 1lastly, industrial co~operation on & larger scale
through the increasge in inter—enterprise and inter-
industry agreements should develop in such a way as to
avoid the creation of a state of dependence which might

entail .political risks.

ITI, RECOILENDATION

21, It is recomnnmended that the proposal in paragraph 10.
be accepted and that Western countries consider between now
and the Conference what measures they might be able to take
to encourage the further development of industrial co-operation.

NATO CONFIDENTTITATL
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\A

CO-OPERATION VITH THE SOVIET UNION TO DEVELOP ITS NATURAL
‘ . S LE UNIO TO DEYILOD IT° A

I. PROBLEM

: In 1970, Soviet o0il sales to the industrial non-.
Communist countries amounted to about 41 million tons, as
against some 7 million tons to Yugoslavia and the less developed
countries and about 43 million tons to the Communist countries.
These exports represented 275 of Soviet o0il production for
that year (353 million tons)(2). Natural gas exports are much
more modest. In 1970, 3.3 billion cubic metres (total
production 200 billion cubic metres) were exported, of which
0.96 billion cubic metres to Austria and the balance to Poland
and Czechoslovakia. O0il is the major export commodity in .
Soviet trade with the West; it provided in 1970 some 24% of total
export earnings in hard currencies.

2. The USSR has abundant potential resources of natural
gas and petroleum which, in the long term, could make it the
world's leading producer(3). However, some 30% to 40% of these
reserves are located in permafrost regions where their
exploitation will be difficult and costly, and dependent, to
a considerable degree, on imports from the VWest of modern
technology and equipment. The problems of expanding the gas
industry and exports are even more serious, for the same
reasons.

(1) Within the COMECON, the Soviet Union alone is a major
procducer of oil and gas. Romania's oil production is
relatively small (about 13.8 million metric tons), its
proved reserves very modest and its rdle as an exporter
of 0il very limited.

(2) According to Soviet sources (Foreign Trade journal) in 1971
0il sales were about 10% higher than in 1970 and reached
105million tons: 45.5 million tons to the West, 45.1
million to COMECON countries, 10.4 million to other
Communist countries and Yugoslavia, 4.1 million to
developing countries. These exports constituted about
28% of Soviet petroleum output (372 million tons).

(3) See Annex for background data.
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3.  Among potentially available Soviet raw materials,
nrime Western interest tends to centre around procurement of
Soviet 0il and natural gas. In this conmection, Soviet sources
have indicated that if the ¥estern nations require Soviet raw
materials on a large scale they must agree to develop them in
partnership with the USSR on mutually advantageous terms. As
regards the development of o0il and gas resources, such terms
would certainly have to comprise huge loans€1), possibly
accompanied by a complex finance structure (e.g. joint ventures),
to cover imports Ifrom the West of equipment and technology.
Precise data on the finance involved are not available, although
it is clear that in view of the remote and relatively
inaccessible location of those resources, annual hard currency
outlays from the West would certainly be in the hundreds of
millions of dollars. Such large requirements could involve
some shifting in the allocation of Western financial resources
destined for exploration and exploitation of oil and natural
gas. It is, however, particularly important that there should
be no diversion of funds earmarked for development of areas in
the non~-Communist world which are considered to be "safe' from
an investment and production point of view.

4, To ease the pressure on Soviet investment resources,
the East European countries (excluding Romania) have been
induced to allocate some of their own scarce investment resources
to the development of Soviet o0il and gas production and delivery
facilities. Largely for political reasons, the USSR has _
chosen to be the main supplier of oil and gas to the COMECON
countries (excluding Romania). There is moreover an economic
factor which obliges these countries to procure oil and gas
from the USSR, i.e. the foreign exchange shortage prevalent in
Eastern Europe. Although in the Seventies East Buropezn
countries will be buying a certain amount of Middle East and
North African o0il, the USSR will continue +to be the main
supplier. In this connection, .the Friendship Pipeline is
being expanded to take 50 million tons per annum.

5. As far as the West is concerned, there is a short-
medium term problem linked to the rapidly changing pattern of
relayions between the oil producing LDCs and the traditional
forelgp companies exploiting their o0il resources. Therefore,
#here 1s sound justification for the West to try to diversify
%ts energy sources and to reduce its dependence on imports by
ceveloping its own potential resources %e.g. North Sea, Alaska).

6. On purely economic grounds, certain Western countries
apd Japan might find it to their advantage to procure additional
oil and gas from the USSR. According to current information
regarding Soviet output target figures, the volume of o0il which
the Soviet Union could export to the non-Communist countries

(1) USSR annual investment in the oil and gas industries amounts
to over 3 milliard roubles. See also Annex.
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starting in the period 1975-1980 has been assessed at some

75 million tons annually. The USSR appears currently in a
Position to offer annually 30 to 50 million tons of Tyumen oil
to Japan, for delivery possibly as early as 1975. However,

if the Soviet Union intends to develop on a much larger scale
its sales to Japan, Western Europe, and perhaps to the United
States, increased exploitation of its reserves over the nex
decade will have tc be undertaken at a much faster rate than
is currently planned with substantial Western financial and
technical assistance. '

7. In the natural gas sector, agreements already
concluded indicate that by 1976 the Soviet Union. would- be
supplying an estimated 16 billion cubic metres to Austria, the
Federal Republic of Germany, Finland, France and Italy. Sweden,
Denmark and Japan are potential buyers of Soviet gas, and the
United States has already examined the feasibility of large-
scale natural gas imports from the Soviet Union in the medium
term. Such projects would also entail substantial Western
co-operation.

8. In conclusion, it is likely that in view of
anticipated long-term price upturns in the world market,
together with the development of Soviet reserves, ‘exports of
0il and natural gas will constitute a prime mover in the
expansion of East/West trade(1). As already mentioned, this
development can only be realised‘rapidly with the aid of large
inputs of Western finance and technology. In <this connection
concerted action by Vestern countries might prove more
successful than bilateral negotiations.

I3. PROPOSAL _
9. At a CSCE, the Vest might test the extent of Soviet

willingness to become a large oil and natural gas exporter to
Western markets by exploring, on the one hand, the degree of

“ Soviet interest in procuring svecialised equipment and - - .

technology from the West, and, on the other hand, the extent
to which the Soviets might seek Vestern financial co-operation
in expanding these two sources of energy.

A. Advantages for the West

10. Increased imports of Soviet 0il and gas would
diminish excessive Western dependence on the Middle
East and North Africa for these products. Even if the new
source were equally inclined to exploit the situation

(1) According to a United States study of prospects for East/
West trade in the 1970s (AC/127-WP/390 - Annex V), even
if the volume of Soviet oil exports to the West increases
at a slower rate than in the 1960s, the value of o0il and
gas sales to the industrial West may represent as much as
25% of Soviet exports to that area in 1930.
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commercially or politically there could still be more security
in dealing with two suppliers whose interests diverge somewhat,

than with a single supplier.

" B. Disadvantages for the West

11. From a political point of view, it is impossible to
state with any certainty that an extension of Vestern resource
commitments to the USSR o0il and gas industry would be any less
hazardous than expanded investments in the Middle East.

12. The degree of dependence on the Soviet Union which
might result from this development would clearly be a matter
of political concern, irrespective of -the commercial advantages
or disadvantages.

(a) Judzging by present trends there is little prospect
of undue dependence for %est European countries as
a whole. For instance, should Soviet exports of
0il to these countries rise to 75 million tons by
1975/198C this would still represent only about &%
of likely requir=ments by OECD Burope at the end of
this decade, though it should be remembered that the
denendence of particular countries might be
considerably greater.

(b) If on the other hand there was a big expansion of
Soviet oil capacity on the basis of Western
co-operation, this overall dependence could well
double. It would be for the political experts to .
judge whether such a development is desirable(1).

(c) As regards natural gas, Western Europe, which has
substantial reserves, would not depend unduly on any
outside supplier. For certain regions, however, which
would in fact be dependent on Soviet gas, .the problem
of substitution in case of need would have to be
considerec.,

IIT. RECOMMENDATION

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

(1) It has been suggested that for security reésons NATO countries
as a whole should not import from Eastern countries more than

10% of their oil and natural gas consumption. In this

.connection it may be recalled that the Council on 4th April,
196%,(C~R(62)14) recommended to the NATO meisber countries "on
their own responsibility, to exercise caution and restraint in
determining the level of their imports of Soviet bloc o0il, the

. general aim being to keep the future total exports of Soviet
0il to the Alliance well below the level which they threaten

to reach in order not to exceed the limits compatible with
the secuplty of the Alliance¥.
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IV, TALXING POINTS

14,

If the proposal were adopted it would be useful to

consider the following points:

(a)

(b)

(c)

the USSR could be asked to give more information

about the state of the reserves likely to be exploited
and about its plans. If Western participation were

to be invited, ¥Western experts should have proper
opportunity to examine the terrain and discuss with
their Soviet counterparts the various technical
problems involved;

the USSR could also be asked about the guarantees it
intends to give regarding:

~ the deliveries over a specified period of agreed
quantities of 0il and natural gas;

~ the price structure for these exports:
~ the reimbursement of loans;

- in the case of Jjoint ventures, the rights of the
WVestern partners, in particular the right to o
participate in the management and to take advantage
of the normal returns on the outlays;

the Soviets could be reminded that a salient factor
in the successful implementation of plans toc develon
their o0il and gas resources, remains a general

agreement on the basic principles of industrial and

financial co-~operation.

NATO CONFIDENTTATL

..'.25“. :



PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

DECLASSI FI ED/ DECLASSI FI EE -

NATO CONFIDENTTATL

C-M(72)68 I
ANNEX

STLTISTICATL, DATA

A, SOVIET RESERVES
(i) According to the 0il and Gas Journal, at the end
of 1970 these were equal to:
natural gas: 12,452 milliard cubic metres
(just under 30% of world reserves)
crude oil: about 11.4 milliard tons
(13.5% of world reserves)
(ii) According to official United States data:
proved reserves of natural gas: a minimum of
2,500 milliard cubic metres
proved reserves of crude oil: 3.5 milliard tons
B. WORLD, UNITED STATES AND USSR PRODUCTION OF OII, AND
WATORAY, GAS
. ; 1975 190
(in mill%%% 1960 1970 1971 forecast | nossible
metric tons)
World 1,054 | 2,334 {2,467 3,200% L, LOO*
USA 343 534 532 555 590
USSR 148 353 372 496 600/625
MATURAL GAS5
williard m”)
Estimated world 465 {1,050 n.a. n.a. n.a.
USA 362 618 637 560 QL
USSR 45 200 212 520 6207
% International Staff estimate.

**  Target mentioned by Mr. Chachine, Minister of Petroleunm
Industry, but unlikely to be reached without considerable
Western inputs of equipment. :

- Sourceg: Comité Professionnel du Pétrole, France

UN Statistical Yearbooks

Pravda 25.11.71 and other Soviet sources

UN Monthly Bulletin of Statistics (May 1972)
US Energy Outlook (1271-19385)

C-M{(71)5
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ANNEX :

ESTIMATED PETROLEUM AND NATURAL GAS REQUIREMENTS IN 1980

Petroleum

Western Europe 1,250 million tons
USA 1,135 million tons
USSR 460 million tons
Japan 450 million tons

Natural Gas

Western Europe :
USA#* 616 milliard cubic metres

USSR* 590 milliard cubic metres
Japan 10/20 milliard cubic
metres

300 milliard cubic metres

#3t

Including a small amount of LPG and synthetic
P/L gas. Potential demand, assuming no gas
supply limitation or changes in present energy
price structures, has been put at 983 milliard
cubic metres in 1980.

Assuming Mr. Chachine's (Minister of Petroleum
Industry) objective is reached, which is very
unlikely.

Source: International Staff estimates and

SVELOP _SOVIET SAL

US Energy Outlook (1971-1985)

TND OTL 70 JADAN

(1)

(11)

Plan to sell 30-50 million tons a yedr of Tyumen crude
0il to Japan. This country is expected to contribute
between $1,000 and $1,500 million to finance equipment
(including pipes) and technical costs towards the
project.

Deliveries of natural gas to the United States. The
cost of laying pipelines to Baltic Sea or, possible,
Black Sea terminals, of gas liquefaction plants, of
equipment and other facilities has been estimated at
$7,000 million according to American sources.

Estimated international o0il industry's capital reguirements
the decade 1970-1079 inclusive range irom & low

in

285,000 million to a high $500,000 million and above.
According to expert opinion requirements might fall between
$400,000 and $430,000 million, but could be higher if world
inflation continues at current rates.
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1. PROBLEM

1. The copyright issue falls into the intermediate
area of important but hardly critical topics for possible
discussion at a CSCE. The continued unwillingness of the
Soviet Union to Lfotect foreign authors and compensate then
in a convertible currency -is a source of consicerable.
irritation to Western writers, scientists and academicians.
This fact alone is a minor irritant in East-West relations,
and a resolution of the problem, through whatever channels,
including a C3CE, would be useful. . In addftion, this topic
has obvious implications for the free flow of commerce and
ideas. Flnq?ly the failure of the Soviet Union to adhere to
one of the major copyright conventions or work out other
bilateral or multl ateral agreements is one of a series of
examples of the continuing failure of the Soviet Union to abide
by generally accepted standards of international behaviour.

2. GDR I'roblem: Another aspect of this p*ob’em is the
question of the GuR and the international copyright conventions.

The GDR has signed the Berne Convention, but Western countries
refuse to recognize its acdherence, and therefore East German
claims to adherence to the Berne Convention have no legal
effect in the Vest. If the question of GDR participation in
the Berne Convention will no longer be an issue by the time

of the convening of the CSCE itself, there should be no
problem in raising the copyright issue since-the GDR has
already taken such steps as it can to adhere to one of the
copyright conventions.

3. Howrever, if the GDR participation nroblem has not =
been resolved,; nressing the copyright issue in a CSCE context
could run contrary to the Allies' desire to defer enhancement -
of the international status of the GDR. Although it would
talte an affirmative act on the part of Western countries to

(1) There is a German reservation against the presentation of
this problem at a CSCE by the West in order to avoid
discussions on the international position of the GDR
(see paragraph 2) before the intra German relations have
been satisfacterily set*Ted

NATO CONFIDENTTATL
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give GDR acdherence to the Berne Convention any legal character
in the West, it might prove embarrassing for the West to press
for a formulation which in effect calls on the Spviet Union

to become a party to a copyright convention by ahother party
to a CSCE. 1In that event, it would be preferable fo have the
copyright item dronped. ' V

A, The Problem of Paying Royalties and Fees in
Convertible Currency ;

L, As noted above, the Soviet Union and to a lesser
extent some of thé other Varsaw Pact states, whén they do
provide compensation to foreign authors and publishers, often
pay in inconvertible currencies. A solution of the copyrizht
issue would almost entirely eliminate this problem; since
authors and publishers under both UCC and Berne have the
right to withhold authorization to publish unless it is
agreed in advance that they will be paid in convertible
currency. / '

!

5. For these reasons, a declaration which expredses the

intent of all parties to a CSCE to pay foreign authors,
scientists, artists and lecturers in convertible currehcies
such as the language contained in paragraph 48 of C-M(71)59 is
at best an item of marginal interest. and little harnm would be
done it if were drovped from the discussion. On the other hand,
mention of the need for payment in convertible currencies would
serve to emphasize the misbehaviour of the Soviet Union in “he
past, and would serve o eliminate any ambiguities zabout the
need in all cases for payment of royalties and fees in
convertible currencies.

B. Background Data

6. Nearly all European nations, and most other countries,
are parties to the Berne Convention of 1886 (as revised) or the
Universal Copyright Convention (UCC) of 1952 (as revised) or
both. The United States is a party only to the UCC. All other

NATO Allies are parties to both conventions.with.the exception = .

of Turkey, which is party only to Berne. The European neutral
and non-aligned states are all parties to both conventions.
Czechoslovakia and Hungary are parties to both, while Poland,
Romania and Pulgaria are parties only to Berne. The Soviet
Union and Albania are the only states in Europe which have
refused to adhere to either of the conventions.

- 7. The failure of the Soviet Union to adhere to either
of the conventions or otherwise protect foreign authors is
increasingly becoming a sore point for Western artists,
scientists, publishers and authors. The Soviet Union regularly
"pirates® a large quantity of materials, especially scientific
and technical works, without authorization and without providing
Just compensation. As a consequence of the lack of copyright
relations, Soviet works are similarly unprotected in the West.

NATO CONFIDENTIAL
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On a few occasions, the Soviets have entered into licensing
agreements with Western firms whose works they wish to publish,
such as Doublecday and Company, in the US, and MacDonald and
Company, in the UX, and through these arrangements have paid
individual authors a rovalty. However, these royalties are
unusually small by international standards, and are alomst
invariably made in inconvertible rubles.

’ 8. Various Allies have made representations requesting that
“the Soviet Union adhere to a copyright agreement. The Soviets
fear that becoming party to one of the conventions will result
in substantial net outflows Ifor royalty payments. However, the
Allies could point out that the Soviet Union has a large and
growing cquantity of scientific and technical material, and to a
lesser exteant literary and artistic works which are being
reprvduced in the est without compensation to the Soviet Union
(the works of Soviet novelists alone would bring in handsome
royalties). It could also be mentioned that Soviet failure to
abide by international standards and to uvphold copyright
protection for foreign authors is undermining the image of the
Soviet Union in the Vest, especially in the scientific community.

9. Because of the growing sovhistication of their
inventions, and in part in response to intermational pressure,
the Soviets agreed in 1865 to adhere to the “Paris Union®
Industrial Property Convention (on patents and trademarks) but
to date they have shown no indication of a willingness Tto change
their position on copyrights.

IT. PROPOSAL

10, An unambiguously worded formulation, expressing the
intent of all parties to become party to one of the two major
international copyright conventions, should be included in an
agreed CSCE tex

1. It is essential, no matter what formulation is agreed
upon, that it express the intent of all parties to a CSCE to
become parties to either UCC or Berne without necessarily
requiring adherence to both. (The US is not in a position to
achere to the Berne Convention at this time.) An “and/or®
formulation, in addition to resolving the problems noted above,
has the additional political and tactical advantage of differentiat-
ing between the Soviets, who are the miscreants on this question,
and the other Eastern European states who, by and large, have et
heir international obligations.

IIT. RECOMMENDATION

12. A1l parties who have not zlready done so should achere
to the Universal Copyright Convention of 1952 (as revised) and/or
the Berne Copyright Convention (as revised).
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Note Noe 5)

DEVELOPMENT OF CO~-OPERATION IN THE TRANSPORT FIELD

I. PROBLEM

1. The Soviet Government has intimated that a CSCE
could contribute to resolving "the question of pre-conditions
for seeking solutions to problems such as... the organization
of inter-continental transport®(l). In this context, the
following aspects could be examined:

(a) in the field of administrative and technical
regulations: A

- the administrative and statutory restrictions,
currently in force in the transport field, which
hinder East/West trade;

- standardisation of technical and safety
regulations;

- standardisaticn of equipment (including containers);
(b) in the field of equipment and Infrastructure:

- establishment of links between existing transport
networks (rail, road, waterway, sea and air); »

- development of transport infrastructure, mainly in
the Soviet Union.

2. The examination of Fast/West land transport problems
as been entrusted to the ECE's "Committee on Inland Transport"
(Geneva). This Committee has made considerable progress during
the last few years in its endeavours to remove the obstacles
hindering transport development. This is shown by the
increasing number of East/West technical agreements. Useful
co-operation concerning sea and alr transport is taking place
in INMCO and ICAO especially as regards questions of security (2).
In other respects the scope for global treatment of these forms
of transport is limited. Commercial shipping is no doubt
best served by the free choice of transport, and air transport
is likely to be developed by means of bilateral agreements.

3. Under the present circumstances, it seems‘unlikely
that the evolutionary dynamism of East/West trade is suffering
because of transport difficulties. Most forms of transport are

(1) Kosygin at the Communist Party Congress, Moscow, April 19?1
(2) IMCO : Intergovernmmental Maritime Consultative Organization
ICAQ : International Civil Aviation Organization
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J already delat with by international organizations. No doubt

improvements could be envisaged and it is desirable that
countries like Sweden, Austria and Switzerland should also be
associated with Western proposals at an early stage.

(a) Rail Transport

4, Several East European countries have already acceded
to the International Conventions on the Transport of Goods
and Passengers (CIM and CIV). By contrast, the Soviet Union
has not yet signed these conventions although it is showing - - -
greater interest; for example, it has sent observers to '
international conferences concerned with a possible revision
of the Conventions. '

5. Agreements in principle have been concluded in a
number of technical areas between the International Union
of Railways (grouping Western raiiway systems) and the
Organization for Railway Co-operation (which includes the
countries of Eastern Europe and the Soviet Union). Some
projects will be implemented before the end of this decade,
including: Co '

a unified system of automatic coupling for
international goods wagonss

standardised bréking systems, automatioa, etc.

6. A separate problem is raised by the possibilities
of Western participation in developing the Soviet Union's
infrastructure (e.g. Kosygin's proposal for the building of
a second Trans-Siberian railway; standardisation of container
transport linking Siberia with Western Europe; Western
participation in the manufacture of containers and the
production of handling equipment) which is not currently
under examination by existing international bodies.

(v) Road Transport

7.  Various East/West bilateral agreements have been
signed, regulating freight transport by road which still
operateés, however, on a quota basis. Turkey has signed various
agreements with Hungary, Bulgaria and Romania covering the
movenent by road of passengers and freight, and these arrange-
ments have proved highly satisfactory. In 1971, the Netherlands
signed a freight and passenger agreement with the Soviet
Union. Finally, the USSR has signed agreements on international
rpad transport, covering freight and passenger transport,
with Denmark, Austria, Sweden and more recently the
Netherlands.

NATO CONFIDENTTIAL
-30=




DECLASSI FI EDY DECLASSI FI EE -

PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

NATO CONFIDENTTIAL

8. ' As regards passenger transport, the operation of
non-scheduled bus. services is regulated by the International
Geneva Agreement (1949) which allows non-stop Jjourneys, but
neither the acceptance of passengers en route nor the return
trip by the empty vehicles. These international provisions,
recognised by the East European countries, have been
supplemented by bilateral agreements, but once again, as in
the case of freight transport, the USSR and the GDR are the
most hesitant. 1In addition, a start has been made on a
Eurcpean network of regular bus routes; several East European
countries are participating, but the USSR has hitherto been
reluctant to co-operate in extending it. The establishment
of a scheduled London-Moscow service has been under discussion
for more than two years without any concrete results so far.

9. Currently, a large number of partiasl and/or bilateral
agreements are being concluded on such subjects as road
safety, highway codes, road simns;y -and regulation of technical
requirements (e.g. vehicle weight and size). But the lack
of standardisation reduces the effectiveness of any solutions
adopted. ‘ ‘

_ 10. As regards infrastructure, transport could certainly
be facilitated by improved raad and motorway network links
between the two parts of Europe. This presupposes an East/West
exchange of information on development planning of the road
networks which have been worked out in both parts of Europe.

(c) Waterway Transport

11. The establishment of links between the large
European river networks, particularly the Rhine and Danube,
deserves study. The East European countries are very interested
in inlend water navigation and such link-ups could facilitate
the transport of heavy freight between certain countries in
Europe and Asia., However, the problems involved here are so
complex that any solutions could have only a very remote effect
on the volume of trade.

(d) Sea Transport

12. Several Western countries (Belgium,Luxembourg,
France, Netherlands and UK) have signed navigation treaties
with the Soviet Union. Negotiations on such treaties are
going on at various stages between the Soviet Union and a
number of other Western countries (Canada, Denmark, Italy,
Norway and the United States). The Eastern European countries,
especially Poland and the Soviet Union, have shown a growing
interest in participation in liner conferences. Previously
the Soviet Union opposed the liner conference system using,
as at the UNCTAD Committee of Shipping, the argument that it
was a device to exploit the developing countries. However,
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with the rapid development of its own merchant fleet, the USSR

is apparently becoming more aware of the problems of profitability.
For example, at the beginning of 1969 the Baltic Shipping
Corporation of Leningrad entered the liner conferences covering
the trades between VWestern Europe and Australia. .

13. Inside the UNCTAD Committee of Shipping the Bastern
European group has during the last years often voiced views
close to those of the Western group. In actual voting the
Eastern Furopean group has, however, almost invariably chosen
to support the developing countries. In the discussion of
technical shipping matters inside IMCO the Eastern European
countries have played a constructive role.

(e) Air Transport

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

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

(f) Linking of other transport networks

16. The feasibility of linking up East/West oil and gas
Pipeline networks could only be examined on the assumption
that Western countries become involved on a large scale in the
development of the Soviet Union's oil and natural gas
resources(l). Moreover, the evolution of the USSR's domestic
network does not have any bearing on intra-European transport
ﬁo—%r%ingtion, but is one aspect of the development of East/

est trade.

(1) Note No. 2
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17. The linking up of electricity networks is also a
matter to be dealt with in the framework oi general economic
co-operation(l). ' : ;

II, PROPOSALS

. 13. Before agreeing to give further oonsideration to
ambitious, long-term projects for linking up existing transport
networks and to the scope for Western participation in the
development of transport infrastructure(2) - two questions which
would first require more detailed information from the East
European countries - the VWestern nations should give priority

to seeking ways of removing the present . obstacles, for which

the East European countries are essentially responsible, to the
development of passenger(3) and freight transport.

19. East European countries could therefore be invited to
state their intentions with regard to the adoption of measures:

(i) to accede, if they have not already done so, to the
various international conventions goverming road, rail,
sea and air transports;

(ii) to modify their administrative practices which at
present hinder the development of transport:
increased road freight transport quotas, freedom of
transit;, return journey loading, regulations .
governing privately operated transport, procedures
for granting authorisations, creation of regular bus
services linking the various European capitals;

(iii) +to standardise the administrative and technical
regulations governing:

(a) road safety (signals, highway code, vehicle
weight, size and technical requirements);

(p) ‘railway safety (braking system, automation
_ signals, length and safety of gdddS'trains§;

(¢) air traffic safety.

(iv) to eliminate or to reduce impediments to the
development of passenger transport (less rigid enforcement
of compulsory routes; better services in repair shops,
in the distribution of fuel, etc.). :

(l; Note No. 3

This could be included under the heading of industrial
co-operation (see Note No. 1).
(3) This measure does not consider the wider political aspects
of the freer movement of persons.
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A Advantages for the West

(1) Freedom of movement for goods and persons is generally
regarded as one of the conditions for the normal-
igation of East/West relations. Progress in this
direction is beneficial to the extent that it proemotes
the development of trade and tourism. .

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

!

B. Disadvantages for the West \

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

"ITI. RECOMMENDATION

The proposals set out in paragraph 19 could be
submitted to a CSCE either on the initiative of the Westerm
nations, or in response to a proposal from the Bast 1*‘mr'o\pean
countries on Tonger—term projects. ‘

Iv. TALKIKG POINTS

(a) 1If sufficiently practical proposals were made by the
East European countries on these various issues, a v
more detailed examination of these technical questicns
could, depending on the case, be entrusted to:

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

- the Intergovernmental Maritime Consultative
Organization (IMCO) and other international
naritime organizations;

-~ the International Civil Aviation Organization T
(ICAO); and to their appropriate technical
committees.

(b) The liberalization of transport will contribute to a
better use of transport services on a European, and
even wider, scale, not only in technical, but also in
econonic terms. One result will be to clarify the
problem of inter-transport competitiveness.
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(d)
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The West might prefer not to commit itself on
projects dealing with infrastructure and the linking
of transport networks, before these have been
specified and examined in greater depth.

If these proposals are taken up by the East European
countries at a CSCE, Allied Governments could refer
then for study to their national research bodies,
the ECE(Geneva) and its specialised auxiliary
agencies, or to other appropriate bhodies,
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IMPROVEMENT OF BUSINESS COMTACTS IN EASTERN COUNTRIES

I, ROBLEM

1. State trading, central planning and the closed
character of the Bastern societies create obstacles to an
expansion of the sales of Western goods on Eastern markets.

