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PREPARATION O F  A CSCE ECONaPIIC CO-OPERATION 

Note by the  Chairman of the  Political  Committee 
at Senior 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 f o r  a CSCE, further  work was required in order  to 
focus  more  precisely on the practical problem of how the 
contents of the  report  might be put  to u s e  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 s o r e  form of working  body 
charged  with  considering  economic  co-operation  possibly 
together  with  other  subjects, would be established in a CSCX 
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. 

4 .  The  Economic  Comuittee was also asked  to remain 
attentive  to  any  specific  ideas on economic  co-operation  which 
might  be  advanced by the Soviet Union or other  Eastern  Buropean 
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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t o  note  that  the Economic Committee w i l l  
continue i ts  studies on economic co-operation 
i n -  the-.eontext .of-.preparat%-m "for a CSCZ., 
giving  par t icular   a t tent ipn t o  p r a c t i c a l .  , . : 
questions  concerning the  'po-teMtia'l 'üSes-:To-.wEich 
the  material assembled i n  -P;he.presen-t  .rep'ort 
might be put .  . . . .  
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PPU3PAWATI0.N OF A CSCE: ECOKOMIC CO-OPEFUTION 

PART I 

GUIDELItTES &D AGEilDk PiWER 
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N A T O  C O N F I D E N T I A L  

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  Nest. For their  part, 
the  members of the  Atlantic  Alliance  have  favoured  the  promotion 
of economic  relations  with  the  East,  and on the  occasion  of.tkie 
Ministerial  Xeeting 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. Eastern  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; 
arnong'the latter  a  differentiation  should be made  between  the 
industrialised  nations  such as the GDR and  Czechoslovakia,  and 
the l e s s  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  Wester2  strategic 
controls,  the  lifting  of tariff and non-tariff  barriers to East/ 
'Ciest 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  tne  Warsaw  Pact  countries  are 
not known to  the $;est 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 
o n  trade  and  related  matters,  but  intend  to  use  the  Conference 
P+imarily  to  bring  public  pressure to bear  on  Western  governments 
to improve  the  conditions of their  access  to  the  technological 
apd  financial  resources of the  West. 

i 
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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  pome  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/\?est  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 
ef 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 a l so  press for the expansion of 
Nestern  purchases  from  the  East,  particularly in manufactured 
goods. 

B i  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/ilest  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  econonic  issues  would 
open  up new prospects for East/West  trade, which in the  recent 
past has made  great  advances, 

8, Care  should Se 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 a l l  the 
parties  involved, of  already  existing  trade links, of  inter- 
national  agreements  already  concluded,  as  well as of trade 
relations betweel?  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 - h  
this  regard  are, by and  large,  identical,  Consequently, it is 
in their interest.to harmonise  through  flexible  and  pragmatic 
.consultation  their  respective  positions. 

.$, 

na 

ask1 
thei 

9. Generally  speaking,  the  Allied  countries do not envisag 
.ng the  Eastern  countries  to  make  any  substantial  changes in 
.r 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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N A T O   C O N F I D E N T I A L  

4.9 C-M c42 ) 68 - 
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 Eastws regards 
methods,  mechanisms or institutions of international  trade. In 
this  respect  a  number of specific  questions  of  interest to 
international  organizations  which  might  be  raised at a  CSCE 
should  be  referred  to  the  existing  competent  bodies  (ECE, 
GATT, IMF, etc, ) . 
II, EX"'4INATION BY SECTOR 

A. Industrial  Co-operation . . .  . . . . .  . .  

11, During  the  last  five  years  industrial  co-operation  has 
aroused  growing  interest as a  means of promoting  the  expansion 
of  Sastllqest  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  Mest  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 f u l l  
development will  call for the  solution  to  a  nunber 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. Conmercial  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, 
quanti'tative  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 - s,uch as price  manipulation - to control  and  limit 
their  purchases in the birest. 
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N A T O   C O N F I D E N T I A L  
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14;  The  Alliance  feels  COCOM  restrictions  are  not  a  suitable 
subject f o r  discussion at a  CSCE. If the  question is raise.d  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 
the need  to  preserve  some means'of'protection against  commercial 
-oractices  resulting  from  Eastern  planning  and  pricing  systems. 
kevertheless,  Western  countries  could  adopt an open  attitude on 
the  question of quantitative  restrictions. In particular,  account 
will have to Se taken of commitments  already  entered  into  at  the 
bilateral  level  of  vis-à-vis  certain  Eastern  countries in a 
multilateral  framework (GATT)(l), 

L 

9, - 

-m 

16, Eashmncountries benefit  from  the  most-favoured-nation 
clause in most of the  Alliance  countries.  The  possibility of 
further  tariff  concessions  appear.s  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 a 
strict MF'N 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  joined  GATT  after  a 
detail-ed 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 s o ,  the  Western countriei 
should  respond  with  assurances  that  they  are  prepared  to  examine 
carefully  and on their  merits in the  GATT - tne  appropriate  forum 
to consider-the subject - any  additional  applications . .  to . accede. 

18. Requests for modification of price  mechanisms  utilised G 

in the  East  and  the  removal  by  Eastern  countries  of  structural l- 

hindrances  to  trade  would  not  be  acceptable  to  these  countries 

(1) It should  be  noted  that  some  countries  consider  that  the 
\ 

- 'i 

application of discriminatory Q R s  is not an appropriate 
instrument to counter  market  disruption  due to administrativc 
pricing  practices of East  European  countries  and  that  such 
di.sruption can be  adequately  dealt  with  by  non-discriminator) 
anti-dumping  and  appropriate  valuation for duty  procedures. 
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N A T O   C O N F I D E N T I A L  
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. .  

(see  also  paragraph g ) +  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 countl'ies. 

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 ..daka; 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 
bodies. 

19. However,  improvenents  could  be proposed.in a number  of 

C, 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  alresdy  been 
granted, The West  could  emphasise  the  open.  and  non-discriminatory 
nature of Western  policy arid the  excellent  record  of i,iestern 
credits in facilitating  the  expansion of East/Nest  trade. 

21. A generally  very  reserved  attitude  of  Alliance 
countries  should  be  noted as regards  possible  institutionel 
cknges, whether  these  relate  to  the  establishment of new 
purely  Western or joint  finan-cia1  institutions or new  forms  of 
multilateral  settlement  machinery,  The  Alliznce  countries  feel 
that  existing  machinery is largely  adequate  and  that  aveilable 
Westerr, figancia1 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 Eastcrn countries of the  International IvIonetary Fund, it is 
,zgrced  tl-;nt the  %est  should not  take tkie initiative in raising 
,'tnis  issluz at a  CSCE,  Should  the  Eastern  countries  do so, 
Allied colmtries  entertain  differing  opinions  on t h e  best  way 
to handle the matter. One point 'of view  is  that the  Nest should 
encourage  the  Ezstern  countries to put  themselves in a position 
to  be ab.le  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 cppropriate forum to  discuss  the  matter;  if Eastern 
countri2s  should  raise  the  matter,  they  should  be  advised  to 
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II N A T O  C , O N F I D E M . T , I A L  

C-M(72) 68 -9- 

address  themselves  directly  to ti?e IMF. In any case,  the  general 
fee l ing  is one of  caution and it is agreed that the problem 
should be handled by the  governments concerned and by the  
competent in'cernational  organizations, 

D, Co-operation i n  Other Fields 

23,, Poss ib i l i t i e s  f o r  the  organization o f  large-scale 
exchanges of  e l e c t r i c  energy  between Eastern and Western Burope 
would appear  to. be rather l imited,   particularly  because of the  
remoteness of main potential   sources of supply a d  the  very 
heavy cost  of transmitting  electricity  over  great  distances. 
Co-operation i n   t h e   t r a n s p o r t   f i e l d  could  be  achieved i n  terms 
of  standaraising  administrative and technical  regulations, 
especially as regards road, rail and a i r  safety,  

24, The Alliance  countries  support  measures t o  promote 
tourism,  Nevertheless,  they  are aware that  expansion i n  t h i s  
f i e l d  w i l l  re late   pr imari ly  t o  Western t rave l le rs   v i s i t ing   the  
countries of  Eastern Europe, Travel in   the   o ther   d i rec t ion  
depends  on regulations  operative  in  Eastern  countries,  that  is  on 
the   r e s t r i c t ions  which a re  imposed on the f r e e  movement of 
persons. This aspect of the problem i s  p o l i t i c a l   i n  nature,, 

25, The Alliance  countries  are divided on whether t o  r a i s e  
a t  a CSCE the question of  aid t o  developing  oountries, Should, 
however, this question be raised, the Western nations could 
suggest that the  Joint  Declaration i n  the Communique should 
mention i n  general  terms  the  determination of both  the  Eastern 
and the  Western countries not to overlosic the needs of the  Third 
FJo rl de 

III , CATEGORISATION OF SPECIFIC IG3ASWLES 

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

Category A: Measures which could  be  suggested by the Allies f o r  C 

inclusion on a CSCE a exda. These are  discussed i n  - 
Notes 1, 2, 4 (Part  If, 5, 7, 11, 12,  14, 19 and 20. 

at a CSCE but which might be  raised by the Warsaw 
Pact  countries.  Possible Western responses are 
deal t  with i n  Notes 3, 10, 15, ?6, 17, 10 and 23, 

3 

CateRory B: Issues  on which the All ies  would take no i n i t i a t i v e  - 

C&epory_C: Items which a r e  included f o r  background purposes but 
not   intended  for   substant ive  discussions  a t  a CSCE. 
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AGEPJOA PAPER 

1. The  development of economic  relations  not  Only 
contributes  to  the  prosperity  of  all  peoples  concerned  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. 

and  legal  systems  of  East  .and West pose  difficult  problems, they 
nReil,.?.n~.bÏ~b~l_inaurmonntable obstacles  to  the  further  development 
of EastlWest  co-operation in industrial,  commercial,  financial 
and  other  fields.  Considerable  progress  has  been  made in recent 
years to  reduce  barriers to East/Siest  trade, Nevertheless,.,we 
believe  that  the  volume of East/West  trade is  smaller  than  the 
trade  potential of the  two  areas  and  there  is scop-e for. 
expansion. 

2 .  Although  differences in the  economic,  institutional 

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 pro;ri.de the  impetus for practical 
negotiations, in bilateral or other  multilateral fora, for their 
elimination of relaxation. Sueh  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. 

II, DESCRPPTICN 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) In the  field of industrial I co-operation 

5. Consi.derable  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 
resourceso  Further  development could  be  achieved if  it  were 
possible to reduce or remove  certain  difficulties, A fresh 
impetus to promote  such  co-operation  could  be  provided by 
encouraging  a  realistic  approach  to  the  questions  involved. 

6, While  governments  can  play  a  useful  r6le in improving 
the  conditions for indxstrial  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. 
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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'  protection 
to all firms  engaged in joint  ventures,  etc. 

(ii). In the  field  of trade 

l (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, 
t o  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  joint  chambers  of  commerce,  trade  missions, 
commercial  attachbs  and  consulates  should  be  facilitated. 

(b) Better  adaption of  exports  to  market  conditions 

9. Difficulties  encountered in the  export  sector c&ld 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 f o r  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,. 

'b 
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EWURES WHICH C O W  BE SUCGESTEXI Y THE AL IES FOR 

- DeveZopaent 02 industrial  co-operation (Note No, 1) 

- Co-operation w5th the Soviet Union t o  develop i t s  natural  
\‘c 

c 

gas acd oil resources (Xote No. 2)  
#’ - - S i p a t w e  by a l l   p a r t i e s  t o  a CSCE of the  Universal 

Copyright Convention and the Berne Convention 
(Note NO . bo Part I) 

- Improvements in  available  information on trade 
ogportmit ies  with Eastern Europe (Note floe 11) 

- Wac-kical measures t o  improve the quali ty and marketing of 
%asLen1 e q o r t  products (Note iqo. 12) 

- Improved arbitration  procedures  in European Communist 
c o w t r i e s  f o r  settlement o f  corilrnercial disputes with 
nationalsof  other  countries (Note No, 14) 

- Fostering o f  East/West t rave l  (Note Eo. 19) 

- 3es‘ceml participation i n  the  exploitation of Soviet raw 

n 

materials (Xote NO. 2 0 )  . , . . . _  . 
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DEVELOPPENT OF INDUSTRIAL CO-OPERATION 

.I* m 
1. During the last  five  yearsp  industrial  co-operation 

t: ' has  aroused growing in te res t   as  a means of  promoting the 

U o r  mitigating some of the obstacles which have hi ther to  slowed 

dynarai6 expansion of  East/West trade. The poss ib i l i t i e s  
offered by such co-operation have proved in te res t ing   in   the i r  
own r ight ,  and i t s  development offers the prospect of overcoming 

down the growth of  East/West commercial relations. Such a 
development would have a beneficial   effect   a lso on other 
aspects of  East/'dest economic relations.  Certain problems  remain 
t o  be solved, however, a number of which could  usefully be 
discussed a t  a CSCE. 

(a)  Description 

2, ' The tern-  l t industrial  co-operation" is  open t o  
interpretations,  some broader  than  others,  Generally  speaking 
howeverp it connotes  various  types o f  contract concluded 
betwean individual East and West European enterprises which 
extend beyond s t r i c t ly   comerc ia l   ac t iv i t i e s .  Such agreeaents 
provide for  a whole coE1plex of mutually-lim?ked operations and 
coaprise reciprocal comnitments spread over a number of years. 

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

- manufacture i n  each of the  contracted  enterprises 
of  the  corqlementary  parts of a given  product; 

- assembly i n  an East European country o f  conponents 
supplied by a Western enterprise; 

- mnufacture by an East European enterprise of 
components which are then  incorporated in   t he  
finished Western product; 

j o in t  development o f  Eastern  mineral  resources 
and other raw materials. 

4. Such agreements may be paralleled by contracts 
covering: 

- . -  joint  sales  pronotion' on the  Yestern  mrkets,   in thé 
Zastern  countries and i n  third countries8 - exchange of  technical  data on production and marketing; 

- joint  research  in  given  areas. 
N A T O ' c O ' N  F J  D"E N T I A L 
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Finally,  these agreements  normally  provide f o r  financing 

d i f f i cu l t i e s   r e s t r i c t ing  East/West I trade. (1) 
. ;  and payment arrangements which thereby  avoid  certain 

(b) Inst i tut ional  framework 

5. In a nuaber  of  cases  the  institutional framework 
o f  t h i s  co-operation i s  provided by bilateral  agreenents on 
indus t r ia l ,   sc ien t i f ic  and technical  collaboration which have 
been concluded during the past   f ive  years by most Western 
'countries with alnost a l l  Bast  krropean  nations.  Nornally 
these governmental  agreements provide f o r  the  establishment 
qf  officizl  j o in t  comiissions. Although the absence of such 
agreenents  does  not  exclude  industrial  co-operation (any Dore 
than their  existence  guarantees it), they  are  regarded as 
important by Eastern and Western countries. They represent a 
public and .foraal acknowledgement  on the  par t  of East European 
Govenments of the   desirabi l i ty  of co-operation with the West 
and, #y imglication, with Western firms. 

(c')  Present  limitations, aqd areas where improvements 
-ought =4 

6, Co.nsiderabLe progress  has  already been made in   t he  
f i e l d  of  indust,rial  co-operation. Its further development 
would  be enhanced (within  the  area  left  open i n  the economic 
plans of the COMECON countries) i f  it were possible t o  reduce 
or remove cer ta in   d i f f icu l t ies ,  which are  alreaay under 
discussion  in the EEC. A Western objective a t  the CSCE should 
be t o  give  fresh impetus t o  t h i s  work by encouraging a 
r e a l i s t i c  approach t o  the  questions  involved. 

7. The jur id ica l  framework f o r  industrial  co-operation 
also needs t o  be determined.  Consideration  could  likewise be 
given to   different  means of  marketing the jointly-produced goods. 

concentrate on pract ical   s teps  designed t o  make the idea of 
such  co-operation a t t rac t ive  t o  Western firms, and they 
could be asked to :  

8.  East 3uropean countries  should,  in  particular, 

(a) inprove f a c i l i t i e s  for the exchange of relevant 
information between potential  and actual  participants 
in  industrial  co-operation; 

their   contract   pol icy,   in  such a way as t o  give 
Western fims the p o s s i b i l i t y  t o  conpete on equal 
tams with other  countries; 

(b) give notice of t h e i r  requirelnents, and conduct 

T ï ? o r  e:cy-?ple, the  nodel  often  described by th2 Mst as 
ci tygi a l  ' exa rp$pf  co-operation, whsm th2 supply o f  a 

l p1Em-k 18 paid Lor with goods produced by that plant, cannot 
be regarded a s  genuine  co-operation  unless  the  supplier of 
the platrt  has a special   interest ,   aver and above his  normal 
in te res t  as -t'ha supplier,   in  receiving t l e s e  goods. 

M A T O  C O N F I D E N T I A L  
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1' 

(c) take  s teps  t o  encourage the  multiplication  of  direct  

(d) avoid in s i s t i ng  on forms of  p.ayment which would face 

contacts between enterpr ises   in   East  and West; 

Western firms with the  difficult disposal, of  goods 
i n  which they do not  normally  trade. 

9. Moreover, Eastern  countries  should as asked  prudently, 
t o  consider  the  following  measures which muld be introduced 
without  fundamental changes i n  t h e i r  economic system: 

(a)  permit Western firms t o  enjoy  the  e,quity  stake o r  

Elnd administrative  authority t o  ensure  successful 
contract  implementation;. . . c 

. , .  . ownership 'rights  necess-ary t o  give them, the  management 

(b) take  s teps  t o  encourage the   par t ic ipa t ion  of Westeriz 
f i lms  i n  mixed compa-es and joint   investments   in  
Eastern Europe; 

(c)  provide  adequate  protection f o r  the   l eg i t imate   in te res t s  
o f  Western investors and, agree  to, W f o r m  rules  governing 
debt  service and repayments. 

II. PROFOSAL 

IO. It would be to   t he  advantage o f  the West t o  promote 
discussion of the   subjec t   a t  a CSCE and t o  consider with the  
East Europeans the   po in t s   l i s t ed  above. Tnlhile detai led 
negotiation on specîfic  topics  cannot  appropriately  be  undertaken 
a t  the CSCE, a thorough  discussion of the  problem a t  the  
Conference could give a useful impetus to   fur ther  work. 

.._ . 
A. Advantages for  the  Eastern  Countries 

. 11. To a large  extent,.   the main beneficiaries of . I 

"industrial  co-operation"  are  the.--countries of Easkern Europe. 
In addition to the  considerable imput which +his co-operation 
represents  in  general  for the   indus t r ia l  ar,d economic development 
of  the East European countries,   izter-enterprise  contracts 
faci l i ta+e  access   to  Western  technology and t o  the management and 
marketing know-how of t he  Western industr ia l ised  countr ies ;  a t  
the  same time,  they  help  to avoid certain  disadvantages o f  
t rad i t iona l  commercial practice.. 

12. This form o f  co-operation  helps t o  f i l l  the  gap i n   t h e  
export   capabili t ies of  East European countries which limits 
their  convertible  currency  resources and const i tutes  a major  
obstacle t o  the  expansion of East/West t rade  i n  general, Moreover, 
these  agreements which a re  normally long-term, fac i l i t a te   p lanning  
fo r   t he  East European countries by guaranteeing,  under a jo in t  
agreement, the  supply o f  goods they w a n t  when they  are needed. 

N A . T O  C O N F I D E N , T I A L  
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13. For the  Soviet Union, such  arrangenerats on a wide 
scale  could be of special   in terest   as  supplementary means of 
developing o i l   reserves  and other  natural   resowces (e.g. 
copper,  nickel, wood, e tc , ,  i n  Siberia), for expanding i t s  
exports to   the  PTest. 

B, f o r  the Western countries 

14. The industrial  co-operation agreements  enable  large- 
scale  profitable  transactions t o  becarried through s'ad they 

' create new outle'ts '  f o r  Western'f irns;   in  adait ion,   they have 
frequently  led t o  stable  trading  relations which have then 
extended to  other  areas.  

15. Such agreements also  help Western firms t o  penetrate 
East European markets and f a c i l i t a t e  understandiag of  how the 
Communist systems  operate. Sometimes, they can show the East 
European countries  the on-the-spot advantages of diversifying 
their supply sources of  highly  sophisticated  products. 

of East European countries which can accordingly  boost  the 
voluz~e of Vneir other  orders t o  the Yest. 

16. They improve the  ned%w-tem  foreign  currency  solvency 

17. By and large,  industrial  co-operation  contracts 
pronote  the  inter-penetration of applied  technologies- and-  make 
East European  countries more fa i l iar  with Western technological 
know-how which is usually clore sophisticated, This division 
of labour  aay  also  help the &st European countries  to  integrate 
aore effectively  into  the  Vestern econonic pattern. 

18, Industrial  co-operation  could be o3?-e way of more 
effectively  safeguarding and diversifying the West's supplies of 
raw nater ia l s  (e. g ,  oi l ,   na tura l  gas, ninerals,   netals,  wood) 

C, Ganeral  Considerations- 

19. Contracts for industrial  co-operation w i l l  be 
a t e r e d .  in to  by individual  Western. f ims .or consortia, and it 
i s  pr iuar i ly  up t o  then t o  ensu-e that th5 terns of the contract 
are such as 'to enable  then t o  do business on a profitable  basis,  
both: i n   t he  short and longer  tern, 

. . .  

L 

.'2O. Frou the poirit of view of the  Vestem  countries, it I 

w i l l  be iapor tan t   to  keep i n  mind: 

(a) that a dAvision o f  labour, the  exploitation of 
which may be profitable t o  the  individual  firn, 
may produce effects  unfavourable fron the point  of 
view of the economy as a whole, e.g. in  conditions 
where there i s  uneinplopent in   the  Western countries; 

i 
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(b) governrmntal measures to encourage industrial 
co-operation could lead to h a r d u l  coropetition 
between Western countries; 

(c) the development of such co-oL3eration should be 
: pursued i n  such a way as to avoid disturbing 

trade between the WesLern cowtr ies  and the 
developing countries, pzrticularly th:,se which are 
menbers of NATO, both in raw nzterials and in 
manufactured goods; 

(d) lastly, industsfa1 coLoperatLon bn G larger scale 
through t h e  increase in inter-enterprise and.inter- 
industry epeenents should develop in such a way as t o  
avoid the creation of a state of dependeme which mi'ght 
en'cail .politidal rjlsks. 

21, It is recornended that  the proposal in paragraph 10. 
be eccepted and that Western countries consider between  now 
and the Conference %;hat measures they aight be able to take 
t o  encourage the further developnent of industrial co-operation. 
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(I. 

c , . .  . In.1970,  Soviet o i l   s a l e s  t o  the  industrial  non-. 
communist countries amounted t o  about 41 million -tons, as 
against some 7 million tons t o  Yugoslavia and the   l ess  developed 

c coun-kies and about 49 million  tons t o  the Communist cowtï-les. 
These exports  represented 27:; of  Soviet o i l  production for 
that  year (353 million t o n s )  (2) e Natural  gas e- o r t s  are- nuch 
more modest. In 1970, 3 . 3  billion  cubic  metresTtotal 
production 200 b i l l i on  cubic  metres)  yere  exported, o f  which 
0.96 b i l l i on  cubic  metres t o  Austria and the   ba laxe   to  Foland 
and Czechoslovakia. O i l  is the major export  comodity  in 
Soviet  trade with the  Vest; it provided i n  1970 sone 24P: of t o t a l  
export  earnings i n  hard currencies. 

2. The USSR has abundant potential  resources of  natural  
gas and petroleum which, i n   t he  long  term,  could maire it the 
krorldrs  .leading  producer( 3) .  However,  some 30% t o  40:; of these 
reserves  are  located  in  permafrost  regions where t h e i r  
eq lo . i ta t ion  w i l l  be d i f f i c u l t  and costly, and dependent, t o  
a considerable  degreep on imports from the Vest of nodem 
technology and equipment. The problems of  ex3anding the  gas 
industry and exports  are even more serious, f o r  the  saqe 
reasons. 

(l ) Within the COPC€ZCON, the Soviet Union alone i s  a major 
prod.ucer of o i l  and gas. Romaniafs o i l  producLion i s  
relatively  small  (about 13.B million metric tons) ,  i t s  
proved reserves  very modest and i t s  rôle  as an exporter 
o f  o i l  very  limited. 

4 (2) According t o  Soviet  sources  (Foreign Trade jommal) i n  1971 

4 a i l l i o n  t o  C O X C O N  countriesp I O .  4 million  to  other 

o i l  sa les  were about 10:; higher  than i n  1970 and reached 
105million "cons: 45.5 million  tons t o  the West, 45.1 

Communist countries and Yugoslavia, 4x.1 million t o  
developing  countries. These exports  constituted  about 
287E of  Soviet  petrolem  output (372 million  tons). 

( 3 )  See Annex f o r  background data. 
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3. ' Among potentially  available  Soviet  raw  materials, 
prime  Western  interest  tends  to  centre  around  procurement of 
Soviet  oil a d  natural  gas. In this  connection,  Soviet  sources 
have  indicated  that if the  1;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. A s  
regards  the  development  of  oil and gas  resources,  such  ternis 
w o u l d  certainly  have to comprise  huge loans l ) 9  possibly 
accompanied  by a complex  finance  structure  e.g. joint ventures), 
to  cover  imports from the Ir!est of equipment and technoloby. 
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  FJest  would  certainly  be in the  hundreds of  
nillions of dollars.  Such  large  requirements could iavolve 
some shifting in the  allocation of Vestern  financial resowces 
destined f o r  exploration and exploitation of oil aild 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'vrhich  are  considered to be tPsafe13 fron 
an irwestment 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 soms or" their own scarce  investment  resources 
t o  the  development OB Soviet oil and gas procluction and delivery 
facilities.  Largely for political  reasons, the USSR has 
chosen t o  be the  main  supplier of oil and gas to  the COT;ZCON 
countries  (excluding  Romania).  There  is  moreover an economic 
factor  which  obliges  these  countries  to  procure o i l  and gas 
from  the USSR, i.e. the  foreign  exchange  shortage  grevalelit in 
Eastern  Europe.  Although in the  Seventies East Mopea1 
countries vi11 be buying a certain amount, of Riddle &st a d  
!]orth Africa oil,  the USSR will  continue to be  the  main 
supplier. In this  connection,.the  FrienGship  Pipeline  is 
being  expanded t o  take 50 million  tons per mm. 

5. As far as t h e  West  is  concerned,  there is a short- 
medium  term  problem  linked  to  the rapidly changing  pattern o." 
relations  between  the oil producing L E S  and the  traditional 
fo re ign  companies  exploiting  their oil resources. merefore, 
there  is sound jvstification for the  West  to  try  to  diversify 
its energy Sources and to  recluce its  de  endence on imports by 
d-eveloPing itS. O w n  potential  resources  $e.g. North Sea, Alaska). 

6. on purely  economic grounds, certain  Western  countries 
a d  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 oil  which 
-U"? Soviet  Union coule- export  to  the  non-communist  countries 

(1) annUal investment  in  the oil and gas industries mounts 
t o  Over 3 milliard  roubles.  See  also Annex. 

. .  
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Starting i n  the  period 1975-1980 has been assessed a t  some 
75 million  tons  &mually. The USSR appears cw-rextly i n  a 
position t o  offer  amually 30 to 50 million  tons o f  w e n  o i l  
t o  Japan, f o r  delivery possibly as early  as 1975. However, 
if the  Soviet Union intends t o  develop on a much larger  scale 
i t s  sales  t o  Japan, Western  Europe, and perhaps t o  the United 
States,  increased  exploitation of i t s  reserws  over the  next 
d-ecade w i l l  have t c  be wldertakeil a t  a much f a s t e r   r a t e  thaa 
is currently planned w i t h  substantial  Western financial  and 
technical  ass2stance. 

7. In  the  natural gas sector, agreements already 
concluded indicate  that  by 19’76 .the  Soviet Union. would. be . . .  
supplying an estimated 16 b i l l i o n  cubic  metres t o  Austria,  the 
Federal  Reyublic o f  Gemany, Finland, France and I t a l y ,  Sveden, 
Dennark and Japan are  potential  buyers o f  Soviet  gas, and the 
United $tates  has already’ examined the   feas ib i l i ty  of  large- 
scale  natural  gas imports from the  Soviet Union i n  %he rneiiiun 
term. Such projects would also entail   substantial   Vestem 
co-operation. 

8. in conclusionp i-i; is l ike ly  that i n  view o f  
anticipated long-term price  upturns  in  the world marketg 
together with the development o f  Soviet  reserves,  ‘exports of  
o i l  and natural  gas will consti tute a prime mover in   the 
expansion of  EasthJest  trade( l ) AS already  neiltioned, t h i s  
development can only be reelised  rapidly  with  the aid of large 
inputs of  Vestern finanse and technology. In -tlG-s connection 
concerted  action by trestern  countries might prove more 
successful  than  bilateral  negotiations. 

II , PROPO& 

9. A t  a CSCE, the  Vest might test   the  extent of Soviet 
willingness t o  become a large o i l  and natural  gas exyor-ker t o  
?,?esi;ern markets by exploring, on the one hand, the  degree o f  
Soviet  interest i n  procuring  syecialised equipment. and . . . 
techlology from the IJes-l;, and, on the  other h a d ,  the  exteizt 
t o  which the  Soviets might seek Western financial  Co-oileration 
i n  expanding these two sources of ener,T. *. 

I O .  Increased imports‘ of Soviet oil- and gas would 
diminish  excessive Yestern dependence on the Middle 
East an6 North Africa f o r  these  products, Even i f  the new 
source were equally  inclined t o  exploit the  s i tuat ion 

(1) According t o  a United States  study of prospec-i;s f o r  East/ 
West t rade   in   the  1970s (AC/127-Tt?P/390 - Annex V) , even 
i f   t h e  volume of  Soviet o i l  exports t o  the West increases 
a t  a slowel- rate  than I:A the 1960s , the va1u.e of oil ,  and 
gas sales t o  the  inc.lustria1  Vest may represent as much as 
25% o f  Soviet  exports t o  tha t   a rea   in  1930. 

I f A  T O C: O M F I D E N  T I , A  L 
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commercially o r  poli t ically  there  could s t i l l  be nore security 
in  dealing  with two sup2liers whose interests  diverge somewhat, 
than with Q single  supplier. 

B, Disadvantages €-he West 

11. From a pol i t ica l   po in t  of  view, it is impossible t o  
state with any cer tainty  that  an extension o f  Vestem  resource 
commitments to   the USSR o i l  and gas  industry wovJd- be any less  
hazardous than expanded investments i n  the Middle East. 

12. The degree of  dependence on the Soviet Ur~ion which 
might resu l t  from this  development would c lear ly  be a matter 
09 p o l i t i c a l  concern,  irrespective o f  t h e  commercial ad-vantages 
o r  disadvantages. 

(a) Judging by present  -trends  there i s  l i t t l e  prosimct 
of undue dependence f o r  Yest European countries as 
a whole. For instance,  should  Soviet excorlx of  
o i l  t o  these  countries  rise t o  75 million  tons by 
1975/193C t h i s  would still represent only about 6'5 
or^ l ikely  requirments  by OECD Europe a t   t h e  end 02 
t h i s  decade, though it should be remembered that   the  
dependence of particular  countries might be 
considerably  greater. 

(b)  If on the  other hand there was a big  emansion o f  
Soviet oil cap,acity on the basis of Yestern 
co-operation, - U l i s  overall  dependence could well 
double. It would be f o r  th.e p o l i t i c a l  e-xperts t o  
jïidge whether such a development is desirable( 1 ) . 

(c ) .  As regards nztural   gas9 Western Europe, which has 
substantial  reserves, would not depend unduly on my 
outside  supplier. For certain  regions, however, which 
would i n   f a c t  be dependent on Soviet  gas,  .the problem 
of substi tution  in  case of  need would have t o  be 
considered, 

I:, 13. That the Proposal Zn Item II be adopted. 

(1) It has bee2 suggested  that for security  reasons NATO countries 
ds a whole should  not import from Eastern cow-kries nore than 
10% o f  t h e i r  o i l  and nsttrral gas consumption. In   th i s  

1962. '(C-R( 6 2 ) I q  recormended t o  the NATO mehiber coui?tries "on 
the i r  own responsibil i ty,   to  exercise  caution and r e s t r a in t  i n  
determining  the  level of their  imports o f  Soviet  bloc oil, the 

. general aim being t o  keeF the  future t o t a l  empor-bs of Soviet 
o i l  t o  .the  Alliance  well below the  level which they  threaten 
t o  reaclp i n  orclel- m-t t o  exceed the limits coupa-Lible with 
the  security o f  the  Alliance:;. 