It would, however, appear possible, within the existing system
in the East, to alleviate some of these difficulties, Among
the practical problems are:

A. Access to Cormunist countries for representatives -
of Western firus ‘ E

2. The practice of the Communist countries as- regards
granting visas to Western businessmen for temporary visits with
the specific purpose of arranging commercial transactions seems
fairly liberal. Nevertheless, there have been complaints about
slowness or difficulties in particular cases where no specific
prior invitation from the potential Eastern buyer was at hand(1).

3. The possibilities for foreign companies of setting up
pernanent sales offices in Communist countries are severely
restricted or non-existent. This is so in Bulgaria,
Czechoslovakia and probably in Hungary too(2), 1In the GDR it
is in principle -possible to obtain authorisation to set up a

__..sales office, but the criteria for granting such authorisation

have not been published. Polish officials have indicated that
they will readily consider applications for technical
representation but applications for sales offices are apparently
subject to stricter criteria. The Romanian Government, in a
decree issued in January 1971, authorised foreign commercial

(1) For instance, as regards visits of United States businessmen
to Poland (United States reply to an ECE questionnaire. ECE
docunent Trade/249, Addendun 1), Unlike most other Eastern
states, Romania requires alien firms to obtain authorisation
from the Ministry of Foreign Trade as a prerequisite to
negotiation. However, in practice the willingness of a
local entity to pursue contacts seems to be regarded as
evidence of the Government'!s implicit approval. It may be
noted that some trade agreements such as the one between
Canada and the Soviet Union contain provisions to the
effect that the competent authorities of the two Governments
will facilitate visits for business purposes between the two
countries. - . .

(2) In any case, no foreign firm had been allowed to establish
an agency or market research office in Hungary as of
1st Septenmber, 1970.
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firms to establish offices in Romania. However, as of

1st January, 1972 this legislation was still untested. In all

these countries state agencies undertake the commercial

representation of foreign firms on a comnission basis. In the

USSR this last possibility does not exist, but foreign firms

are permitted to register an agent with the Ministry of Foreign

Trade. Authorisation to do so has, however, only been granted

to some 35 firms. The authorities have refused to reveal what

criteria they follow in deciding whether or not a Fira should

be allowed to set up an office in Moscow. When pressed, they

have mentioned trade turnover figures ranging from $10 nillion

to $50 million. A nunber of factors, not all of them cconomic ]
or related to trade, secem to influence the decision o allow "
or refuse a foreign firm accreditation.

4, In practice, even where it is legally possible to set
up offices, Western firms have found it difficult to obtain
suitable office space under the prevailing conditions 6f extrene
shortage, and to hire suitably qualified local staff. Advertising
for staff is not authorised, and state agencies do not always
provide personnel of the required calibre. Difficulties of this
kind, and the high cost of maintaining representatives in Bast
European countries, have discouraged many Western firms, which
prefer to rely on frequent visits by Western-based employees.
Nevertheless, a number of firms continue to be desirous of
opening offices in the Bast. ‘ -

5. At the November 1971 session of the Committee on the
Development of Trade of the United Nations Economic Comaission
for Europe, many delegations considered that the proposal for
an examination of the possibility of guidelines on business
representation merited further study(l).

B. Access to end-users

6. Traditionally, Communist countries carry out trade
through specialised export/import corporations which act in
accordance with the Foreign Trade Plan. This is still largely
the case in the USSR, whereas in Bast European countries a
varying number of larger enterprises have been authorised to -
corduct their purchases and sales abroad themselves. It is -
generally considered that the possibilities of trade would be ’
enhanced if Western businessmen had better access to the people
who actually use their products. -

(1) ECE document Trade/ll4, paragraph 19
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7 Western traders meet considerable difficulties in
obtaining access to end-users, but these vary from country to
country and from case to case. They are particularly great in
the USSR(1).

C. Chambers of Commerce

8. A1l of the Communist countriles have a national
chamber of intermational commerce. In addition, joint chambers
of commerce have been created.

9. The establishment of more Joint chambers of commerce

“with offices with mixed staffs-in:Eastern countries might

augment the possibilities of Western businessmen obtaining
relevant information and contacts in the East.

D. Commercial & utachés consular relations, activities
Of trade m.ssions and trade fairs

10. An increase in the number of Western commercial
attachés in the Eastern countries and expanded consuler
services might be conducive to more trade. This is, however,

a matter which could be better dealt with in a vilateral rather
than a multilateral context,

11. The exchange of trade missions and Western participa-
tion in trade fairs in the Comnunist countrles(O) hao played
a considerable r8le in Bast/West trade and is likely <o
continue to do =0, There does not seem to be any pe rtlcular
problem in comnection with these aspects of Last/ues» trade,

(1) In that counbry, access is described as "virtually an
inpossibility" in the United Kingdom reply to an uCH
questionnaire (ECE document Trade/249). In the United
States reply Poland is, hesides the USSR, ginblem out as a
country where central authorities often refuue ou51aessmen
access to end-users. In the negotiations on their
accession to GATT, the Hungarians declared that contacts
between traders fronm nor—Communlst countries anc Mingarian
end-users were restricted by no regulation, vut that the
end-user was allowed to pursue only "the activities that
belong to their sphere of operation, consequently they may
pursue foreign trode activity only if they are eu“qorlsed
to do sot,

(2) Regular international fairs are held in all the Tast
European countries (Leipzig, GDR; Brno, Czechoslovakiaj
Budapest, Hungary; Poznan, Poland; Plovdiv, Bulgariag
Bucha rest Romania). Morsover, several cowntries and in
particular the USSR organize specialised exhibitions from
tine to time,

NATO CONFIDTENTTAL

5"338“’

P




PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

DECLASSI FI ED/ DECLASSI FI EE -

—

NATO CONFIDENTTIATL

M 6 ' 3G

II. PROPOSAL
12. The West might seek to obtain:

(i) acknowledgement of the need to improve conditions
for establishing a business and to grant more
extensive facilities to Western businessmen in
Communist countries, e.g. the right of Jestern
firms to open offices and to have contacts with
the producers and the end-users in the IZast; the
creation of Jjoint chambers of commerce having in
each of the two countries concerned oiZices with
a staff drawn from the two countries concerned;

(1ii) that any declaration on East/West economic
co—~operation that might be issued by the
Conference includes a reference to the matters
in (i) above;

(1ii) that the participating governments decide to
seek agreement, in the framework of the =ZCE, on
guidelines on business representation.

A. Advantages for the West

13. The closer contacts between Western firms ard those
responsible for pfepgring foreign trade plans in the Iastern
countries, as well as the end-users, might lead to an
improvenent in the flow of information on market requirements
and trading opportunities. Such contacts may also increase

- the possibilities of influencing the final foreign tirade plans

by calling the attention of the Eastern authorities to the
advantages of specific products at the time the plan is being
worked out. Possible results, however, should not be over-
estimated. The level of trade with non-Communist countries is
determined by planners, taking into account foreign currency
availabilities and political considerations.,

B. Disadvantages for the West

14, 1In accepting an undertzking in this field, Communist
countries might be inclined to ask for further concessions in
the same area, In view of the fact that FEastern commercial
enterprises already have so much greater representation and
vastly more liberal atcess to Western markets than their
counterparts have in Fastern Europe, this is a case where
asymmetrical concessions night be appropriate. Westerr: countries
may not wish to cccept any Increase in the existing disparity
to their own detriment, and some Western countries aore
apprehensive about a commitment which could compel then to
accept creation or expansion of organizations controlled by
Eastern states in thggr countries.

NATQ CONFIDENTTAL
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III. RECOMMENDATION

15. That the proposal in Item II above be adopted subject
to the concerns expressed in paragraph 14.

IV. TALKING POINTS

16. The following points might be brought up in discussions
with the East:

(i) 1In the USSR and perhaps in the East Turopean
countries Western firms which have tried to
establish sales agencies have met with
difficulties., In this respect, COMICON countries
enjoy far greater freedom of activity in the West.
Therefore, it is not felt that strict reciprocity
is called for in this area, given the zolready
great disparity noted above, Indeed, soxe
Western countries may not be prepared to grant
further facilities of this kind.

(ii) Better facilities for Western firms cre also in
the interest of Communist countries, because they
would enable Western countries to provide better
service for Communist clients, such as
naintenance, training programmes, steady supply
of spare parts, etc.

(iii) Direct contact between the seller and the end-user
has advantages for both parties. The screen
represented by the Communist countries! export/
import firwms makes it difficult for Western firms
to ascertain and meet in full the needs of those
who will use their products. For their part, the
Eastern end-users have only an incomplete
knowledge of the variety of Westernm goods and
services which the foreign exporters are able to
provide, but it must be recognised that such
improvenent of end-user knowledge may not be seen
as in the interests of state planning.

(iv) The extensive control system in Communist
countries nakes it possible for them to accept
principles or legal ecngagenents and yet make sure
that they have no practical consequences; the
right to permanent presence in a country is, for
instance, of linmited interest unless the state
authorities make available the necessary office
space. Therefore, Western countries st make
sure that the Eastern countries take 2ll the
neasures necessary to ensure that their commitments
will in practice be carried out and do not remein
a dead letter,
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IMPROVEMENTS TN AVATLABLE TIE PMATTON ON TRADE
~ OPPORTL

TUS TS WInh oo Ll BURLES

o Western efforts to substantiate both trade and
industrial co-operation are considerzble hindered by the
serious practical gaps in information available to Western
businessmen dealing with Eastern Europe.

A, Available Western Trade Sources

2. The paucity of quantified macro-economic data on
trade possibilities with the Bast can best be assessed if a
brief comparison is made with information sources available
to Vestern exporters operating outside the Soviet bloc. Such
sources include international organizations which provide,
through reports and other publications, comprehensive
statistical and non-statistical data on cyport markets,
marketing information services, trade promotion, planning
priorities, product specifications. long-term trends and
international trading practices. Similar servicess are
provided by national Chambers of Commerce located in the
foreign countries and which also give advice on co-prodéuction
facilities, planning, local labour problems, establishment of
inter-company contacts, etc; foreign Tracde Ministries;
commercial attachés; general and specialist press reports;
economic/commercial newsletters, all carrying reports on new
trade developments overseas, trade regulaticns, analyses of
market situations, company reports, etc., and finally
companies themselves, most of which issue, at least, semi-

-annual or annual reports on output targets, raw material needs,

import <trends.

B. Available Western Sources on Eastern Markets

3. Trade statistical data are readily available from
national governments. In addition, publications of
international organizations contain special studies of trade
patterns in Eastern Europe (e.g. Trade of the Eastern Trading
Area in 1968). There are also business jéurnals and newspapers
including, for example, Enterprise (France), Financial Times
(UK), Handelsblatt (FRG) among others which cover updated
economic developments in Eastern Europe, 'including frequently
practical on-the-spot reports in the Eastern countries by
visiting businessment. Economic bullet/ins and specialised
commercial publications should also be/stressed. These tend

- to be concerned more with trends in marketing practices and

techniques for Eastern Burope and trade regulations.
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4, The practical drawbacks of the above mentioned sources

are that they seldom differentiate between the trading \ \
practices that might be found in one Eastern European country,
but not in another, they are not updated with sufficient ‘

frequency to take account of the latest changes in trade ' \

regulations and are often too general to be of any real interest
to a Western exporter, who requires very detailed country and
sector orientated data. Market research on the Easternm countries
is largely academic, and only seldom based on field research.

C. Available Communist Sources of Trade Informatiqﬂ

5. There are five main categories of data on which the
Western exporter should inform himself. These are:

(a) Product specification;

(b) Production and consumption targets;
(c) Production plans;

(d) Inter-COMECON trade;

(e) Plammers! priorities.

The ease with which the data for each category can be obtained
from first hand Communist sources, and the degree of accuracy

and detail, vary considerably from country to country, a factor
which tends to cause undue delay in negotiations and contrac-
tualisation. Like VWestern sources on Eastern trade possibilities,
the gaps here relate to enterprise-based data, information on

the end-user, changes in market conditions, etc.

6. (a) Statistical Sources: All COMECON members publish
foreign trade statistics which vary greatly in
corpleteness and detail. Only the USSR and Poland
include both value and quantity data; -+the export/
import statistics of the other members are given
either in value or quantitative terms. Sometimes,
a country will use both for the same type of goods,
giving the imports of certain items in value and

- - of others in quantitative termsj ~ -

(b) Another important source of official statistics,
is the economic, 'industrial and Party press, which
frequently carries reports on'the given country!s
progress under its current Five-Year Plan, its
annual plan and its - foreign trade plan - the
three basic components shaping the foreign trade
plan of each-East European country. It is by no
means rare for an East European journal to
publish a short item on the gnticipated failure
to meet a planned target dug to a shortage of a
certain material or unavailability of equipuent:
this may be taken as a good indication that the
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unavailable goods may be imported. The Party
press is the best source for statistics
containing anrual plan performance, while the
perlodlcals devoted to individual industries
are most likely to give statistics on import
needs and current production trendsﬂ

Non-~-Statistical Data: Standard conpllations of
foreign trade data are issued by thé Chamber of
Commerce on Foreign Trade in each Eastern
country.

General Economic and Commercial Press; All
COIECON members issue a Weekly economic newspaper,
a monthly review of foreign trade, and at least
one commercial Journal, presenting and reporting
on international trade developmeﬁts, trade and
currency regulations. This category is the most
fruitful for data on the areas given in
paragraph 5. Unfortunately, such journals and
press organs once again fail to¢ provide sufficient
detail to enable the exporter to ascertain
current and upcoming import requirements.

{

Industrial and Technical Press: This category
is the main source of speciiic data on the
production plans and import needs of each COMECON
member, as well as their consumption targets and
planning priorities. However, a key elenent
lacking here is the absence of information on the
import requirements of specific industries as
such, and, of course, of specific end-users.
There are thousands of such Journals published
throughout the COMECON complex which makes it
almost impossible for the Western exporter to
know which one(s) he should monitor. Another
disadvantage of this category is the fact that
they appear normally only in the national -
language with no Western language »LJmaries,

and that they are edited basically Ior the
Technlcally trained reader.

Specialised Commercial Publications for Domestic
istribution: These tend to eppear irregularly /
and frequently are issued in congunctlon with a
glven country's trade fair. Their prime function
is to publicise the products of foreign exporteps,
who are trying to enter the market, and are,
therefore, slanted towards Foreign Trade
Organization officials, enterprise managers and
buyers from national distribution organizations.
Unfortunately, this category also appears in the
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national language, which makes it relatively
non-functional for the Western exporter.
Moreover, it covers new commercial opportunities
in the Eastern markets in a very generalised
manner.

(e) One recent disturbing development in the COMECON
bloc is the announcement by the Czechoslovak
Government (reported 3rd March, 1972) that the
divulging of economic data, including both
Federal and national plans, budgets, import and
export plans and information on raw materials is
now considered a violation of the law on "State
secrets”. A similar injunction by the Romanian
authorities was issued on 15th February, 1972.
Hopefully these moves do not imply a rigidification
of attitude by COMECON in the trade information
sector, Certainly, they do not reflect the kind
of flexibility needed in this area, if East/West
trade is to develop.

II. PROPOSAL

8.

The VWest might attempt to obtain supplementary

information on the medium and long term plans, in particu}ar, as
regards the import and export plans of the Eastern countries,
and notably on the import priorities.

9.

In addition, the following areas could be brought up

as reflecting the main information gaps:

Factual Information

(1)

(11)

(iii)

(iv)

Presentation by the Eastern countries on a more
regular basis of more detailed and coherent statistics;

More detailed documentation on changes in market
conditions and available marketing chamnels through
fact sheets issued by the end-users themselves;

Attempts to simplify divergencies in East/West
systems of foreign trade classifications;

Far greater detail in sectorial breakdown on plan
targets, balance of payments statistics, export
price categories, bilateral clearing arrangements,
licénsing procedures and quantitative restrictions.

Organizatien and Procedures

(1)

More information on the functions of foreign trade
organizations, procedures and operational guidelines,
product responsibility;
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(ii) 1In order to have improved technical information and
suitable feasibility discussions in the preparatory
stage, and in terms of co-ordination during
negotiations and after-sales service, direct
negotiations/discussions between Western exporters
and end-users on specific contracts should be
authorized. '

A, Advantages for the West

10. The greatest problem of the Western exporter is his
difficulty in obtaining up-to-date and compireherisive trade and
market data on the COMECON complex, particularly on the USSR -
the largest COMECON exporter and importer to the West. Such
proposals could lead to improved conditions for the Western

- exporter to the Eastern market, especially in terms of

clarifying administrative procedures and accelerating negotiations.
Moreover, implementation of such proposals, i.e. COMECON
acceptance,could indicate a more flexible attitude to East/West
trade. (1)

B. Disadvantages for the West

11, No great foresseable drawback for the West, unless
Moscow uses acceptance of the principle of greater access to
COMECON trade in order to obtain concessions in areas outside
the information sector,

I1II. RECOMMENDATION

From a tactical point of view, the West should
present a list of all the categories of information which are
nissing. However, in the course of the negotiations, it might
concentrate on those sectors to which it attaches prime
importance., This order of priorities is indicated by the
listing in paragraphs 8 and 9.

(1) For a list of publications available from Eastern
countries on trade opportunities and trade statistics,
see Appendices I, II and III to AC/127-WP/302, dated
23rd May, 1972.
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(Note No, 12)

PRACTICAL MEASURES TO TMPROVE

0 A\ 3

I.  PROBLEM

1. It is becoming increasingly recognized. that the lack =
of harmonised international standards, a system for international
acceptance of national quality assurance standards and inadequate
Bastern narketing techniques can be a serious obstacle to trade,
especially as regards goods from COMECON countries. The salient
problems would appear to centre around three areas: : -

L. Harmonisation of norms and standards

2. Although countries both in Western and Eastern Zurope .
are nembers of the International Standardization Organization .
(IS0), thereisa tendency - much stronger in Eastern Burope - . .~
for the application of standards and the problem of quality
certification to be dealt with in sub-regional groupings and
this results in undue compartmentilization of trade,

3. There are serious divergences between the Eastern and
Western approaches to the handling of goods which complicate the
narketing of Eastern products in the West., The divergences =~
include technical performance and standards, quality, design,
model, specifications, finish, labelling, etc.

4, The need for a broader transfer of technology to :
Eastern Europe from the West, and, thereby, the realisation of .
harmonisation of Eastern standards with Western, is patent. For .
yvears now, the structure of industry in all countries in Eastern .
Furope has been uncdergoing a rapid change occasioned by the :
developnent of more sophisticated production bramnches -
chenistry, . electronics. and. plastics. Existing production lines . -
from textiles to motor vehicles are in need of nodern desims and
up-to-date production technigues in order to measurc up to :
Vestern standards.

5. Differences in the form and presentation of Eastemmn
docunentation prevent the creation of standardized East/Vest _
contracts and a uniforn reference system as well as bilateral ...
acceptance of procedures on automatic data processing and codes. - .
for use in trade documentation. s

B. Improvencnt of marketing techniques

6. At present, narketing conditions are such that it is
not possible for the Eastern countries to take advantage of the
trade potential that exxists in the West.

NATO CONFIDENTTIATL
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7. The marketing problems that arise in importing fron
the Fastern countries relate in part to unsatisfactory knowledge
of the products that COMECON countries can offer the West;
consequently, Western importers cannot exploit fully existing

opportunities(1).

8. In addition, it is necessary for the producers in the
COMECON area to collect relevant information about Wesiern
markets in order to enable them fully te adapt their products
to denand in the West.

9. The Eastern countries appear to be as yet insufficiently
aware that an important prerequisite for an expansion of thelr
exports to the West is the need for nore active narketing, and that,
given the characteristics of modern industrial production, exports
depend not only on the capacity to guarantee continuous supplies
of large volumes of goods of uniform quality, but also on
sustained sales efforts, backed by effective servicing facilities.
To date, the Eastern countries lack adequate sales contacts and
distribution networks of the sophisticated type needed for the
sale of their manufactures in the West. ‘ ‘

cC. Training in Western business and commercial practice

10, This problen area is closely integrated with the
above nentioned issues of harmonisation and improved nerireting
practices. There is an urgent need to rationalise Fastern
connercial practice and procedures and equate then with the
Western patterns.

1. A serious drawback to a nore rapid development of
exports to the West is the lack of adequate Easterm technical
conmunications. Areas such as postal services, telephone,
telegraph and telex links, and visa formalities are urgently
in need of improvement.

II. PROPOSAL

.. A2..  Difficulties in the mbove .areas could be . lessened by. = . . .
co-operative efforts through, for example, Jjoint seninars to
discuss marketing and marketing research procedures, sales
promotion, classification, packaging and labelling of goods,
harmonisation of norms and stancards, etc. Such activities
have already been undertaken by existing international
organizations, most notably the ISO and the ECE, The West could
propose that these activities beencouraged and expanded.

(1) See also Note No. 11 on the gaps in information available.
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A, Advantagzes for the West

13. It is for the Easte¢rn countries to nake the greatest
efforts to improve their export capabilities, in particular at
these early stages in East/West co-operation. The foregoing
proposal, if accepted, will undoubtedly facilitzte matters for
the Western importer, especially in terms of adninistrative
obstacles encountered hitherto in accelerating the flow of
soods from Eastern Europe, and neeting deadlines. Sales
potential could be increased through improved quality. However,
in view of continuing politico-ideological entrols over Eastermn
econonmies, as well as central planning constraints, it is
unlikely that such proposals will result in any steep increase
in the COMECON share of total Western imports. Nevertheless,
they could contribute to a boost in short and mediun term
Zastern exports., It is noteworthy that the need for an upturm
in quality of output for export to the West has been recognised
of late by COMECCN in establishing special lines of production
in goods intended for Western markets,

B. Disadvantazges for the West

1, No basic disadvantages are inherent in the above-
aentioned pattern of co-operaticn. Care should be tsken to
avoid that any proposed Western initiative be construed by the
other side as an admnission that Western industry is at faulcw.

IT3., RECOIMINDATION

15. Western countries should underline the inportance of
the adaptation of products to the market and the adoption of
inmroved narketing techmiques. They could give assurances ©o
the Eastern countries of their readiness to provide then with
the benefit of their experience and help in these areas.

NATO CONFIDENTTAL
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IIMPROVED ARBITRATION PROCEDURES IN EUROPEAN COMMUNIST

I.  PROBLEM

1. Each European Comnunist country has a foreign trade
arbitration commission crganized under .its Chamber of Commerce.
State Trading organizations of these countries have generally
insisted, when negotiating commercial contracts, that arbitra-
tion be conducted in the respective Communist country before a
board of arbitrators sitting in that country and composed
exclusively of its own nationals. While Western parties who
have had experiences with such arbitral boards have not always
been discouraged from continuing their business relationships,
such . situations nevertheless are widely considered among
Westerners to be unsatisfactory from the standpoint of doing
business with European Communist countries.

2. Communist state trading organizations have occasionally
agreed to arbitration with Western parties in third countries,
usually Sweden, Switzerland, Austria and the United Kingdon.
However, such practices vary with respect to the type of
arbitration procedures that such organizations will accept.

3 Within the Yestern world, the rules or arbitration
of the International Chamber of Commerce have gained wide
acceptance. Except in special cases, however, Communist state
trading organizations have been unwilling to agree
to arbitration under the Chamber's auspices on grounds that it
is headquartered in a capitalist country (Paris, France) and is
intimately connected with commercial organizations in capitalist
states. OState trading organizations have also refused to agree
to arbitration procedures of other Western.arbitral ,
organizations, such as the American Arbitration fLssociation.

Lk,  The European Communist countriés are members of
the ECE Convention on International Commercial Arbitration of
1961, which was established to facilitate settlement of East/West -
commercial disputes. The Convention substitutes for national rules
criteria and procedures established by the Convention itself
or by party stipulation. This Convention has proven to be of
limited practical importance(l). 3

£
33

(1) The 16 members of the Convention are : Austria, Bulgaria,
Bylorussia, Czechoslovakia, Denmark, Federal Republic of
Germany, France, Hungary, Poland, Turkey, Rumania, Ukrania,

USSR, Yugoslavia, Upper Volta and Cuba. ‘
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| 5. Alternative solutions to existing difficulties are
now being sought by working out a model set of rules and
directives which the arbitration bodies would as appropriate
embody in their own regulations and operating procedures.

[

II.  PROPOSAL o
| 6. The West should ask the USSR and Eastern HBuropean

countries to consider more widespread acceptance of private
arbitration tribunals functioning on a multilateral. basis and
composed of representatives of both parties under a neutral
chairman. This would include procedures of the International
Chamber of Commerce in Paris, or those available on a third-
country basis, such as the Chambers of Commerce of Zurich and
Stockholm, which are considered by many Western businessumen and
legal practitioners to be particularly cppropricte Ior settlement
of East/West cormmercial disputes. The Vest should zlso rocommend
that 211 arbitretion bodies should gim at stendeordicing their
principles and procedures. In uffect, while Bastern countries
noruclly stort off by asking thet arbitration should be according
to thair own lews ard in their own tribunals, Wasstern

corpanies generally ask for private neutral arbitration (normally
Paris, Stockholim or Geneva) and this is always accorded. In any
case, cases of actual resorting to arbitration are extremely

rare since both sides are unwilling to face the resulting bad
publicity, loss of goodwill and expense.

(a) Advantages for the West

(1) Availability to Western parties in East/West trade
disputes of arbitration panels not subject to Soviet/
Bastern IZuropean domination would probably encourage

- wider interest in negotiating trade and licensing
relationships with state trading organizations.

(ii) Western firms and individuals will be rmore confident
of receiving feir treatment regarding payments due to
then in comnercial contracts.

(b) Disadvantages for the West

. Insistence on arbitration procedures along the above
lines might tend to discourage state trading organizations from
concluding arrangements with specific Western parties.
Nevertheless, the state trading organizations will tend to shop
around among different Western parties playing one off against
the other in order to find a firm prepared to conclude a deal

on their own terms. In order to obtain Eastern acceptance of the
aboye proposals, Western unity on this score is therefore highly
desirable, However, experience has shown that where a Soviet or
Bast European organization finds a net advanizge +o be gained,
it generally ngrees to arbitration procedures under auspices
other than those of its own government.
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RECOMMENDATION

8.

That the proposal in Item II &bove be adopted.

TALKING POINTS

(2)

(v)

(c)

(d)

This proposal would eventually result in an
advantage for the East to the extent that it would
increase the confidence of Western firms and thus
contribute to the expansion of Fast/West trade.

Western countries are always interested in improving
arbitration procedures.for facilitation of East/West
trade and welcome any specific proposals for further
in-depth consideration.

As a condition for doing business with state trading
organizations, Western firms should not be required
to accept arbitration procedures conducted in the
Soviet Union or Eastern Europe.

Private arbitration tribunals, such as those under
the International Chamber of Commerce and in third
countries, seem particularly adaptable to objectivity
in Bast/West trade disputes.
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(Note No. 19)

FOSTERING OF EAST/WEST TRAVEL

I. PROBLEM

1. One of the consequences of the proposals concerning
the freer movement of people(l) may be the easing of arrange-
ments governing tourism and business travel - discussed here
from the financial and economic angles only.

2. At present, the economic benefits of East/West = =
tourism are almost exclusively one-sided in favour of +the East.
Over 40% of the foreign visitors entering the Bast European
countries come from countries outside the Warsaw Pact. 1In 1969,
there were 9.4 million such visitors, out of a total of almost
23 million. These figures show that tourist traffic between
the Bast Buropean countries is still limited. The member
countries of 03CD, for example, recorded 134 million visitors
in 1970 and total foreign currency earnings were about
$14.2 billion, or approximately 6% of overall exports. For
each visitor, from the East European countries entering an OECD -
country, sixteen nationals from the latter visit the Bast(2).