-connection it nay be recalled that the CouncFl  on 4th Apri l ,  

'. . .  
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IV. TALKING POINTS .__ 

14, If the  proposal were adopted it vrouLd be useful t o  
consider  the fO2lCYiaing points :: 

(a) t i e  USSR could be asked t o  give more infomation 
zbout the  s ta te  o f  the reserves  l ikely t o  be exploited 
and about i t s  plans. If Vestem  participation were 
t o  be invited,  Vestera  experts  should have proper 
opportunity t o  exmine  the  terrain and discuss wi-th 
their  Soviet  courterparts  the  various  technical 
poblens  involved; 

(b) the USSR could  also be asked about the  guarantees it 
intends t o  give  regarding: 

- the  deliveries  over a specified period oE agreed 
quantit ies o f   o i l  ami natural  gas; 

- the price  structure f o r  these e q o d s ;  

- the  reiabursement o f  lo .am;  

- i n  the  case of joint  ventures,  the  rights of  the 
Vestern  partners,  in  particular.  the  right t o  
par t ic ipa te   in  the aanagernent and t o  take zdvantage 
of the normal returns on the  outlays; 

(c)  the Soviets could be reminded tha t  a salieal factor 
in  the  successf~2-  iaplementation o f  plms t o  develoL3 
"cneir oil and gas resourcesg remains a general 
-agreement on. #e basic  principles o f  industr ia l  a d  
f inanci-al  co-operation. 

c, 
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4.4- 

natural  gas: 12,452 milliard cubic  metres 
( j u s t  under 30% of  world reserves) 

crude oil: about  11.4 milliard tons 
(13.5% of  world reserves) 

(ii) According t o  o f f i c i a l  United States data.: 

proved reserves of  natural  gas: a minimum of 
2 500 mi?-liard  cubic  metres 

proved reserves of  crude o i l :  3.5 Elilliard tons 

B. lfOF&D9 WUTED STATES AND USSR PRODUCTI0i.J OF OIL, AX0 

c 

OIL 
(in mi1h.on 
metric tons) 

I USA 1 , "5 Estimated world 

USSR 

* International Staff estimate. 
%-G Target mentioned by ?,Ir. Chachine, Minister of  Petroleum 

Industry,  but unlikely t o  be reached  without  considerable 
4 Western inguts of  equipment, 
Sources: Cornit6 R-oPessionnel du Pbtrole, France 

UIq S t a t i s t i c a l  Yearbooks 
Pravda  25.11.71 and other Soviet  sources 

Nonthly Eulletin of S t a t i s t i c s  (May 1972) 
US I k e r ~ y  Outlook (1%'1-1985) 
C"( 71 ) 5 
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C. ESTIMATED  PETROLEUM AN! NATURAL GAS REQUIREPENTS I N  1’980 

Western  Europe  1,250  million  tons 
1,135 million  tons 

USSR 
Japan ’ 

Natural  Gas 
Western  Europe 
USA++ 
USSR* 
Japan 

460 million  tocs 
450 million  tons 

300 milliard  cubic  metres 
616 milliard  cubic  metres 
590 milliard.cubic  metres 
10/20 milliard  cubic 

metres 

?f- Including a small  amount of  LPG and synthetic 
P/L gas.  Potential  demand,  assuming  no  gas 
supply limitation or changes in present  energy 
price  structuresp  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 
US Znergy  Outlook (1971-1985) 

PRCJECTS  TO LJNm STATES 
LND OIL TO JAPAN 

(i) Plan  to  sell 30-50 million  tons a year of Tyumen  crude 
oil t o  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. 

(ii)  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. 

E. Estima.ted  international  oil  industrv’s  capital  requirements 
in the  decade 1970-1979 inclusive  range  from a low. 
$285,000 million  to a high $500,000 million  and  above. 
According to expert  opinion  requirements  might f a l l  between 
$4OO,OOO afld ‘$43J,oaO mfllion, but could be higher $2 world 
inflation  continues at current  rates. 

.. . ., 
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l. The copyrigh-L issue  falls   into  the  interinediate 
area o f  imFor ta1 t  but  hardly  critical  topics f o r  possible 
d-iscussion at a CSCE. The continued  unwillingness of the 
Soviet U2ion t o  protect  I”oz-.-.eigi arbhors and. compensa-tc them 
in a convertible cumei1c-y .is :,a source of considerable, 
_irritation t o  Vestern writers p sc ien t i s t s  and academicians. 
Tll.!-s f ac t  alol?.e i s  a ninor i r r i t a n t   i n  Eest-!y:‘est relaticrns, 
and 2 resolution of  the -goblen, through whatever chmnels , 
including a CSCE, would be useful.  In  addition, this t o p i c  
has  obvious FrniJLications f o r  the  free flow of comaerce and 
ideas. F’inally,  the  failure 02 the  Soviet IJnion t o  adhere t o  
cile o f  the mazer c o p p i g h t  convmtions o r  wor!; o u t  other 
b i l a t e m l  o r  multi lateral  zgreements is one of a ser ies  OP 
examples o f  the  continuing  failure of the  Soviet Union -Lo abide 
by generally  accepted  standards of  international behaviour. 

2.  GDR LProblem: kno t l~e r  aspect of this p;-ob?!ea is Yne 
qyest ion =-e GDTmd the international copyrigh-i; coiiventions. 
The G3R has signed Clle 3erne Convention, but  Ifestern corn-tries 
~e:?use t o  recomize i t s  Pdherence, and thesefore East G e m m  
clains t o  adherence t o  %he Berme Convention liave no legal  
ef8ec-L in   the ?!est. If the question o f  GDR par-Licipatxon in 
the Berne Conven-i;ion will no longer be an issue by the  t iue 
of the convening of t h e  CSCE i t s e l f ,   t he re  should be no 
problem in   ra i s ing  the copyright  issue  since.the C;-DR.has 
already  taken  such steps as it can t o  adhere t o  one of  the 
copyright  conventions 

3. Hovever p if .  the GDR partFcipation nroblerfl -h~?.s not 
been resolved, yxssi;lg the  copyrizh-t; i ssue  in  a CSCE context 
could run contrary t o  the Allies * desire t o  dercr  eilllancenent 
of the  internat ional   s ta tus  of  the GDR, Although it ~rould 
take an a . f f imat ive  act  on the part of  Vestern coun-krLes -to 

(1) There i s  a German reservation a@-ns-t the  p%sentation o f  
this problen a t  a CSCE by %he Vest i n  order t o  avoid 
discussions on the  inte-inational  position o f  the G.DR 
(see  paragraph 2 )  before  the  intra German rei-ations have 
been satisfactcrily set t led.  
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give GPR adherence t o  the Berne Convention any legal  character 
i n  ‘clle $Jest, it might prove  embarrassing Tor the ?!es t o  press 
Cor a fomula-tion which i n  effec-L ca l l s  on the Spv1.e 2 Ui?Fon 
t o  become a party t o  a copyright  convention by #other par-by 
t o  a CSCE. In  that  event, it would. be prePerabl$ $O have the 
copyright  item drojqm?. i ’  . .  < i  . ‘  

4. A s  noted above, the  Soviet Union and t o  a lesser  
e:&ent some of the  other Varsaw Pact ’ s ta tes ,  vrhdii they do’ 
provide cornpensation t o  forerpp  authors and publislmx, o3ten 
pay i n  inconvertible  ctrrreacies. A solution of  th? coplyx3$rt 
issue would alnost entirely  eliminate this probleai since 
zuthors anCl publishers  uider both  UCC and Berne lia e the 
r igh t  -to withhold authorization t o  publish unless 1 t is 
agreed in advance tha t  they vill he paid 112 convertjblo 
cwrency . \ 

L 

5. For these  reasons, a deciaratiqn which expeises  ‘the 
intent  of a l l  parties t o  a CSCE t o  pay foreign authors, 
sc i en t i s t s  , ar-tLs-ts and lecturers  in  convertible  cwrejncies 
such as the -language contained i n  :pragrhph 4.C o f  C-14(71 >SS is 
a t  best an i t e u  02 xarginal interest; ,  and l i t t l e  hama would 5e 
doile it i f  were dro-.o@- from the  discussion. On the other hand, 
nention o f  the med  Tor paymen% in convertiblc c m - e x i e s  would 
serve t o  emphasize the nisbehaviowr o f  the  Soviet Union in -the 
past ,  anC v~ould se,me t o  eliuinate any ambiguities about the 
need iil a l l  cases f o r  papen t  of  royalties and fees  in  
convertible  carrenclcs, 

B. Background Data \ 

6. Nearly all European nations? and aost  other countries, 
are par t ies  t o  %he Berne Convention of IS36 (as revised) o r  the 
Universal  Copyright Convention ( K C )  of 1952 (as revised) o r  
both. The United States is  a party only t o  the UCC. All other 
NATO. Allies. are   par t ies  t o .  both. conventions .xitb .-&e exception . . . . . .. 
of Turkey, which is party only t o  Berne. The Europea  neutral 
and non-aligned s t a t e s   a r e   a l l   pa r t i e s  t o  b o t h  conveilti0n.s. 
Czechoslovakia and Eungary are parties  to  both,  while Poland, 
Roaarlia and Fulgaria  are  parties  only t o  Eeme. The Soviet 
Union a d  Albania are the  only  states in Europe which have 
refused to adhere t o  e i ther  of the  conventions. 

..I 

7. The f a i lu re  of the  Soviet Union -to adhere t o  e i ther  
of the  conventions o r  othcwise  protect  foreign authors is 
increasingly becoming a sore point f o r  Yestern a r t i s t s ,  
scientists,   publishers and authors. The Soviet  Uïion  regularly >% ’;, 

‘[piratesîg a large  quantity of materials,   especially  scientific 
zinc! tecAh.nical works without  authori.zatlon  witkout  providing 
Just comymsation. As a consequence of the lack of  co2vight  
relations,  Soviet works are  similarly  unprotected i n  the West. 

) J A T O  C O N F I D ” E M T 3 : A L  
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Orm a few occasions,  the  Soviets have entered  into  Licensing 
agreements wLth Westem- firms whose works they wish t o  publish, 
such as Doubleday and Coqany, i n  the US,  and XacDonald ,and 
Co~pany, i n   t he  UX, anil through these arrangesilents have paid- 
individual-  authors a royalty. Fowever, t hese   rop l t i e s   a r e  
unusually  small by international  standards, and. are alornst 
invariably made in  inconvertible  rubles. 

'1 r S. Various Allies have made representations  yequesting  that '""""the  Soviet Union adhere t o  a. copyright agreement. The Soviets 
fear t ha t  becoming party t o  oze o f  tile conventions.wil1 resul-: 
in stlbstantial  net  outflows f o r  royalty payments. Eowever, the 

growing quantity of  sc ien t i f ic  and tech ica l   mater ia l  and- 'GO a. 
lesser   extext   l i terary ad a r t i s t i c  works which are"be.i.ng 
repmchced in   the  ' les t   ritho ho ut compensatior? t o  the Soviet Union 
(the worlcs o f  Soviet  novelis-ts  alone would bring i n  ha;ldsome 
royal t ies) .  It could a l s o  be mentioned ala%  Soviet  failure t o  
abide by international  standards and t o  q h o l d  copyright 
protection f o r  Îoreign  authors i s  undermining the image of  the 
Soviet Union in  the  ??est ,   especially in the  scient i f ic  c o m m i t ~ r .  

9. Because of  the growing sophistication o f  their 
*ventions p and i n   p a r t   i n  response t o  intemational  p-essure9 
the  Soviets  agreed i n  1965 t o  adhere t o  the  DCParis Unionfî 
Industrial  Property Convention (on patents and trademarks) but 
t o  date  they have shotran no indication of  a willingness -to chaxge 
the i r  gosition on coplcights. 

O" Allies could point  out  -that  the  Soviet "Uni-on has a large and 

II. PR.OP0SAL 

I O .  An man?biguously worded formulation,  expressing  the 
intent o f  al.?. pzr t ies  t o  become party t o  one o f  the t v o  ï m j o r  
intemztional  copyright  coilventions,  should be included i n  an 
agreed CXCE -be:&. 

11 It is essent ia l ,  no matter what formulation is  agree8 
~20x1, -that it express the  intent of a l l  par t ies  t o  a CSCE 'Co 
become par t ies  t o  e i ther  UCC o r  Berne wXi'Lhout necessarily 
requiring adherence t o  both. (The US i s  not   in  a pos!-tion t o  
ac%ere t o  the Berne Convention a t  tllis time. ) : F ~ ~ d - / ~ ~ : ;  
foi..lllulatioi?, -in addition t o  resolving  the problems noted above, 
has  the  additional  poli t ical  and t ac t i ca l  advantage of d i f fe rer t ia t -  

and -the other  Eastern Etrrop?an s t a t e s  who, by md large,  have net 
their   international  obligatioas e 

1 

9 -  Sng between the Soviets, who are  the  nliscreants on t h i s  ques-Lion, 

12, A 1 1  par t ies  who have not zlread-y done so  sliotr3d ac2m-e 
t o  the  Universal Copyright Convention of l952 (as revised) and/or 
the Berne Coppight Conveiltion (as revised) 
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N A T O  C O N F I D E N T I A L  

1 

DE1JELOPPIiEI\JT OF C O - O ~ ~ ~ j ~  I N  THE TRANSPORT FJELD 

I PROBLEM 

1. The Soviet Government has  intimated  that a CSCE 
could  contribute t o  resolving 'Ithe question of pre-conditions 
f o r  seeking  so1ution.s t o  problems  such as...  the  organization 
of inter-continental  transportg7 (1). In this context,  the 

2. 

aspects  .could be- exanined: 

in   the  f ie ld  of  administrative and t e c h i c a l  
regulations: 

- the  administrative and s ta tutory  res t r ic t ions,  
currently  in  force  in  the  transport   f ield,  which 
hinder East/l?est trade; 

- standardisation of technical and safety 
regulations; 

standardisation of  equipment (including containers) ; 

in   the   f ie ld  of equipment and Infrastructure: 

- establishnent o f  links between existing  transport  
networks ( ra i l ,  mad9 waterway, sea and a i r )  ; 

- development o f  transport  infrastru!:ture, mainly i n  
the  Soviet Union. 

The examination  of Ea.st/West land  transport probfams 
ms 'been entrusted t o  the ECE's tsComittee on Inl*.nd Transport" 
(Geneva). This Cormnittee has made considerable progress during 
the   l as t  few years in  i ts 'endeavours t o  remove the  obstacle's 
hindering  transport development. This i s  'sho-m by the 
increasing number of  East/West technical agreements. Useful 
co-operation  concerning  sea and a i r  tmnsgort  i s  taking  place 
in I P C O  and ICAO especially  as  regards  questions of security (2). 
In  other  respects  the scope f o r  global treatment of these forms 
o f  transport is limited. Commercial shipping i s  no doubt 
best  served by the  free  choice o f  transport, and a i r  transport  
i s  l ike ly  t o  be developed by  rneans of  b i la te ra l  agreements. 

3. Under the present  circumstances, it seems unlikely 
that  the  evolutionary dynamism of  East/West trade is  suffering 
because of  t ransport   d i f f icul t ies .  Nost forms o f  transport  a re  
-~ 
(1) Kosygin a t   t he  Communist Pa r ty  Congress, MOSCOW, April 1971 
(2)  IMCO : Intergovernmental Mari'cime Consultative  Organization 

ICAO : InternatiorLal  Civil  Aviation  Organization 

N A T O  C O N F I D E N T I A L  
-p+ 

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



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

C-M(72)48 -* 
.. . 

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. . 

Rail. Tramport 

4. Several  East  Edropean  countries  have  already  acceded c 

to the  International  Conventions on the  Transport of  Goods 
and  Passengers  (CIM  'and  CIV) . By  contrasts  the  Soviet  Union 
has'not  yet'signed these  conventLons.although it  is showing . - . . .  
greater  interest; f o r  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  railway  systems)  and  the 
Organization f o r  Railway  Co-operation  (which  includes  the 
countries of Eastern  Europe  and  the  Soviet  Uiion).  Some 
projects will be implemented  before  the  end of this  decade, 
including: 

l 

a unified  system of automatic  coupling for 
international  goods  wagons; 

standardised  braking  systems,  automatio.?,  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' f o r  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. 

Road  Transport 

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

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

-36- 

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



N A T O  C O N F I D E N T I A L  
L>’ . .  . . .  . 

‘ I  -3? - _cIMC72IQ 

8. ’ A s  regards  passenger  transport,  the  operation of 
non-scheduzed buS.services i s  regulated by the  International 
Geneva  Agreement (1949) which allows non-stop journeys,  but 
neither  the  acceptance o f  passengers  en  route  nor  the  return 
t r i p  by the emp.ty vehicles. These international  provisions, 
recognised by the  East European countries, have been 
supplemented by b i l a t e ra l  agreements,  but once again,  as  in 
the  case of  f re ight  transport,  the USSR and the GDR are  the 
most hesitant.  In  addition, a start has been made  on a 
European network or” regular bus routes;  several  East European 
countries we   par t ic ipa t ing ,  but; the USSR has hitherto been 
reluctant t o  co-operate i n  extending it. The establishment 
of a scheduled London-Moscow service has been under discussion 
f o r  more than two years  without any concrete  results so far .  

9. Currently, a large nunber o f  pa r t i a l  and/or b i l a t e ra l  
agreements are  being concluded on such subjects as road ’ 

safety, highway codes, road si.ms.;- and regulation o f  technical 
requirements (e . g. vehicle weight and s ize)  . But the lack 
o f  staadardisation  reduces  the  effectiveness of any solutions 
adopted. 

10. A s  regards  infrastructure,  transport  could  certainly 
be f ac i l i t a t ed  by impoved  raad and motorway network links 
between the two par t s  o f  Europe. This presupposes an East/West 
exchange of information on development planning of the road 
networks which hem been worked out   in  bo.th par t s  of Europe, 

(c)  Waterway Transport 

11. The establishment of  links between the  large 
European river  networksp  particularly  the Rhine and Danube, 
deserves  study. The East mopean  countries are very interested 
in  inland  water  navigation and such link-ups could f a c i l i t a t e  
the  transport of heavy.freight between certain  countries  in 
Europe  and Asia. HoweveT, the problems involved  here  are so 
complex tha t  ûny solutions  could have only a very remote effect  
on the volme of trade. 

Sea Transsort 

12. Several  IJestern  countries (Belgium,Luxenbourg, 
France,  Netherlands and UK) have signed  navigation  treaties 
with the  Soviet Union. Negotiations on such t rea t ies   a re  
going on at   various  stages between the  Soviet Union and a 
number of other Western countries (Canada, Denmark, I ta ly ,  
Norway and the United States). The Eastern European co~.mtries, 
especially Poland and the  Soviet Union, have shown a growing 
interest  in  participation  in  liner  conferences.  Previously 
the  Soviet Union opposed the   l iner  conference system using, 
as a t  the WJCTAD Committee of Shipping, the argument t h a t  it 
was a device t o  exploit   the developing  couatries. Howevero 
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N A T O  C O N F I D E N T I A L  

with  the  rapid  development of its own merchant  fleet,  the USSR 
is apparently  becoming  more  aware  of  the  problems’ of profitability, 
For  exampleo  at  the  beginning of 1969 the  Baltic  Shipping 
Corporation of Leningrad  entered  the  liner  conferences  covering 
the  trades  between  Vestern  Europe  and  Australia. 

13. Inside  the UrJCTAD Committee of Shipping the Bastem 
European  group  has  during the last  years  often  voiced  views 
close  to  those of t h e  Western  group. In actual  voting  the 
Eastern  European  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 coutrYesp 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.  Howevero  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. 

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 ICA0 1960 Agreement  relating  to 
ce”fAficates  of  airworthiness  for  i’mported  aircraft. 

15. Nevertheless,  consideration  could be given  to a 

(f) Linking o î  other  transport  networks 

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

I 

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

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



C A  L 

-33- .. 
17. The linking up of is  also a 

matter t o  be deal t  with i n   a l  economic 
co-operation( l),. 

XI PROPOSALS 

18. Before agreeing t o  give  further  oonsideration t o  
pb i t i ous ,  long-term projects f o r  linking up existing  transport 
nptworks and t o  the scope f o r  tfestern  participation  in  the 

would-first  require more detailed infoumakion from the East 
Eukopean countries - the  Vestern  nations  should  give  priority 

the East L2opea.n countries  are  essentially  responsible, t o  the 
development o f  passenger( 3 )  and fyeight t ranspor t  

I de,velopment of  t ramport   infrastructure(2)  - two questions which 

W t o  seeking ways o f  removing the preseri%.'obStacles, . f o r  which 

19. East Wopean  countries  could  therefore be invi ted  to  
s ta te  their intentions with regard t o  the adoption of  measures: 

(i) t o  accede, i f  they have not  already done so9 t o  the 
various  international  conventions governing road, r a i l ,  
sea and air   t ransport ;  

(ii) t o  modify their  administrative  practices which a t  
present  'hinder  the development of transport: 
increased  road  freight  transport  quotas, freedom of 
t rans i t ,   re turn  journey  loading,  rewlations 
governing privately  operated transport, procedures 
f o r  granting  authorisations,  creation o f  regular bus 
services  linking  the  various European capi ta l s ; '  

(iii) to  standardise  the  administrative and technical 
regulatior,s governing: 

(a) mad  safety  (signals,  highway codez  vehicle 

(b) railway  safety  (braking system, automation 

weight,  size and teckmical  requirements) ; 

signals,  length and safety o f  godds- trains! ; 

c 

(c) a i r   t r a f f i c   s a fe ty .  

( i v )  t o  eliminate o r  t o  reduce impediments t o  the 
development o f  passenger  transport (less r i g i d  enforcenent 
of  compdsory  routes;  better  services  in  repair  shopso 
in  the  distributioiz o f  fue l ,  eDc.). 

" 

(1 Note No. 3 
(21 This Could be included  under the heading of industr ia l  

(3) This measure does not  consider  the wider pol i t ical   aspects  
cq-operation  (see Note No. 1). 

of the f reer  movement of persons. 
l 
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N A T O  C O N F I D E N T I A L  
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A. Advantages f o r  the West 

(i) Freedom of  movement f o r  goods and persons i s  genbrally 
regarded as one of  the  conditions f o r  the  nomal- 
i sa t ion  o f  East/b;rest relations.  Progress  in th i s  
direction i s  beneficial  t o  the  extent  that it promotes 
the development o f  trade and tourism. 

border  countries w i l l  be the first . to  .benefit,  . and 
t h i s  could f a c i l i t a t e  their   relatioris with the West, 

i 

(ii) For obvious  geographic  reasonss  the>,East European 

\ 

B. Disadvantages f o r  the West 

None i n  economic terms. From the  security  angle, 
however, the linking up of existing  transport   nehorks and the 
development of the  related  infrastructure  could give rise t o ,  , 

problems requiring  further  consideration. I .  

\ 

The proposals  set  out  in  paragraph 19 coula ,be 
submitted t o  a CSCE e i ther  on the   i n i t i a t ive  of  the We9terr.. 
nations,, o r  i n  response t o  a proposal from the Bast Eurob.eah 
countries on longer-tern  projects. 

I V .  T.'!LKIIL?G POINTS - 
(a) If sufficiently  practical   proposals were aade by the" 

East European countries on these  various  issues, a , .  

more detailed examination of these  technical  questic.r$ ' . 
could, depending on the  case, be entrustod  to: 

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

- the  International  Civil  Aviation  Organization 
( ICAO)  ; and t o  their  appropriate  technical 
committees. 

(b) The l iberal izat ion of  transport will contribute t o  a 
better  use of transport  services on a European, and 
even wider, scale, not  only in  technical,   but  also  in 
economic terms. One r e su l t  w i l l  be t o  c la r i fy   the  
problem of  inter-transport  competitiveness. 

t 

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

-35”. 

The West m i g h t  prefer  not t o  commit i t s e l f  on 
projects  dealing with infrastructure and the linking 
of  transport  networksp  before  these have been 
specified and examined in   g rea te r  depth. 

If tnese proposals  are  taken up by the East European 
countries a t  a CSCE, Allied Governments could  refer 
then  for  study t o  their  national  research  bodies, 
the ECE(Geneva) and i t s  specialised auxiliary 
agencies, o r  t o  other  appropriate bodies. 
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N A T O  C O N F I D . E N T I A L  

I, PROBLEM 

1. State  trading,  central  planning and the  chsec?. 

expansion of the   sa les  of Western goods on Eastern ïxzfkets. 
It would, however, appear  possible,  within  the  exis%.L% system 

the  pract ical   problem  are:  

v i  character of the  Eastern  societ ies   create   obstacles . to  an 

v in   the  East ,  t o  a l l ev ia t e  soue of these   d i f f icu l t ies .  hilong 

2. The practice o f  the C o r n m i s t  countries  as-regards 
granting  visas t o  Western  businessaen f o r  temporary v i s i t s  with 
the  specific purpose of arranging  cormercial  transactioas seems 
fairly  l iberal- ,   Nevertheless,   there have  been conplaints  about 
slowness or di f f icu l t ies   in   par t icu lar   cases  where no specif ic  
pr ior   inv i ta t ion   f ron  -t;l-e potential  Gastern  buyer was a t  hand(1). 

permnent sales of f i ces   i n  C o r n m i s t  countries  are  seveyely 
r e s t r i c t ed  o r  non-existent. This is  s o  i n  Bulgaria, 
Czechoslovakia and probably i n  Hungary too(2). I n  the GDR it 
i s  in   pr inciple-possible  t o  obtain  authorisation t o  s e t  up a 

- c " "es off ice ,   but   the   cr i ter ia   for   grant ing such mthor i sa t ion  
have not been published,  Polish officials have inC:icrted t h a t  
they w i l l  readily  consider  applications f o r  technical 
representation  but  spplications f o r  sales offices  are  cpparently 
subject .to s t r i c t e r   c r i t e r i a .  The  Romanian Governnext, i n  a 
decree  issued  in  January 1971, authorised f o r o i g r  comcrc ia l  

.. 

3 .  The poss ib i l i t i e s   fo r   fo re ign  companies of  se-kting up 

(1) For ins tance ,   as   regards   v i s i t s  of United S ta tes  busLiiessnen ., 

docment  Trade/249, Addendun 1). Unlike nost  other  Eastern 
states,  Roillania requires   a l ien fims t o  obtain  aut';roriSation 
fron  the  Ministry o f  Foreign Trade as a prerequisi-k t o  
negotiation, However, i n   p rac t i ce   t he   w i l l i npess  of a 
loca l   en t i t y  t o  pursue  contacts  seeas t o  be regarded as 
evidence o f  the Govermentls  inplicit  approval. It nay be 
noted  that  sone t rade agreements  such as t h e  one between 
Canada and the  Soviet Union contain  provisions t o  %he 
ef fec t  tha-t the   coqeten t   au thor i t ies  of the two Govements  
w i l l  f a c i l i t a t e   v i s i t s  f o r  business purposes between the two 
countrie S , 

an agency o r  narket   research  off ice   in  Hungary as of 
1st Septenber, 1970. 

- ~~ . 

i t o  Poland (United  States  reply t o  an SCE questioruaire.  ECE 
Y 

" 

. .  

(2) In any case, no fo re ign   f i rn  had been allowed to   e s t ab l i sh  
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f i rn s ' t o   e s t ab l i sh   o f f i ces  i n  Romania. Howevero as of 
1st Janqary, 1972 this l eg i s l a t ion  was st i l l  untested. Sn a l l  
these  countries  state  agencies  undertake  the  cormercial 
representation of  f o r e i p  fims on a comission basis. In  the 
USSR this las t  poss ib i l i ty  does not  exist ,   but  foreign firm 
are  permitted t o  r eg i s t e r  an agent with the  Ministry of Foreign 
Trade. Authorisation  to do so has, however, only beell g r a t e d  
t o  some 35 firns. The authori t ies  have refused t o  reveal what 
criteria  they  follow i n  deciding  whether o r  not a Z i m  should 
be allowed t o  s e t  up m of f i ce   i n  Moscow. When pressed., they 
have nentioned  trade  turnover  figures  ranging f r o n  $10 n i l l i o n  
t o  $50 n i l l i on .  A nmbsr  of  f ac to r s ,   no t   a l l  of then ecorlonic 
o r  re la ted  t o  trade,   seen  to  influence  the  decision t o  allow 
or   refuse a foreign firi accreditation. 

4, In practice,  even where it i s  legally  possible to s e t  
up off ices ,  'Vesteri1 firm have found it d i f f i c u l t   t o   o b t a i n  
suitable  office  space  under  the  prevailing  conditions of extrene 
shortage, and t o  hire   sui tably  qual i f ied  local  staff. Advertising 
f o r  staff i s  not  authorised, and state  agencies do i1O-t always 
provide  personnel of t he  required  cal ibre .   Diff icul t ies  o f  this 
kind., and the  high  cost of maintaining  representatives in East 
European countries,  have  discouraged nany Vestern f i r m ,  which 
prefer  t o  rely on f requent   v i s i t s  by Western-based eaployees. 
Nevertheless, a nuxber of firns  continue  to be desirous o f  
opening of f ices  i n  the  East .  

5. At the Noveraber 1971 session of  the  Cormittee on the 
Development of  Trade of the United  Nations Econonic Comîssion 
f o r  Europe, aany  delegations  considered  that  the proposal for 
an exmination of the   poss ib i l i ty  of guidelines on business 
representation  merited  further  study(1). 

B. Access t o  end-users 

6 .  Traditionally,  Comunist  countries  carry out trade 
through  specialised  oxport/iaport  corporations which a c t   i n  
accordance w i t h  the' Foreign Trade Plan: This i s  still largely 
the case i n   t h e  USSR, whereas in East European countries a 
varying nmber of  larger enterprises have been auVao- wised t o  
cor,&xt  thcir  purchases and sales  abroad themselves. IL is 
generally  considered  that   the  possibil i t ies of trade would be 
enhanced i f  Western 'msinessnen had bet ter   access  t o  the  people 
who actually  use  their  produc-h. 

~ ~ ~ ~~~~ " 

(1) BC4 docuuent  Trade/ll4,  paragraph 19 . 

- .  
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9. The establishaent o f  more jo in t  chambers OS cormerce 
- W i t h  offices with mixed s-taff.s:.in  ,Eastern  countries 21ight 

augment the   poss ib i l i t i es  of Western businessaen  obtaiaiag 
relevant  infornation md coi?tacts in   the   Eas t .  

De har  relations,  Gctivi-ties 

10. 4 3  increase i n  the number of Western come,-cia1 
attaches i n  the  Eastem  cour,tries and expandsd cocsulm 
services might be conducive t o  more trade. .This is ,  however, 
a na t t e r  which could be be t t e r   dea l t  with i n  a bilatee;-al  rather 
than a nul t i la teral   context .  

11. The exchange o f  trade  nissions and Vestem  participa- 
t i on   i n   t r ade  fairs i n  the Comunist  comtries(2) has $ayed 
a considerable r61e i n  East/’GIJest t rade  and i s  likely -Lo 
continue t o  do ED. There does not seen t o  be any pmt icu la r  
problem i n  connection with these aspects or^ Eastfi:es-k ‘kade. 

In that  couilry,  access i s  described as ‘ffvlr-i;ualLy an 
impossibil i ty”  in  the  United Kingdon reply -bo 2.a LCS 
questionnaire (ECE document Trade/249). In the  United 
States  reply  Polt~nd i s ,  besides  the USSR, singlecl out as  a 
country where central   authori%ies  often  refuse busimsmen’ . 

access t o  end-users. In the  negotiations on t h e i r  
accession. t o  GATTp the  Rmgarians  declared that coxltzc-i;s 
between t raders  f r o a  nou-Comunist  countries E!&- Xmgarian 
and-users were r e s t r i c t ed  by no regulation, but ’chat the 
end-user was slloweci t o  pursue  only W l e  activi-Lies that 
belong ‘Co Y l e L r  sphere of operation,  consap?ntly  they mcy 
pursue  foreign  trc6e  activity only if they are cuthorised 
t o  do so”,  
Regular  international fairs are  held i n  aL1. the ikst 
Zuropean c o w t r i e s  (Leipzig, GDR; Brno, Czechoslovakia; 
Bttdapest p Ht-?,gmy; PGznan, Poland;  Plovdiv, Bulgaria; 
Bucharest D Rouania). & ‘ i w a o v a ~ ,  several  countries ELXI in 
par t icu lar   the  USSR orga l i ze  specialised ed1ibl-l;foi?s finoa 
t i n e  t.0 time. 

- , .._ 
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?I. PRO?OSAL 

12. The 

(1) 
i 

(iii) 

West  might  seek  to  obtain: 

aclcnowledgenent of the  need to iiqrove  conditions 
for  establishing a business  and  to grmt nore 
extensive  facilities  to  Western  businessaen in 
Conmunist  countries, e.g. the  right 02 'Uestern 
firus  to  open  offices  and to have  contacts  with 
the  producers  and  the  end-users in the 3ks-t; the 
creation of joint  chambers of comerce having in 
each of the two  countries  concerned  o22ices  with 
a staff  drawn  from  the two countries  concerned; 

I 

that any declaration on East/West  econonic 
co-operation  that  might  be  issued by the 
Conference  includes a reference  to  the  natters 
in (i) above; 

that the participating govements decide to 
sezk  agreement, in the  framework of the Sa:, on 
guidelines on business  representation. 

A. m e s  for - the  West 

13. The closer  contacts  between  Western firms mC7, those 
responsible for p r e p r i n g  foreign trade plbans in t h e  %stem 
countries, 2s well as ?Ale end-users,  might  lead  to ai? 
iuprovenznt in the flow of information on narket  requirenelits 
and trading  opportunities.  Such  contacts  may  also  increase 
the  possibilities of influencing  the final foreign ti-ade plans 
by calling the attention of the  Eastern  authorities t o  W e  
advantages  of  specific  products  at the time  the  plai? is being 
worked out. Possible  results,  however, should not  be  over- 
es-tinated. The level of trade with non-Comunist cou3trics is 
determined by planners,  taking  into  account  foreign  currency 
availabilities  and.politica1  considerations. 

B. Disadvantages for the West 
14. In accepting an underteking in this  field, Cornmist 

countries night be inclined  to  ask f o r  further  concessions in 
the s m e  area. In view o f ,  the  fact  that  Xastern  cormercial 
enterprises  already  have so much  greater represent&io:l m d  
vastly clore liberal  abcess  to  Western  markets Y ~ a n  thci l -  
counterparts  have  in  Eastern  Europe,  this is a c x e  where 
asymmetrical  concessions  night be appropriate.  Westorri  countries 
nay not  wish  to  occept any increase in the existing  disparity 
to t'neir own detriwent, and sone It'estern countries m e  
apprehensive  about a coLmitment  which  could  compel then to 
accept  creation  or c?- ansion  of  organizations  controlled by 
Eastern  states in the ? r countries. 

N A T O  C O N F I D E N T I A L  
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III , RECOPINENDATION 

15. That the proposal i n   I t e n  II above be adopted  subject 
t o  the  concerns  expressed i n  paragraph 14, 

I V .  TALKING POINT? 