3. No official information from the Communist countries
is available, but on the basis ef -rough estimates it would
appear that the Eastern countries' net proceeds from tourism
and business travel in 1971 have been equivalent, in convertible
_ -currencies, to: ‘

USSR 875 million
GDR - $50 "
Bulgaria g30 v
Romania g1 o
Czechoslovakia pg16 i

/ Poland 29 n
Hungary 33 n

4, By comparison with receipts from exports to the OECD
countries, the inflow of convertible currency deriving from
tourist traffic is negligible in the case of Poland, Iungary
and Czechoslovakia; more significant in the case of Lonmania,
USSR and East Germany, the latter deriving benefit from its
special position., Of all the East Buropean countries, it is
Bulgaria which has made the greatest efforts to develop its
tourist trade, and its convertible currency receipts Ifron
tourism represent from 15 to 20% of the value of its exports
to OECD countries.

1) See the Agenda item on this subject

Ezg-The ratio becomes 10 to 1 if the number of FRG nationals
visiting the GDR is deducted from the totals; however,
~this is a special case,
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5. The advantages which the East European countries
derive from the fact that the tourist balance of payments is
tilted in their favour will no doubt continue for some
considerable time, This imbalance is due not only to the number
of their visitors but also to the considerable difference
beitween the amcunts spent in the West by East European visitors
and those spent by Western visitors to the East. hereas the
la;ter are generally required under the regulations to convert
thy equivalent of Bl0 to 20 a day into local currency during
thdr stay in the Eastern countries, extremely strict linits
are placed on the amount of national currency which ZEastern
tourists can export; thus, in most cases, they have to avail
ticmselves of the hospitality of their hosts in order to satisfy
t=2ir wants abroad.

6. Financially and economically speaking, expansion of
turism in Europe will benefit the Warsaw Pact countries in the
frst instance., However, an increase in business contacts, and
e liberalisation of travel regulations by the East IZuropean
suntries would greatly facilitate the development of economic
relations between East and West. The East Europeans should be
sicouraged to learn more about the West, e.g. through the freer
dstribution of Western travel publicity in the East Buropean
ountries, or within the framework of cultural agreements, by
pore talks in educational establishments on East/West travel.

7o The expansion of tourism between East and ‘est should,
in the norwal course of events, lead to the development of the
Bast European countries'! hotel resources. The West could help
with the establishment of tourist facilities by making available
its specialized management expertise and its broad eixperience
in developing the supply of tourist facilities. Various projects
have already been tried out or are in hand in this are=a:
negotiations between French firms and the USSR for the equipping
of ski resorts in the Caucasus; the delivery, construction and
fitting out by British firms ef motels for the Czech motorway
network; help with the building and management of hotels (Hilton,
Inter-Continental) in the big cities, (Budapest, Buchearest,
Prague); the equipping of seaside resorts and holiday centres
in Bulgaria and Romania with the help of Western tourisnm
organizations. Where the establishment of joint enterprises
can be contemplated, these problems entail industrial
co-operation. If joint operations of this kind could take
place in the West, they might contribute to the freer movement
of FEast Europeans to Western Europe. 1In this connection, it
spould be noted that a number of Allied countries have already
signed bilateral agreements on tourism with Eastern countries.
However, the value of these agreements may be limited if
nationals of Eastern countries are unable to go abroad for
tourist purpeses. In other words, the availability of more
funds and improvements in operating conditions for travel .
agencies may in themselves have only a limited impact owing to

the restrictions imposed on the freedom of movement of
individuals. '
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II. PROPOSAL

8.

It is clear that the nature of any proposal Zor the

fostering of tourism and business travel will still hinge on the
solution that is found to the basic problem of the freer movement
of people. Should concrete progress be made in this sphere, the
West might be encouraged to sign new .agreements for bilateral
co~operation in the field of tourism,

9. Under these agreements, the East European countries
would undertake:

gradually to raise the .amount of currency which their
nationals can take with thém when visiting Western
countries;

to provide Western travel agencies established on their
territory with facilities and the material help they
need to operate;

to allow the West to advertise its tourist attractions
more exvensively in all the usual ways (press, brochures
in hotels, posters, etc.);

to supply the appropriate international bodies with more
information on exchanges of tourists, and particularly
their financial implications.

10. In return, the West could offer:

~ to provide, should the Eastern countries so wich,

technical expertise to improve the management and running
of their travel agencies in the VWest;

to consider the establishment of joint bodies in Western

countries with a view to promoting tourist treffic from
the Eastern countries;

'to help with the development of hotel facilities in the

Bast Buropean countries, on condition that the appropriate
guarantees of investment were provided,

11. A CSCE would not appear to be an appropriate forum Ior
a detailed discussion of these questions which could be referred
to the relevant Organizations(l).

(1) These mignt include, for instance, EC0SOC, and =n ad hoc
group made of countries participating in the CSCE within the
TUOTO, the statutes of which have been amended, at the
request of several Fast Zuropean countries and, in particular,
Bulgaria, to make this body a governmental organization.

NATO CONFIDENTIAL




DECLASSI FI ED/ DECLASSI FI EE -

PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

A,
(2)

(b)

(a)

(b)

NATO CONFIDENTTIAL

Advanteges for the West

The West clearly has an interest in the expansion of
East/West tourist traffic; however, in the foreseeable
future, this interest will be primarily political
since the outflow of convertible currency Ifrown the
Western countries towards the East is out of all
proportion to the outflow in the opposite direction.

The currency earnings which the Tast European
countries derive from the tourist trade nmay to a
certain extent, help restore the balance of payments
in convertible currencies and thus promote increased
imports from the West (c.f. the case of Bulgaria).

Disadvantages for the West

Financially and economically speaking, the Zast
BEuropean countries will be the main beneficiaries of
any expansion of tourism and business travel.

The development of holiday travel to the Last
European countries could adversely affect the tourist
trade from which some Western countries derive
valuable incone for their own econonic development.

III. RECOMMENDATION

It is recommended that the proposal contained in

Item II above be adopted.

IV. TALXING POINTS

(a)

(b)

The Western countries afford the tourist organizations
of the Zastern countries every possible facility on
their territory without discrimination of any kind.

The formalities with which nationals of Western
countries must comply when wishing to travel to
Eastern countries are no different from those reguired
of tourists visiting other countries,

NATO CONFIDENTIAL
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WESTERN PARTICIPATION IN THE EXPLOITATION OF SOVIET

8=

I. PROBLEM

It can be cogently argued that East/West trade would
greatly benefit if the European Communist countries would handle
more rationally the question of raw materials. This sector
could provide considerable opportunities for industrial
co-operation. Within the COMECOH, the Soviet Union alone

-+ possesses a rich variety'af-such materials. The bulk of these

material resources are located in remote and inaccessible areas,
and a considerable amount of capital will be needed to provide
for infrastructure and efficient exp101tatlon. Among these, it
would appear that the foll .owing are of more immediate commercial
interest: chromiun, copper, iron ore and nickel(l). Fuller
information on these various minerals can be found at Annex;
current data are not always available.

2. The Soviet Union would benefit from Western help in
exploiting resources and from increased sales of materials on
world markets., This direction of production night mean that

Trelatively less of Soviet output would be earmarked for the

Fast European countries, which in turn would be rather more
involved in world trade. This greater dependence of all the
socialist countries on world trade would probably be of economic
advantage to themn.

3. The Soviets are conscious of the fact that the East
Europeans have insufficient capital to be of very great help
in the development of resources in Siberia, and in any case the
East Buropean market is modest. They have, therefore, tried
to interest Western business circles in the development of
Siberian resources. The most persistent efforts in these
overtures have been uade to the Japanese, but efforts have also
been made to interest ¥, stern European and fmerican business in
development schemes. Such co-operation would make good economic
sense if the Soviet materials were rationally exploited and
offered on cormercial terms to the world market. Projects
invoiving Western co-operation in exploiting Sov1et raw
materials for the future include:

(i) the Siberian copper project in Udokan:, the USSR has
proposed that several Western countrles, irne luding
France and VWest Germany, deliver mining ' and other
equipnment, which it will pay for in copper;

(ii) exploitation of Siberian timber, Japanh supplying the
necessary equipment in return for large-~scale wood
deliveries, During 1971 Japan delivered some
$160 rillion worth of forestry machinery and
equipﬂent in turn, the USSR is supplying Japan

(1) The exploitation of 0il cnd naturel ges has oeea exanined
in a separate paper (Note No. 2) oo
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with about 8 million cubic metres of timber during
the period 1969-1973;

(1ii) Joint Soviet-Japanese development of the coalfields
of the Southern Yakut region of Siberia: the area is
believed to contain deposits of over 600 million tons;

(iv) possible British-Soviet co-operation in developing a
massive iron ore complex in the Kola Peninsula near
Murmansk, and aid in exploiting nickel deposits in. = .
the Orenburg region;

(v) Soviet-Finnish project to mine high-grade iron ore in
the remote Kostamus area of Soviet Karelia;

L, It would seem, however, that even at this stage the
Soviet authorities are undecided on what lines to go ahead with
these exploitation programmes. Sometimes they seem to be
hankering after the barter arrangements they have foisted on
the East Europeans, that is, capital equiprent now, against
material later. On the other hand, they are also considering
the possibility of attracting foreign capital into the COMECON
investment bank, a schene which would have considerable v
advantages(l). Foreign interests would simply lend money capital,
the Soviets would buy their equipment in the best market and
in due course sell that material on world markets. This would
encourage the Soviets to pay particular attention to the economic
feasibility of the projects. There is the third possibility
where the need to attract foreign knowhow is particularly
important. 1In this case, the firms interested should be
pernitted to have an equity interest in the project. It would
be up to them to oconsider how good the prospects were and to
take the risk accordingly. This would involve foreign
participation in Soviet enterprises but it would not
negessarily imply foreign control., Foreign participation could
be kept to the level acceptable to the Soviets. The success
of these schemes would of course depend on what attention was
given to commercial considerations from the start.

5. Given that commercial principles constitute the only
really satisfactory basis for Western participation, there are
e}ements in the Soviet leadership who favour this approach and
given, too, that it is very much in the interest of the East
Luropeans to work on these lines, it would be a pity to miss
the opportunity to urge this approach on the 8Soviets as a
valid contribution to co-operation.

(1) In some joint venture proposals, the Soviets have asked
Western companies to supply not only foreign capital, but
also funds for local investment. . . .
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II. PROPOSAL

» 6. To the extent that the Soviet Union shows an interest
in attracting Western capital and securing technological
assistance with a view to expanding the production and the
export of raw materials, attention should be ¢alled to the
advantages which would accrue to all concerned if recognised
commercial principles were applied to this production. and trade.
In particular, Western nations should stress the need for
explicit guarantees on conditions of participation, including
profit returns.

Advantages for the West

7. The considerable Soviet raw material rescurces would
become available on normal teirms to the world market. They
would no longer be an unknovn and unpredictable factor in the
background, causing untertainty. As more and more countries
engage in the process of industrialisation the demand for a
wide range of raw materials is certain to increase, and it is
desirable that the vast resources of the Soviet Union should
become available on world markets. Even in the near future,
Soviet natural gas, and to a much lesser degree oil, could
contribute considerably to development in other countries(l)

8. The Soviet Union would be increasingly involved in
world trade both in co-operative and competitive aspects.
This growing interdependence might help to reduce ideological
differences.

Disadvantages for the West

9. Increased supplies of certain commodities might
drive prices down in certain markets. Even though consideration
would have to be given to future supply/demand: relations at the
time of the original investment, midjudgments frequently occur
and it might be more difficult to convince the Soviets not to
place increasing supplies on the world.market.

10, Economic efficienty in the Soviet Union and Eastern
Europe would probably rise as a result of such measures. While
increased efficiency might make the Soviets more profitable
trading partners, it could also make them in certain
circunstances more serious coupetitors on the international
scene and particularly with the raw materials producing
countries of the developing countries, including those belonging
to the Alliance.

11. The increasing dependence of Western and other
countries on supplies of raw materials from the Soviet Union

(1) See Note No. 2 on the exploitation of oil and natural gas
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could present some disadvantages should the Soviet leaders
choose to make political capital out of this situation.

III. RECOMMENDATION

12. It is recommended that the proposal mentioned in
paragraph 6 should be adopted.

IV. TALKING POINTS

13, The East BEuropean states, Poland and Hungary at any
rate, have long been in favour of putting trade, and even indust-
rial production on a commercial basis with proper regard to
costs, Because of their size, their need for specialisation
and rational trade this is understandable. Support for the
proposal (Item II) vis-a-vis the Soviet Union would indirectly
encourage Poland and Hungary to continue in this direction.

14, In view of past examples of Soviet dumping, it would
be highly appreciated if the USSR would agree to adhere to the
various agreements on raw materials trade so that this practice
could be avoided in the future. Such agreement becomes more
significant, as the huge reserves of Soviet raw materials are
exploited and traded on the world'!'s markets.
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ANNEX

STATUS OF KEY SOVIET MINERAL RESOURCES

Aluminium: Apparently, the USSR operates at least
13 primary recduction plants with a total probable capacity of
1.4 million tons. The USSR is a large producer of low-grade
bauxite and other aluminous materiais. f‘Mere is a shortage
of aluminium ore which the Soviets are attempting to overcome
by developing the large nepheline depocsits in Siberia, The
main bauxite producing areas are the Northern Urals and
Kazakhstan. Production: at least 1,050,000 metric tons of
primary metal. B

Beryllium: The USSR continues to be one of the
world's largest producers and consumers of this mineral. The
very large deposits are to be found mainly in the Asian part
of the country and on the Kola Peninsula., Production: at
leagt 1,250 metric tons.

Cobalt: Deposits in West Siberia and on the Kola
Peninsula.” Mine reserves are estimated at 100,000 tons of
contained cobalt, chiefly in nickel ore. Production:

1,500 metric tons.

Chromivm: The USSR is the world's leading producer
and a large expcrter. Production in 1970 was estimated at
1,750,000 metric tons; approximately one third of the output
was consumed or stocked in the USSR.

Copper: The Soviets remain among the world's
largest producers. Gross copper reserves are asgessed at
35 million tons, Over half the reserves are situated in
Kazakhstan, although new huge deposits have been located in
the region of Udokan in Eastern Siberia, which should yield
some 400,000 tons of copper annually.

Gold: The 1969 production figures are estimated at
195 metric tons (6,250 thousand.itroy ounces). Soviet sources
have reported that proved gold reserves are sufficient for 16/17
years of operation at the abcve rate of output. Reserves of gold
in underground deposits were assessed at 200 million ounces in
1969. The main gold producing areas are the Soviet Far East,
East and West Siberia, the Urals and Kazakhstan.

. Iron Ore: Minable iron reserves of all categories _
are reputed 10 total at least 109,700 million tons with an )
average iron content of 34.8%. Proved reserves are estimated
at 6,000 million metric tons in about 120 deposits. Key areas
for iron ore are the Ukraine, the Urals, Kazakhstan and West
Siberia. Future expansion of production is to concentrate on
the North West and Siberia, /
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Lead and Zinc: This industry is probably the second
largest in the world, Ore reserves are assessed at at least
17 million tons of contained lead and 22 million tons of
contained zinc. Around 70% of the reserves are located in
Kazakhstan, chiefly in the Altay and Kara-Tau regions. Large
reserves are also to be found in the Urals.

Mapganese: The Soviet manganese industry remains the
largest in the world. Estimated production levels for 1975 and
1980 are 9 million and 11 million tons respectively. Reserves
of manganese ore categoies - proved, probable and possible ~
were estimated at 2,500 million tons with an average manganese
content of 26.4%., There are large high-grade reserves in the
Chiatura basin in Georgia and in the Atasu region of Kazakhstan,

enun: No reserves data available, but annual
output of concentrate is estimated at 8,000 tons at least.
Armenia occupies first place in the production of molybdenum
conoentrate. Kazakhstan is reputed to contain large reserves,
and production is said to be increasing at the Balkash
matallurgical complex in Kazakhstan.

Hickel: After Canada, the USSR rates as the world's
largest nickel produeer. Proved, probable and possible reserves
are estimated to contain more than 5 million tons of nickel,

The key production centres are Norilsk, the Southern Urals, and
the Kola Feninsula.

Platinun: Again, the Soviet Union is probably the
largest platinim group metals producer. Reserves are said to
be adequate for many years following the discovery of extensive
new deposits of platinum-bearing copper-nickel ores in the
Norilsk area in 1969,

Tin: Output appears insufficient to meet internal

- demand. IMain tin regions are in the Soviet Far East, Yakutia,

and Transbaykal.

Titaniun: The second largest titanium industry in
the world after that of the United States. Soviet reserves
have been estimated at about 10 million tons. The Ulkraine is
the centre of titanium production. N '

- .. Tungsten: Explored recserves ney be as large as
104000 tons of ore with 60% tungsten. The main procduction
areas are concentrated in the North Caucasus, Transbaykal,
Kazakhsten and the Soviet Far East.

4

t

NATO CONFIDENTTIAL
| 64~



DECLASSI FI EDY DECLASSI FI EE -

PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

ISSUES UNIUHITHETRELIESIESUNDUINKE XS

.

NATO CONFIDENTIAL
g C-M(72)68

CATEGORY B

Aok NUITIATI
a,  POSSIBLE RASPORSHS SHOULD THELOE BE T

T WIROAW PLCT COUNTRITS

MELTE: AT A
Fiighe EQ T

"

Exchange of electric power with East European countries
and the USSR (Note No. 3)

&

Development of East/West monetaryand financial relations
(Note No, 10) :

Accession to @ATT of additional Communist countries
(Note No. 15)

Response to complaints by Communist countries about
Western tariffs (Note No. 16)

Response to complaints about COCOM (Nlote No. 17)
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Western response to possible Eastern complaints
regarding Western credits (Note No. 23)
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EXCHANGE OF ELECTRIC POWER WITH EAST EUROPEAN
., T O ‘ -i f _‘.i ¢ a} ¥

cou
I. PROBLEM _
1. There seems to be.relatively little scope for any

important exchange of electric power between Eastern and
Western Europe. ’

2. The Soviet Union is a very great potential producer
of electricity, but the main untapped sources are in Siberia
and transport of electricity over long distances is still a
very expensive matter. . :

3.  The Soviet Authorities are at present concerned with
the problem of transmitting electric energy from Siberia to
Central Russia. They are faced with the task of building
transmission lines of over 2,000-2,500 KW at unknown cost. On
present showing it would therefore appear that Soviet interest
in East/West co-operation in this field reflects more their
need for Western technology and equipment rather than their
capacity to supply substantial amounts of electric power.

L, As far as East European countries are concerned, they
could do with more electric power. It is quite conceivable
that in certain circumstances they might be prepared to import
electricity both from the Soviet and the Western grids. Apart
from this, however, there is no reason why local exchanges,
taking advantage of different time zones and availability of
surplus power in geographically contiguous regions, should not
take place on a larger scale between Eastern European countries
and the Western areas on their borders.

5. International linking of the electric power grids of
European countries have built up since 1955. - Exchanges of
electric power across national frontiers have been growing at
a faster rate than gross consumption. A large number of
European countries, both Bast and West, have concluded contracts
for long or short-term exchanges of power or for emergency
supplies. These developments have led to the formation of three
large, separate networks: one in Western Europe, one in
Scandinavia and one in Eastern Europe. In the latter a central
despatch office was set up in Prague to facilitate the
connections between Bulgaria, Czechoslovakia, the GDR, Hungary,
Poland, Romania and the USSR, Some Western countries already
have direct or indirect links with some Eastern countries
(mainly through Czechoslovakia and Hungary).
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6. Between Eastern and Western Europe exchanges of
electric power, which are still at a low level, have grown
since 1967 faster than their total trade. Howeve , 80 far, the
exchanges have bgen limited to occasional and emergency
supplies which, on a net bas1s, have flowed from Eastern to
Western Europe.

' The concept of an all-European grid involves among
other things the solution of the problem of economic trans-
mission of power over very long distances., The construction
of large-scale nuclear plants might possibly increase the
economic advantages of linking Eastern and Western elect-
ricity grids. | ;

8. In the ECE the idea of future supply of electricity
from the East to the West is a favourite theme, and the
Russians have proposed two specific projects both starting
in White Russia; one supplying power via Poland and the GDR
to Northern Germany, including West Berlin, the other designed
to supply Germany, France and Switzerland. The problem is
that the new high-tension lines over long distances would
require heavy investment and might not prove very economic.

II. PROPOSAL ; ,

That the West should not take any initiative in
this respect but should be prepared to consider any proposal
based on gsolid economic considerations, which the other slde
might wish to meke in the context of a CSCE.

(a) Advantages for the West'

(1) There might be greater Opportunltlea for
selling electrical equipment.

(i1) For Western countfies bordering on Eastern
Europe there might be some advantages in
limited exchanges of power.

(b) Disadvantages for the West

The only disadvantage would be the theoretical
dependence on Eastern supplies, but as these would
be quite limited in the foreseeable future, the
question does not really arise.

IIT. RECONMBVDATION

That the proposal in Item II be accepted
IV. TALKING ‘POINTS

Should the USSR and the Eastern European countries
raise the question they should be asked to present
their ideas supported by technical data.
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Note No, 40)

DEVELOPMENT OF EAST/WEST MONETARY ANDTFINANCIAL FCCLATIONS

I. PROBLEM

1. As this paper will indicate a framework already
exists which could provide a basis for the further evolution
of Bast/West monetary and financial relations. However,
except in the field of Western export credits, until recently
the mechanisms available for such financial co-operation were
far from fully utilised for a variety of reasons: e.g. nature
and small scale of trade in the Fifties and early Sixties, '
inflexible East European financial procedures, absence of
interest in nixed enterprises or Jjoint ventures, etc. The
situation is now different, and barring any adverse modifica- =~
tions to the current political climate ‘the future trend might
well reflect enhanced recourse by Eastern countries to
existing financial channels together with possible forward
movement of such innovations (as far as East/West relations
are concerned) as Joint RPast/West banks, Western ageuncies
operating specifically to finance East/West joint projects,
increased borrowing by COMECON countries from Western beark
syndicates and flotation of Eurobonds. ‘ '

2. The development of trade(l) at a faster rate than iﬁf’
the past, and with a greater number of business partners, and .~

-the introduction of forms of co-operation which until now have

been relatively unknown in Bast/West relations (Jjoin: firas,
Western financial involvement in Eastern companies, ) , '
participation in the development of whole regions and in major
public works), are factors which will doubtless encourage the
Eastern countries to seek to introduce greater Tlexibility in
their monetary and financial dealings with the industrialised |
Western countries by expanding them beyond the bilateral stage.

3. If the curreant proposals for possible East/Vest
industrial co-operation were to be put into eiffect, even
partially, the finance which would have to be raised would
greatly outstrip the already high level of export crecits
granted by Western countries to the Zastern countries since
1958. '

(1) OECD countries! (including Japan) trade with the Zuropean
COMECON countries: imports (c.i.f. or f.o.b.) ‘
$2,391 nillion in 1961 and $6,932 million in 1971; exports
Ef.o.b.) $£2,326 nillion in 1961 and $6,487 million in 1971

source: OECD statistics). Intra~German trade is not
- included in these figures.
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(a) Monetary relations

4, In the monetary sphere, the non-convertibility of
RBastern currencies greatly reduces the scope for a multilaterali-
sation of payments(l). To overcome this difficulty and to avoid
recourse to clearing accounts, dealings between Vestern countries
and their Eastern trading partners are generally made on the
basis of a convertible Western currency (dollar, sterling,
Deutschemark, etc.). This practice has its advantages for the
Bastern countries. It broadens the range of their e:xichanges
with the West since the surpluses deriving from their trade with
a Western country can be freely used elsewhere. In this
connection, it is worth pointing out that the Soviet Union,
although financially indebted to the United Kingdon, devotes
a large part of its surplus trade balance with that country to
purchasing in other countries generally in the sterling area.

In the 1960s, and especially in 1969, certain EBastern countries
held on to large amounts of German currency with an eye to a
revaluation of the Deutschemark. In this way they were
subcequently better able to bear the increase in the cost of
credits granted in that currency.

5. Soviet gold sales were an important aspect of Zast/

West monetary relations until 1965. During most of the 1950s,
Soviet deficits on trade with the West were offset by sales of

0ld. In the early post~war years, sales ranged up to sone

150 million annually. They increased substantially during the- -
second half of the Fifties and especially over the five years
1961/1965 when they anounted to some $2,000 million and were
used largely to finance emergency purchases of grain. They
played a significant part in the increase in official gold
reserves in the West, as will be seen from the table at Annex
based on statistics issued by the Bank for International
Settlements (BIS). After 1965, sales of gold petered out except
in 1967 when the Eastern countries sold $15 million worth of
gold(2) and in 1971 when, according to the BIS 42nc¢ annual report,
they sold an estimated 2100 million worth of that metal.

6. While it is likely that after 1965, -the Russians found
it necessary to discontinue 5fficial sales because accumnulated
reserves had been heavily drawn on, the fact that the break has
lasted such a long time is best explained by the availability of
Western export credit and the desire of the Soviets to accumulate

(1) An aspect of East/West monetary relations is thet COMECON
countries do not participate in current efigpris to improve
the international monetary system; they are not members of
tne IMF', although Romania has Jjust applied to join that
institution and the Vorld Bank (September 1972),

(2) According to the IMF. It is possible that this sale was:
pushed through by Romania rather than by the Soviet Union.
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international financial reserves as a cushion against unforeseen
payment deficits brought on by poor harvests or other causes.
The current sharp rise in the price of gold on the Iree market,
together with the unusually large grain purchases fron the West,
may induce the Soviet authorities to resume sales of part of
their gold production and p0551bly of some of their accunulated
gold stocks?

(v) Financial r@latigns

7.  In the fairly complex pattern of East/Vest fihancial
relations which already exists, it is the Eastern countries!

financial institutions which have* taken advantage of the frese

enterprise system to set themselves up in the West, while at

the same time, the Rastern governments withhold 51m11ar facilities
on their territory from Western financial institutions. To date,
only one VWest German bank has managed to establish representation
in Moscow., It is known that a number of British and French banks,
which already handle substantial business in connection with the
financing of East/Uest trade, would welcome the opportunity of
opening an office in the Soviet capital., It is difficult to make
an accurate appraisal of East/West financial relations and their

impact on the economies of the Communist countries since the latter

balance of payments position and an inventory of their Iforeign
debts and assets.

8. In the COMICON countries foreign trading and
finencial opefatloas are the responsibility both of tae Central
Bank (which is naturally qualified to handle financial
transactions with foreign countries) and, on a more 53901dllsed
level, of the Foreign Trade Bank which has one or more
correspondents in the West. The Foreign Trade Banks are
responsible for opening clearing accounts in connecﬁ;oa with
the trade and payments agreements which these countries enter
into with their trading partners, mainly within COMECOM and - -
the Third World. They are authorised to open con"eft;ole
foreign currency accounts for foreign firms and nationa

‘enterprises. .They undertake the financing of comple:xr barter

and switch-trading transactions, operate on the Western money

~do not publish detailed monetary and financial suatlstlcs, or their

and capltal markets, and, in certain cases, act as intermediaries’

between importers and exporters. These banks also perforn all
the functions of Western merchant banks.

/

(1) The value of Soviet reserves is not known. Various estimates

have been given ranging from $2 billion to £8 billion, ”he\
only information which is available with sonme degree of 1
certainty is that given by the US Bureau of Mines on Soviet |
gold production which over the last few years has averaged
some $210 million annually. In 1969, gold production was
estimated at 6.25 million troy oz.
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(i) ROle of Fastern banks in the West

S. The Soviet Union is the only COMECON countiry which
operates on a large scale in the banking and financial sectors
of the Western econonies. It has four wholly owned banks in
Western Burope(l) and one in Iran, the stock capital of which
is held by Gosbank, Vneshtorgbank (the Soviet Foreign Trade Bank)
and other Soviet organizations. Soviet citizens generally
occupy key posts in them thereby ensuring adherence to- the -
guidelines set by Moscow. Otherwise, the banks are staffed by
lotal nationals. The bank managements adhere to the laws and
customs of the countries in which they are incorporated and are
largely autononous in operational matters, especially in fields
where their activities are prescribed by commercial considerations
or accepted Western practice.