16, The following  points  night be brought up in discussions 
” i with the Bast: 

( i i )  

In   the USSii and perhaps i n   t h e  East Ewopean 
countries Western firns which have ‘cried t o  
establish  sales  agencies have a e t  with 
d i f f i c u l t i e s ,  In this respect,  C O K X O X  countries 
enjoy far grea ter  freedom of ac t iv i ty  ia the West. 
Therefore, it i s  not f e l t  that  strict reciproci ty  
i s  ca l led  for i n  this area,  given  the c?.lready 
great  dis?arf-&y  noted above. Indeed, s o m  
Western countries may no t  be prepzred t o  grant 
fur-ther f a c i l i t i e s  of this kind, 

B e t t e r   f a c i l i t i e s  f o r  Western f i r u s  zre also in 
t he   i n t a re s t  o f  C o r n m i s t  c o u n t r i e ~ ,  because  they 
would enable Western countries t o  provide  better 
service f o r  Communist c l i en t s ,  such 8 s  
rw.;intem.nce, training  programes,  steady  supply 
o f  spare p w t s ,  e tc .  

Direct  contact between t h e   s e l l e r  and the  end-user 
has advantages for both parties,   PAe  screen 
represented by the  Comunist  countries* e.xport/ 
inport  firns makes it; d i f f i c u l t  f o r  Westem %iras 
t o  escer ta in  and meet i n  f u l l  the  needs 02 those 
who w i l l  use t h e i r  guoducts, For theZr par t ,  the  
Eastern  end-users have only  an  incouplete 
knowledge of the var ie ty  of Western goods and 
services which the  foreign  exporters are able t o  
provide, but it nust be recognised th& such 
iz2provenent of  end-user knowledge nay n o t  be seen 
as ir? t he   i n t e re s t s  o f  s t a t e  plamiilg, 

The extensive  control system i n  C o r . 2 i s - t  
countries m k e s  it possible f o r  then to accept 
pr inciples  o r  l ega l  engagements and y e t  nake sure 
that   they have no prac t ica l  consequences; the 
right t o  pernanent  presence i n  a country is ,  f o r  
instance, of l i n i t ed   i n t e re s t   un le s s   t he   s t a t e  
au-l’norities nake available  the  necessaly  office 
space . Therefore, Wester;? countries ;::lv.st nake 
sure tht the  Eastern  countries  take 2-11 Vne 
measures necessary  to  ensure that  thei:+  cocmitnents 
will in prac t ice  be carr ied o u t  and do n o t  remain 
a dead  lc’cter, 

N A. T.,O C- 0 . N  F I D, E N T .I A L 
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(N0t.e  No, 91) 

A. -tern Trade Sozr-ces 

2. The p w c i t y  of quantified macro-economic data on 
t rade  possibi l i t ies  with the Bs%t can best  be assessed i f  a 
br ief  comparison i s  made with in.fomation sources available 
t o  Vestern  exporters  operating  outside  the  Soviet  bloc. Such 
sources  include  international  orgmizations which provide, 
through reports and other  publications,  cmprehensive 
s t a t i s t i c a l  md non-statist ical   data a n  a p r t  markets, 
marketing  informa%ion  services  trade  prmotion,  planning 
priorities,  product  specifications.  loniptern  trends and: 
international  trading  practices.  Sirrlliar serv ices a.re 
provided by national Chambers of  Comnerce located In the 
foreign  countries and which a l so  give  advice on co-pd .mt ion  
facil i t ies,   planning, local labour  problems,  establis’ment of 
inter-company contacts,  etc;  foreign Trace  MiniS.tries; 
commercial attach6s;  general and specialist   press  reports;  
economic/commercial newslet ters ,   a l l   carrytag reports on new 
trade developments overseas,  trade  regulations  analyses of 
market si tuations,  company reports,  etc. and f ina l ly  
companies themselves, most of which i s sue ,   a t   l ea s t ,  semi- 

smnual o r  annual  reports on output  targets, raw ntaterial  needs, 
import trends . 

B. Available Western Soarces on Eastern .-= Marirets 

3.  Trade s ta t is t ical   data   are   readi ly   avai lable  frorn I 

national governments. In  addition,  publications of 
international  organizations  contain  special  studies of  trade 

Area i n  1968). There are also business 46urnals and newspapers 
including, for example, Enterprise  (Frqee),   Financial  Times 
(UK), Handelsblatt (FRG) among others mich  cover  updated 
econmic developments in  Eastern Europe, ‘including  frequently 
practical  on-the-spot reports  in  the  Ea$tern  countries by 
vis i t ing businessment. Economic bulletiins and .specialised 
commercial publications  should  also be / s-tressed. The se  tend 
t o  be concerned more with trends i n  mgrketing practices and 
techniques f o r  Eastern Europe and traiie  regulations. 

x .  patterns  in  Eastern Europe (e.g. Trade or’,%he  Eastern  Tracing 
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4. The pract ical  drawbacks of  the above mentioned sources 
are  that   they seldom different ia te  between the  trading \ 

practices that might be found i n  one Eastern European countv,  1, 

but  not i n  another,  they  are  not updated with suff ic ient  1 

frequency to  take account o f  t he   l a t e s t  changes i n  trade 
regulations and are  often  too  general t o  be of  any r ea l   i n t e t e s t  ~ 

t o  a Western exporter, who requires  very  detailed  country and 
sector  orientated  data. Market research on the  Eastern  ccuntries 
i s  largely academic, and only seldom based on field  research. 

\ \ 
\ 

.- - * ,  

C. Available  Comunist:Sources. o f  Trade Information 

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

(a)  Product  specification; 
(b) Production and consumption targets ;  
(c)  Production  plans; 
(d) Inter-COMZCON trade; 
(e) Phaners '   p r ior i t ies .  

The ease with which the  data f o r  each  category can be obtained 
from first hand Comunis t  sources,, and the  degree of  accuracy 
and detail,  vary  considerably  fron  country t o  country, a factor 
which tends t o  cause undue delay in  negotiations and contrac- 
tualisation. Like Zestern  sources on Eastern  t rade  possibi l i t ies ,  
the gaps here  re la te  t o  enterprise-based  data,  information on 
the end-user, changes i n  market conditions,  etc. 

60 ( a )   S t a t i s t i ca l  Sources: A l l  COrsiEcON members publish 
foreign  t rade  s ta t is t ics  which vary  greatly  in 
conpleteness and detai l .  Only the USSR and Poland 
include  both  value and quantity  data;  the  export/ 
import s t a t i s t i c s  of the other  members are  given 
e i the r   i n  value o r  quantitative terms. Sometimes, 
a country w i l l  use both f o r  the same type of goods, 
giving  the imports o f  certain  items  in  value and 
.o f ,  others- i n  quantitative  terms; . .  

(b)  Another irqortant  source of o f f i c i a   ' s t a t i s t i c s ,  .. 
is %he econonic, ' industrial and"Party  presss which 
-frequently  carries  reports  .m'"the  given  country's 
progress under i ts  curmn5"Five-Year  Plan, i t s  
annual  plan and its--fokeign  trade plan - the 
three  basic components shaping  the  foreign  trade 
plan o f  each--East European country. It is by no 
neans  rare'  for an East European journal t o  
publish a short  item on the  Bnticipated  failure 
t o  meet a planned target  dua' t o  a shortage o f  a 
certain  material o r  unavailabil i ty of equipment: 
t h i s  nay be taken  as a good: indicat ion  that   the  

. .  . . , .  
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..- 

unavailable goods may be inported. "he Party 
press i s  the  best  source f o r  statistics 
contafning  amual  plan performance  while the 
periodicals devoted t o  individual  dustries 
are most l i ke ly  t o  give s t a t i s t i c s 2  import 
needs and current  production  trends.! 1 

Non-Statistical Data: Standard  corigilations of 
X b x - e m r e  issued by -the Chamber of 
Conmerce on'Foreign Trade i n  each Eastern 
countryo 

G neral  Economic and rimercial Press: A l l  
c newspaper , 

a monthly review of  foreign  trade, and a t  l e a s t  
one commercial journal, presmting and reporting 
on. international  trade developments; trade and 
currency  regulations, This categorjr i s  the raost 
f r u i t f u l  f o r  data on the areas given i n  
paragraph 5. Unfortunately,. such journals and 
'press organs once again f a i l  to '  provide  su€ficient 
de t z i l  t o  enable  the  exportcq' t o  ascertain 
current and upcoming import  requirements. 

i 

s t r i a l  and  Tcc : T h i s  category 

nroduction  plans and iraGort needs of each COPECON 
data on the 

beaber, as  well a s   t he i r  consumption targets  and 
planaing  priorit ies,  However, a key  elerilent 
lacking here i s  the absence of  infornation on the  
import  requirements'of  specific  industries  as 
suchp and,  of c o u ~ s t ? ~  of  specific end-users. 
There are thousands o f  such journals  published 
throughout  the COTECON complex  which makes it 
almost  impossible f o r  the Western exporter t o  
know which one(s) he should  monitor. h o t h e r  
disadvantage o f  t h i s  category i s  t h e   f a c t , t h a t  
they  appear normal-ly only in the  national ' 

language with no Wes-tern language cwmaries, 
and that they are edited  basically l o r  the 
technically  trained  reader. 

/ 

i 

thersfore 9 "  slanted tcwal-ds Foreign Trade. 
Orgmization  officials,  enterprise manzgers and  
buyers from national  distribution  organization5 
Unfortunately, t h i s  category  also  appears i n  t h e  
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national  language,  which  makes  it  relatively 
non-functional  for  the  Western  exporter, 
Moreover,  it  covers new comrnercial  opportunities 
in the  Eastern  markets in  a very  generalised 
manner. 

One  recent  disturbing  development in the  COPECON 
bloc is the  announcement  by  the  Czechoslovak 
Goverment (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 
~ecrets~~. A similar  injunction  by  the  Romanian 
authorities was issued  'on' 15th February, 1972. 
Hopefully  these  moves  do  not  iaply a rigidification 
of attitude  by  COMECON in the  trade infomation 
sector.  Certainly,  they  do not reflect  the  kind 
of  flexibility  needed in this area, if East/West 
trade is to  develop. 

8. The  West  might  attempt to obtain  supplementary 
information on the  medium and long term  plans, in particular, as 
regards the import and export plans of  the  Eastern  countries, 
and notably on tie  import  priorities. 

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

Factual  Information 

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

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

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

(iv) Far greater  detail in sectorial  breakdown on plan 
tar'gets,  balance of payments  statistics,  export 
price  categories,  bilateral  clearing  arrangements, 
lictnsing  procedures  and  quantitative  restrictions. 

Prganizaticn  and  Procedures 

(i)  More  information on the  functions of foreign  trade 
organizations,  procedures  .and  operational  guidelines, 
product  responsibility; 

N A T O  C O N F I D E N T I A L  
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(ii) In  order  to have improved technical  information and 
suitable  feasibil i ty  discussions  in  the  preparatory 
stage, and i n  terms o f  co-ordination  during 
negotiations and after-sales  service,   direct  
negotiations/discussions between Western exporters 
and end-users on specific  contracts should be 
authorized. 

A .  Advantages f o r  the West 

10. The greatest  problem of the Western exporter i s  h i s  
difficulty  in  obtaining up-to-date and conprehérisïve trade and 
market data on the COMECON complex, particularly on the USSR - 
the  largest CONECO1\3 e q o r t e r  and importer t o  the West. Such 
proposals  could  lead t o  improved conditions f o r  the Western 
exporter -Lo the  Eastern  market,  especially  in  terns of 
cl-arifying  adninistrative  procedures and accelerating  negotiations. 
?4oreover, implementation  of  such  proposals, i . e. CONECON 
acceptance,could  indicate a more f lexible   a t t i tude t o  East/West 
trade. ( 1) 

B. Disadvantages for   the West 

11. No great  foreseeable drawback f o r  the  Vest, unless 
MOSCOW uses  acceptance o f  the  principle of  greater access  to 
COP/IECON trade  in  order  to  obtain  concessions  in  areas  outside 
the  information  sector. 

F’rorn a tac t ica l   po in t  of view, the  Ilest  should 
present a l i s t  o f  all the categories of  information which are 
missing. However, i n  the course o f  the  negotiations, it m i g h t  
concentrate on those  sectors t o  which it attaches prime 
iaportance. This order of p r i o r i t i e s  is  indicated by the 
l i s t i n g   i n  paragraphs 8 and 9. 

, 

(1) For a list of publications  available f r o n  Eastern 
countzies on trade  opportunities and t r ade   s t a t i s t i c s ,  
see Appendices I, II and III t o  kC/127-W/T02, dated 
23rd Xay , 1972. 
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N A T O  C O N F I D E M T I A Z  

PRACTICR 

l . It is  becoalng  increasingly  recognizeCr...that  the 2,2Cl<,~~ ' 

of hamonised  internstional  standards, a systen f o r  international. 
acceptance of national  quality  assurance  standards and inedequate' 
Zastem  narketing  techniques can be a serious  obstacle t o  trade, 
especizlly as regards goods fron C@-!ECON countries. The sdhi i t  
problems would appezr t a  centre around three areas: 

A.. Harmonisation o f  noms and standards 

2 .  Although countries both i n  Western ay2 Eastern X1,ro$e . 
are  neabers o f  the International  Standardization Orgmiza"Xoi1 
( B O )  , there is a tendency - much stronger  in  Ezstem Europe - -, .' 

Î o r  the  application o f  standard-s and the problem of  quali ty 
cer t i f icat ion t o  be dealt  with i n  sub-regional ;;roupings aid 
this r e s u l t s   i n  undue coqartmentil ization of trade. 

. .. 

. .. . . 

. .  

3. There are  serious  divergences between the Eastem a d  
!hIestem approaches t o  the  handling of goods which conpl isx~e '  the 
r2arketing o f  Eastern  products i n   t he  West. The 6iveiyeilcDs 
include  teclmical  perfomance and standards, quality, design, 
nodel, specifications , finish, labelling,  etc . 

, I  

4. The need f o r  a broader  transfer 02 -technology t o  .I. 

Eastern Europe f rou  the West, and, thereby,  the  rzalisation 09 ~ 

harmonisation o f  Eastern  standards with Westem, i s  Taken%. For 
years now, the  structure of i ndus t ry   i n .   a l l   cowt r i e s   i n  Zastbr??, 
Europe has been unctergoing a ra2id change occasioned by t h  ' 

developnent o f  nore sophisticated  production branches - 
cheuistry., . electronics. and. plastics.  l3xisting .produckion lines. ,. . 

from t e x t i l e s  t o  notor  vehicles are i n  need of  r-lodcm d e s i p s  axid 
up-to-date production  techniques in order t o  neasurc WL~ -to 
'i'.Testern standards . . I .  . .  . 

5. Differences  in  the form and presentation o f  Eastem 
docuxentation  prevent  the  creation of standardized Xast/Uest . , 

contracts aad a u n i f o m  reference system as we11 as b i l a t e r d  
acceptance of  procedures on automatic  data processin;:; and codes, - . 

f o r  use in  trade  docmentation. . .  

. .  

o:E n a r k e t i n m i q u . e s  

6. A t  present, narketing conditions are such tha t  it is 

..... ~ 

. .  

not  possible f o r  the  Eastern  countries  to  take  advatage of the 
trade  potential  that  ex i s t s   i n   t he  Vest, 

N A T O  C O N F I D E B T X A L  
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7 .  The marketing  problem that a r i s e  i n  i-~poyyting Zron 
the Eastern  countries  relate  in p a r t  t o  unsatisfac-Lory lmovrLec!.ge 
.sf the  products tha t  fXB'E3COX countries  can  offer the West; 
consequently, Western importers  cannot  exploit -%lly exLst;'ing 
opportunities( 1) 

COXECON area to  collect   relevant  information about  Yestern 
markets in  order t o  enable  then  fully t p  adapt t h e i r  produc-ts 
t o  denand i n  the West, 

8, In addition, it is  necessary f o r  the producers i n   t he  
,r i' 

9. The Eastern  countries  appear  to be. as ye% insufficiently 1, 

cware that an inportant  prerequisite f o r  m expasion of t he i r  
expor ts  t o  the West i s  the need f o r  nore  active  m-rketing, CUI~! that ,  
given  the  characteristics of nodern industrial  productioi~, cqor2;s  
depend not  only on the  cagacity  to  guarantee  continuous su;y$Iies 
of large volunes of  goods of uniform quality, hut also on 
sustzined sales efl"or%s, bzcked by effect ive  serviciq;   faci l i t ies ,  
To date, the Eastem countries  lack  adequate salzs  con-kacls and 
dis t r ibut ion networks of the sophisticated type neecled f o r   he 
sale o f  their nanufactures i n  the Vest. 

. -  

C, Training i n  WesOern business and comerc- 

10, This probled  area is closely  integrated with the 
above nentioned  issues of harmonisation and inprovcd ; ~ & ~ e t i n ~  
practices. There i s  an urgent need to   r a t iona l i s e  %,-,s-keril 
comercial   pract ice  a d  procedures and equate tilei:! with '&e 
Vestern  patterns. 

II. A serious drzvback t o  a nore  rapid developmlt 02 
e,qoz% t o  the Kest is the lzck o f  adequate Eastem  teclmical 
coixmmfcations,  Areas  such as postal  services,  telephone, 
telegraph and te lex  links, and visa  formalit ies are urgently 
i n  need o f  iaprovenent, 

II 0 PROPOSAL 

. , .12,. . .D.ifficult ies  in  the above .areas  could  be  .lesse~ei! . b y .  

co-operative  efforts  through,  for  exanple, j0 iZr-b  seninars t o  
discuss marketing and narketing research procedures, sales 
pronotion,  classification,  packagiw and labell ing of goods,. 
harmonisation of noms m d  stanCards, etc,  Such a c t i v i t i e s  
have &..ready been undertaken by existing  international 
organizations,  nost  notably  the IS0 and the ECE. The l'!es-L Could 
propose that these   ac t iv i t tes  beencouraged and expackd. 

(l ) See also Note No , 11 on the gzps i n  information avaihble .  

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

. r  

a. -JeWest 

23, It is f o r  the EasJcBm countries t o  n&e the g;res.test 
e f for t s  to il2prove the i r   eqor t   capabi l i t i es ,   in   par t icu lar   a t  
these early s tages   in  East/West co-operation. The forsgoing 
proposal, i f  accepted, w i l l  rmdoubtedly f a c i l i t a t e  matters f o r  
t h e  Western irqorter,   especially  in  terris  of adr.;,inistrative 
obstacles encountered hitherto  in  accelerating the f l o w  o f  
soods fron EastePr? Elmope, and fleeting  deadlines. Sales 
potential  could be increased through  inproved quality. Hovevcr, 
in view OP contintling  politico-ideological mtrols ' over X:xtem 
economies, as well as central  plannir~g constr~i.nSs, it i s  
wl i l re ly   tha t  such proposals w i l l  r esu l t   in  any s t e q  increase 
in the COPECON share o f  t o t a l  'Western izports.  Nevertheless, 
they  could contribute t o  a boost i n  short  and nedivr: t e n  
%astern exports, It is noteworthy that   the  need f o r  m upk.1~1 
i n  quality of  output for export t o  the T'l'est has been reco@.sed 
of l a t e  by COP%CON in  establishing  special   l ines o f  proclt.lc-lioi2 
in goods intended f o r  Westem narkets, 

14. No basic disadvantages  are inherent in t'ne above- 
aentioned  pattern of  co-operaticr,, Care should be t&en t o  
avoid tha t  any proposed Western i n i t i a t i v e  be comtmed by -Lh 
other side  as an adnission  that Western industry i s  at f2ul-L. 
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$ 9  ‘ C  

1, Each Euro9ean Commnist country  has a foreign  trade 
apbitration  comzission  crga-rized  under .-its Chanber of  Connerce, 
State  Trading  organizations of  these  countries have generally 
insisted,  when negotiating  cormercial  contracts,  that arbitra- 
t ion be conducted in  the  respective Cormmist cowt ry  before a 
board of  a r b i t r a t o r s   s i t t i n g   i n   t h a t  country and coEposed 
exclusively o f  i t s  own nationals. While IdeStern par t ies  who 
have had expepiences with such a r b i t r a l  boards have not always 
been discouraged f-ron. continuing  their  business  relationships, 
such.situations  nevertheless  are  widely  considered among 
Westerners t o  be unsatisPactory from the.  stmdpoint of doing 
busiaess with Zuropean C o i i ~ ~ ~ i s t  coui?’f;ries, 

. .  

2. Coïmw-ist state  trading  organizations have occasionally 
agrecdtn  arbitration with Western, parties i n  th i rd  countries, 
usually Sweden, Switzerland,  tustria and the United Kingdon. 
However9 such practices vary with respect t o  the type of 
arbitration  procedures that such organizations w i l l  accept. 

3. Vithin trie ‘:Testem world, the rules or arbi t ra t ion 
of the  I.2tcrnatlonal Chamber of Co’mlerce have gained wide 
acceptance,  Excent in  special   cases,  however, Cormwist s t a t e  
trading  organiza6ions have  been unwilling t o  agree 
t o  arbi t ra t ion under the  Charher’ S auspices 03 growl-ds that it 
i s  headquartered i n  a c a p i t a l i s t  country (Pa r i s ,  France) a d  is 
intimately  connected with comercial  organizations  in capitalist 
states.  State  trading  organizations have a l so  refused t o  agree 
t o  arbitration  procedures o f  other We.s%em arb i t ra l .  
organizations  such as the  herican  Arbitration  Xssociation. 

4. The European Cozmunist comtr iés   are  members of 
the ECE Convention on International  Cornercial  Arbitration of 
1963, which was establ ished  to   faci l i ta te   set t lement  of  East/k.Jest 
comercial  dispu’i;es, The Convention substi tutes for national  rules 
c r i t e r i a  and procedures  established by the Convention itself 
o r  by pwty  s t ipulat ion.  This Coavention has proven t o  be of. 
l imited  practical  iraportance (1) , :; 

.?, 

(1) The 16 ~~einbers o f  the Convention are : lius-tria, Bulgaria, 
Bylorussia,  Czechoslovakia, Denmark ,  Federal  Republic of 
Gei-inaqt;, Franceo Hungary, Poland, Turkey, Rumania, Ukrania9 .: 
USSR, Yugosiavia, Upper Volta and Cuba. 
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l 

1 5. ' Alternative  solutions  to  existing  difficult ies  are 
n & ~  being  sought by working out a model s e t  of  rules  and 
directives which the  arbitration  bodies would as appropriate 
embody i n   t h e i r  OITA regulations a d  opera-king procedures. 

II. PROPOSAL 
I 

; 

\, 6. The West should ask the USSR and Eastern &opean 
& n t r i e s  t o  consider more widespread  acceptance o f  private 
hrbitration  tribunals  functioning on a mult i la teral .basis  and 
coroposed of representatives of both par t ies  under a neutral  
chairman. This would include  yocedures of the International 
Chanber o î  .Comaerce fi1 Paris, or thoge available on a third- 
country  basis,  such as the Chaqbers of Comerce of Zurich and 
Stockhol~~,  which are  considered by nany Western businessmen and 
legal   pract i t ioners  t o  be pwt icu lar ly  c p p p r i c t c  Tor settlement 
of Eastblest coimercial  disputes. The Vest sbouZrl &D rwomend 
that 211. crbitra%ioa bodies shou3d ain a t  stmck.rdichg .their 
psimiples and ~ T Q C ~ ~ W B I S .  In \;tifecf, Wprilu Xss.tom cowltries 
nomclly skrt uff by asking thct arbl t rz t im should be according 
.t.o t h a i r  QWL l r w s  and in their own tribunals, 8:'sr;;tom 
r n q m i e s  generally ask f o r .  private  neutral  arbitration  (nordally 
Pa- i s ,  Stockhou o r  Geneva) and t h i s  i s  always  accorded. In  any 
case,  cases of  a,ctuaï  resorting t o  arbitration  are  e;rtrenely 
ra re  Siizcc .both sides are mVTilling to   face the result ing bad 
publicfty,  l o s s  of  ,goodwill and emense. 

(a) Advantages €or the West 

(i) AvaiLability t o  Vestern  parties  in Easthkst trade 
disputes 02 arbitration  paaels  not  subject  to  Soviet/ 
Zas-tern &ropean domination would probabl-y encourage 

. wider interest   in   negot ia t ing  t rade and l icensing 
relationships with state trading orgmizations, 

(iL) . Western fims aad individuals w i l l  be more confident 
of receiving f a i r  treatment  regarding pa.Jments due t o  
then i n  cormercial  contracts. 

(b)  Disadvantases f o r  the West 

7. Insistence on arbitration  procedures  along  the above 
l i n e s  m i g h t  texd t o  discourage s t a t e  trading  orgaiizations from 
concludirg  arrangements with specific Western par t ies .  
Nevertheless,  the  state  trading  organizations w i l l  tend  to shop 
around along d i f fe ren t  Western parties play-ing o m  off against 
the  other   in   order   to   f ind a fin1 prepared t o  coficlude a deal 
on  t h e i r  OWA term.  In  order -to obtaiî?  Eastern  acceptance of the 
above proposals,  Yestern  unity on this score is therefore  highly 
desirable. However, experience  has shown that where a Soviet or 
East European organLzation find6.a net  adv&zge to be gafned, 
it generally p.mees to wbi t rae ion  procoduses u n d o r  awpfoss 
other tbm tttc).se 02 i t s  own govermont. 
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III 

IV. 

/ 
f 

, 

This progosal would eventually  result in an 
advantage for  the  East t o  the extent that  it would 
increase the  confidence 02 ï:.‘::‘este:-n f i r n s  and thus 
conti-ibu-be to  the expansion of  East/Vest  trade. 

Western countries  are always interested ill inproving 
arbitration  procedure.s, .for  facil i tat ion o f  ,Ea,skk4kst . .. . . -  

trade ald velcone any speciPic  proposals f o r  further 
in-depth  consideration. 

As a condition f o r  doing  business  with s ta te   t rading 
organizations, Ves”i;em films should a o t  be required 
t o  accept arbi t ra t ion  procedues conducted i n  the 
Soviet U>lion o r  Eastern Eur0p.e. 

Private  arbitration  tr ibunals,  such as those under 
the International Chanber of Comxerce a d  in th i rd  
couatries, seen particularly  adaptable  to  objectivity 
i n  ihst/West  trade  disputes. 
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1, One of  the consequences of the proposals co.l?ceming ' .  

the   f reer  movemen-i; o f  people(1) may be the  easing of  arrmge- 
ments governing  tourism  and'.business  travel - discussed  here 1 .. 

'( e from the   f inancial  and economic angles only. 

c 2. A t  present,  the  economic benefits  of East/':;'est 
tourism are almost  exclusively one-sided in favour of -the East.. 
Over 40% of the   foreign  vis i tors   enter ing  t !e  East mropean 
countries corne fron cowtr ies   outs ide  the Warsaw Pact, Zn 1969, 
there.were 9.4 million such vis i tors ,   ou t  of a t o t a l  of a l a o s t  
23 million. These figures show that  t o u r i s t  t r a f f i c  be-been ' 

the East European countries is  st911 limited. The meaber 
countries of  O X D ,  for, example, recorded 134 n i l l i o n  visitors ' .  
i n  1970 and total  foreign  currency  earnings wel-e ,abou% 
$14.2 b i l l i on ,  o r  approximately 6% of overall  exports. For 
each v i s i t o r ,  from the.East European countries  entering an OECD 
country,  sixteen  nationals from the l a t t e r   v i s i t   t h e  East(2).  

b 

3 .  No o f f i c i a l  infomation"from t h e  comunis-t countries .. 

i s  available,  but on the basis ef-rough  estimates it vould 
appear tha t  the Eastern  countries'   net proceeds from tourism 
and business -brave1 in 1971 have been equivalent, i n  convertible 

. .-cwmncies, to: -., . 

USSR $75 million 

Bulgaria $30 
Romania $21 
Czechoslovakia $16 
P o l m d  8 9  
Hungary $ 3  

countries, the  inflow of  convertible  currency  d-erivir-s 2roa  
t o u r i s t  t r a f f i c  i s  negl igible   in   the  case of   POL^^., I3mg;agr 
and Czechoslovakia; izlore s ign i f icant   in  the case 02 Romnia, 
USSR and East Germmy, the   l a t te r   der iv ing   benef i t  f ron i t s  
special   posit ion.  O f  all .the East 3uropeLm countries,  it is 
Bulgaria which has made the greatest ef for t s  t o  develop its 
t o u r i s t  trade; and i t s  convertible  currency receip'cs Bron 
tourism  represent f ron 15 t o  20% of the  value o f  i t s  exports 
to OECD countries, 

GDR $50 
II 
tl 
H 
I) l 

n 

4, By comparison with receip't;.s .from exports  to the OECD 

1 See the Agenda item on this subject 
i2) -The ra t io  becomes 10 t o  l if -the number of FRG ilationals 

1. 

v i s i t i ng   t he  GDR i s  deducted frool the t o t a l s ;  however, 
this i s  a special  case. 
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5 . The advzntagca which the  East  -ropean countries 

darive from the   fac t  that the  tourist   balance o f  p a p e n t s  i s  
t i l t ed   in   the i r   favour  will no doubt  continue f o r  some 
considerable  tine. T h i s  imbalance is  due not only to the  number 
of t h e i r   v i s i t o r s  but also t o  the  considerable  difference 
between the amounts spent in the West  by East Europew  visitors 
a n 2  those  spent by Western v i s i t o r s  t o  the East. ?.%ereas the 
1a:ter are generally  required  under  the  regulations t o  convert 
th, equivalent of  $10 t o  $20 a day into  local  curreacy  during 
t h d r  stay in the  %stern  countr ies ,   extremely  s t r ic t   l iu i ts  
aye, placed on the amount of national  'currency which Zzstern 
tourists can  export;  thus, in  most cases,  they have t o  avail 
txmselves o f  the  hospi ta l i ty  of  t he i r   hos t s  i n  order- t o  s a t i s fy  
t k i r  wants  abroad. 

6. F i n a x i a l l y  and economically  speaking,  expansion o f  
Wrism i n  Europe w i l l  benefit   the Warsaw Pact  countries in the 
ffrst instance. However, an increase i n  business  contacts, and 
Sle l i b e r a l i s a t i o n  of t ravel   regulat ions  by ' the  East  Lbropean 
Otuntries would g rea t ly   f ac i l i t a t e  the development of economic 
p l a t ions  between East and West, The East Europeans  should be 
amouraged t o  learn  aore about the Xest, e.g. through the f r e e r  
Gstribution of Western t rave l   publ ic i ty   in   the  Ezst Suropean 
countries, o r  within  the framework of cu l tu ra l  a reeuents, by 
Bore talks in  educational  establishments on East 7 West t r sve l ,  

7. The expansion of tourisru between E a s t  and 'i1es-L slxmld, 
the  nomal  course of events,   lead  to  the developsen'c OP the 

East European countries'  hotel  resources. The West could  help 
wial the  establishment o f  t o u r i s t   f a c i l i t i e s  by nakixg  available 
its specialized nanagenent  eAcertise and i ts  broad  experience 
i n  developing  the  supply o f  t o u r i s t   f a c i l i t i e s ,  Various  projects 
have already been t r i e d  out  o r  are i n  hand i n  this area: 
negotiations between French firms and the  USSR f o r  the  equipping 
of ski r e s o r t s   i n   t h e  Caucasus; the  delivery,   construction and 
f i t t i n g   o u t  by Bri t ish firm of note l s   for   the  Czech motorway 
network; help-with  the  building and management o f  hotels  (Hilton, 
Lr;tec-Conthental) i n  the b ig  c i t i e s ,  (Budapest,  BuchZrest, 
Prague); the  equipping of aeaside  resorts and holiday  centres 
i n  Bulgaria mi! Romania w i t h  the  help o f  Western tourisn 
organizations. !:'here the  establishment of joint   enterpr ises  
c m  be contenplated,  these problems en ta i l   i ndus t r i a l  
co-operation, If joint  operations  of th i s  kind could  take 
place in  the  Vest,   they ni&t contribute t o  t he   f r ee r  movement 
of East Zuropeans t o  Yestern Europe. In  this connection, it 
should be noted that a nmber of  Allied  countries have already 
signed  bi la teral  agreements on tourism with Eastern corntries.  
However, the  value of these  agreenents nay be l imited i f  
nationals of Eastern countries  are unable t o  go abroad f o r  
t s ? l J . r f s t  purposes.  In  other words, t he   ava i l ab i l i t y  of More 
fl,rr?dls and iuprovernents in   operat ing  condi t ions  for  -l;rz.vel 
a s m i e s  may in  themselves have only a lirnitetfimpact owing t o  
-the r e s t r i c t i o n s  imposed on the freedom of movement of 
individuals. 

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

-54- e 
II. PROPOSAL 

8, It i s  c lear  that  the  nature o f  any proposal f o r  the 
foster ing of tourism 2nd business  travel w i l l  s’cil1 hinge on the 
salution that i s  found t o  the basic problem o f  the f r e e r  movement 
02 people. Should concrete  progress be made in this sphere,  the 
T’Je& Dight be encotrsaged t o  sign new.agreernents f o r  b i l a t e ra l  
co-operation i n   t h e   f i e l d  of  tourism. 

- gradually t o  ra ise   the ..amount of  currency which .Jcheir . . 

nat ionals  c m  take with th&a when v i s i t i ng  Vostern 
countries; 

- t o  provide Western travel  agencies  ,established. 0;1 t h e i r  
t e r r i t o r y  with f a c i l i t i e s  and the”nater ia1   he lp   t l ey  
need t o  operate; 

- to  al low  the  Vest t o  advertise i t s  tous is t   a t t rac t ions  
uore  extensively  in a l l  the  usual ways (press,  brochures 
in   hotels ,   posters ,   e tc . ) ;  

- t o  supply  the  appropriate  international  bodies  with more 
information on exchanges of  t o u r i s t s  p and pmticu lar ly  
t h e i r   f i n a n c i a l   i q l i c a t i o n s .  

10. In  returï ,   the  Vest  could offer: 

- t o  provide, should the  Eastern  courtries so  wish, 
technical  expertise t o  improve the managenent aid running 
of the i r   t rave l   agencies   in   the  West; 

- t o  colisider  the  establis-ment of joint  bodies  in  Yestern 
countries w i t h  a view t o  pronoting  tourist  tr.z.:ffic f r o 3  
the  Eastern  countries; 

- t o  help with  the devel.opent of  hotel  facilities i n   t he  
Bast European countries,  on conditio11 t h a t  the appropriate 
guarantees o f  tnvestment were provided. 