10. These banks provide banking services and financing of
Western trade for the USSR and other Communist countries,
éspecially those in Bastern Europe. To an increasing extent
they have become involved in financing trade of non-Comnunist
countries as well, Aside from foreign trade activities, they
act as agents for gold sales in the West by the USSH and,
occasionally, other Communist countries. The Seviet-owned
banks also offer banking services to local custoners, including
the maintenance of current and time deposit accounts and the
p?ovision of short-term loans to private conpanies.

11. These banks have enhanced the ability of the USSR to
gather commercial information, enter the foreign exchange and
Burocurrency capital markets, tap outside sources of funds and
ensure secrccy in some of the USSR's convertible currcicy
dealings. ’ '

. 12, 1In addition to its banking activities, the Soviet
Union engages in financial operations through its insurance
coimlpanies abroad. These are the Black Sea and Baltic Insurance
Company in London, the Schwarzmeer Ostsee Transporvericherungs
A.G. in Hamburg and the Garant-Versicherungs A.G. in Viemna,
The latter specialises in credit insurance for exports to
Fastern countries.

15. Two recent developments involving East Zuropean banks
deserve special mention as they may be indicative ol new forms
of co-operation in the financial field. In 1971, a multinational

bank was set up in Vienna with Polish participation (Bank

Handlowy Warszawie). In February 1972 a Franco-Romanien bank
(50~50‘partiicpation) was opened in Paris for the purpose of

émprozlng trade and economic co~operation between Firance and
onania, ,

(1) Moscow Narodny Bank Ltd.,, in London (it has branch offices in

+ Béirut and Singapore); Banque Commerciale pour l'Zurope du
Nord in Paris; 'ozchod Handelsbank A.G. in Zurich; Ost-West
Handelsbank in Frankfurt.
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14. Lastly, a number of East BEuropean countries have.
renained members of the Bank for International Settlements
after the Second World War., They play no part in its
activities, but it cannot be excluded that in the future the
BIS might provide a useful forum for exchange of information
on financial and nonetary matters of interest to the Vestern
and Bastern countries which belong to it.

(11) The COMECON countries! banks

! activities on the
Western linancial markets S

15. The BIS annual reports reveal that, since its creation,
the Eurodollar market has been used by the Eastern countries.
(including the Soviet Union).to place currency and, .above all,
to acquire conparatively large amounts of dollars. Thus, at
the end of 1967, the position vis-3~-vis Eastern Europe oi the
European banks which communicate data to the BIS(1l) was as
follows: 1liabilities g470 million, assets $770 million, i.e. a.
net credit for the group of Weight"(1l) of $£300 million. A4t the
end of 1968, the feight" had a credit balance of $290 million.

In 1969 the dollar position was virtually balanced

(830,000,000 in favour of the East), but the latter had a

debit balance on the Hurodollar market (@430 million), but they
had a credit balance equivalent to $120 million in ZEurocurrencies.

16. Although full details of the transactions =lluded to
above are not available, it will be recalled-that Hungarian:
loans on the Burodollar market reached $145 million bvetween-
1968 and 1971 and that Romania raised $13 million. . One of the
two COMECON banks, the International Bank for Econonic
Co-operation (IBEC) recently raised $140 million on ‘est
European financial markets. Although this is a relatively
small amount, %here are indications that it is a prelude to
much larger fund railsing cperations not only by IBEC but also
?y t?e other COMECON bank, the International Investment Bank

(ii1) The activities of the COMECON . banks

17. The International Bank for Economic Co--operation,
with a capital of 300 million "transferable roubles”, nainly -
acts as a clearing house for intra-COMECON transactions.
However, it also handlies an increasing volune of convertible
currency deposited with it by trading companies in tiie COMECON
countries as well as by foreign correspondents. This bank
would, therefore, probably in future be in a position to
centralise currency assets held by COMECON countries.

(1) Federal Republic of Gernany, Belgiﬁm, France, Italy,
Netherlands, United Kingdom, Sweden, Switzerland
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18. The IIB has been operating since 1971 only. It has
a capital of 1,056 million roubles of which 30% is payable in
convertible currency or gold. It is likely to play a notable
réle in Bast/West financial relations by arranging, inter alia,
the financing of joint East/West enterprises or by making
credit available for co-operative East/West projects in the
field of technology or the development of Siberian resources.
This bank is empowered to float loans on the international
financial markets and participate in the financing of work
undertaken by joint concerns. It is possible that in future *
the IIB will become the COMECON'!s main go-betwéen Ior
negotiating and obtaining lines of credit from the Wiestemm
countries. This would make for a co-ordination of requests
from Eastern countries and would somewhat restrict the latter's
freedom of manoeuvre. The IIB is already fostering - in a
modest way - the developuent of Western exports to the Dast
through the credits in convertible currency it has granted to
certain Bast. European countries. In 1971, Poland and Hungary,
together, received the equivalent of 11 million roubles in
convertible currency and the Tatra heavy vehicle concern
(Czechoslovakia) received 25.3 million roubles in convertible-
currency for the purchase of capital goods abroad.

(iv) - Bxport credits

19, Over the last 10 years, financial co-operation
between East and West has been mainly concerned with the
provision of export credits. With the exception of long-term
credits to Poland by the United States in 1946, 1957, 1958 and
1959, there are no known instances of Western governnent credits
to Bastern governments., Credits to Eastern importers are
granted mainly by Western exporters and banks. To an increasing
extent Western banks have formed consortia in order to raise
the large amounts required by the financing of longer-term
credits granted in connection with sales of plant and equipment.
As a rule rivate export credits are granted with an official
guaranteetl . There are some ad hoc consortia and a nunmber of
Bast/West institutions which also grant credits without official
We§tern support. A case in point is Centrofin in Viemna, in
which the British merchant bankers Kleinwort and Benson
participate. _

(c) Settlement of debts

20. So far the Soviet Union and the other COMECOH countries
have satisfactorily met their commercial liabilities, However,
a dispute still exists between certain Eastern countries
(especially the Soviet Union) and Western countries (particularly
tpe United States) concerning the payment of debts incurred by
the former prior to the First World War (Russian loans), between

(1) All Western industrialised countries have a governuent
sponsored system ol export credit insurance

i
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the two Wars, during the Second World War (lend-lease, civilian
supplies, etc.) and as a result of the nationalisations which

came in the wake of political changes in Europe after 1945,
Although partial agreements have been reached between the Eastern
countries and some of the Western countries, the yearly repayments
made on these debts do not amount to much. The final settlement
of this problem on the basis of a commitment by the IDastern
countries to reimburse, under arrangements to be decided, a
mutually acceptable figire, would certainly help to foster East/
West economic and financial co-operation.

ITI. PROPOSAL

21. The countries of the Alliance could agiree to eslamine
bilaterally and multilaterally, in the appropriate fora, ways
and means of increasing monetary and financial co-operation with
the VWarsaw Pact countries, yithin the limits imposed by their
own flnancial requirements {especially those of the developing
mewuers of the Alliance) and those of their traditional Third
World trading partners as well as of countries friendly to the
West.

A. Advantages for the West

(2) As a major economic power and the world!s second
largest gold-producing country, the Soviet Union
should be able to take part in world-wide financial
and nonetary arrangements. Its participation could
increase trade and financial movements not only
between the industrialised Vest and the countries of
the East, but also between the latter and the Third
World,

(b) An expansion of financial flows from the iest to the
East based on improved understanding by the ITastern
countries of the advantages and obligations involved
in financial co~operation with the West may bring in
its wake an acceleration of econonic reforms in the

. - Bastern countries and possitly some adjustment of the

- - -centralised economic system to the rules of a market
econony, with a concomitant increase in the r8le of
money. - . _

(¢) It is difficult to conceive of genuine industrial
co-operation in the absence of suitable legal,
finenecial and organizational arrangements. The

xistence of such arrangements would give Western
firms a sense of security and make it easier to reach

agreements with Eastern countries.
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B. Disadvantages for the West

(a) The danger inherent in any expansion of financial
co-operation (especially in establishing any:
extensive dealings with the COMECON banks) is that
the Soviet Union may use the advantages stemming
from this type of increased co-operation with the
West to strengthen its political and econonmic hold
over the other COMECON countries. ;

(b) Financial co-operation involving a substantial
increagse in the flow of funds to Eastern countries
would create the risk of future repayment cdifficulties
if such funds were not channelled into activities
generating hard currency earnings.

(c) The development on a large scale of financial
co-operation with the East might lead to a certain
amount of economic dependence which in turn could

have undesirable political consequences for the West(l).- -

III. RECOMMENDATION

That the proposal in Item II be accépted.'
IV, TALKING POINTS

(1) As a token of their willingness to co—operate in the
financial field the Eastern countries could be invited . -
to negotiate the settlement of their debts prior to
1914 or Cating from the First and Second ‘orld
VWars and subsequent events.

(ii) The problem of the facilities to be grauted to
financial establishments wishing to open branches in
the Eastern countries could be brought up during
discussions on practical ways of broadening financial
co-operation. :

(1ii) The attention of Communist countries could be drawn to

the inadequacy of their financial and monetary
statistics. o

L]

(1) In this respect also see Note No. 1 on industrial co-operation

NATO CONFIDENTIAL

-72w




NATO CONFIDENTTATL

-73 C*MSZQZ68_‘.

ANIEX

SOVIST GOLD SALES

Millions of dollars 1956 | 1957 { 19581 1959 | 1960

Soviet gold sales 150 260 220 250 200

Increéase in gold reserves

of Western Central Banks 495 705 670 695 340
‘ Proportion(l) 3355 37% 33% 36% 59%

1961 | 1962 | 1963 | 1964 | 1965

PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE
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Soviet gold sales 260 200 550 450 550

Increase in gold reserves

of Western Central Banks 590 330 840 725 240
Proportion(l) au | 619 | 65% | 62¢t | 229%

Source: BIS Annual Reports

(1) These percentages are purely indicative and must not be
interpreted as implying that the bulk of Soviet gold sales
necessarily flowed into Western Central Bank reserves
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ACCESSION TQ GATT OF ADDITIONAL COMMUNIST COUNTRIES

I. PROBLEM

1.

It seems unlikely that the East European countries

would wish to discuss as a separate issue the accession of

- additional fZastern countries to the GATT., It would nonetheless

be appropriate to consider the matter both in the event that
it is raised in the context of other issues and also to consider
whether Western countries might profitable raise it.

A.
2.

countries

,(,a),

(b)

keview of present GATT status of Fast European
countries ‘ . :

In addition to Yugoslavia, the following Commmist
of Bastern Europe are GATT contracting parties:

Czechoslovakia, which was an original signatory in
19L7. Since the Communist coup d!'état in 1948,
Czechoslovakia has remained a contracting party but
has taken a relatively inactive réle in GATT
proceedings.

Poland, which became a full contracting party in

June 1967, after having become an observer in 1957

and having acguired associate status in 1960. It was
the Polish accession that provided East European states
with a distinct alternative to the practice of

market countries of offering tariff concessions as

an "entry fee" in reciprocity for the benefits of
becoming a contracting party. A number of contracting
parties had doubted that the GATT could or should
accommodate Poland. They were concerned that the
Polish system did not offer Western exporters suffic-
ient access; that the Polish import programme as part
of the national economnic plan basically left to
imports from market countries only a residual market
that could not be met by domestic production or
imports from COIMECON countries; that participation in
COMECOI resulted in a discriminatory choice of imports
incompatible with MFN, and that state planning
resulted in arbitrary determination of trade patterns
by administrative fiat rather than the market forces
that the GATT is designed to encourage. However, the
view that eventually came to predominate was that
acconmodation might be possible if Poland would
undertake commitments that would influence her
planning process and if contracting parties could
obtain special safeguards in view of the different
approach by state trading countries to setting export
prices. Accordingly, the Polish accession protocol
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includes the following provisions;

' |
(1) an undertaking (so far adheréd to) by Poland
increase imports from contracting parties at a
rate of at least 7 per cent per annum;

(2) annual consultations on Polish import targeis;

(3) bilateral consultations should Polané or any
~ contracting party request: them, with provision -
for either Poland or the c¢ontracting party to -
suspend GATT obligations toward the other if
further consultations with the c¢ontracting
parties as a group do not lead to a settlement;

(4) action by a contracting party to restrict imports
from Poland should they cause or threaten serious
injury to domestic producers and should
consultations fail to resolve the issuej ‘

(5) a clause permitting contracting parties which

: maintain discriminatory quantitative restrictlions
inconsistent with the GATT to continue to apply
them provided that the inconsistency is eliminated
by the end of a transitional period of unspecified
length. '

(¢) Romania, which became a contracting party in November
. The Romanian accession protocol is modellzd

after the Polish instrument, but differs in that
Romaniat's import commitment is an expression of
‘intent to increase imports from the contracting
parties as a whole at a rate equivalent to ths
overall increase in imports foreseen in the current
Five~Year Flan, The consultations with Romania are
to be biennial rather than annual. Contracting
parties maintaining discriminatory quantitative
restrictions inconsistent with the GATT undertake not
to increase the discriminatory element of these
restrictions and to remove them progressively with the
objective of eliminating them before the end of 1974.

3. Hungary is attempting to negotiate accession to the
ATT on a Hf?%arent basis., The Hungarians, while maintaining
gtate trading relations with COMECON countries, have established
tariffs against imports from market countries, with which some
ungarian enterprises have been given greater freedom to deal

n the basis of market considerations. They have refused to
consider uncertaking an import commitment to GATT contracting
varties offering instead to enter into tariff negotiations. The
basis for this approach is the substantial decentralization and
adoption of market features that have characterized the
country's recent economic reforms,

. NATO CONFIDENTIAL
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4, The Soviet Union, Bulgaria and Albania have not
applied to accéde, Their economies as presently structured

more closely resemble the centralized, state-directed econonies
of Poland and Romania than the partially decentralized Hungarian
economy. Insofar as these countries are willing to undertake
commitments along the lines of Poland, there are no menifest

technical grounds for excluding any of them(1). .

B. Conseguences of Communist countries! participation
in GATT :

5. The consequences of participation by Czechoslovakia
and Poland in the GATT do not appear to have been very signi-
ficant either for the two countries or for the GATT. Poland
has participated somewhat more actively than Czechoslovakia in
GATT proceedings, but has pursued a pregmatic rather than
ideologically dogmatic approach. Although information is
somewhat limited, Poland appears to be seeking through its GATT
participation generally to promote access to Western markets
and .ensure stable trade relations with the West.

6. Poland!'s participation in the GATT does not appear
to have contributed significantly to pressures for domestic
economic liberalization., The recent reforms appear to have
concentrated on reordering planning priorities mainly in
response to domestic social pressures, and have not led to
substantial changes in the highly centralized structure of the
econonty. In part the lack of domestic impact stemming fronm
Poland'!s participation in the GATT reflects the terms of
accession.. Few substantive changes in Poland's system of
foreign trade were required. GATT provisions will continue “to
heve limited applicability as long as Poland retains most
features of a state trading country and Western countries do not
utilize consultation procedures to press for changes.

T If Bulgaria or Albania were to accede to the GATT on
terns similar to those in the Polish and Romanian cases, it is
reasonable to assume that the significance likewise would be

modest both for these countries and for the GATT, It scems

unlikely that they would be inclined to unite with Poland,
Czechoslovakia, Romania and Hungary to pose a vigorous,
concerted challenge to the industrialized market countries!
donination of the institution.

8. Were the Soviet Union to accede, however, the

consequences would likely be more far-recaching and more

uncertain, for the following reasons:

(a) the economic magnitude of the Soviet Union would make
negotiation of terms of Soviet accession a major
trade negotiation;

,/’v

3

(1) The conditions under which accession tg GATT of the German '
Democratic Republic would be possible will be discussed
later.

NATO CONFTITDENTIAL
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(b) he Soviet Union as a contracting party might well
consider itself obliged to play an active réle in
keeping with its status as a major power;

(c) the Soviet Union would probably seek to assert
" leadership over other East European contracting
parties, some of which would be likely to respond by
playing more dogmatic and assertive réles than at
present;

(d) the Soviets and others might be inclined to pursue
major reform of the GATT so that its structure and
functions would be as.consistent with state planning
as with market economies;

(e) the Soviets could be expected to press hard for total
removal of discriminatory restrictions, and to seek
to enlist the support of market countries that do not
themselves maintain such restrictions against East
Buropean countries.

II. PROPOSAL

9. Avoidance of discussion of the subject at the CSCE
would eliminate any risk of erosion of Western countries!
ability to exact concessions from future Eastern applicants in
the course of accession negotiations. Should the Soviets probe
prospective Western attitudes to any application to accede, the
West, by avoiding discussion, would reduce any risk implicit in
a more positive Vestern response of encouraging the Soviets to
apply without a sufficient commitment to undertake obligations
that would be required of them. However, by refusing to discuss
the subject at the CSCE, the West would give up the possibility
of eliciting Eastern responsiveness on trade matters in return.

III. RECOMMENDATION

10, The West should not teke the initiative in raising
the subject. If the Eastern countries raise it, the Western
countries should respond with assurances that they are |
prepared to examine carefully and on their merits in the GATT -
the appropriate forum to consider the subject - any additional
applications to accede. '

NATO CONFIDENTIAL
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RESPONSE TO COMPLAINTS BY COMMUNTIST bOUNTRISS
ABOUT WEGTARN TARLFEO(3) :

I. PROBLEM

1. The Communist countries are likely to complain that
tariffs are an obstacle to the expansion of their sales in the
West., Their general posture on non-discrimination in inter-
national trade does not appear to imply a denial on the part of
any state to introduce restrictive measures for nrotecting its
industry against harmful competition. Their position is,
however, that such measures rust be applied ecqually to =211
states and that the prectice of discriminatory restrictive
measures is a violation of international law and, indeed, "an
act of -econonic aggression". This paper discusses possible
Western reactions to such camplaints.

A, The problem of tariffs

2. The Communist countries might complain in general terms
about Western tariffs imposed on goods exported by them., The
point to note in this connection is that the reduction of tariffs
in the GATT framework, which has been a feature of the post-war
period, has been based on the principle of reciprocity set out:
in the Preamble to the General Agreement., Countries commit
themselves to limit tariff protection of their own productionm
in exchange for better access to markets in other countries, which
have undertaken similar commitments, and on the understanding
that all countries undertaking these comgltnencs are treated in
the same way.

3. In the centrally controlled economies tarififs nlay a

.different r6le than in the West. In Western countries the

purchase of foreign goods can be discouraged by mcans of tar*ffs-

- in the Eastern economies there is no need for this : mechanisn,

since import decisions are controlled from the centre. These
economies cannot hold out the proonects of increased imports as

the result of tariff reduction in the GATT contex Coqsemueﬁtly,
they cannot reasonably(2) claim to be entitled to #GATT
treatment™., There are two special cases to be considered:

(a) where reciprocity designed to have a real inpect in
a centrally planned economy is offered; Vestemm
countries heve accepted the comnitnents of this kind
nade by Poland and Romania; _

2 The questlon of accession to GATT by certavn Communist

€1§ The German Delegatlon has a geheral reservation on this note
countries is dealt w1th in. Note No. 15

NATO CONFIDENTIAL
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(b) where central planning is replaced by a socialist
market econony and trade decisions are taken by
individual enterprises influenced by government
econonmic policy rather than subject to administrative
erders. In the negotiations on the Yugoslav '
accession to GATT, Vestern countries considered that a
meaningful application of the Agreement presupposed
that manufacturers and traders of any contracting
party should be able to compete with local producers
as well as with outside suppliers over the whole
range of goods they might wish to try to sell, and .
the Yugoslav Government accepted in principle that
custonms tariffs should be the sole means of protecting
donestic industries.

. 4, The European NATO members do not use tariffs to ,
discrininate against the Communist countries, which, in fact,
share in the benefit of any general reduation in tariffs (e.g.
Kennedy Round). Because tariffs on East Buropean imports are
considered rather ineffective(1), the European NATO countries have
preferred to control imports from the East by means of QRs, a
system rather more akin to the administrative control of +trade
of the East. Canada does not use QRs, and accords NFY tariff
treatnent to all Communist countries except the GDR and Albania.
The United States is the only NATO country which denies IMFN
tariil treatuent to Communist countries other then Yugoslavia
and Poland(2). : -

B. Tariff concessions to less developed countries

5. Another argument wvhich the Communist countries
theoretically nmight take up would be to claim that they should
benefit from the Generalised Preferences which the industrialised
countries have accorded or promised in favour of less developed
countries(3). ~

(1) The interest of Fastern countries in tarifs reduction or
abolition is not quite similar to that of the market econonies.
Since their prices are fixed without the sznme consideration
of costing as in market economies, it is clear thet tariffs
cannot have the same bearing on exports as in the Vest. In
centrally controlled economies, tariffs have no direct inpact
on the profitability of the enterprise and the state nonopoly
abgorbs the effect of the tariff. Therefore tariffs do not
have the same deterring action on exports nor on the overall
economic activities as they have in the Western narket
econonies. However, any attempt by Eastern countries to over-
cone tariff barriers by marking down their export prices
dininishes their export earnings. .

(2) Within the European Economic Comnunities, tariff negotiations
are handled by the Commission which acts within the framework
of directives from the Council. 4

(3) These preferences have until now been applied by: +the EIiC;
Denmark, Ireland, Norway, the United Kingdoi; Pinland, Japan,
New Zealand, Sweden, Switzerland.

NATO CONFIDENTIALL
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6. Yugoslavia is included among the countries benefiting
from Generalised Preferences. Romania has officially requested
such treatnent from the EEC and Bulgaria has made a similar
request to the individual EEC countries, In addition, Bulgaria
end Romania have expressed an interest in benefiting froa: the
application of the Canadian General Preference Scheie, Between
the COMECON countries this is likely to be a divisive issue, On
economic grounds Poland might perhaps qQualify for such treatuent,
but the case of Hungary would appear more doubtful, and neither
Czechoslovakia nor the GDR could be called less aeveTOUeq.
Presunably, the USSR neither could nor would request such treat-
ment, The issue is therefore unlikely to be raised by the
Egstern bloc, but might be- brought up. by Ronanin or certain
other COMECON countries.

7. As regards concessions to others, five COECON countries
countries - Bulﬁaria, Poland, Hungary, Czechoslovakia and the
USSR - have announced their WL¢11n%n@ss to gront trede ccncessions
to less developed countries which they maintain would be
comparable to the "enefits of Generalised Preferences. This
position is part of the report of the Specicl Committee on
Preferences (TD,B.329/Rev. 1) which was approved by the UNCTAD
board on 13th Cctober, 1970.

c. Special tariff arrangements for Fast/West trade

3. Soime years ago the USSR attempted, on the basis of
most favoured nation clauses in bilateral agreements to claim
that it was entitled to benefit from the lowering or abolition
of tariffs within the EEC and EFTA, According to the GATT
rules, the most favoured nation prlnC1p1e does not prevent the
establishnent of custom unions and free trade arzas., A4Llthough
this has never officially been conceded by the Soviet Union,
the line of argument mentioned here appears unlikely to be
taken up again.

9. It appears more probable that the Communist countries
will resort to the argument that the changes in Western trade
arrangements presently taking place will increase their
difficulties of marketing their products in the West. Apart
from the Generalised Preferences for less developed courtries,
conpetition will increase as a consequence of the agreements
envisaged between the enlarged Common Market and EFTA countries
which are not seeking admission, The EEC has also made
association or tirade arrangements with a large number of
countries. The state trading countries might claim that as a
result of these developnents, they are likely to become
one of the few groups of countries subject to full tariffs
of the enlarged Comnon Market. They might therefore ask for
special arrangements, including tariff concessions,

NATO CO NFIDENTIAL
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(1)

(ii)

Should the Eastern countries attack the custom
tariffs, it should be stressed that the Communist
countries already receive MFN treatment by most NATO
countries; and that where Communist countries grant
MFN treatment their administrative control of trade
gives them ample means of discriminating in practice
against particular countries. However, the Western
countries, which are prepared to do so, could if

the occasion should arise, and in accordance with
GATT rules, - particularly on the most-favoured-nation
basis - indicate their willingness to negotiate -
tariff concessions in request of certain clearly
defined products in exnhange for various non-tariff
concessions which Eastern countries might grant.

Should individual COMECON countries repeat their
claim to be considered as less developed countries
in relation to the Generalised Preferences, NATO
countries might point out that some requests of this
kind have already been made and are currently under

discussion in the light of criteria discussed within
UNCTAD,

ITI. FALKING POINTS

(1) Most NATO countries apply GATT bound tariffs to

(2)

imports from all Communist countries, Those which -

are not members” of-GATT- therefore bsnefit,. without _
‘any comparable counterpart, from tariff concessions
agreed on in an arrangement whereby all other

countries have paid an entrance fee by opening up
their own markets.

The question of the accession to GATT of certain
East European countries is dealt with in Note No, 15
(Category B.).
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- RESPONSE _TO COMPLAINTS ABOUT COCOM

" "I. PROBLEM

S 1. It is probable that the Soviet Union and the East
—-Buropean countries will maintain that the existence of a lerge
COCOM list directed primarily at the Warsaw Paxt countries is
an obstacle to expanded trade between Western Europe/North
America and Eastern Europe, and will request its renoval.,

A, Procedures for establishment of COCOM lists

2. COCOM (Co-ordinating Committee) whose membership is
the same as that of NATO, but excludes Iceland and includes
Japan, has however no institutional link with NATO. It began
operating in Paris in January 1950 and since that time the
lists of items intermationally agreed upon by the Committee
for controls have been frequently revised.

3. There has been a downward trend in the number of
items under control and the scope of the embarzo. As new
information is developed about productive capability and
advances in Communist countries, some items are removed from
the list. Conversely, because of new technological developments
in the West, new items are periodically added.

4,  The lists currently comprise items in the following
four categories:

(i) strategic: with both civil and nilitary
' application;

(ii) nilitary: covering weaponry, munitions, etc,.;
(ii1) atonic energy;

(iv) items of lesser strategic importance: itens on

this watch 1list are not embargoed but their export

to Communist countries must be reported to COCOH.

5. The latest review of the COCOM list has been under
way since October 1971. At the beginning of this review there
were approximately 163 items under control, consisting of the
106 international strategic list items, 26 international
atomic energy items, 22 international munitions list itens and
9 watch list items. This may be compared with the high point in
1953 of approximately 450 controlled itens,

NATO CONFIDENTIAL
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Lists criteria

Criteria for placing items under COCOM eribargo are as -

materials and equipment (by types and grades) vhich
are designed specifically or in peacetine used
principally for the development, production or
utilisation of arms, ammunitlon or implenments of war;

naterials and equipment (by types and grades)
incorporating unique technological knowhow, the
acquisition of which by the Sino-Soviet countries nay
reasonably be expected to give significant direct
assistance to the development and production in peace-

- tine of modern arms, anmunition or implements of war,

of their means of utilisation or of dellvery, or of
counter-measures to then;

materials of which the Sino-Soviet countries have a
deficiency which may reasonably be expected to be
critical in relation to the production in peacetinae
of modern arus, amrmunition or implements of war, of.
their means of utilisation or delivery, or of counter-
measures to them, and which they could not overcome
within a reasonable period.

Composition of the International Stratesic List

The COCOM List is highly selective and includes inter

certain metals, minerals and their alloys such as
zirconium, cobalt and unrefined nickel;

netal-working machinery such as Jjig borers and grinders
with close tolerances, specialised hydraulic presses,
and numerical-controlled machine tools;

specialised processing equipment for chemical and
petroleun industries such as certain gas liquefying
equipnent, equipnent for the production of military

- explosives and solid propellants, ion vacuum pwips

and cryopump systems;

electrical and power-generating equipment such as
electrical vacuun furnaces, electronic beam equipment
and senmi-conductor devices for direct conversion of
solar or nuclear energy to electric energy;

NATO CONFIDENTTIATL
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transportation equipment such as hydrofoil vessels,
certain aircraft, helicopters and engines and
associated eoulpment

electronic and precision instruments such as advanced
communication, navigation, direction finding and
radio equipment, radio relay communications equipnent,
single and multl-channel cormunications equipnment,
serl-conductors and computers; _

chenical and petroleun products such as lead azide,
boron, fluoro~-carbon corpounds, synthetic lubricating
oils and greases;

specialised synthetic rubber;

synthetic film for dielectric use of & very fine
thickness.,

Excentions procedures

Items on the International List may still be ezbortcd

1o Commmnist countries provided that COCOM exceptions proceaures
are followed. These are that the exporting country nust be

-satisfied that the export is to a civilian user, is suitable for

the stated civilian end use, does not contain critical Imovwhow.
which should not be transferred to Communist countries, and does
not relieve a critical deficiency in these countries. The ,
exporting country nust obtain the unaninous approval of other -
member countries in nost cases, although there are special
adninistrative notes on sone items that allow for rovernnental
rrceptions without prior clearance in COCOM. Moreover, there
are special exceptions procedures for servicing and de miniuis

shipments.

ITI. GENERAL CONSTDERATIOMNS

(a)

(b)

By denying the Coimunist countries uncontrolled access
to such items, the West helps to preserve its nilltﬂ‘y
security by preventing an even more rapid growth of the
Eastern nilitary potential, thus contributing to the
maintenance of defence expenditures at an acceptable
level.

Lacking such an agreed list, there would be danger
of excessive competition between Western firms for
Soviet and Eastern European narkets without adequate
attention to mutual security considerations.
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(c) It should be noted that procedures are sufficiently
flexible to permit exports of international list
items providing that the export is suitable for the
stated civilian end-use and the consignee is knowm to
be a civilian end-user,

(d) A firm Western position would renind the Warsaw Pact
countries once nore of the dependence of an increase
in trade in COCOM list iterns on improvement in
political/military relations.

(e) Nevertheless, it must be admitted that these controls
reduce the potential export earnings of nember
countries and that unwillingness to discuss
nodifications in the COCOM System could forgo a possible
bargaining area. -

I11., RECOMMENDATION

9. If the Soviet Union or other East European countries
raise the subject, NATO countries should maintain that they
have the right to restrict exports which in their opinion could
be detrimental to their security and rutual defence, and that
in any event the controls are limited in their tirade impact.
Furthernore, Western govermnents might respond that the lists have
been much reduced in recent years and that such controls are
under continual review in COCOIY, the results of which could be
influenced, anong other factors, by an improvement oi East/Test
relations, ‘

V. TALXING POINTS

10. - If Varsaw Pact countries raise the COCO!! issue, the
following talking polnts are suggested:

(a) The West intends to control exports in the interest of
its security and mutual defence. The Warsaw Pact
countries do not have such official (and published)
lists as they can exercise such control throush their -
governnent-controlled trade organizations,

(b) COCOM controls are limited in their effect since they
: are highly specialised and do not constitute an zbsolute
embargo. Procedures are flexible enough to »rovide for
export of items for legitimate civilian use.

(¢} Over the last ten years trade of the COCOM menber
countries with the USSR/East European countries has
increased threefold.
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RESPONS TOfCOHPLAIPTSﬁBY_COMMUNIST}COUUTRILS o

I, PROBLIM

1. In the United Nations Economic Commission for Europe,
GATT and leaterally, the Communist countries Lave been pressing
Western countries to undertake obllgations not to impose any
new QRs on imports from the East and to set a definite tine
éﬁﬂlt for the complete removal of existing "élscrlﬂlnatory“'
Se :

2. Special QRs on imports from Communist countries are
not employed by Canada or the United States, where trade flows
with COMECON countries are relatively small., The ORs employed
by Turkey do not fall within this category: +they are solely
dictated by general economic con31derat1ons within her
development plans and are based on the kind of goods rather
than their exporters. On the other hand, they have played an
important réle as a tool of commercial policy in the other
European NATO countries. The range of products subject to
QRs is larger as regards imports from state-trading countries
than fron other countries. This paper only deals with these
so»ualled discriminatory ORs. -

A, P031t10n of the Eastern ébﬁhtries as regards QRs

3 The Communist countries attack the use of QRs as a
political discrimination against them interited from the cold
war, and as a departure from the liberal trade principles
professed by Western countries. This is<an attempt to avail
themselves of advantages for which they can offer no equivalent
counterpart. Western efforts to reduce and eventually abolish

. QRs affecting.trade between market economies are based on . .

reciprocity. The restraints on the use of QRs accented by GATT
countries prasupposes that physical limitations of the volume
of imports is the exception not the rule. In contrast, the
foreign trade 0¢ans of the centrally controlled eoonomies
amount to. 100% regulation of forelgn trade by means as rigid

as QRs and subsiaatlally wider in effect than those operated
by Western countries. .

L4, '~ The Communist countries reject this interpretation
and argue that once the volume of imports has been fixed by
the plan (that is, quantities have been restricted by direction),
their foreign trade organlzatlons are obliged by law to choose
their sources of supplies in accordance with commercial

considerations. As these governments clearly have the authority

to transmit orders directly and secretly to the executive
agencies, it is not possible for outside observers to ascertain
what factors in each case aeterglne the decision on where a
purchase is to be made.

NATO CONFIDENTTIAL
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5. The government control over trade in the Varsaw Pact
countries is moreover used to discriminate heavily against the
West. With the exception of Romania,all the Communist countries
direct some two thirds of their trade toeach other by way of
bilateral agreements, thus excluding Western exporters from
large areas of potential trade(l). In view of this situation,
the Communist countries! general contention that Western
countries should not apply special QRs to control imports from
them is unacceptable for some Western countries.

B, Practical advantages to the West‘of QRS

6. Rs normally aim at protecting domestic producers or
traditional foreign suppliers. The reason for applying QRs to
imports from the state-trading, but not from other, countries
is therefore mostly that home producers fear competition by
unfair pricing from these countries in particular. The Eastern
commodities most frequently subject to specific quotas seen to
be agricultural fooéstuffs, textiles, clothing, footwear,
ferrous netals and chemcials. The social and economic Justif-
ication for this protection can only be examined case by case
by the countries concerned. There are, however, two general
reasons for using QRs in trade with Communist countries.

7. First, the state-trading countries dispose of a
considerable bargeining power in negotiations with a YWestern
country, because the Eastern representatives are able to decide
from which country their imports are to come. On their side,
Western governmental officials are not normally able To place
orders, but the existence of QRs has offered them a2 bargaining
asset which enabled them to offer assurances that import
licences would be granted within certain limits. In return they
have, in some cases, obtained from state~trading countries
promises to buy, and in other cases, less specific piromises
that these countries would use their "best endeavours™ to take
an- agreed anouiit of goods from the Western country.

8. Sécondly, most Western countries consider that the

. poesibility. of introducing new QRs or.reducing quotas has. . .

provided a deterrent to dumping from Communist countries where
it is difficult to ascertain what the real cost of production is.
These countries seem to consider that this deterrent has worked
fairly satisfactorily and that problems might arise if they
abandoned all peossibility of controlling their imports from
Communist countries by way of QRs. Other Western countries,
however, believe that existing anti-dumping practices provide
adequate protection against dumping. :

(1) This discrimination 1s often not overt, but it does
occasionally find its way into published legal texts. This
is for instance the case of a Bulgarian decree of July 1971.
‘This decree states that purchase of a licence from the West
will only be authorised in cases vhere it has been
established that it cannot be obtained in other COMECON
countries. : » :
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C. The decreasing YWestern use of QRs

9. A1l the industrialised West European countries have

in recent years reduced considerably the range of goods subject
to QRs(1). Some NATO countries have, furthermore, in

bilateral agreements undertaken to aim at the complete abolition
of ORs by 1974(2). In many cases Western countries have,
however, carried through liberalisation measures without
undertaking any international obligation not to reintroduce

QRs.

10. The reduction of Vestern ORs has been furthered by:

- the Eastern interest in buying in the Vest
capital goods vhich they could not easily obtain
elsewhere; ) '

-~ the recognition of Western governments that the
East would have to increase its exports to pay for
these purchases;

-~ the fact that exports from Zastern countries often do
not constitute a great challenge to most Western
producers;

-~ the greater weight by and large given to the
interests of Vestern exporters rather than to
those of the domestic producers;

- the probability that Eastern countries would use
all the hard currency earned to buy in the West
or to reimburse their debts.

11. Most Western countries maintain that QRs are a

necessary means of self-protection which will be dispensed with
as soon as circumstances permit. A premature internationally
binding renunciation by Western countries of the right to use

ORs

would severely limit the possibilities of these countries

to correct trade distortion: Such -distortions night arise

should Communist countries build up their exports to all ;
Western countries while concentrating their purchases elsewhere
or - a more likely hypothesis -~ in those Western countries !
which they wanted to reward politically. This might considerably
increase possibilities for the East to apply political leverage.
Other Western countries, however, consider. that_ there are more !
acceptable neans of ensuring market discipline, |

(1)

(2)

isustria on 1st January, 1971 liited all QRs on inports |

from the USSR. It should be noted that in order to \

continue the pressure on other Western countries to y
abolish QORs,; the Communist countriss will undoubtedly |
ensure that Austria suffers no inconvenience for having {
taken such an initiative. /
This is the case of France vis-d-vis the USSR; Italy vis-d-

vis the USSR, Poland, Czechoslovakia and Hungary; the Unite¢
Kingdon vis-d-vis Hungary; Demmark vis-d-vis Czechoslovakia!
and Poland. !

: !
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I1., RECOMMENDATION

12. The Western countries could take an open attitude
on the question of quantitative restrictions. 1In particular,
account will have to be taken of commitments already entered
into at the bilateral level or vis-3d-vis certain Eastern
countries in a multilateral framework (GATT). In response
to Eastern complaints, the countries maintaining QRs could
point out:

(1) that the plamning and foreign trade system in East
Buropean countries de facto imposes universal and
arcane QRs on trade with Western countries(l);

(ii) +that the West European countries have reduced these
controls considerably in recent yeairs while there hes
been no corresponding reduction in the restrictions:
operated in COMECON countries; in fact, such
restrictions - exemplified by the increased
percentage of intra-COMECON trade - have increased;

(iii) that QRs in the West are generally maintained to
protect economically healthy industries against low .
price competition; '

(iv) +that Poland and Romania in the context of their
entry into GATT have been given assurances that,
except in specified circumstances, new QRs will not
be introduced and that the existing ones will
graduzlly be abolished(2).

(1) Some Western countries, while in agreenent with this
Judgenment, do not regard it as implying any justification
. for Western QRs. '
(2) I This argunent seems logically necessary, in perticular
{ if it is considered to be in the interest of the West that
; Communist countries other than the USSR should seek admission
' to GATT. It should, however, be kept in mind that the
Poles do not consider that so far they have obtained much
by their accession to GATT.

NALATO CONPFPIDENTIAL
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UESTERN RESPONSW TO POSSTBLE EASTERN ”OJPLAIPTS
Sk mm mﬁﬁﬁl\r W :

I. PROBLEN

1. Eastern countrles have for a long tlre b en coumnlaining
about the volume, the conditions and the duration of Western
credits granteéd to then. ~They have: constantly asked for an
increase in the amounts granted, for a relaxation in the
conditions, in particular a reduction of the interest rates, and
for a lengthening:of the-term. These countries have zbundaently
indicated over the last few months that .should industrial
co~operation with the West develop as a result.of a CSCL one of
the corollaries to it would be the possibility for then to obtain
larger export credits on favourable terms.to :finance their
purchases, It is:therefore: to be erected th'w+ this natter will
be brought up at the Confeéerence, T

A, Backﬁround Analysis

(i) Developgent of Western c‘edltu o

2. Western export credits have acqulred conulderable
importance in the 1950s and esnpecially: 1n,+he_1“6Os. The
extension of such credits to Communist countries beuan sonethat
later than that to LDCs: in the late 1950s for credits of up
to five years and in 196371964 for longerwtern credits. Since
1964 the share of Commumist countries in 1ongerw*srn erzélits
guaranteed by the: OVCD count ies has been arouno 1L%.

3. During. most of the 51xties the- East ELronean comtries
as a whole benefited from much larger credits than did the USSR.
However, in the last few years the flowof credits to sone of
the East Buropean countries has decreased and to all thesec
countries taken together it appears to be levelling off. On
the other hand, there has been a sharp increase in credits to
the Soviet Union which in 1970 zccounted for a 1arger flow of
credits than that to the East European countries.. llost of the
credits teken up by the USSR since 1966 are. of a duration of nore
than five years. They accounted for 93% of all credits extended
to this country in 1969/1970. The share of longer~term credits in
the anount obta*nao by the East European sountries is nuecih nore
nodest (35%). , T

4, Host of the:credits granted to;Eastern countries have
been officially guaranteed private. export credits. :Private
credits without official -backing have been quite significont iu
soime NATO countries, but there is reason to believe that in the
NATO area as a whole this form of credit represents only a nodest
share of the total credits granted.( .

NATO CO w v T D B N T 1 A
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5. Accunulated officially guaranteed outstanding credits,

| as of end 1970, from NATO countries, comprising credits which had

not yet been drawn, arounted to $4.7 billion, of which 2.5 billion
to Eastern BEurope and 52 2 billion to the USSR. Reluourseuequu(1)
have been growing over the years and in 1971 anounted to Just under
g1 billion. It should be noted that as the bulk of the USSR debt
is nore recent and of a longer duration than that of the Bast :
Buropean countries, the Soviet repayments in 1971 were less than
half those of Egstern Europe. :

6. The growth.of credits to the East has r°sulted neinly
fron the fo]lowing factors:

- generaL trend in international trade where credits
have becone an 1mportant means of improv1n" exporbers'
conpetltive p051tlon

- a growing proportlon of * estern exports to the East has
been in industrial goods, in particular in couplete
factories, a field where credits have becone a norinel
feature of trade;

-~ certain East European countries found thet they could
overcome Soviet obJections to some of their econonic
projects by purchasing from the West on credit. Most
Zast Buropean countries have been relying on
credlts temporarily to- offset their payment defici
w1th the West:

- the reallsatlonxby-the USSR‘in the mid-sixties that
it was lagging behind the West in many industrial sectors
and the attempts by the-Soviets to bridge the zap by
procuring machinery and equipnent embodylnD Testern
advanced techniology-and its conconitant decision to
draw on the increasingly available Tresterm credits to
flngnce uucn purchases.. _

~ in the cese of the Soviet Union, the exlstence of
substential gold reserves has strengthened her credit
standing by providing a partial cushion against
difficulties in repaying Western loans. In turn, the
availability of long-term credits:since 1964 has
allowed the USSR to maintain and increase purchases in
the West without hav1ng to resort to gold sales.

- in the West the flnancial risks 1nvolvea in credit
extensions to the East have been considered to be snall;
as the buying enterprises or Eastern banks concerned are
government-ovmed these credits are practically, if not
legally,. guaranteed by the Easterm governments: defdulting
would jeopardlse the credlt—worthiness of the country
as a whole; L

e

1) Repayument of capital plus interest
NATO CONFIDENTIAL
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- the consensus reached in NATO thet the developnent
of Bast/West trade would not only be beneficial
firom a commercial but also from a political point of
view(1).

Te In addition to export credits, Eastern countiries and
The COMECON banks have been recently turning to the Western
financial markets for loans not tied to any specific purchases(2).

a— R

~ The International Bank of Eccnonic Co~operation (IBEC)
has obtained from Western bank consortia loans
anounting to about $140 million., Although this ie a

. relatively small figure there are indications that it
is & prelude to much larzer fund raising, not on.y
by the IBIC but also by the other COVMECCN bank, the
International Investment Benk (TIB).

- There is no need tc stress the pradoninant position
of the USSR in both banks. A consequence of this
control is that tne Soviets through the allocatiar of
convertible funds of IIB and IBEC will be able to
Influance The investment choices of the I“ast Zuropean
countries. Indeed, the Soviets have long expressed
their interest in there being a "common" control over
Western investient in the area so that Cocmnist
countries should not become dependent on cepitalists,

- At this stage the projects financed by the COMECOH
banks affect the East European countries rather than
the Soviet Union itself, which is in the process of
negotiating for much bigger loans from various
Western sources., The real point, huwever, is that
the projects likely to be favoured by these banks are
those which would promote the type of econonic
integration favoured by the Soviets, whereas projects
to develop Zast European potential, wihich might result
in a switch of trade to Western countries, might not
receive Soviet suppnort, however Justifiagblz they
might be on purely econonic grounds. '

- On purely financial grounds there would be no
inconvenience for the West increasingly to channsl
funds to the COMECON countries through the COIZECCN
banks., Should, however, this development reach major
proportions, the COMECON banks could become a2 scieen
between the East BEurcopean countries and other sources
of funds in the West which would normally be dirsctly

—

g g See C-M(66)86(Final), paragraph 46
Cee Note No. 10 on the development of East/West monetary
and financial relations.

=
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»allable to them, They might therefore find it wore
gifficult to promote industrial projects to which the
Soviets could have objections. This could hardly be
a desirable developnent from a Western point of view.

(1i) Indebtedness

8. Th~ recent study by the Econonic Committee on Communist
countries! indebtedness(1¥ indicates that Romanial's and Bulgariatls
debt service ratio is very high and that several NATO countries
have accented refinancing arrangenents of the debts, There has,
however, been no genersl debt consolidation of the kind which

has been negotiated with a number of less develcped countries by
zroups of lending countries, The indebtedness of the other Zast
Buropean countries and of the USSR does not seem at this stage to
be a source of difficulties as far as reimbursements are concerned.

(1ii) Effect of credits on Western exports

g. Export credits have facilitated a rapid grorth of
Bastern inpo:ts of capital goods. The Soviet Union iiportes of
nachinery and equipment fron NATO Furopean countries - the sale
of which is nornally financed by export credits - grew by 1907%
between 1960 and 1969, whereas total exports grew by 142% only(2).
This pattern is even nore striking in the case of the East
European countries where the corresponding growth was 2297 and
160%(3). It is open to speculation how much of these exports would
have taken place had the credits been denied. The USSR night have
been able - but perhaps unwillirg - to finence thase purchases by
selliug gold. This possibility would not have been open to the
East European countries. There is therefore little doubt thot
JJestern exports would have been smaller in the absence of credits
but it is not possible to say by how much. A further indication
of this might be that the United States sales of nanufacturecd
products to the East have remained at a very low level during the
sixties, Although this phenomenon is partly due to direct e:pport
controls, the unavailebility of credits has no doubt also plcyed
& significant réle.

(1) The Economic Committee has decided to follow the evolution of
the Comnmunist countries'! indebtedness with a view to providing
the fullest possible information. The first results of this
study have been distributed as C-19(72)12 (Romanian incdebted-
ness) end C-M(72)13 (Communist countries! indebtedness),

(2) Total sales to the USSR: ~$576.6 million in 1960 and
£1,397.7 nillion in 1969, Sales of machines and transport
equipment: $231.7 nillion in 1960 and g674.7 wmillion in 1969.

(3) Total sales to Eastern Burcpe: $1,064.7 million in 1960 and
$2,770.5 million in 1969, Sales of machines and traonsport
equipment: @242 million in 1960 and g941.7 nillion in 1S89.

NATO CONFIDENTTATL

~GHm




PUBLI C DI SCLOSED/

DECLASSI FI ED/ DECLASSI FI EE -

NATO CONFIDENTTATL

~Oly= : CeM( ZZ‘Z 68

(iv) Conditions

10. In certain West European countries various arrangenents
have made it possible to lower the cost of export credits below
the interest rates prevailing for domestie dransactions. This has
worked +to the advantage of all importers including the Commmnist

‘countries. The interest rates applied to the latter are usually

the same as to other industrialised countries. However, there
have been instances where Communist borrowers have had to pay
interest rates on export credits slightly above the market rate,
as bankers have considered them as a special risk on accouat of
their repudiation of pre-war debts, On the other hand, there
have been cases where lower rates have been charged as the
Cormunist countries concerned had a high credit rating as regards
the reimbursement of their post-war commercial debts,

(v) Western harmonisation of credit conditions

1. In the early sixties, attempts were made in NATO to
develop comion policies as regards credits extended to Commumist
countries, These did not meet with any suceess as some menber
countries felt unable to discriminate in the granting of credits
hetween Comimnist and other countries.

12. In the OECD, it has been attempted to develon rules
which would limit the possibilities for any borrowing country to
nlay one lending country off against another, A special group
was set up in 1952, It comprises all NATO countries. with the
exception-~of Iceland and Turkey; furthermore, Australla, Austria,
Finland, Ireland, Japan, Spain, Sweden and Switzerland are
nembers., .In this group the EEC proposed a system of prior
consultations similar to its own, but-it proved very difficult to
find a basis on which all members of the group could agree,
However, in 1972 a compromnise has been reached on a system of
exchange of information on request. Under this any nember country
can request an exchange of information with one or nore of the
other members as. regards the conditions of any officizlly hacled
transactions tied to exports on credit terms which exceed a
duration of five years. This system is applicable as from
1st July, 1972. The group earlier agreed on rules to linmit
competition as regards export credits to finance the sale of
new ships, and work continues with a view to reaching sinilex
agreenents in other specific sectors.

13. In the EEC since 1963 a procedure has. existed vhich
inplies compulsory consultations prior to the gusrantesing of .
credits of a duretion of more than five years. In 1970 the Council
adopted directives laying down the wording of cormon nIo forna
insurence policies for medium and long-tern suppliers! credits.

Tn 1971 the Commission made a number of proposals concerning the
harmonisation of the premium payable on insurance for supplierst
credits, on common pro forma insurance policies foriinancial

NATO CONFTIDENTTAL
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credits granted to buyers belonging to the public sector of their
countries, on common rules for coverage of exchange risks and

on cormon rules for guaranteeing exporters against abnormal and
unforeseeable rises in production costs., It is expected that
proposals aiming at reducing the existing differences between

the national systems of financing export credits will be nace
this year. o,

B, Is there a need for a larger volune of credits on
easier terms?

(1) Is there a scarcity of credits for the Communist
countries?

14, It does not appear that in general Comrunist countiies
have come across difficulties in obtaining in Westerm Zurope the
export credits they wanted on the same conditions as the other
industrialised countries. The exceptions have been Romania and
Bulgaria which in the last few years have been considered as
over-counitted, so that several VWest European countries have
applied ceilings for the guaranteeing of credits.

15, As regards all the other European Comnmunist countries,
since there is no linitation on the export credits they can get,
it would seem that their objective is to obtain them on more
favourable conditions than hitherto(1).

(ii) Special conditions for less developed Comuiunlst
countries?

16, Romania and Bulgaria are currently seeking to obtain
from Western countries the same trade preferences as have been
granted to the less developed couniries. Should this be conceded
to then, they are likely to carry the argument further and ask to
qualify for credits on snecial conditiomsunder national scheies
for aid to less developed countries, In fact, sone NATO countries
have already accepted sone extension of the period of debt
servicing of Romania and Bulgaria. In the case of Romanie,

following the floods of 1970, sonme credits were grented on ..

concessionary terms,

17. Whatever the decision Western countrie s would take -

vis~3d-vis Romania and Bulgaria, there would seem to be strong
arzunents for not extending to the other more developed BEuropean
Comrmnist countries export credits on special terns generally

reserved for the less developed non-Comnmunist countries., Indeed,

(1) In the ECE (Geneva) Poland complained that it was being
' discriminated against in the field of "long-term credits,
in particular investment credits”.

NATO CONFIDENTTIATL.
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the allocation on soft terms of credits and 1oans to Comnunl t
countries would be tantamount-to extanding aid to them; it
would reduce the already limited amount of finance aveilable for

' this purpose and may have an adverse effect on the resources

available in the West for economic assistance tc tThe LDcs._

(iii) Longer-tern flnan01ng°

18. However, traditional export credlts ay- not be entirely
adequaue in two areas.

(a) Exploitatlon of natural resources -

The USSR has put a certaln nunber of nrovosals to
Western countries-involving substantlsl financing of
projects for the development of natural resources such
as natural gas, o0il, copper, etc. Funde borrowed Irom
the VWest would be réimburséd with the 'proceeds oithe
sales of the raw materials produced. In this rcgara,
however, export credits will not be sufficient in view
of the inportsnce of the projects involved and their
duration. Tnerefore, other forms of financ,nb, ugLﬂb
funds fronm nrlvate or other sources, hlll ‘have to be
devised,

(b) Coprccuctlon agreements

Several of the East Furo ean countrles ere~lnteres sed

in co-production venturedl) Here again, if therc is =z

real Western interest in the products’ which uight be

manufactured by the Eastern partner, businessien n:gat

be prepared to invest in Jjoint enterprises or, if this

%s not poss1ble, to flnence productlop on.a long=tern
asis. ‘

IT. PROPOSAL

19. At a CSCE VWestern countries should not ralse - the

question of credits. Nevertheless ‘the West can expect this+ issue -

to be raised by the East, in which case Western countries could

- emphasise the non—dlsorvmlna+cry and open pollc" vhich they

spnly in this connection, They could also state their
w1111ngness to examine requests for fineancing to the e“cvat tnat
these conform to prevailing mquet condltlons.’ie, EREEE

A, Advantages for the West .

(a) Credits are good bu31ness for~ +he banh1n~ and insurance
sectors of the economy, and the intercst pa ywencu a
source of invisible earnings for the balance of
payments,

(1) See Note No. 1 on the Development of Industrial
Co-oneration.
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(b) L;ports are o major stimulus to econonic activity;
donnd

credits, by fostering international trodgfﬂay contribute
to reactivating or maintaining expansion.

(¢) The poss1b111ty of obtalnlng credits on a large scale
from the West provides the Fast Buropean countries
with an alternative to complete dependence on their
COMECON partners. ,

(4) To the extent that the Eastern countries, by talking up
credits, have mortgaged their future hard currency
earnings, their solvency-will depend on their dblll*v
to develop their exports to the West. This will increase
pressure - for. econonic reforms which may have a spin-off
in the political area,

B, Disadvantages for the West

-~ (a) A flnan01al risk is involved if the growing indebtedness
- of Eastern: countries is.not matched by sufficient groiwth
of their exports.to the West.

(b) Vestern countries' credits and loanc create a certain
interdependence with the East and in order to be
reimbursed these countries will have increasingly to
oren their markets to Eastern products, for soire of
witich there iay be little domestic demand; increased
Lastern sales might on the other hand have nege tlve
consequences for local producers or traditional

- suppliers. - .

(c) Credits help Eastern countrles o reduce their
technological gap with the West and thereby iuprove
these countries' capacity to compete with the West for
markets in third countries.

(d) - In the lending ecountries, in periods of overemn1oywe1+
and of scarce industrial cap901ty the expansion of
. exports throuzh credit grants increases the pressure on
JE R

~ existing supplles, including available Iinance, anc
nay become an 1nflatlonaxy ¢act0r.

(e) The ooss1ble exten51on of government-to-governnent loans
to Eastern countries or the subvention by the state of
part of the interests charged on credits would have to be
financed out of publiC'funds; and would therefore diminish
the volunme of resources which could be made available for
the domestic econony or for the economic assistarnce of
the less developed non-Cormmunist countries.
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III. RECOIMMENDATION

20, That member countries accept the line of apvroach
set out in the proposal under Iten II.

Iv, TALXING POINTS

(a) Western countries should stress to the Eastern countrie:s
that their dealings with them are governed, as far as
credits are concerned, by the same commercial
principles which are applied to other industrizliged
countries,

(b) The attention of Eastern countries could be drawm to
the need for keeping the amounts cf credits within
limits which would not- impose excessive strains on the
repaynent capacity of the borrowers.,

NATO CONFIDENTIAL
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CATEGORY C

SUBSLANTIVE DisCUSHLOL A CSChE

Signature by all parties to a CSCE of the Universal
Copysight Convention and the Berne Convention
(Note No, 4, Part II)

‘A Mecharism for Bast/West Multilateral Settlement

(Note No, 6)

Eastern countriest® particéipation in the International

Monetary Fund (IMF) (Note No. 9)

Diversification of Eastern imports from the West
(Note No, 13)

Price Formation in COMECON countries (Note No. 24)
Bconomic relations between the Community and the
State trading countries of Eastern Europe

(Note No. 25?