11. A CSCX would not  appear t o  be ar, approprickle forw;l for 
a detailed  discussion of these  questions which could- he referred 
t o  the r d e v a n t  Organizations(1). 

.PI 

(1) These night include, f o r  instancep ECOSOC, End- SI ad hac 
group made of countries  parkicipating  in  the CSCZ within t h e  
IUOTO, t he   s t a tu t e s  of which have been amended, at the  
request of several Sast 3uropean  countries and, i n   pa r t i cu la r ,  
Bulgaria, t o  aalse this body a govermelltal orgaulizs.tion. 
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Advantages f o r  t he  West 

The Wsst clear ly  has an i n t e r e s t   i n   t h e  expansion of 
East/Tdest t o u r i s t   t r a f f i c ;  however, in  the  foreseeable 
future,  th i s  in t e re s t  w i l l  be p r i a a r i l y   p o l i t i c a l  
since  the oui;flow o f  convertible  currency Bron  the 
Western coulitries towards the East i s  out o f  a l l  
proportion t o  the  outflow in  the  opposite  direction. 

The currency  earnings which the Zas% European 
countries  derive from the  tourist   $rade may t o  a 
cer tain ex-kent, help  restore  the  balance of  payments 
in  convertible  currencies and thus pronote increased 
imports f r o n  the West (c.f. the  case of Bulgaria). 

Disadvantages f o r  the West 

Financially and econonically  speaking,  the Zast 
European countries will be the  mairbeneficiar ies  o f  
any expansion  of  tourism and business  trzvcl. 

The developnent o f  holiday  travel t o  the E z s t  
European countries  could  adversely  affect the t o u r i s t  
trade  fran.which some Western countries  Cerive 
valuable  incoze for t h e i r  own econonic  development, 

III. i33COP4î4$FDATION 

It i s  recomaended tha t   the  proposal comtai- n e d  i n  
Item II above be adopted. 

IV. T U X I N G  POINTS 
" 

(a) The Western countries afford  the  tourist  orgarlizations 
of the 3as-tei-n countries  every  possible  facil i ty on 
t h e i r  'territory without  discrimination o f  ay kind. 

(b) The f o r a a l i t i e s  kith which nationals o f  Iles-Lelm 
countries must conply when wishing t o  t r s x e l  t o  
Eastern  countries  are no d i f fe ren t  from those  required 
of tour i s t s   v i s i t ing   o ther   count r ies .  

- .  

. 

. .  

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

VESTE3.X PtJrrICIPATIOX IN THE EX.3LOITATIOi\T OF SOVIET % m m I r  4 :  lu 

I. PP,OBLE~ 

Il e It can be cogently  argued tha t  East/West  trade would 
greatly  benefit i f  the European Cormw-ist countries would handle 
nore rationally  the  question of raw materials. This sector 

co-operation. Uit'nin the COPECO?;T, the  Soviet Union alone 
. - . possesses a r ich variety .af. such materials. The bulk of  these 

naterial  resources  are  located  in remote and inaocessible  areas, 
and a consieerable a1:ount of capi ta l  will be needed t o  provide 
f o r  infrastructure and efficien'c;  exTloi%ation. &long these, it 
would appear that  the  following  are of  more immediate comîercial 
interest :  chromiuri, copper, i r o n  ore and nickel(1).  Fuller 
information on these  various  ainerals, can be f o w d  a t  Annex; 
current  data  are  not always available. 

b could p-Ovide considerable  opportunities for industr ia l  

2.. The Soviet Union would benefit from Fiestern  help i n  
exploi-Ling r ~ s o u r c e s  and fro% increased  sales 02 aa te r i a l s  on 
world mrkets.  This direc-tioi? of  production  night nean t h a t  
'i-elativeiy less of Soviet o u t p t  would be earmarked f o r  the 
East European couiatries, which ia turn would be rather more 
involved i n  world trade. This greater dependence of a l l  the 
socialist   countries on world trade would probably be o f  economic 
advantage t o  then. 

3 .  The Soviets  are  conscious o f  the fact   that   the   East  
Ekropeans have insuff ic ient   capi ta l   to  be of very  great  help 
i n  the  developneat o f  resources i n  Siberia, and i n  any case  the 
East Zuropean iilarket i s  modest. They have,  therefore,  tried 
t o  interest   Xestern  business  circles  in the developnent of  
Siberian  resources. The most pers is tent   effor ts   in   these 
overtures have, been .r.Iade ' t o  the Japanese; but  e f for t s  have. also ' ' . 

been nade t o  interest  Vestern European and linerican  business i n  
developnent schemes.  Such co-operation would inake good economic 
sense if   the  Soviet   materials were rationally  explodted and 
offered on cormercial t e m s  t o  the world na.rket. Projects 
iavoiving  Vestern  co-operation in   exploi t ing Soviett raw 
materials f o r  the fEture  imlude: 

(i) ti?e Siberian copper project i n  Udolran: ;' the  USSR has 
progosed that  several  Yestern  countries, il= luding 
France and liest Geimany, deliver  mining and other 
eq.uipl~en'c, which it will pay f o r  i n  cop$er; 

i 

(ii) ex9loitation o f  Siberian  timber,  Japah  $upplying  the 
necessary oqilipruent i n  return f o r  large-scale wood 
deliveries. Diu-ing 1-971, Japan delivered s o ~ e  
$160 rcillion worth 02 forestry macl1,inerjr  and 
equigncnt; i n  turn, the USSR is  supplying Japan - . .. .L**-"?- 

(1) The expl-oitztfon of oil .  cnd naturc1 -gm h~?s been examined 
i n  a separate paper (Mote NO. 2) i 

N ,ki?.T O C O N F I D E TJ T I-.A& ii 
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K A T 0  C O N F I D S N T I A L  

with about 8 million  cubic  metres of timber  during 
the  period 1969-1973; 

(Air) jo in t  Soviet-Japanese development of the  coalfields 
of the  Southern Yakut region.of  Siberia:  the  area i s  
believed t o  contain  deposits of  over 600 ni l l ion  tons;  

(iv)  possible  British-Soviet  co-operation i n  developing a I 

massive iron ore complex in tkte Kola Peninsula  near 

the Orenburg region; 
. .  . I . . .Flmmnsk, and. aid i n  .exploiting nickel .depasits   in^ . . . . ,  

41 

(v) Soviet-Fiimish  project  to mine high-grade i ron  ore   in  
the  renote Kostamus area o f  Soviet  Karelia; 

4,  It would seeu, however, t ha t  even a t  th i s  stage  the 
Soviet   authorit ies  are undecided on what l i n e s  -to go ahead with 
these  exploitation progranmes. Sometines they seern t o  be 
hankering af ter   the   bar ter  arrangements  they have foisted on 
the East Europeans, t ha t  is, capital   equipmnt now, against 
na t e r i a l   l a t e r ,  On the  other haid, they are also considering 
the poss ib i l i ty  of a t t ract ing  foreign  capi ta l  i l l to  the CONECOE 
investnent bank, a schene which would have considerable 
advantages(1). Foreim  interests  would simply  lend ~ o m y  capital ,  
the Soviets woulc?.  buy the i r  equipment in   the   bes t  market and 
i n  due course s e l l  that uaterial O i l  world markets. This would 
encourage the  Soviets t o  pay par t icular   a t tent ion t o  the economic 
f eas ib i l i t y  of the  projects. There is  the third possibi l i ty  
where the need t o  a t t ract   foreign knowhow i s  particularly 
irirpo-i.taslt. In this case,  the f i r i n s  interested should be 
permitted  to have an equity  interest   in  the  project ,  It would 
be up t o  then t o  oonsider how good the  prospects were and t o  
take the r i s k  accordingly. This would involve  foreign 
participation  in  Soviet   enterprises  but it wouxd not 
neoessarfly imply foreign  control. Foreign participation could 
be kept t o  the Level acceptable t o  the  Soviets. The success 
of these schemes would of course depend on what attention was 
give11 t o  comercial  considerations from the. start. 

5. Given that conmercial principles  consti tute  the only 
real ly   sat isfactory  basis  for Western participation,  there  are 
elenents i n  the  Soviet  leadership who favour t h i s  approach and 
given,  too,  that it i s  very rmch in   t he   i n t e re s t  of the  East 
Ewopeans t o  work on these  l ines,  it would  be a p i ty   t o  miss 
the opportunity t o  urge this approach on the Soviets as  8 
valid contribution t o  co-operation. 

(1) In sone .?oint venture m-oT)osals, the Soviets have asked 
~ ~ ~~.~ 

Western Eonpanies t o  sÜppîy aot-only  foreign  capital,  but 
.also  funds f o r  local investnent, . .  

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

-58; "(72168 . 

II. PROPOSAL 

6. To the  extent tha t  the  Soviet Uaion shows a1 in te re s t  
i n  attracting  Vestern  capit31 and securing  technological 
assistance with a view t o  expanding the  production a ~ d  the 
export o f  raw materials,  attention  should be called t o   t he  
advantages which would accrue t o  ax1  concerned if recomised 

In  particular,  Vestern  nations  should  stress the need foc  
explicit  guarantees 011 conditions of participation,  including 
p r o f i t  returns. 

kdvartages f o r  the West- 

, L .  commercial principles were applied t o  this prochiction a.nd trade. 

Y 

7. The considerable  Soviet raw niaterial  resources would 
becone available on normal terms t o  the world market. They 
would no longer be an unknown and unpredictable  factor  in  the 
background, causing  undertainty. As more and more countries 
engage in  the  process o f  industr ia l isat ion  the demand f o r  a 
wide range of raw na ter ia l s  i s  certain t o  increase, and it is  
desirzble  that the vast resources- of  the  Soviet Union should 
become available on world raarkets,. Even i n  the  near  future, 
Soviet  natural  gas, and t o  a much lesser  degree o i l ,  could 
contribute  considerably t o  developnent in  other  countries (1) 

8. The Soviet Union would  be increasingly  involved  in 
world trade both i n  co-operative and conpetitive  aspects. 
This growing interdependence m i g h t  help t o  reduce  ideological 
differences. 

.Disadvantages f o r  the West 

9. Increased  supplies of certain commodities n ight  
drive  prices down in   ce r t a in  markets. Even though consideration 
w o u l d  have t o  be given t o  future su?ply/dcc'&d- rela-k&.ons ct the 
tirile of the original  investment, midjudgments frequently  occur 
and it m i g h t  be  more d i f f i c u l t  t o  convince the  Soviets a o t  t o  
place  increasing  supplies on the wor-ld....narket. ,.. 

10. Econonic efficienty  in  the  Soviet  Union  and Eastern 
Europe  would probably r i s e   a s  a r e su l t  of  such  measures, ' i i l e  
increased  efficiency m i g h t  make the  Soviets more profitable 

circmstances more serious  corqcti tors on the  international 
scene and particularly with the raw naterials  producing 
countries of the  developing  countries,  including  those  belonging 
t o  the  Alliance. 

v b; trading  partners, it could  also make then in   ce r t a in  

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

(1) See Note No. 2 on the  exploitation of o i l  and ,natural  gas 

N A T O  C 0 t T F I ' ~ D E N T I ~ A L  -9. 
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N A T O  C O N F I D E K T I A L  

-59- 

could  present  some  disadvantages  should  the Soviet leaders 
choose  to  nake  political  capital  out of this  situation. 

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

IV. TALKING POINTS 

13. The  East  European  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-&"is  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 
cauld  be  avoided in the  future.  Such  agreement  becomes more 
significant, as the huge  reserves of.Soviet  raw materials a r e  
exploited and traded  on  the  world's  markets, 

M A T O  C O N F I D E N T I A L  
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Aluminium: Apparently,  the USSR operates a t  l e a s t  
13 primaryyG-n plants with a t o t a l  probable  capacity of  
1.4 n i l l i on  tons, The USSR i s  a large producer of  low-grade 
bauxite and other al;lillinous materials. There i s  a shortage 
o f  aluminium o r e  whic-h the  Soviets  are  attempting t o  overcome 
by developing  the  large  nepheline  deposits i n  Siberia. The 
nain  bawd-te  producing a r e a   a r e   t h e  fJorthern ‘Jrals and 
Kazakhstan. Production: a t   l e a s t  1,050,000 metric tons of  
prfnary metal, 

worldfs largest  producers and cons7mers of this mineral. The 
very large deposits are t o  be found mainly i n   t h e  Asian par t  
o f  the  country aI7.d on the Kola PeninsuLa. Production: a t  
l eas t  1,250 metric tons. 

Peninsula,Tine  reserves are estimated a t  ~OO,OOO tons of  
contained  cobalt,  chiefly  in  nickel  ore,  Production: 
1,500 aetr ic   tons . 
and a large expcrter, Production i n  19‘70 was estimated a t  
1,750,000 netric  tons;  approximately one third o f  the output 
was  consumed o r  stocked in the USSR. 

W-1-liu-2: The USSR continues t o  be one o f  the 

Cobalt: LIL1.-  Deposits i n  West Siberia and on the Kola 

m i ~ m :  The USSR is the world’s leading  producer 

Copper: Th3 Soviets remain among the‘world!s 
largest   prxuct.rs.  Gross copper reserves Eye assessed a t  
35 nit.lion  tons, Over half  the reserves  are  si tuated  in 
Kazakhstan, although new huge deposits have been located  in  
the  region o f  Udokzn i n  Eastern  SiSeria, which should  y&eld 
sone 400,000 toils of  copper amuahly,  

3-95 n e t r i n n s  (6,250 thousand.  .kr,oy  ounces). . Soviet  sources 
have reported  that proved gold reserves are  sufficient f o r  16/17 
yews of operation a t  %he above rate of output. Reserves of gold 
i n  underground deposits were assessed a t  200 million ounces i n  
1969. The main goLC ixoducing areas are the Sovie-?  Far East, 
East acd lies-c Siber ia ,  *he Urals End KazWstan. 

are  repute8 CO t o t a l  a t   l e a s t  IO~,?OO nil l ion  tons wi*th an 
average iron conten-t o f  34.8% proved reserves  are  estimated 
a t  6,000 million  metric  tons  in abGut 120 deposits. Key areas 
for iron ore  are  the  Ukraine,  the Ura1.s L Kazakhstan and West 
Siberia. Fkxcure expansion of production is to  concentrate op? 
the Harth W s t  and Siberia. 

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

Gold: The 1969 prod-cction r”igv.res are  estimated a t  

Iron -hy.--+ Ore: ”y Minable iron  reserves of a l l  categories . .  

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

C-M(7-. -61 - 
Lead and Zinc: This industry is  probably  the second 

l a rges t   i n  the world, bre  reserves  are  assessed a t   a t  l e a s t  
l7 million  tons of contained  lead and 22 million  tons of 
contained  zinc. Around 70% o f  the  reserves  are,located  in 
Kazakhstan, chiefly  in  the  Altay and Kara-Tau regions, Large 
reserves a r e  also t o  be found i n  the Urals. 

M P 0 :  The Soviet manganese industry remains the 
l a r g e s t   i n  -d. Estimated  production  levels f o r  l975 and 
l980 are 9 n i l l i on  and 11 nillion  tons  respectively, Reserves 
of manganese ore  categoies - proved,  probable and possible - 
were e s t ina t ed   a t  2,500 million  tons with an average manganese 
contqnt o f  26.4$, There are  large high-grade reserves   in   the 
Chiatura  basin i n  Georgia and in   t he  Atasu region o f  Kazakhstan. 

U b d e n m :  No reserves  data  available,  but  annual 
output of  concentrate i s  estimated a t  8,000 tons a t  least .  
Amenia  occupies first place i n  the  production of molybdenum 
conoentrate. Kazakhstan is reputed t o  contain large reserves, 
and production is  said t o  be increasing a t  the Balkash 
metallurgic81 complex in Kazakhstan. 

tQckel: After Canada, the USSR ra tes   as   the world's 
largest   n ickel  prodwes. Proved, probable and possible  reserves 
are  estimated t o  contain  nore  than 5 million tons of  nickel, 
The key production  centres  are Kori lsk,  the Southern  Urals, and 
the Kola Feninsula. 

PlatLnu.1: Again, the  Soviet Union i s  probably  the 
largest  platinim group metals  producer.  Reserves  are  said t o  
be adequate f o r  many years  following  the  discovery of extensive 
new deposits of platinum-bearing  copper-nickel  ores i n  the 
Norilsk area i n  1969, 

%Q: Output appears insuff ic ient  t o  meet internal  
denand. Xain t in   regions  are  in the  Soviet Far East, Yakutia, 
and Transbaykal. 