Hindrances to Bast/West trade due to the economic
structure prevailing in Communist countries

(Note No. 26)

A new Western institution to finance East/West trade
and economic co-operation (Note No. 27)

Fast~-West co-operation in the field of eccnomic
relations with the developing countries (Note No. 22)
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- Note No, L, Part II)

IMPROVED PROTECTION I EUROPEAN COMMUNIST COUNTRIES OF

o ANDU ST RIAL PROETIATY RiGHT

I. PROBLEL]

1. The major international agreeiment establishing besic
rules on industrial property rights protection (patents and
trademarks) is the International Convention for the protection
of Industrial Property ("Paris Union%), signed in 1333 and last
revised at Stockholm in 1967.

2. The USSR ratified the Paris Convention on 1st July,
1965. Vith the exception of Albania, all East Furonean countries
had adhered well before that date and maintained their
membershin after the change of régime following the second Vorld
Var. CDR membership claim is disputed by many member countries
and it has never attended a substantive or administrative .
meeting of the Paris Union. The Warsaw Pact may raise this fact
as an indication of ¥"discriminatory practices' by the West.

3. Dastern countries limit patent nrotection to periods
of 15 to 20 years, similar to the practices of Western
industrialised cowntrics. Trademarks are registered for an
initial ten-year period, renewable for like scriods. VWithin all

the Communist nations the sphere of industrial property is centrally ’

adninistered. The ageacy entrusted with this administration is
not only a centre of authentification and legislotion but also
evaluates inventions aind selects those most appropriate for
development; it works in close co-operation with the national
nlanners.

4, Thnow-how" is not the subject of any senarate systenm of
international protection and is not covered by the Paris
Convention. In the East, however, it receives broad recognition,
both national and regional.

(1) Accorcding to information available to the United States
there have been no significant problems with the protection
of Western patents and trademerks since the Soviets adhered
to the Paris Union in 1965. Therefore, the United States
Authorities would prefer to have this issue dropned unless
the experience of other NATO countries is different from
their own. There is a German reservation against the
presentation of this problem at a CSCE by the West in order
to avoid discussions on the international position of the
GDR (see paragranh 2) before the intra Cerman relations have
been satisfactorily settled.
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5. One maJjor difference between the Western and Eastern
apnroaches to protection should be underlined. The West accords
an exrclusive monopoly of ownership and coantrol to the patent
holder. In tlhie East, in practice the right of the holder is not
exclusive in tne sense that the only possible users and bidders
are state entities and these cannot be prevented from exploiting
the patent as long as compensation, whatever its amount, is »naid
to the inventor. In all Fastern countries foreigners can be
granted patents allowing exclusive rights over the use of an
invention. kxploitation of a patent in these countries, however,
depends upon negotiating a licensing arrangenent with a state:
enterprise or organization.

6. Several Iast Buropean countries have in the last few
years enacted new trademark legislation in an effort to align
their systems with international protection. Romania,
Czechoslovakia and Hungary participate in the Agreement of Madrid
concerning the international registration of trademarls of 13891.
The GDR membershin is contested by secveral member states. It
should be pointed out, however, that this Convention, which was
revised in 1967, has not achieved great importance in the Vest;
& number of major estern cowntries have not ratified it. In
1936, the USSR recognised in law the value of the trademarl:.
Further laws of 1962 and 1967 havc added to the protection
elready given to domestic trademarks.

7. In the case of patents, inventors! certificates,
trademarks and 2ll other forms of industrinl nroperty, fereign
citizens end corporations arc cligible for the same protection in
a Comruiist country as local parties. The only condition is that
the applicant's own country must extend reciprocity of trectment.
This restrictive condition poses no problem to nationals of
Madrid Convention member countries seeking patent and trodemark
rights in Eastera Buropean countries. Under the Convention,
each signatory is obligated to accord to citizens of the other
members the same treatment that it accords to its own citizens
Tglgzive to acquisition and protection of patent end trademark
rights.

II. [EROPOSAL

_ The USSR and the Eastern European countries shoulc be wrged
©o_continue strengthening their patent and trademark wrocedures

relative to protection of foreign rights. Albaniza might also be
asked to adhere to the Paris Union.

A, Advantages for the West

(a) 1In the last resort better protection of the rights of
Western firms and individuals would probably result
in a greater flow of exchanges of information at the
technical and scientific levels.
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Western firms and individuals will be confident of
being paid the rovalties and fees due to them.

Disadvantazes for the West

None.

RECOMIENDATZIOI

That the »nronosal in II above be adonted.

TALIING POINTS

(a)

(c)

For Commumnist countries Western inventors should not
be assinilated to their Communist coimterparts who
rore often than not receive from their inventlons
limited material benefits but plenty of honorific
rewvards.

Eactern low as regards patents, traderarks and trace
names should be amended to allcw payments in
convertible currencies, to improve the protection of
industrial secrets and to provide for nromer
compensation should the State insist on taking over
shecific industrial property rights.

Vestern holders of industrial property rights should
be allowed to check nhysically vhether the licensing

" contracts are being observed by the Communist firms.
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A MECHANTSM FOR EAST/WEST MULTILATERAL SETTLEMENT (1)

I. PROBLEM

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

2. A system designed to .inject flexibility into the

" bilateral payment agreements then in force was devised by the

United Nations Economic Commission for Europe in 1957. This
ad hoc machinery was only shortlived for a number of reasons,
the two main ones being:

- the little interest shown by the East in this
move;

- the fact that during the sixties most of the

~ Western countries were able to persuade the
Eastern countries to accept the use of a
convertible Western currency when doing business
with them. ,

3. As matters now stand, transactions with most of the
Western countries are no longer carried out on a bilateral
basis (clearing account). All Eastern countries can open

convertible currency accounts, replenished, in particular, from

their sales of goods, in all Western ccuatries. All the
Eastern countries may also buy or sell currencies in tne
countries in which they have accounts in exchange for the
currencies of other Western countries.

4, Nonetheless, the present machinery is unsatisfactory
in that an Eastern country may at any time simply run out of
convertible currencies. When this happens, trade comes to a
standstill and can be revived in four ways:

(i) by increasing Eastern countries' exports;

(3i) by obtaining addltlonal bilateral credlts which may
take the form of: ,

-~ export credits;

(1) Any consideration of this matter is opposed in principle
by the United States. .

NATO CONPTIDENTIAL
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- government-to-government credits;

- short-term arrangements between central banks;
(iii) by floating loans on the Western money markets;
(iv) Dby resorting to a commonly financed fund providing
the Eastern countries with the wherewithal to
overcome their temporary difficulties.

II. POSSIBLE SOLUTION

5. A common fund, provided in the first instance by
the West and supplemented subsequently by Eastern participants,
might facilitate multilateral settlement and trade expansion
by financing temporary imbalances on trade account and, to
some extent, by providing longer term credit for capital
equipment.

6. If it were possible to set up an organization for
multilateral settlement, which would 1mnly a degree of currency
convertibility not yet achleved in the &Tast, the prospects for
East/West trade would be better, since the Eastern countries, no
longer committed to balance their trade transactions with one
another, would be free to buy and sell in the most favourable
narket.

7. Such a system would seem to imply:

(a) designating a body such as the BIS to administer the
fund and to maintain close relations with the
financial and trade authorities of the countries
concerned;

(b) . choosing a common accounting unit;
(c) fixing quotas for the individual countries;

(d) deciding as to the size, duration and method of
liquidating the surpluses and deficits which members
would accumulate with the fund.

8. It is sufficient to enumerate these requirements to
see that it would be difficult to persuade the Eastern countries,
and particularly the USSR, to adjust their system sufficiently
to make such a mechanism workable. Apart from this consideration,
there are other drawbacks to the concept.

9. The mere allocation of funds would not, in itself,
do much to stimulate East/West trade.

(i) Although a common fund, by eking out scarce reserves,
would help to cover temporary imbalances, lack of
reserves is not the reason why East/West trade
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remains modest, or even the main reason for the
bilateral approach favoured by the East. Eastern
planners have a very effective control over trade
flows, but their production is not geared to

Western market requirements, and their bilateralism
is more a consequence of a weak nonetary system than
a dearth of foreign exchange as such.

(ii) Although credit for the purchase of capital equipment
‘ and development projects undoubtedly fosters trade,
it can be argued that sufficient capital is already
available for any project which commends itself to
Western producers. )

(iii) It would not be advisable to channel Western capital
to COMECON banks. Soviet influence in these banks is
strong and is likely to be used to favour
integration projects that suit Soviet purposss rather
than projects which might make the East European
countries more independent of Moscow.

10. The inherent deficiencies of the COMECON system of
trade, including the inability to use COMECON currencies, have
led the Eastern countries to accept settlement in Western
currencies in their trade relations with the West. To set up
a special clearing system would be a step backward acceptable
only if accompanied by the prospect of a change in the pattern
of trade, a refora unlikely to be approved by the USSR.

11, At the present moment the Western monetary system is
undergoing a strain, if not a crisis, and important changes
are likely in the future, 1In these circumstances it might be
unwise to enter into experiments involving the Eastern
countries which the latter might be tempted to use, not so
much to improve the situation as to embarrass the West in the
monetary sphere.

 “ITI., CONCLUSION

12. Although, given the right disposition on both sides,
it would be possible to operate a mechanism for multilateral
settlement which would encourage the convertibility of the
Eastern currencies and promote East/West trade, there are no
indications at present that the East would make the adjustments
necessary for its success. There would therefore be no point in
raising this issue at the CSCE,

NATO CONFIDENTITIAL
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s ‘(Note No, 22

EASTERN COUNTRIES' PARTICIPATION IN THE
T INTERNATTONAL MORETARY FOND (IFFJT1)

I. PROBLEM

1. Although the Soviet Union was represented at the
Bretton Woods Conference and took nart in the negotiations, it
refused to Jjoin the International Monetary Fund which was
established 30th December, 1945, Poland and Czechoslovakia, who
were among the founders of the IMF, are no longer nenbers., The
first withdrew on 14th March, 1950 and the second was expelled at
the end of 1954 for failing to comply with the obligations imposed
on member countries(2). Recently the Soviet Union has been showing
a greater interest in international monetary matters and indeed
has suggested an intermational conference on the issue(3).

2. The reasons for the lack of interest shown by the
Warsaw Pact countries in the IMF are both political and practical.
As regards the political aspect, the Soviet concern to keen the
sgtellites in maximum possible isolation during the fifties, and
even later, explains why these countries were unable to secek
nembership of an organization which the Soviet Union had rejected.
Had it joined the IMF', the Soviet Union would have been compelled
to give reasons for the restrictions it was placing on foreign
trade and payaents, Nor was it in the interests of the Soviet
leadership to encourage a body set up for the purpose of
liberalising trade and payments at the very time when they were
working towards the creation of a rival econonic community
(COMECON) through which they were then to keep a firn grip on the
econony of Eastern®Europe.

3. Since 1964 there has been a gradual trend in COMECCH
towzrds the establishment of a system providing for mmltilatereal
settlenents between Communist countries and towards finsncial
transactions on the international money markets, In July 1971
COMECON adopted a long-term programme with a view to naking the
currencies of its menmber countries (partizularly the rouble)
convertible for the purposes of transactions between COMECOI]
countries in which prices are, however, still arbitrarily fized

by governments,

(1) The United States Delegation does not consider that this
problem should be included in the CSCE Agenda

(2) Since 1964 Cuba has for similar reasons ceased to be a
nember of IMF &

(3) This Note was completed before the Romanian application for
rnembership to the IMF and the YWorld Bank was announced
(20th September, 1972)

NATO CONFIDENTTAL

- 06..



PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

DECLASSI FI ED/ DECLASSI FI EE -

NATO CONFIDENTTITAL

C-M(72)68 ' «107~-

L, The Soviet Union does not appear to favour intra-
COMECON convertibility because this would tend to introduce
narket elements into intra-COMECON trade. However, it has
accepted the goal as something to be studied and possibly
implemented in careful, drawn-out stages. Hungary and Poland are
among those East European countries who share the obJjective of
intra~COMECON convertibility because they recognize the political
and econonic advantages for them of increased trade and other
econoniic contact with the West, Government officials in several
of these countries are of the opinion that membership in the IIF
would greatly enhance the capability of their countries for econonic
interchange with Western countries., The Soviet Union, however,
has apparently prevented Eastern countries from seriously exploring
the conditions of membership with the IMF, Membership of the
Fund would extend to the East European countries the benefit of
financial facilities available, e.g. credits up to 3 or 5 yeors,
standby credits, access to special drawing rights.

5. Moreover, by Jjoining the IMF, the Eastern countries could
becone members of the International Bank for Reconstruction and
Development, Iembership of the World Bank would enable sone
COMECON countries with little industry (Romania and Bulgaria) to
obtain long-term loans from that organization, as has been done
by Yugoslavia,

6. It may be in the long~-range interest of the est that
all of the Eastern countries enter fully into the internationzl
monetary system. If this is so, the most difficult problem on
the Western side may well be one of timing. The international
nonetary system is presently undergoing significant adjustaent
and Vestern financial leaders must of necessity be preoccunied
with the critical task of putting their own economic house in
order. UVhen this is done the considerable effort of

constructing a new roon for the Eastern countries may be better
undertaken, '

7. If it is true that the Soviet Union is thé primary
obstacle to the Eastern countries! joining the Fund, then perhaps
the best tactic for the West is to wait until individual ’
application has been rade to the Fund add then react to it on the
nerits of that case. '

. 8. There are a number of technical problens to be solved
before the Eastern countries could be admitted to the IMF:

- nembership of the IMF entails the commitment to provide
financial and economic information, which the Eastern
countries have in the past been reluctant to divulge:

- the need to give the USSR and the other Eastern states
an appropriate weight and representation in the
governing bodies of the organization would raise
difficulties; '
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- members of the IMF are required to fix the parity of
their currencies in agreement with the Fund,
Assessing the value of the Eastern curmen01es Vould
prove very difficult as in these countries the value
of the currencies is determined arbitrarily without
reference to market values;

- the Soviet Union, at any rate, would be expected to
announce, at least formally, its int tention of
naking its currency convertible(1).

II, PROPOSAL

9. The West should not take the initiative of raising
the subject at a CSCE. Should the Eastern countries do so, the

West could encourage them to put thenselves in 2 position to be

able to accept the relevant obligations and to seek nembersiip
of the IMF(2).

Al Advantages for the West

(a) Participation by the Eastern countries in international
ponetary arrangenents might promote repprochement
between East and West. ,

- (b) An increase in the number of members of the world
nonetary system might strengthen the trend toward
multilateral settlement and trade liberslisation.

(c) It would be easier to bridge the short term gaps in
financing East/Yest trade.

(&) A large anmount of basic data on such functions as the
balance of payments would become availeble to Western
observers, who would thus find it easier to keep track
of econonic developments in the Eastern countrics.

(1) The Communist countries will not need to.tale a decision

on the free convertibility of their currencics until alter
a transitional period which might be protracted. A number
of IMF member countries do in fact invoke Article IV of
the Fund's Articles of Agreement to keep their currencies
inconvertible,

(2) The United States reserves its position on this proposal.
It opposes any discussion of the IM¥F on the srounds that the
CSCE is not an appropriate forum for the discussion of this
issue. In its view, the Eastern countries, should they
raise the natter, should be advised to approach the Fund
directly.
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(b)
(c)

(a)

Disadvantages for the West

Problems for the West could derive from the fact that
the size of the Soviet economy would probably malie the
USSR the second most important IMF nember with all that
this implies in voting power and representation on the
Fund's executive board., It would, moreover, carry the
dan ger of changing the board from a body operating
through a consensus of views into a vote-counting,
veto-ridden body.

IITF meetings .could be used by the Eastern countries for
anti-Western propaganda,

The cfforts to place the International Monetary System
on a sounder footing would be slowed down if the IiF
were to receive applications from Communist countries
in the near future. The Soviet system is alien to

he frane of reference of the IMF and the World Bank
as constituted. Thus there exists the danger that
accession of the USSR would upset the unifying outlook
and delicate balance that has enabled the institutions
to overcone particular interests in the past and
introduce new procedures in a Western spirit.

Should the USSR Jjoin the IBRD, it nmight cndeavour to alter
aid programmes and the IBRD!'s loan policy in such a

¥ay as to further its own penetration of the Third

Yorld.,
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Note No. 15

DIVERSIFICATION OF EASTERN IMPORTS FROM THE WEST
I. PROBLEM ' ' |

Te In trading with the West, the Eastern countries are
primarily interested inthe procurement of plant, semi-finished
goods and transport equipment in which they are lacking. They
also buy certain foodstuffs which they do not produce themselves
or of which they do not produce enough. Their purchases of

" consumer durables are only incidental.

2. This situation is clearly mirrored in the statistics
of Western exports to the Eastern countries. In the particular
case of NATO European countries, foodstuffs, beverages and
nanufactured consumer items accounted for about 13.5) of all
exports in 1960; in 1969 - after several years of considerable
East/West trcde expansion - they still accounted for only 14.6%.

3. Manufactured items(1l) accounted for a very small
proportion of overall consumer sales. At best(2), items of this
kind sold by the European NATO countries to the USSR and the
Eastern countries in 1960 totalled just over US §58 million or
3.5/ of total sales (US $1,641 million). By 1969, this figure
had risen to about US $28G million or 7% of total exports
(Us 84,168 million). :

4, In terus of value, however, the expansion has been
considerable, with sales increasing five-~fold in nine years
while total exports have increased 2% times. The increase
in deliveries of foodstuffs (2.3 times) has also been a large
one. : _

5. By comparison with total exports of manufactured
consumer goods, however, Western sales to the East remain
minimal as the following OECD statistics show,

(1) Television and radic sets, refrigerators and other domestic
appliences, clothing, shoes, motor cars, photographic and
- cinematographic equipment, clocks and watches, travel goods,
. books, etc.
(2) Miscellanecous manufacturced items, unclassified items, motor
cars and domestic appliances
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- EXPORTS BY EUROPEAN MEMBERS OF THE OECD :
5 TO _THE EASTERN COUNTRIES. ;
T TN 1569 i
L _ :
% (Us ¢ million) ~
.

- Total Exports to the

z . Exports East(1)

y .

s Television sets 249 0.5

E Radio sets 228 0.7

8 Domestic appliances 972 5

g Motor cars 5,044 L2

a Miscellaneous manuf-

O actured items : 12,133 263

i

o

-

a

6. These figures confirm that the COMECON countries make
a point of buying from the West almost exclusively the raw
materials and plant which are essential to their economies. This
policy can be readily understood if it is remembered that:

(a) Under pressure from the USSR, a substantial proportion
of the foreign trade of the COMECON countries is
restricted to transactions with their partners in that
organization, The GDR, Czechoslovakia, Poland and
Hungary prcduce a huge range of consumer durables; .
Romania and Bulgaria sell handicrafts and foodstuffs.
A11 these goods find outlets within the COMECON, It
should bé noted in this connection that ia 1970, the
USSR impcorted manufactured items to the value of
1,933 aillion roubles for the Soviet consumer market(2)
and that 70% of these goods were provided by other
COMECON countries(3).

(b) These countries are still living in conditions of
semi-austerity as regards most consumer goods. Eastern
policy-makers may fear that the opening up of the
market to Western goods, which are keenly sought
after by the local population, could create social
problems to the extent that imports fell short of
demand. Rationing - presumably by price - would put
them beyond the reach of most potential buyers,

—  DECLASSI FI ED/ DECLASSI FI EE -

(1) The term "REast® covers the East Huropean countries and the USSR;
the figures have been rounced off and do not include sales by
the Federal Republic of Germany to the GDR,

(2) I.e. 18.3% of overall imports which totalled 10,565 million
roubles,

(3) Percentage based on five categories of groups, viz: clothing,
shoes, furniture, pharmaceutical goods and household goods.
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The quality and design of Western goods might also
show up the poor standard of Eastern output.

These countries are afflicted by a chronic shortage
of hard currency. Consequently, consumer goods would
have to be bought at the expense of imports which,
from the standpoint of economic expansion had been
assigned a higher priority. In addition, consumer
goods are bought on different terms from those
applying to plant and equipment and eny credits would
be for a much shorter period.

Any development in sales of consumer goods (whether

durables or not) by -the Iestern countries would seem to be
subject to a mumber of factors:

greater participation by the COMECON countries in
international exchanges which would enable them to
overcome their obsession with self-sufficiencys

improvement in the output of the Eastern couatries.
When the latter are able to produce consumer goods
of a better qua11ty and in larger quantlt*es, they
nay have fewer misgivings about opening up their
markets to Western goods,

improvement in the standard of living of the Eastern
countries with the concomitant creation of new demand
for both everyday and lwmury items. In this
connection, an improvement in housing conditions could
have far-reaching consequences;

opportunities for Western exporters to expand sales
and "after-sales" networks in the Eastern countries
which would receive regular supplies of spare parts;

increase in the currency earnings of the Eastern
countries which would give then a margin for the
purchase of non-essential items;

II. PROPOSAL

8.

The parties to a CSCE might agree to try to increase

the share of manufactured consumer goods in total East,/West

trade.

In explanation of the proposal the West would make clear

its interpfetatlon that the above refers primarily to an
increase in the share of Eastern imports of Western manufactured
consumer goods.

A.
(a)

Advantazes for the West

The Western consumer goods industry has a large outout
capacity and is in search of additional outlets.

NATO CONFIDENTTIATL

-140-



DECLASSI FI ED/ DECLASSI FI EE -

PUBLI C DI SCLCGSED/ M SE EN LECTURE PUBLI QUE

NATO CONFIDENTTIAL

C~M{72)68 113

(b) Any increase in Western sales of consumer goods to the
Eastern countries could act as an incentive to
consuners in those countries to press for a rapid
improvement in their standard of living. A
development of this kind could foster the climate of
détente.

B. Disadvantages for the West

(a) It is not practical to press the Eastern countries,
with their shortage of foreign currency, to purchase
consumer items in the West without providing the
means of payment. To increase their sales, therefore,
the Western countries might have to step up their
purchases perhaps not of manufactured goods but at
least of agricultural produce, raw materials and semi--
finished goods.

(b) The Eastern countries will probably insist that in
exchange for their increased purchases, the West should
agree to raise their imports of the same type of goods.
In this connection, they might also raise the question
of quotas.

(c) VWhile the authorities of the Eastern countries can
arbitrarily unload Western goods on their markets,
the same is not true in the West. Even if Western
governnents were inclined to accept a stipulated
amount of Eastern manufactured goods, they would as
market economy countries, lack the mechanisms tc
carry out any such undertaking.

IIT. RECOMMENDATION

9. Recognition should be given to the iuportance of the
diversification of Western countries exports, in particular as
regards consumer goods. However, for tactical reasons, taking
into account the disadvantages referred to under IIB above, and
the likelihood of ‘a counter-claim- from the East, the proposal
should only be made at a suitable moment in the context of the
discussion of requests by Eastern countries for an increase in
their sales of manufactured products.

IV. TALKING POINTS

10. In response to Eastern criticism regarding the
difficulty of finding markets in the West for Eastern
manufactures, these countries could be invited to make a more
thorough study of the market and to bring their goods more
closzly into line with the tastes and requirements of Western
concumers.,
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PRICE FORMATION IN COMECON COUNTRIES

I. PROBLEM
A. East/West Contrast

1. In contrast to the formation of prices in ‘/estern coumtries
resulting from the influence of a variety of market factors,
This process takes place in COMECON countries largely by
direction - that is, at the behest of state planners and other
officials. These prices are generally related to aversge direct
costs and certain, but not all, market factors have some influence
on price formation in those sectors of the economies of COMECON
countries in which economic reforms have been developing. Such
influence varies widely from one such country to another - and
between sectors within some countries - and in relation to the
totality of the markets of the COMECON countries this influence
is, and can be for a number of years to come, no more than
marginal.

B. Obstacles to Western Exports to the Eacst |

2. Communist economies are state-~controlled and, if the
decision has been made to discourage the import of certain types:
of goods, all that remains i1s the question of what mechanisn
will be used - outright ban, selective import licensing,
discrininatory grants of foreign exchange facilities or, auong
others, pricing.. Thus, false pricing of certain Western goods

~in the Fast is not the basic reason for their failure to

circulate freely. The underlying cause 1is a basic government

policy decision to limit certain 1mports (especially consuner

goods) and discriminatory prlclng is but one of Hany tools for
this purpose. If the use of pr1c1ng were to be ‘oregon , some
other mechenisn could be used in its place.

c. Effects on VWestern Countries

3, To the extent that price formation by state direction
in COMECON countries affects the pricing of goods that are
produced and nerketerd within each of those countries severally,
or are produced in one and narketed in another such country,
these micing techniques are not a matter that need concern

Testern countrles.

L, But where the COMECON practice of state direction of
prices is applied to products of either Western oxr COMECOM
countries that are being marketed in the other area, it cistorts
the narketing environuent that is seen as normal in Vesteran
countries and produces effects objectionable to them.
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D. Differentiation between Trade Flows

; 5. These effects occur in both trade flows but less
significantly in COMECON imports from the West, A large
proportion of such trade is in single transaction sales - that
is, as with capital goods imports, the state is both the purchaser
and the end-user; in such sales the only price is that at which
the Western supplier agrees to supply - and no price-~distortion
can arise, However, where the state is not the end-user - that
is, the state-~controlled foreign trade organizations iumort and
subsequently supply the goods to end-users other than state
organizations -~ distortion of prices, and thus oi the narket
environment, does occur. This is because an artificial rise in
price can be, and is, used both to restrict the end-usert!s demand
for the goods and to reduce his purchesing capacity in the general
narket context,

6. This particularly applies to consumer goods in which
Western quality is often so markedly above that of procducts fron
within the COMECON countries, or other countries with wahich they
have economic ties, that prices of imports fron the Vest increase
by as much as 1,000% between entry into the COMSCON area and their
reathing the end-user.

7. The COMECON practice of increasing prices of Jestem
goods to restrict demand for such products night provide grounds
for protest by the West -~ especially when COMECON is supposedly
encouraging the supply of these goods. However, this is unlilely
to be a matter that could usefully be pursued, sincs the COMECON
countries have a variety of other - and at least equally
effective ~ methods of imposing restraint on demand or even of
stifling it. Such price elevation on entry into = market is
sinilar to the use of tariffs, but as practiced by the COIECON
countries it acts as a system of quantitative restrictions
applied to all categories of imports. As such it could be used
to counter COMECON criticism of quantitative restrictions imposed
on their products by the West.

E, Major Effect

8. It is however on exports from COMECON to Vestera
gountries,that the major effect of administratively fixed pricing
is felt(1). There is no mechanisn by which donestic pricss can
be used as a yard-stick for keeping Eastern export prices in line
with those prevailing on Western markets, Indeed representatives

(1) Some Western countries have tried to protect thenselves
fronm this practice. In agreements with the Zast they have
included a provision that Eastern goods sold in the ¥es:
conform, price-wise, to the conditions of the market.
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of COMECON countries (the USSR in particular) readily confirm
that “there is no relationship at all between our domestic and
our export prices" which are in fact even established by
different ninistries.

9. In trade with one another it is thought that COMECON
countries fix their export prices as an average of nrices on
world narkets, but in trade elsewhere it is a matter of
bargaining or what the market will bear, It is however virtually
Lmpossible to obtain details of how the calculations are nerformed,
Whichever method is adopted the result is that in some cases goods
i:ay arrive at unrealistically low prices in countries where there
is no central control over markets.

F. Suppnlies from other sources

10. In orinciple the introduction into nmarket econony
countries of goocds whose prices are administratively fixed, and
which are in direct conpetition with home production, constitutes
sone neasure of threat of market disruption and can be undesirable,
tloreover, it may have an adverse effect on the exports of third
countries. However, arbitrary price fixing is not necessarily to
the disadvantage of Western importing countries where the goods
concerned are neede@ by then, are not produced in those countries
and are priced nore competitively than similar goods from other
sources: in so far as imports into Western countries are.
concerned such goods are largely raw materials. :

1M+ In contrast to raw materials, for which denand is
reasonably regular and predictable and production can be
reliably plamned, demand for industrial products fluctuates in
Western markets under the influence of a number of factors,
This volatility of denand is little understood in COIMECON
countries - where ignorance of marketing in the Vestern sense is
widespread -~ and the response of these countries to such a
difficult sector is to atterpt to guarantee themselves a share
of the selected markets for industrial products by seizing it
by artificial fixing of price levels of their exports.. A

IT. PROPOSAL

12. To raise the problen of the effect of the Zastern
system of pricing on Western exports to the COMECON countries
would be tantanount to putting into question the internal
economnic mechenisms used in the East, therefore this amatter
should not be discussed at a CSCE at the initiative of the ‘est.

13. However, the Eastern pricing systen hes an impact on
Fastern exports to Western markets, therefore in response %o
attacks on Western tariffs and QRs the West could argue that the
Kastern pricing system nay give unfair competitive advantages
to Eastern goods on free Western markets. '

NATO CONFIDENTTIAL
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A. Advantases for the West

14, Indications by the West of the possible benefits that
the COMECON countries might obtain by the use of fair prices in
7estern markets could encourage these countries to follow such
practices, These while increasing COMECON exporters! convertible
currency earning capacity, thus stimulating East/77est trade, would .
at the same time benefit Western countries by reducing the risk
of market disruption.

B.  Disadvantages for the West

15. The emphasis on benefits to the COMECON countries of
fair pricing in Western markets would not have disadvantages
for Western countries.

III. RECOMMENDATION

16. The proposal should be adopted.
Iv. TALKING POINTS

17, To counter Eastern attacks on Western tariffs and
QRs, the West should point out that state monopoly of forecign:
trade, as practiced in most COMECON countriss, is at least as
restrictive as Western tariffs and QRs, and most probably nore
so. Moroever, as Western countries continue to remove QRs on
imports from COMECON countries, there is a progressive widening
of the gap between the generally liberal Western nolicy on irmorts
from the East and the very restrictive Eastern policy (implenented
through state control of foreign trade) on imports from the Yest.

18, Emphasis should be put on the long-ter: advantages to
the East of setting prices at fair levels in Western narkets and
of preventing the delivery of low-priced Eastern goods on most
narkets. One of these advantages would be, inter alia, that a
period of consistent use of reasonable prices in Western mariets
would constitute a powerful incentive for a movenent froa
discriminatory quantitative restrictions towards measures such
as safeguards, ”

19. Possible Western concessions as regards quota
restrictions (QRs) should not be offered mnerely in return for an
agreenient by Eastern Burope to fix prices at fair Western noriet
levels, but should be used by the West in the context of a coumter-
demand that the whole protection mechanisn at present operating
on the markets of Eastern Europe should be dismamtled.

20, The Eastern countries could be requested to give some

information on the way their prices are set and what are the
criteria behind their pricing policies.
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ECONOMIC RELATIONS BETWTEN THE COMUNITY AD 773 STATR

L3 vl J.L

I. PROBLEM

1. This paper is designed simply to give a brief account
of the present state of economic relations between the Commumnity
and the state trading countries of Eastern Europe. Consequently,
it does not deal with relations between member states and each
of the Bast Burcpean countries (as such), nor does it attempt to
map out the future trend of relations between the Comnunity and
these countries, It likewise refrains from touching on the
possible relations between the Community and COMECOI] or between
member states and the latter, these being so far non-eixistent.

2. One of the most interesting aspects of Zuropean
economic development since 1955 has been the rapid rise in
foreign trade. This is due primarily to the exceptional
deveTOpmnnt of inter-European trade. Whilst between 1955 and

1970 trade betwzen Europe and the rest of the world rose by a
yeafly average of 8%, the aver rage for inter-Buropean trade was
9.5%., In adal»lon, 1nter~uurcpean transactiens whlcn, in 1955,
accounted for 30% of world trade, had risen by 1970 to 40%.

3. The growing interdependence of the European countries
insefar as trade is concerned has not been a uniform process.
Generally speaking, development has been greater within reglonal
groupings such as the EEC, EFTA and COMECON.

4, It must be pointed out, however, that Vest Zuropean
exports of manufactured goods to th° Eastern countries rose b
14% per annum during the pericd 1955-1970, in other words at
?he same rate as trade in the same goods between member
countries of the European Community. During this period, sales
in Western Europe of East European exports of these goods rose
by 11% per amnum. This percentage is on 2 per with the
increase in inter-Ruropean trade in these goods.

5. In addition, Communist country exports of raw
materials and base products to Western Iurope rose more rapldly
than those from the rest of the world. Western imports of
these goods from the Bastern countries accounted for 11% of
total imports in 1969, as compared with 7% in 1955.

6. It may be concluded in the light of these auatlstics
that the Common EBuropean Tariff (CET) and the quantiteti
restrictions on imports still in force in member coantrleu of
the Community are not a serious obstacle to the development of
East/West trade.
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7 The attitude of the Community towards the state
trading countries is realistic and highly flexible. The
Community has not sought to force recognition by the IZastern
countries but has been concerned above all with harumonising
and encouraging the growth of trade relations, bearing in mind
the need to avoid any action which could hamper the implenmenta-
tion of the common commercial policy. It has stated on several
occasions that, in compliance with the recommendation of the
10th Session of the ECE Trade Development Committee, it is
prepared to examine any problems that might arise as a

.consequence of integration in accordance with a procecdure. S
acceptable to all the parties concerned. Also, it has invariably

tried to adopt a positive attitude towards the various Teelers
put out by the Zastern countries without giving too much weigh
to the formal aspects of these contacts. :

8. On the Eastern side, the initially negative view of-
the Community's chances of success has now given way to a much
more objective attitude. None the less, the Eastern attitude
at the diplomatic level is still one of great wariness. This
negative position is mainly attributable to the USSR which has
been affected by the W“impact of integration" in its dealings
with the Community and views the problem in the light of world-
wide policy considerations. The Peoples! Democracies, on the
other hand, which export agricultural commodities and finished
or semi-finished products, are mainly concerned with tariif
and trade problems, the agricultural regulations and
liberalisation measures., They are conscious in varying
degrees of the need to improve their competitiveness on the
Community market through negotiations and are trying to find
ways and means of achieving a %realistic" policy to this effect
without jeopardising the general policy of the Soviet bloc
vis-3-vis the Community. This desire for negotiation in some
form or other with the Community seems to have becone keener
as a result of the present enlargement which the Peoples?
Democracies find disturbing from the economic standpoint.

A, COMMON COMMERCTAL POLICY

(2) The autonomous aspect

(1) The common external tariff

9. A common external tariff is applied to non-members
of the Community with which there are no agreements.

(ii) The common import svstem

- 10. A
nugbe? 109/70, dated 19th December, 1969, the fundamental :
principles of which can be summed up as follcws: .

NATO CONFIDEN IIAL §
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~ preparation of various schedules of goods (one
schedule for each East European country) which may
be imported freely, i.e. which are not subject to
quantitative restrictions. These schedules are
"autonomous" in that the Community may unilaterally
revoke specific liberalisation measures should they
be found to run counter to its interests; '

-~ provisions for screening and regulating imports
at the request of a member state and by decision
of the Commission) which are relatively sensitive;

- proeedure  for the adoption of adequate safeguards
in the event of serious prejudice or thrects to
Community production.

11. It should be noted in this context that the level of
common liberalisation in the framework of the EEC is particularly
high at the present time. The common schedule provides for the
liberalisation of 930 full tariff items and 60 partial tariff
items (of thel1,D90 items subject to the common tariff) in the
case of GATT and assimilated countries. For the East, the
number of items varies from country to country, but it has
already risen considerably by comparison with the levels
originally laid down in the above mentioned Regulation number
109/70 (637 full tariff items and 128 partial tariff items for
Poland, Czechoslovakis, Bulgaria, Hungary and Romania; 473 full
tariff items and 140 partial tariff items for the USSR and
Albania)

12, As for future common policy on liberalisation, &
decision of the Council, dated 26th July, 1971, sets out rules
for co-ordinating by 1974, the process of liberalisation
initiated by the Community countries in the context of their
policy for imports from the Eastern countries. The main
features of the system thus adopted are as follows:

- agreement on a maximum number of restrictions
which each member ccountry undertakes not to exceed
in its transactions with the Eastern countiries as
from 31st December, 1974; '

~ a yearly schedule for liberalisation measures for
the period 1971-1974, the aim being to eliminate
the present quantitative restrictions and gradually
to bring them down to the level set for 19743

- compulsory consultations between member couatries
designed to ensure that, should one of them object
to a liberalisation measure planned by another
member country, the matter would be referred to
the Council.
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(iii) Export policy

13. With regard to exports, under the terms of Article 113,
the Community is required to pursue a common commercial policy.
As things stand at present, this policy comprises:

- on the one hand, rules governing liberalisation and
restrictions on exports (Regulation number 2603/69,
dated 20th December, 1969, Official Gazette dated
27th December, 1969, page 25);

- on the other hand, export assistance schemes, which
are applicable to the extent permissible uader
international law. A common policy is 2lso being
worked out for export credits and credit guarantees.

14. A procedure for consultation between member states on
credits of over five years has becn in force since January 1965,
Decisions to grant long-term credits are taken by menber states
only after comments have been submitted by their pariners. In
addition, common policies with regard to supplier credits were
adopted by the Council on 27th October, 1970 and will come into
effect before the end of the year, along with the corresponding
premium systems. Other aspects of common policy with regard
to guarantees and export credits, particularly the term for
which credits should be awarded, interest rates and such like
considerations, are being examined.

(iv) Aanti-dumping regulation

15. Anti-dumping Regulation number 459/68 dated
5th April, 1968, (Official Gazette - 17th April, 1968) sets
eut the procedure to be applied in this field and also applies
to state trading countries.

(v) Ccmmon Agricultural Policy

16, The Common Agricultural Policy is applied to the

- Bast European countries in the same way .as to other third-

party countries. It should be noted (see statistical Annex)
that the BEast Buropean countries! share of Community inpoirts
has risen. In 1958, the countries with planned economies
provided the Community with 4.1% of its total imports of
controlled agricultural goods. The proportion rose to 9.6%
in 1970. This more than two-fold increase was coupled with
a four-fold increase in the absolute value of Eastern e:xmports
of these commodities to the Community, which totalled almost
half a milliard dollars in 1970.

17. A detailed examination of import statistics shows,
moreover, that the sales trends for the different planned
economy countries have not been identical in- each sector. -
The fluctuations reflect a more effective crganization of trade
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or greater availabilities of agricultural produce. OIten,
certain East Xuropean countries have, because of inadecuate
local production, begun to buy from the West the agricultural
produce - grain, pork meat, poultry and other goods - which
they previously sold to the Community.

(b) Contractual aspsct

18, The basic decisions in this area are:
-~ Articles 111 and 113 of the Treaty;

-~ Decision.of 9th October, 1961 (Official Gazette of . .
L4th November, 1961) concerning the standardisation
of the duration of trade agreements with third-
perty countries;

- Decision of 16th December, 1969 (0fficial Cazette,
dated 29th December, 1969).

19. The decision of 16th December, 1969 lays dowan the
procedure for negotiating agreements with third~party countries,-
Since the end of the transitional period, all negotiztions
leading to treaties or new arrangements, or to the modification
of those that already exist, must be conducted in accordance
with a Community procedure. The decision however provides,
in Title III, for the situation created by the fact that the
East Eurcpean countries are still opposed to such negotiations
on political grounds, It is stipulated in Article 9 <that,
until 31st December, 1972 the Council may, as an exceptlonal
measure, on the recommendation of the Commission and aiter
prior consultations, authorise bilateral negotiations between
member states and certain third-party countries where Communitg

negotiations in accordance with 4Article 113 are not possible(l

20. Under this procedure, all the basic provisions of the
proposed agreements insofar as trade is concerned must be
subject to co-ordination. This co-ordination should clso
produce conclusions which will serve as guidance to the member
state during the negotiations.

21. The agreements between member states and the different
Dast Buropean countries are valid until 31st December, 1974 and
all include a revision clause to the effect that the agreements
may be adapted to meet the requirements of the common commercial
policy or be abrogated subject to one yearts notice.

22. By virtue of its powers as regards the common
agricultural policy, the Commission has agreed to a score of
narrangements® based on the agricultural reguletions. These
arrangements, concluded between representatives of Iast
European government departments and officials of the Commission's
staff, comprise, on the one hand, a commitment entered into on

(1) Unofficial transletion
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behalf of the third-party country by the competent authorities,
to the effect that exports of a given item will be guaranteed
at a predetermined level (threshold price) and, on the other
hand, an undertaking by the Commission that, in return, it will
not levy supplementary charges on the item concernecd. The
arrangements also provide for the creation of a system for the
exchange of information (see list at Annex).

B, COMMUNITY PARTICIPATION IN MULTILATERAL MNEGOTIATIONS

23, In the multilateral context, the Community has been
a party to trade agreements involving Eastern countries.

~ During the Kennedy Round, the Community as such
negotiated with Czechoslovakia (a founder member of

GATT), whose signature thus appeared next to that of
the Community.

- The Protocol for the accession of Poland was also
_negotiated at Community level during the Kennedy
Round and its Preamble stipulates that: #"The
governments which are contracting parties to the
General Agreement on Tariffs and Trade, the
European Economic Community and the Govermnment of
. the Polish People's Republic have agreed as follows",

- The Protocol for the accession of Romania signed
in 1971 was also negotiated at Commuaity level.

- This is likewise true for the negotiations with a
view to the accession of Hungary.

24, 1In short, the Community has, in compliance with
Article 110, striven to contribute to the orderly expansion of
trade with the state trading countries of Zastern Furope. It
has, to the best of its abilities, sought to smooth out the
difficulties arising in one sector or another. IHowever, it has
been unable unilaterally to find a solution to 2ll the problems

-facing socialist .exporters.,  Also, in view of the abnormal

relations prevailing between the Community and the various
Lastern countries, it has not been found possible to consider
how to create an economic and legal climate conducive to a
more notable expansion of trade.

25. With the common commercial policy now established,
there are now more realistic prospects of tackling, together
with the state trading countries, the wide range of problems
raised by the complex pattern of trade. This is in keeping
gézh Ehe political will that now exists to strengthen Zast/West

ente. .
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STATISTICAL ANNEX

1. In 1971 Community imports from East European state
trading countries totalled £3,191 million, As can be seen
from Table I, this represents a 15% increase ovér 1970, i.€. a

_greater rise than that recorded in 1970 (+ 13%). All the
.. Bastern countries have succeeded in stepping up tTheir sales, .

although at different rates.

2 Poland's sales growth is especially notable, since it
is well above average and continues the trend noted foxr 1970,
when a 30% increase was recorded.

TABLE I: Cormunity imports from Ezst Buropean state trading

countries
In millidbhs of dollars - -

& | m+ § 1971 inde:x

1958 { 1970 1971 1370 = 100
Albania 0.5 7.8} 10.0 126
i. ! Bulgaria 26.0 152.0 152.9 101
GDR 33.0 | 155.5) 170.9 110
Hungary 5€.0 316.6 362.6 115
Romania 60.0 369.3 4L28.2 115
Czechoslovakia] 104.0 368.0 429.0 117
USSR 274:.0 , 961.8§1,084.4 - 115
Total 677.5 § 2,775.7 } 3,191.0 115

3. Community exports to ILastern countries in 1971 went

up by 13%, as in 1970. The rise in sales to the USSD is still

very low, as in 1970, whereas sales to Hungary are increasing
very sharply and have almost doubled in two years.

4, After a two-vear depressed period, sales to Poland
have also picked up, so much so that Poland is now occupying
the third place instead of Romania; sales to Bulgaria, on the
other hand, show a relative decrease.
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TABLE IT: Community exports to East Furopean state trading
countries
In millions of dollars
: 1971 index
1958 1970 1971 1570 = 1.00
Albania 1.9 13.8] 15.0 109
Bulgaria 25,7 180.2 191.5 106
GDR 34,3 141.1 178.3 126
Hungary 57.9 336.2 43804! 150
Poland 141 .4 388,2 464.1: 120
Romania L6,01 403.8 L45.1 110
Czechoslovakia { 109.5 4L, 3 574.5 121
USSR 207.5 11,103,0 t1,117.7 101
Total 624.4 1 3,040.6 3,424,6 115

TABLE III: Trade balance

In millions of dollars

USSR Peoples! Democracies Total
19701 1971 1970} 1971 1970 1971
Imports 962 | 1,084 1,814 12,107 2,776 3,191
Exports{ 1,103 { 1,117 1,937 { 2,307 3,040 { 3,424
+ 141§+ 33 + 123 ¢ + 200 + 264§ 4+ 233

5. It is clear from Table III that the drop in the
Community's overall credit balance is due to the fall-oif in
its net earnings from transactions with the USSR, whose sales
to the Community as in 1970, although at a slower pace, have
sharply outstripped its imports from this source.

6. In contrast, the net earnings for transactions with
the Peoples' Democracies have gone up by 62%, imports Ifrom
§2§5e countries having increased by 16% and exports to them by

e

7 In this respect, however, it should be noted that
all the Peoples! Democracies are not in the same position.
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8. The deficit of Bulgaria, Hungary and, above all,
Czechoslovekia vis-8-vis the Community has increased: Bulgaria,
by $10 million; Hungary, by #56 million; and Czechoslovakia,
by 239 million. Thus, the total deficit for these three
countries now stands at $260 million, i.e. $106 million more
than in 1970. '

. On the other hand, Romania's deficit has dropped from
$35 million to $17 million and Albania's from $6 million to
$5 million, while Poland has increased its net earnings from.
$56 millicen to $89 million. The GDR, however, shows a deficit
of #8 million this vear, as against last year's credit balance
of 14 million, - ~ '

Trade pattern

10, In 1970, as in 1971, Community exports consisted mainly
of manufactured commodities, and especially capital goods,
vhereas imports from the Eastern countries consisted of
agricultural products, raw materials and semi-finished products.

11, The low proportion of manufactured goods imported
from these countries is not due to the common commercial policy.

12, True, the quota system is not designed to promote trade
in these goods. However, by helping to standardise trade
practices and by restoring a more stable atmosphere, quotas
indirectly exert a positive influence on East/West trade as a
whole, Often, too, they are only partly used up, which proves
that the real problen lies elsewhere.

13, The basic gquestion for BEast/West trade at the present
tine is whether or not the countries with planned economies will
be able to change the pattern of their exports to the VWest
without delay so that East/West trade takes broadly the same
form as that between the industrialised countries.

14, The proportion of manufactured goods imported from
the Eastern countries to the Community remains virtually unchanged,
especially bearing in nind the effects of the third industrial
and technological revolution. As in 1958, only 22% of imports
from the USSR consist of manufactured goods, which account for
a little more than 30% of imports from the Zast European countries
as a whole, as against 27.1% in 1958, whereas in the same period
the proportion of manufactured gocds in the Community's inports
from all the industrialised countries rose from 45% in 1958 +to
63% in 1970, It is true that these countries produce some goods
especially for export, devote great effort to marketing, pay
special attention to advertising and to consumer tastes and
requirements, do their best to consolidate ties with consumers
and have established highly efficient after-sales services. The
fact that some countries were newcomers on the market for certain
cormodities has not proved to be an insuperable obstacle, as is
demonstrated by the headway made by Japanese sales in key sectors,
such as electronics or cars.
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15, In 1958, the countries with planned economies provided
4,1% of the Community's overall imports of restricted
agricultural products; in 1970, the proportion totalled 9.6%,
This more than two-fold incresase was coupled with a four-fold
rise in the absolute value of East European exports of these
products to the Community, which totalled nearly half a milliard
dollars in 1970.

16. It is true that during the last ten years, the pattern
of agriculture has undergone many changes in both East and Vest.
Consumption has altered, and with it demand, so that the
availapilities for export are not the same. Nor has production
developed uniformly in all sectors or in all countries.

17. For example, the Community's beef imports fron the
Eastern countries came to $208 million in 1970, whereas in
1953 they totalled only 817 million, and oil seeds and oils
have risen from $7 million to $86 nmillion; grain imports, which
used to head the list ($24 million) for quota-restricted East
European agricultural products, have only a little more than
doubled (Z59 nillion) and egg imports have :fallen from
22 million to ¢4 nillion.

18., Morecver, a searching analysis of the import
statistics reveals that the sales of the different planned
econoiry countries have not developed uniformly in each sector.
These fluctuations reflect a more-efficient trade-organization
or better availabilities of agricultural products. In many
cases, as a result of inadequate local production, some East ~
European countries have started to procure from the West
agricultural products (cereals, pork, poultry, etc.) which
they used to export to the Community.
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HINDM(‘F‘S T0_EAST/WEST TRADE DUE TO THE ECONOMIC
T STRUCTURES PRlVALLLNG 1N TOMMUNIST COUNTRIES

I. PROBLEM

A, Historical Bankground

1. In considering the evolution of COMECON countries!
foreign trade, a distinction must be drawn between the USSK and
the rest of the COMECON.

(a) Tne USSR

2. The Soviet Union is only to a limited degree dependent
on foreLgn trade: exports represent about 2.5 of GNP (against
4,25 for the United States) and about $52 per head of pop*¢atlon

(aﬁa¢ast about £216.in the United States). This situation is

due to geo~economnic and historical factors. The USSR disposes
of an immense terrvtory, rich in resources of all kinds. Its
size and povulatlon make it nossvble, as in the Uanited States,

to carry on the full range of econonic activities and to produce
on .a large scale. Tradwtloqally the Russian policy has been one
of ach1ev1ng independent economic power through self-sufficiency.
Nevertheless, in recent years this policy has been attenuated

by a shift in Soviet priorities towards procuring high technology
items, e.g. computers, electronics, chemicals, not readily
available from domestic or COMECON sources. This trend has led
to an upturn of general Soviet interest in foreign trade which
is likely to renmain active in the short and ned¢um terms, and
will, doubtless, produce a more flexible outlock in trading

with the Vest.

3. Until recently, the Soviet attitude towards foreign
trade indicated a lack of preoccupation with marketing. However,
the Soviets are beginning to show increasing awareness of the
importance of marketing techniques in developing their commerce
with the West. This has been reflected in certain prestige
commercial areas, such as aircraft sales; the Soviet Union have
nade, for example, joint arrangements with a number of Western
companies to promote sales of the Yak-40 aircraft. As regards
trade with the West, about a fifth of total trade, the USSR has
been a substantial exporter of agricultural produce, timber,
ores, fuels and senmi-manufactured goods. For most of these
products there have generally been ready markets obviating the
need to study the evolving wants of buyers in the world. Most
cf the exoorts of enginearing and other manufactured products
are destined either to the COMECON area or to certain LDCs
receiving Soviet aid « economic and military - wvhere the
question of marketing hardly arises, and the political motivation
behind this trade is often stron g(ls

(1) Soviet trade with other Ccrmmunist countries anq with LDCs
represents respectively about 65% and about 13 of the total.
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4, The limited importance of foreign trade in the Soviet
economy, the syztem of centralised control, and the etate
nonopoly of foreign trade have made it possible for the Soviet
leaders to subject their foreign trade to political consider-
ations., This is particularly true in the case of Soviet trade
with other Communist countries and certain developing countries
either when it has been artificially boosted (Cuba, Egypt and
the COMECON area) or when it has been suddenly broken off
(Yugoslavia in 1948, China in 1960, Albania in 1961). Trade
with the West is based on solid economic reasans, but here too
- there have been instances in the past of political interference:
e.g. Finland, Israel.

{b) Eost European countries

5. The position of the six smaller East European countries
is very different. None of them has a range of materials
anything like that possessed by the USSR; imports of these are
essential for their industrial programmes., Their internal
markets are small and to produce on the scale large enough to
be really efficient, they must limit their range of output and
gpecialise in certain lines. They are more dependent on foreign
trade than is the USSR, although the degree of dependency does
vary considerably. The ratio of exports to GNP gives a measure
of this dependence: Romania and Poland, about 107y
Czechoslovekia, East Germany and Hungary, between 1436 and 17%;
Bulgaria, slightly over 20% .

. 6. VWhile, as in the inter-war period, the foreign trade
of these countries was overwhelmingly with Western Europe, Germany
in particular, there has been a complete reversal as a result of
the political changes which took place in Eastern Europe after
1945, With the exception of Romania, which does almost half of
its foreign trade with non-Communist countries, all the other
members of the Warsaw Pact have conformed to what has become a
regular pattern within COMECON, that about two-thirds of foreign
trade should take place with socialist countries. The Soviet
Union has become the dominant trading partner through its hold
~over production organization and markets, utilizing its bilateral
trading agreements to impose on the other members a trade pattern
to suit its own political and econonic aims. These agreenents,
within the COMECON framework, therefore, have been used to pre-
empt the foreign trade potential of the East European countries
%ﬁd,wthireby, restrict the possibilities of expanding trade with
e West, :

7. Other serious inhibiting factors include Soviet
pressures towards greater economic cohesion in COMECON via the
20-year "Complex Integration Programme", approw¢d in July 1971,
which provides for such developments as mnultilateral plan ‘
co-ordination, financing through the Moscow based and sponsored
IBEC and JIB agencies(l), a unified currency, etc.

(T)" IDEC : Intermational Bank Tor hconomic Co-—operation
IIB : International Investment Bank
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If this integrated policy were to prove successful, it could
decelerate the impetus towards greater East/West trade over the
next two decades(1)., Although it is somewhat early to Jjudge the
ultimate results of the "Complex Integration Programme" its
initial phase has thrown up a large number of technical and
organizational problems, and the chances are that full imple~
mentation will take many years. Inevitable resentment by the
other Eastern countries at Soviet efforts to hinder further their

"économic autonomy could well make the USSR less enthusiasti

about maintaining an unrealistically high volume of trade with
its COMECON partners, although politicel factors will doubtless
act as a counter-balance here,

B. Institutional hindrances to East/West trade

(a) Central planning

8. Traditionally, the highly institutionalised systems of
centralised economic controls throughout COMECON, and especially
that of the USSR, have been less concerned with expanding foreign
trade than with satisfying domestic industrial targets. Foreign
trade with non-Communist areas, in particular, has hitherto been
considered as containing an element of risk and uncertainty. It
seems that the USSR, however, is now emulating increasingly its
COMECON partners in that its growing technology and consumer
requirements are obliging it also to take a greater interest in
trade with the West, In addition, it is clear that in many
respects the system of centralised economic control, based on the
Soviet pattern, fails to meet many of the requirements of the
East BEuropean econcmies with their greater reliance on foreign
commerce. The Eastern countries do have a strong need for
imports which cannot be satisfied by Soviet capabilities,
especially in the industrial sector: imports of heavy machinery,
vehicles and technology by the Eastern countries rose at an
above~average rate over the last decade reflecting efforts to
advance industrialisation and growth. It should be added that
central planning does not gppear to impede bulk sales of Soviet
raw materials, fuels and agricultural produce, '

9. A sector highly affected by centralised planning is the
consumer field. EFast European consumer preferences and tastes
have tended in the past to be largely ignored by the planners;
however, throughout COMECON, an increasingly sophisticated
consunmer orientated market will presumably cause more graphic
shifts to occur in the Eastern Europe trading patterns. Clearly,
something must also be done about the fundamental economic

(1) For example, Soviet sources provide for an 8% upturn in
intra-COMECON trade by 1975 compared with approximately
6% with the West (average annual rates of increase).
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inefficiency of these countries - a key reason why the COMECON
“embers have been unable to accelerate their trade with the WestT.
.nother impediment to expanding Eastern connerce outside the '
COMECON area is its basic econonic orientation towards the UGSR,
reflected in the series of bilateral trade agreenents between
Toscow and its allies, and the resulting lack of hard currency
earnings. Nevertheless, the Eastern countries have endeavoured
.jore recently, with limited success, to introduce some element
of decentralisation and even the embryo of a market system. In
this respect, Hungary seens to have been able so far to make tThe

" preatest progress,  East European trade with the Vest. which . -

contains an important element of nanufactured products and
processed foodstuffs would clearly benefit fron a nore flexible

and decentralised form of planning.

(b) Subsidiary réle of money and its effect on trade

10. In considering the réle of noney and its effect on
foreign trade, two aspects are particularly relevant: the
convertibility of Cormunist currencies and the relation between
donestic and foreign trade prices.

(i) Convertibility

11, The insistence of the East on bilateral trade tonds to
derive from the lack of convertibility of their currencies. 4
convertible currency requires adequate reserves, 2 sufficiently
strong balance of payments, a realistic exchange rate and
external confidence in the currency. Indeed, the willingness of
Yestern trading partners to hold Fastern currencies would be a
salient condition of their convertibility. These factors are not
operative in the case of the COMECCN countries. The result
orientates the Eastern countries towards bilateral trade and
paynents agreements which reduce the need to use foreign ,
convertible currencies. In addition, although "transferable
roubles" (t.r.) were established as a common unit at the sane
noninal gold parity as Soviet roubles, in which all trade
transactions would be recorded, COMECON holders of credit balances
have not found the t.r. useful to procure needed goods, Countries
which amass a surplus of t.r. frequently find that items available
for procurement are not those covered by bilateral agreeinents
and that these relate to commodities not very much in denand, If
the t,r. were fully convertible against Western currencies, of
course, surplus balances could be used to finance purchases of
"hard commodities™ for the West, but this goal renains a very
long~tern aspiration.

12, It could be argued that this weakness of the Cormunist
monetary_system does not directly hinder East/West trade since
transactions are nearly always effected in Western currencies.
This is not quite so since at present the Communist countries,
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in principle, keep separate their intra-COMECON trade from their
trade with non-Communist countries. At this stage, one of the
linits to the expansion of Fast/West trade is the hard currency
earning capacity of COMECON countries, including the loans and
credits they can obtain.

(ii) Relation between domestic and foreisn trade prices

13. The absence of the link between domestic and ¢o;elgﬁ
trade prices in the COMECON countries means that there is no way
of assessing the extent to which foreign trade is desirable-
in economic terms. Imports from abroad are norwa71y destined %o
neet scarcities. lHoreover, Western countries are to some axtont
also concerned by the uncertainty as to real cost of COMECOU exports
as evidenced by the recurrent preoccupation with the UOSSlblllty
of dumping. The absence of a coherent cost structure nay also
erlaln why it has been possible constantly to reserve to 5001111st
countries the conventional proportion of two-thirds of COMECON
countries! total foreign trade.

(iii) Further obstacles

14, The state monopoly of trade and centralised plenning
have also created a number of practical obstacles to East/Yest
trade which are briefly recalled here as nost of then have already
been dealt with in other papers: lack of business contacts
between Eastern and Western firms; unnecessary secrecy in tvadu
netters, even in the statistics of foreign trade; sveciuen
contrﬂcts contain clauses which tend to discrimlnatc against

Vestern businessaen; disciinination through adalnvstratlvp
procedures against partlcular countries and firms; for certain
services Western firus are forced to use organlvations
designated by the East (e.g. transport and banking).

II, PROPOSAL

15. Without, of course, seeking the introduction of
fundamental chanves in the econonic system of the Bastern
countries, Western countries could aveil themselves of the
opportunities presented at a CSCE to euphasise that the major
obstacles to realising the. full potential of East/West trade are
in their view those outlined in paragraphs 7 to 14 above. Vestern
countries could express their willingness to co~operate with the
Lastern countries in examining the possibility of ninimising the

effects of these obstacles.

IITI, RECOMENDATION

16, That the proposal in Iten II be accepted.
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IV. TALKING POINTS

17. As regards Eastern Europe, there is considersble scone
for increased trade with the West provided that there is sone
re-orientation in the production pattern. However, equal
erphasis should be placed on the entire range of trade promotion
activities, especially marketing, hitherto largely ignored by
the East, especially the USSR. Western markets should be
surveyed in greater depth and Eastern production patterns
rodified accordingly.

18, Multilateral trade and settlement should be encouraged;
merchants, firms and trading organizations should be free to buy
and sell in markets of their choice without having to subnit o
the requirements of a bilateral clearing and settlement,

NATO CONFIDENTIAL

-133~

4



PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

DECLASSI FI EDY DECLASSI FI EE -

Ny

NATO CONFIDENTTIAL

(Note 27)

A NEW INSQIQUQIQN'QO_FINANCE EAT%éWEST TRADE
ARD ECONCHTE Co-0PRRITION

I. PROBLEM

1. Hitherto, East/West trade has not been hindered through
lack of finance., The main source of finance at the disposal of
Bastern countries continues to be export credits guaranteed by
Western public or semi-public institutions, a system which allows

-for a certain amount of supervigidn and control over the volune

and terms of credits extended to the Eastern countries. While
the size of the deals currently under discussion with the Soviets
involves financial commitinents of a size and duration which are
nore skin to investments and which will require substantial
private capital, it is expected that the main source of financing
will continue to be private credits guaranteed by public or semi-
public institutions. Thus, at the present time, there is no
apparent need for any new Western institution to finance Bastern
purchases in the Vest. :

2. The individual Eastern countries are steadily adapting
their financial institutions to facilitate the continued inflow
of Vestern financial resources. The IBEC (the International
Bank for Econonic Co~-operation), which was previously concerned
mainly with clsaring intra-COMECON trade, has borrowed in all
about $140 million from Western consortia. Though modest in
thenselves these sums are thought to be the prelude o larger
loans. It is possible, too, that the IIB (the International
Investnent Bank), recently set up to finance projects which would
promote integration within the CCMECON, night seek funds on Western
narkets., These institutions could become a screen between the
Dast Buropean countries and other sources of funds in the Vest
wiaich would normally be directly available to then. The Zest
Buropean countries night- therefore  find it more difficult to
promote industrial projects to which the Soviets night object,
thus further strengthening Soviet.control over their econonies.

3. It can be argued that a new situation is emerging, the
economic and political implications of which call for new
attitudes(1). Whereas over the five years 1966/1970 the gsveraze
ol new credits granted to the USSR by NATO countries was

(1) Western involvement in the Eastern economies ‘takes several
forns., (a) In the past, Western capital equipment was nor-
mally sold to Eastern countries on credit terms, (b) The
Soviets increasingly favour the arrangement whereby capital
equipment delivered now is paid for by material supplied later
which does not entail foreign equity investment in Soviet
enterprises. (c) Some Fast FEuropean countries are prepared
to accept nminority equity investment in their enterprises as
an aspect of industrial co-operation. (d) Loans raised by
Eastern banks on Western markets do not involve equity
investnent. .
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$1.1 milliard, a figure of $3 milliard has been mentioned recently
in connection with a single US/Soviet deal. There have been
suggestions that the time has come to set up an officially
sponsored Western consortium, in which all financial groups,

large or small, might participate, and which would be in a
position to exercise a measure of supervision over the flow of
copital to the East. So far the idea has not evoked much
enthusiasn in official quarters, which would prefer that

existing institutions continue to adapt themselves to the
changing situation.

4, Nevertheless, it is possible that on the occasion of
discussions in a CSCE certain East European governments might
call for the creation of a joint official European financial
institution. At present there is little reason to believe that
such a bank would serve a useful purpose. Attempts by the new
Testern bank to offer a new alternative to COMECON financing
would most likely lead to further weakening of credit terms ancd
encourage further financial overextension by certain Last
Buropean countries., The institution would by its nature be
highly political. It is also possible that to gain Soviet
acceptance the bank would have to accommodate to Soviet design
and that, in fact, it would supplement and strengthen CONICCIH
institutions rather than weaken them. In any case, cven if the
Vestern authorities decide to create any new institution in
this field, there would be no need to discuss the scheme with
the East or to Justify it at a CSCE.

(2) Rastern attitudes

5. Eastern countries would no doubt welcome any increased
access to Western capital, but since there does not appear to have
been any hindrance to the flow of capital so far, their interest -
in the idea of a new institution would probably be prompted by
other considerations. They might well reckon, for instance, that
a Joint official body would probably be less preoccupied witl
the purely business aspect of projscts than banking consortia.
They might also see in a body of this kind an indirect means of
securing governnent-to-government lcans.

] 6. The likelihood is that the Soviet Union would be less
interested in a Jjoint official body than the smaller REast
Euergan states., Despite the fact that in Soviet plans

political considerations often outweigh purely econornic ones,

the Soviets might, in fact, prefer to deal with Western financial
institutions rather than have Western govermments scrutinising
their projects and perhaps giving preference to those which
C?u%d enhance the econonic independence of the East Zuropean
states.
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7 There is evidence that over the last few years the
Soviets have been trying to gain some control over the flow of
capital from West to East, so as to protect Communist countries
such as Romenia, from becoming too dependent on the capitalist
West., One means of achieving this aim would be to channel
Western cepital through the COMECON banks. The USSR does not of
course control their decisians, but its influence is strong. It
is likely, for instance, that the USSR would bhabk projects that
were in line with its own concept of planned integration and
would be lukeswarri to projects that night alter the industricz
structure in an East Duropean country so as to make it less
dependent on intra-COMZICON, and more on East/West, trade. 5o far
the East Buropean countries still have direct access to YWestern
capital as well as through the COMECON banks, but increased use
of the new machinery will alnost certainly restrict their
freedomeof action in this respect. It is, therefore, by no
neans certain that the USSR would welcome a new institution
which would be a rival channel to the IBEC and which might
make it easier for the East Furopean countries to obtain capital
for projects more to their liking than Moscow!s,

(b) Western attitudes

8. There is no evidence that the business world is
particularily interestsd in government involvement in their

- financial desls with the East, Some groups, however, night

welcone the idea of an institution if it secmed to offer the
prospect of government guarantees of loans.

9. There is moreover no evidence that Westerm govermments
are anxious to assume a commitment in this field, most believing
that the present arrangements should be allowed to wmature. They
would, understandably, be reluctant to commit pubiic money to such
an institution, the more so as Western banks could nrovide all
the funds which could be econonically expended. Even if Fastern
governments should press the matter, WVestern governments would
not be prepared in present circuastances to participate.

II. PROPOSAL

10, Western governments should not take any initiative in
the setting up of a new international institution to facilitate
the granting of finance to the East. If, however, the matter is
brought up by the other side, they might reply that in present
circumstances and taking into account the adequacy of existing
nechanisms, the creation of a new financial institution would
offer no advantage.
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*EAST-WEST 'CO~OPERATION IN THE FIBLD OF ZCONOMIC |

T RELATIONS w;TH‘IﬂE DEVELOPING COUNrRIFS'i:J

~I.-“-PROBLEM.

fA Basxc factors -

(1) A1d

1. Compared with the flnan01al contributions of the Western
1ndustr1allsed countrles(ﬂ), the volume of econonic’ aid from
Egst European countries to Third World developing countries is of
only nominal value, There are strong political motivations behind

such aid wvhich, noreover 1s subject to inflexible and ungenerous
condltlonou .

(1) Flow of finamcial resources to the Third World in 1970°, .

(in milliards of §)

Development Assistance Committee members (OECD) (Australla,, _
Austria, Belgium; Canada, Denmark, France, Germany, Italy,’ Japan,

Netherlands, Norway, Portugal, Sweden, Sw1tzerland Unlted
Kingdom, Unlced States) ’

Total flow, pUbllC and private sector, net of whlch 'i', 15.54
Eurqpean countrles and North America : I LT

Publlc sectors Development a551stance (net)
; Other public flows (net)
Erlvate_sector._ Investments and loans (net)
S s Exports credits (net)
Grants by private 1nst1tutlons (net)

OO0
O N e
IO OV

PRI N

"TOTALi j‘13{33

Bast European countries

New official commltments ‘

) . ' ) , 0034
Gross aid actually used (estimate) o e 0,52
Total net economic aid flow (after deductlon of : .
capital relmbursements) (estlmate) - | 0.2
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2. In terms of economic potential, these contributions as a
whole represent O, 78@ ~ official development.assistance alone
accounting for 0,34% - of the GNP of.members of. the.DAC, as
compared with 0.04% of the GNP of the East European countr1es(1) -
To achieve the aim of assigning 1% of the GNP to public-anéd _
private financial resources for the Third World, the Western
countries would have to increase their total- contrlbutlon by less \
than one-third. On the other hand, on the basis of the target e
suggested for official development assistance (0.70% of the GNP),
the Western countries would have to double the amount of such
~aid, while the East European countries would have to make a far
greatc; contrlbutlon to achieve these ~aims, . - '

15

X

B Economlc 2id by the East European countries is limited

to a corta1n number of Third World countries (42), while aid

from the West is distributed among 135 countries and territories.
Because of this, draw;ngs on credits granted by the Eastern

__countries represent _at least one half.of the-total aid received

by some countries (Afghanlstan, Nepal, Iran, Iraq, Syria, Egypt
and Yemen). . Although Eastern economic aid programmes for India,
Pakistan and Indonesia are large in terms of volume, they account
for only a small fraction of the aid granted by the Western
countries.

L, The East European countries have conatantly reaected

f any form of aid when the originating country cannot be identified.
- The West, in contrast, is increasingly convificed of the need to
- co-ordinate “bilateral and multilateral aid and has, to this end,

set up consortia and ‘advisory and aid co-ordination groups where
contributing countries can discuss the situation with the
 developing country concerned.’ The East European countries are

. not members of such-international organizations which.provide

: mu’tWIate al assistance as IBRD, IDA, Regioiial Development Banks.,

They contribute to the United Na51ons development programme; :but

?oply to the tune of 3%.of its total cost.  Since this contrlbutlon
-1s, moreover, made in non-convertible currencies, its use-is:

llmlted to fhe flnanc1ng of deliveries by the donor country(2).

Communist countries (Cuba, North Vietnam, North Korea, s )
Mongolia, and so on). Little data is-available on this - .
subject. It seems 11ke1y that intra-Communist economic
" aid represents 0.16% to O 200 ox the GNP of the East
' Buropean countries.
(2) Despite the conspicuous. absence of the East European
-+ countries, the multilateral bodies have, since the early
i e efTorT in favour of development ($71.5 milliard in
1970 or about 18% of public aid by the West)
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5. Tnc rapid rise in the indebtedness of developing -
oountfles over the past decade ooula well lead to.an increase -in.
servicing dlfllCthlCS ;or some of ‘them. . By the end of 1969, the .
foreign’ publlc debt of 80 develoolnn countrleo “totalled - $59 billion-
and was ‘increasing at an average . Anuul rate of 14A, -Since 1960, .-
there have been 21 cases ‘of. miltilateral debt re-negotlatlon at
the requesc of- developlng countries,. These cases of debt
re—sohedullng were generally in résponse to actuql o antlclpated
balance of payments problems which resulted from .inadequate export
earnings or capital inflows. Unless export growth rates increase
at a faster rate or higher gross capital inflows can be achieved,
more develoolng countries-than in the” prev1ous detade” may experience

g_,deb"t servwolng difficulties.

(ii) Indebtedness

R

X
-

=

V6. The indebtedness to East European countrles as a
proportlon of total debt is greater than the volume of credits
from those countrles would suggest. At the- end of 1969, such

debt totalled some $3.3 billion or 5% to 6% of ‘the total
indebtedness for' ' 80 developing countries. Furthermore, dellverles
of arms and military equipment from East European countries, and .
primarily the USSR, account to a large extent for the increase in
this ‘indebtedness, although their exact value is unknown. It is
51gn1110anb that a number of developing countries which could well
experience debt serv1olng difficulties are indebted to East
European countries These are: in Africa, thlopla, Ghana, Mali,
Sudan and Tunisisg in the Middle ast, Egypt; in Asia, Afgnanlstan,
India and Pakistan; in Latin America, Chile, Peru and. Uruguay-

PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

(iii) Trade

7o The trade drive launcined by the Iast, Buropean countries
in the Third VWorld began in 1954. It was presented as offering
the under-~developed countries eteaoy and rewarding new outlets for
their raw mat crlal surpluses on the one hand and, on the other
hand, new sources of procurement of industrial plant and complete
~ faotorlee on attractive credit terms (twelve»year loans at 2% to 3%),
’ repayablo Ln 1oca7 currency. .
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‘8. Desplte a rapid rate of expansioniy trade-—-between these- ”*“%
% . two_groups of countries accounted for only 5% to 6% of the Third

2 World's“overall foreign trade in 1970. Transactions between the
Third Vorld' and the industrialised Western countries were 12 to 15.
times greater, in value terms, than between the former and the _ ;
East(1). Just under three-quarters of under-developed country .
exports to- thevaast European countries consist of raw materials
while'their 1mporis include the same proportion of equipment,
machines, manufactured goods and semi-manufactures.

e me e vt @ o

(1) For example, 1mports from the underadeveloped Thlrd World
- countriésirepresented- less than 4% of ‘total GDR imports but
almost 16% of FRG imports.
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- 9.7 - As regards the future, it seems likely that the Eastern
countries will at best be taking only 8% to 9% of the under-
developed countries' exports by 1980, while the Western countries
will probably continue to take over 70%, the remaining 20% being
accounted for by transactions between the developing countries: .

themselvess To the extent that the Soviet Union will attempt to = v
reduce the technological .gap which separates it from the West, it -
will continue to assign a high priority to the development of — . “

intra~-COMECON trade and to imports from the West. This would = ;
leave only a small margin for imports of raw materials and consumer
goodg of tropical origin which make a relatively small contribution kX
to the growth .of the East European countries! economies. R

wB:j?mAreas affording possibilities for improvement

10. Vestern experience to date with the East European countries!
approach to Third World aid problems. offers no reasonable expectation
that the political and propaganda content of their programmes will:.
be significantly reduced in- favour of true economic development . -
criteria. Although the Western countries' aid.programmes are not
always devoid of political motivations, the difference in degree
between Western aid and that of the East Buropean countries -
especially that of the USSR - is so great as to constitute a T
difference in kind, making the Eastern aid literally incompatible:
with Western programmes. " Co '

11, Theoretipally‘speaking, consideration could be given to
four specific areas: . o , ' -

- “overall financial éid;.

- technical aid; _
.p; f'»joint im@iemenﬁatioﬁ 6f specific pféjécts;v
. stabilisatioﬁhoi;gbﬁﬁodify ﬁrices.'

(1) Overall financial aid

Better co-operation between East and West on the Unitedw N

12,
Nations Development Programme (UNDP) could prove useful. The _
Eastern, countries contribule to this at present, but on an . - - o, o
extremely small scale and it might be suggested that they increase ' ¢

their participation. -So far, however, the Eastern countries have
consistently tried to focus attention on the origin of any funds -
made available to the United Nations by closely associating '
themselves with-the projects:arising from their contributions.:
They are unlikely to agree to increase their contribution to any
joint efforts. : S - s .

. 13. It might likewise be envisaged that the Eastern countries .
articipating in thé international organizations which provide the
2 of multilateral aid (L1BRD, and the regional development ,
banks).” But here the chances of meeting with a favourable response
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from the East European countries are probably even: smaller than
in the previous case. If they nonetheless.express. a desire to
participate in, or associate themselves with, the activities of
these international assistance organ17atlons, they should. apDroach
the latter directly. In this event, special arrangements might"
subseouently be-devised to enable the countries which are not
members of the IMF to contribute nonetheless to aid granted by the
multinational aid bodies.

~14, The West might also propose an improvement in the
exchanﬁe of information on bilateral aid programmes. On the
Westcrn side, such data is. alreddy widely available, but it is
desirable to obtain more specific informationrion the programmes. . .
of East Buropean countries. The lattér could be asked to provide
this information as a first step towards better East-West
co-operation. However, because of the:political motives.
underlying their programmes, the Eastern countries have little.
incentive to do this. In view of the probable reluctance of the -
Eastern countries, it seems very unlikely that progress w1ll be
made in this area. . -

- 15, As regards the co—ordlnablon of bilateral aid, the
Eastern couﬂtrles could be invited ©O participate in the
consortia and advisory and aid co-ordination groups on the ...
developlng countries receiving aid from both East and Wegt.. Such

‘participation would make aid more effective and. prevent duplication,

while at the same time maintaining distinct donor identification.
This lagt- consideration might avoid the traditional obgoctlons of
the Eastern countries to multilateral DrogectSO‘ However, a CSCE .
is not the appropriate forum for negotiations of this kind, whlch
should be referred to ex1st1ng ad hOb bodleo for more detalled
dlscu881on, S . : _

(ll)-ﬁ

16. Tecnnlcal aid appears to have limited utlllty as an
area for  better  co-operation between East and West.  .Its
unsubstantial nature and the ideological differences of advisers.
nurtured on fundamentally different systems make it likely that
the slightest- difference of opinion would degenerate into a
propaganda contest. Y ' o DT L

Technical ald ~f

(111) Jo;nt‘proaects

179"Some Al1ied countries have already made special
arrangements in this -field and their.experience might be used by
other member countries to try to define the form and conditions of
such co-opera‘cn.on° Fach case would have to be considered on its
own merlts and regarded as a pureWy bu51ness transaction.

(1V) Suablllsatlon of commodltz prlces

18. The interest shown by the developlng countrles in this
question was once again highlighted during UNCTAD's last meeting.
However, there are sometlmes dlffereqces of views on this matter
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among th

e Western countries and it would be undesirable for this

lack of unity to be: openly displayed at a CSCE. Within the context
of international agreements on individual commodities, the USSR
and several Eastern countries have signed agreements on sugar,

tin and wheat and Czechoslovakia is party to the coffee agreenment.

The ques

t for an acceptable solution for other commodities would .

perhaps be easier if there were better understandlng between East

and West,
19.

In the framework of UNCTAD, five East European countries

(Bulgaria, Hungary, Poland, . CZeChOSlOVakla and the USSR) have
indicated that they have already ‘introduced, or intend to introduce,

eneralised tariff preferences for maﬁufactured or semi-~finished
productis oI the dcveloping countries and that they plan to take

other pr
and cont

eferential measures. It might be interesting to compare
rast the concrete advantages granted by each side in this

field but it is difficult to see how an oxchange of views on the.

subject
C.

20.
field of
number o
in 1969

negotiati

21,

could usefully be held at a CSCE.

Conclusions

The problem of co-operation between East and West in the
economic aid for the Third World has been discussed a
f times-in NATO, both in connection with the preparation
of a list of issues for possible discussion at East-West
ions and within the framework of the preparation of a CSCE.

Some Allied countries have expressed the view that

co=operation of this kind would be desirable in principle but
that in practice it would be fraught with difficulties. They
nevertheless feel that it might be in the interest of the West

to explo

re the possibilities of promoting such co-operation and ..

to declare its willingness, at a CSCE, to collaborate with the

East on

joint development projects or on projects carried out

under the aegis of the United Nations in the Thlrd WOrld.

22

Other Allled countries hold a dlfferent view; They

con31der that°

the ralslng of this . issue at a CSCE could only lead to
a rebuff from the Communist countries, their traditional
argument being that the former colonial powers are to
blame for under-development and that consequently it is
for t nem alonc to make good the damage they have caused

: tne alflng of thls issue ‘at a CSCE would raise false
“hopes” in the Third World -and that, in practice, 301nt :
projects'would:not be feasible; I :
international organlzaulons, particularly the Unlted

Nauioﬂs, provide. a:suitable forum for the discussion
of this type of co—operatlon,
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- the Allied countries .could not accept the Soviet .7 -
argument that any increase in development aid by “the -
Warsaw Pact.countries must be oondltlonal on their
freer ccess to Western markets,

- if the harsaw Pact countries ralsed this 1ssue, the
West should insist that they make definite proposals
in order to be able to sec prec1sely what ‘was involved.
22 A numpber. of Third World develonlng countrles have
already 1ndlcated that they feel concérned about the possible
economic repercu351ons of a CSCE, and partlcularly about the
shift iil the pattern of trade that it might produce, ‘Several -
Notes mention the anxiety of .the developlng countries in thls;ijj
conneculon(1) The fact nonetheless remains that any Western - - -7
participation. in such act1v1t1es as the tapping of the USSR's
natural resources will depend on the growth rate in the
consumption of industrial ‘raw materials in Western countries,
and should not: pregudlce the legitimate interests of the developlng
countries in general and, in particular, of those who are members
of .the. Alllaﬁoea T : o

MLII PROPOSAA

ol Durlng talks at a CSCE on questions concerning economic
relations with the developing countries, thé Western nations could
suggest that the Joint Declaration in the Communiqué should mention
in generaT'bewmo the. determination of both the Eastern and the
Western oountrlee not to overlook the needs of the Thlrd Wor1d°~~

o

A, Advanoabes for the W est

25, The orln01oa1 beneficiaries of East—ﬂest co-operation
in the f;eld of .economic relations with the Third World would be .
the dcveloplng countries. An improvement in the effectiveness
of development gid 'is bound to make for international stability '
The econonic development of the Third World is in the interests
of the Vest.

26, Although the Western countries may con51der 1t de31rable

vto seek ‘such” co~-operation, the fact remains that the chances of

achieving’ tangwble results are minimal; given the negative
attitude that the East European countrles are likely to take
towards any Vestern initiative in this direction. However; in
the ‘event of a refusal by thé Eastern countries, the West ought
to Be able. to’ “turn their pos1tlon to' good account by arguing that
it prov1des add1t¢onal ‘proof that the East Buropeans are not’
concérned . about the peoples of the Third World. Thus, a negatlve
Bastern’ response cguld have a favourable impact on relations'
between the West and the Thlrd Uor1d : {

27. Any comparlson of ef;or's o prov1de aid could not: fall
to demonstrate how far the Western countries are ahead of the East
in this respect. Member countries of the Alliance can prove that
they are making a greater effort to help than are the Communist
countries even if account is taken of the economic aid which the
latter grant one another.

(1) See Note o.,. 20 = . « - . . _
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28. A greater cont rlbutlon by the Communlst countries to the
flow of aid supplied by the multilateral organizations could help

to keep politics out of such aid and speed up the development of the
Third World. , o

B;};.Disadvahtagee for the West

29, .-The development aid programmes of the USSR-and the East
European -countries are based on concepts which differ fundamentally
from those adopted by the Western countries. .These programmes
often serve to transplant to the Third World the fundamental
antagonism which the East feels towards the industrialised West.
They are designed to undermine Western influence for Eastern. ends
and to -encourage the Third World countries to turn their backs on
the West. This is particularly true of the Soviet Union. '
Commercial considerations carry more weight ‘in the.aid programmes
of the other East BEuropean countries. Nonetheless,; the freedom of -
action of the latter remains limited within a general framework - -
which is largely fixed by the USSR, In addition, the activities
of Chlna, which is competing with the European Communist countries
to win the favours of the Third World, have on a number of occasions
caused the East Iuropeans to raise thclr stakes in order to ensure
that they are not dislodged by the Chlnese°

- 304 Under cover of co-operation: w1th the West, the Communlst
counﬁries could step up their penetration of the Tnlrd World
countries, where their réle so far has been discreet.

31, Any form of East-West co-operation in this field
would 1nev1ua01y show up the economic activities of Eastern
Europe in a more acceptable and more respectable light despite
the fact that their contribution to the development of the Third.
World has been less than modest and bear S no relation whatsoever -
to Lhelr overall economic potentlal S ‘ Lo

IIT., RLCOHMENDATION

Coe0 32, Some members of the Alliance suggest that the West should
take the initiative in 1mplement1ng the proposal contalned in
paragraph- 24 above. .

33. -Others, however9 for the reasons set out 1n paragraphs
10, 22, 29 to 31 etc., ‘feel that it is not in:the West's interest.
to take such an initiative. If, contrary to their expectation,
the East Europeati countries were to raise this kind of problem at
a CSCE, they consider: that +the 'West should respond with a request
for deualled proposalss’” Thus, the members of the Alliance could
propose the course of actlon mentioned in paragraph 24 only in:
response to an outside initiative.

R
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