. .  . .  
. ... . I* _T_tulg;r;t.enr. Explored r e m m a .  m y  be SR k r g e  as 

rZX&OQO tons 'of 0% with 60% tmgsten.  The nain procluction 
areas  are  concentrated  in  the North Cauccsus, Transbaykel, 
Kazakhsta and the Soviet F a r  East. 

l 
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CATEGORY B 

Exchange o f  e l ec t r i c  power with Gast European countries 
and the USSR (Note Eo. 3) 

DeveLopent of East/I&st mrme"cti~-...~d".~~~ancial relati.orms -.....:',' 

(Note No. 10) 

ficcession t o  GATT of additional Cormunist countries 
(Note No . 15) 

Response t o  con~pl.aints by Comamist countries  about 
Westeriz t a r i f f s  (Note Ho. 16) 

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

Response t o  complaints by CoiYlmuniSt countries on 
Western quantitative  restrictions (QRS) (gote MO. 18) 

Westera response t o  possible Eastern complaints 
regarding Vestern credits (Sote No. 23) 
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N A T O t o  N F'I D E N T I A'L \, 
'\ 

k : 

I. PROBLE24 

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  tra3sport of electricity  over  long  distances  is  still a 
very eqensive 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 2,00&",500 KW at unknown cost. O n  
present  showing it would therefore  appear  that  Soviet  interest 
in East/F!est  co-operation in this  field  reflects,more  their 
need for Yestern  technology  and  equipment  rather  than  their 
capacity  to  supply  substantial  amounts of electric  power. 

could do with  more  electric  power,  It  is  quite  conceivable 
that in certain  circumstances  they  inight  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. 

. .  

4. As far as East European  countries are concerned,  they 

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 IcJest,  have  concluded  contracts 
f o r  long or short-term e~xchanges 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  

e l ec t r i c  power, which are s t i l l  a t  a low level ,  have grown 
since 1967 fastep  than  their   total   trade.  However, so far ,   the  
exchanges have been limited  to  occasional and emergency 
supplies which, on a net  basis,  have  flowed from Eastern t o  
Western Europe . 

7. The collcept of  an all-European g r i d  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 m i g h t  possibly  increase  the 
economic advantages of linking  Eastern and Western elect-  
r ic i ty   g r ids .  i 

from the East t o  the West is a favourite theme,. and the 
Russians have proposed two specific  proJects  both  starting 
i n  White Russia; one supplying power via Poland and the GDR 
t o  Northern Germany, including  Vest  Berlin,  the  other  designed 
t o  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 I 

8. In the ECE the  idea of future 'supply of e l ec t r i c i ty  

T h a t t h e  West should  not  take any i n i t i a t i v e   i n  
t h i s  respect  but  should be prepared to consider any 
based on mlld economic considerations, v&9ch %he crt ?Yposa1 er side 
m i g h t  wish t o  meke in the 'context of a CSCE. 

III. 

IV. 

(a)  Advantages for   the West' 

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

(il) For Western countries  bordering on Eastern 

se l l ing   e lec t r ica l  equipment. 

Europe there m i g b t  be  some advantages i n  
limited exchanges of power. 

(b) gisadvantages 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 rea l ly  arise. 

RECOIWEXDATION 

That the  proposal i n  Item II be accepted. 

TALKING '$,POINTS 

Should the USSR and the  Eastern European countries 
raiSe the question  they  should be asked t o  present 
their  ideas  supported by technical  data. 

N A T O  C 0 , N F I D E N T I A L  
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I .  

1. A s  t h i s  paper w i l l  indicate  a framework already 
ex is t s  which could  provide a basis f o r  the  further  evolution 
Of Sa's%/West nonetary and f inanc ia l   re la t ions ,  , I-Iowever, 
except i n   t h e   f i e l d  'of Western export   credits,  until, recently 
the  aechanisms  available for such financial  co-operation were 
fa.r from fully ut i l i sed   €or  a var ie ty  ,o f  reasons: e*Z. sature 
and sual1  scale OP t r a d e   i n   t h e   F i f t i e s  and ear ly   S ix t ies ,  
inf lexible  East .Buropean financial  pro.cedures,  absence of , 

inte 'rest '   in  nixed  enterprises  or  joint   ventures,   etc.  The 
s i tua t ion  i s  now di f fe ren t ,  and barring any adveF3e aodifica- 
t ions t o  the  current   pol i t ical   c l iuate   ' the   future  t;-e:llc" wight " . 

well  r .eflect  enhanced recourse' by Eastern  countries -to 
existing  financial.  channels  together with possible f o ~ ~ ~ . r d  
aovenent of  such  innovations (as f a r  as Bast/Yest rcla'cions 
are .conceriled) as joii1-t; Zas-t/?idest banks, Western a g e x i e s  
operating  specifically -to finance East/West . joint   projects. , '  
increased borruwing by COI!ECON countries from Westem bmk 
syndicates and f l o t s t i o a  of Eurobonds. 

2. The development o f  trade(1) a t  a fas te r   ra te   than  in  

- the  introductioc of  f o m s  o f  co-operation which mtL1 izOyT have 
the  past ,  and with a greater  nunber  of  business  partners, and- ''. 

been re la t ive ly  w~knovrn i n  i3:ast/Vest re la t ions  ( j ~ i i ~ ~ ; .  2 i r a s 9  
Western f inanc ia l  involvement in  Eastern  coupanies, I " 

part ic ipat ion in  the development o f  whole regions ad.F i I  najor  
p b l i c  works) p are   fac tors  which w i l l  doubtless ~ encowwe  the 
Eastern  .countries t o  seek t o  introduce  greater 'fle:dbilr-i;y i n  I 

t h e i r  monetary and f inancial   deal ings with the   indus t r ia l i sed  , . 

Western countries by expanding them  beyond the  bi la teral   s tage.  

. .  

5 .  IS the  current  proposals f o r  possible  Xast/Yest 
industrial  co-operation were t o  be put  in to   e f fec t ,  e-mi1 
partially,   the  f inance.  which would have t o  be raised would 
greatly  outstrip  the  already  high  level of export  crecXts 
granted by Western count r ies   to  the Zas-tern countries  since 
195s 

(1) OECD couatriesf  (including  Japan)'  trade with the  &ropean 
CONECON countries:  imports  (c.i.f; o r  f.o.b.) 
$2,391 n i l l i on   i n '  1-961 and,, $6,932 n i l l i o n  i n  1S'il; exports 
f .o .b. ) $2,326 n i l l i o n   i n  1361 and $6,487 rni l l iol l  izl 1971 
source: OECD s t a t i s t i c s ) .  Intra-German trade is : -10% i 

included' in   these  f igures .  
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" N A T O _ C O N F I D E N T I A L  

(a)  Moiietary re la t ions  

4. In  the  nonetary  sphere,  the  non-convertibility of  
%astern  curremies  greatly  reduces  the scope for a xaul-Lilaterali- 
sat ion of papents (1)  . To overcome t h i s  d i f f i c u l t y  .ad t o  avoid 
recourse  to  clearing c?ccounts, dealings between Yes%em countries 
and their   Eastern  t rading  par tners   are   general ly  made on the 
basis of a convertible  Plestern  currency  (dollar,  sterling, 
Deutschemark, e tc , ) .  This practice has i ts  advantages f o r  the 
Eastern  countries, It broadens  the  range of t h e i r  exchanges 
with the  Vest  since  the  surpluses  deriving fron the i r   t rade  with 
a Western  country  can be freely  used  elsewhere. In this 
connection, it i s  worth pointing  out that  the  Soviet Üaion, 
although  financially indeb.t;ed t o   t h e  United Kingdon, devotes 
a large  par t  of  i t s  sùrplus  trade balarrce with that  country t o  
purchasin  in  other  couiltr ies  generally  in  the  sterl ing  area.  
In the 19 Os, and especially i n  1969, cer ta in   Eastem  countr ies  
held on t o  large amounts of German currency with an eye t o  a 
revaluation of the Deutschemark. In  this way they 7:Tei-e 
subsequently  better  able t o  bear  the  increase in the cost  of 
c red i t s   g ran ted   in  that currency. 

5.  Soviet  gold  sales were an inportant  aspect of East/ 
West nonetaw  re la t ions   un t i l  1965. During aost of t h e  195Os, 
Sovie t   def ic i t s  on trade with the West were o f f se t  bv sa les  of 

Q In   the  ear ly  post-war years,   sales ranged up ko sone 
150 n i l l i o n  annually. They increased  substantially dwing  the .  

second  half' of t he   F i f t i e s  -ad especially  over the ?ive years 
1951/1965 when they aounted  t o  sone $2,000 nillion aid were 
used largely t o  fiaance emergency purchases of  grain. They 
played a s ignif icant  par t  i n  the  increase i n  o f f i c i a l  gold 
reserves   in   the West, a s  w i l l  be seen  fron  the  table a t  &aex 
based on statist ; ics  issued by the Bank f o r  International 
Set t lenents  (EIS)  . After 1965, sales  of  gold  petered o u t  except 
i n  1967 when the  Eastern  countries sold $15 n i l l i o n  t ror th  of 
gold(2) and i n  1971 when, according to   t he  B I S  42;1ct cmmal  report, 
they so ld  an estinated $100 n i l l i on  worth of that  netal .  

- 

60 While it i s  Like ly   tha t   a f te r  1965, . the  Eussians found . .  

it necessary t o  discontinue  .Dfficial  sales  because  accumulated i 

reserves had been heavily drawn on, t he   f ac t   t ha t  t h e  break has r 

Lasted  such a long time i s  best  explained. by the   ava i lab i l i ty  of 
l?estern  exqort  credit and t h e  desire  of the  Soviets t o  accuaulate , '  

-. -.. 
I 

(1') An aspect of  Ea'st/West non'eary relat i -om is  that 'CO$'ECON 
" 

countries do not participate i n   cu r ren t   e f fp r t s  -to inprove 
the international  nonetary  system;  they  are  not members o f  
tjne INF, although Rornania has jus t   appl ied   to  ' o i n  tha t  
i n s t i t u t i o n  and t h e  Vorld B a n k  (September 1972 ? 
pushed  through by Ronania rather  than by the  Soviet Union. 

(2) According t o  the IMF. It is  possible that this sale  was 
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-a N A T O  C O N F I D E N T I A L  

4 7 +  
international  f inancial   reserves as a cushion  against ua,-i”oreseen 
payment de f i c i t s  brought on by poor harvests o r  other  causes. 
The current sharp r i s e  in  the  pr ice  o f  gold on the f r e e  narket, 
together with the  miusually  large  grain  purchases Zron the West, 
may induce the  Soviet   authori t ies   to   resme  sales  02 pai-t of  
their gold  roductiwl  and,possibly of sone of t he i r   accuü la t ed  
gold  stocks ? l). 

-68 

S ,  - (b) m e z a t ; i a  

7. In  the   fa i r ly  complex pat tern o f  East/IJest f inancial  
c re lat ions which already exis t s ,  it is  .the Eastern  cornitries’ 

1 ‘financial   insti tutions \{hic11 ?Iave’i.%aken advantage o f  the  frae 
e n t e q r i s e  system t o   s e t  themselves up in   t he  West, while a t  
the srne time, the Eastern goverrments  withhold similar f ac i l i , t i e s  
on their   terr i toTy fron Western f inancial   ins t i tut ions,  To date, 
only- one Vest German ba-& has managed t o  establish  representation 
i n   losc scow. It, i s  knowi? t ha t  a number of Bri t ish and Freach banks, 
which already  handle  substantial  business  in  connection With the 
îinancing of East/Vest  trade, would  welcome the  opportunity of 
opening an o f f i ce   i n  +,ne Soviet  capital. It  is d i f f i c u l t  t o  rnake 
an accurate  appraisal of  East/Kest  financizl  relations and t he i r  
impact on the economies of the Cowmist countries  since  ‘the la t te r  
do not  publish  detailed monetary and f i n a m i a l   s t a t i s t i c s ,  or their- 
balance of  payments posit ion and an inventory of t he i r  foreigrm 
debts a d  assets, 

8. In  the COMZCON countries  foreign  trading md 
f inencial   opemtioss   are   the  responsibi l i ty   both OZ the  Cer-tral 
B a n k  (which i s  natural ly   qual i f ied t o  handle  I”iiIsacid. 
transactions with foreign  countries)  and, on a more specialised 
leve l ,  of  t h e   F o r e i p  Trade B a n k  which has one o r  x o m  
correspondents i n   t h e  Yes t .  The Foreign Trade B m L s .  a - e  
responsible f o r  openiilg clearing  accounts in corni?-ec%ioa with 
the  trade and- payments agreements which these c o ~ > % ï i e s  eilter 
in to  with the i r   t rad ing   par tners?  mainly within C E G X O N  and . , . 
the Third Vorld,  They are  autllorised  to open conmrbib2-e 
foreign  currency  accomts f o r  fo re ign   f ims  and na-tioixd 
enterprises. . They undertake th5 ..financing of cor1plex bartFr 

and capi ta l   narkets ,  and, i n   c e r t a i n  cases, ac t  ES internediar ies .  
between inporters  a d  exporters, These banks also pc?;.foi?Xl a l l  
the functions of Yes te rn  merchant banks, 

l! and switch-trading  transactions,  operate on the   hes tem money 

’ .L 

i 

.- 

(l) The value of Soviet reserves i s  not k~nown., Various estimates 
have  been given ranging f r o n  $2 b i l l i on  t o  $8 blll io:?,  The 
only infomation which i s  available with SOLIC? Cegi-ee 02 ‘; 
cer ta in ty  i s  Ynat given by the  us Bureau of Kines 011 Sovie t  \ 

i 

gold production which over t h e  l a s t  few years has mei-aged 1 

some $210 m i l l i o n   m ~ u a l l y .  In 1969, gold prod-uc-Lion vas \ 
es t iaa ted  at 6.25 mill ion t r o y  oz .  l 

i 
i 

=.TO C O N F - T I A L  i i 

I -67- l 
l 

/ 
l 

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



i 
i 

. .  

t 
i 

l 

l 

i 

i 

‘&bffU . I  401. 
( i )  R81e of Eastern banks ir the  West 

9. The Soviet Union i s  the  only COECOM courti-y which 
operates on a large s’cale in the banking and f inancial   sectors  
of the  Western  econonies. It has four  wholly ova-ed bcrdcs i n  
Western Europe(1) and one i n  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 p o s t s   i n  them thereby  ensuring  adherence to-.the ._ 
guidel ines   set  by Moscow. Otherwise,  the banks are  sli;affed by 
l o c a l  nationals.  The bank nanagements adhere t o  the laws and 
customs of the  countr ies   in  which they  are  incorporated zqd m e  l 

largely autonoclous in   operat ional   aat ters ,   especial ly  in f i e l d s  . 

where their   .act ivi t ies   are   prescr ibed by cornercial  considerations 
o r  accepted Western practice. 

10. These banks provide  banking  services and financing of  
Western t r a d e   f o r  the USSR and other  Cornmist  couiltries, 
especially  those  in  Eastern Zurope. To an increashG ex-tent 
%hey have  becone involved in   f inancing  t rade of  no i~ -CorX1~i s t  
c o w t r i e s  as well. Aside from foreigm  trade  activit ies,   they 
act as agents for gold s a l e s   i n  “the  West  by USS2 cud, 
occasionally,  other  Comunist  countries. The Soviet-omed 
b@cs also o 3 e r  banking services t o  local custoners,  including 
the  naintename o f  current and tine  deposit  accounts  aid  the 
pl-ovision of short-tern loans t o  pr ivate  companies, 

11. These banks have  enhanced t h e   a b i l i t y  of  the  USS3 t o  
gather commercial information,  enter  the  foreip- exc:-?sllrse and 
Eurocurrency  capital  markets,  tap  outside  sources of bids and 
ensure secrecy in  soue o f  the USSRls convertible cur;3Ci1c;r 
dealings. 

l 

12, In  addition t o  i t s  banking a c t i v i t i e s ,  the Soviet  
Union engages i n  financial operations  through i ts  insurance 
conpanies abroad. These are the  Black Sea and Baltic  Insurance 
Coapany i n  London, the Schwarzneer Ostsee  Transpomerichenu?gs 
A.G. i n  Hanburg and the Garant-Versicherungs A.G. i n  Viema. 
The l a t t e r   s p e c i a l i s e s  in credit  insurance for exports t o  
Eastern  countries. 

< 

13. Two recent developments involving East Gu-roge8.n banks 
deserve special  meation as they may be indicat ive 02 :WJ T o m s  I 

of co-operation in   t he   f i nanc ia l   f i e ld .  In 1971, a r,ltiF-ti;lational 
ba lk  was se t  up i n  Vienna w i t h  Polish  par t ic ipat ion (3- 
H r n d l . 0 ~ ~  t1arszawie) p In  February 1972 a Franco-Ronmim bank 
(50-50 par t i icpa t ion)  was opened in  Paris for the  purpose o f  
fcpl-oving trade and economic co-operation between Frslce and 
Ramnia, 

(1) I’4oscow N a r o d n y B a n k .  , i n  London. ( i t  has  branch  offices i n  
1 Beirut and Singapore) ; Banque Conmerciale  pour 1t::urope  du 

Nord i n  Paris;  Vozchod Handelsbank A.G. , i n  Zurich; Ost-Xest 
HandelsbCwdc in j?i*ankPdrt . 

! 
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14. Lastly, a nunber o f  E a s t  -European countries have 

reaained members of  the Bank for International  Sett lenents 
a f te r   the  Second World Var. They play .no p a r t   i n  i t s  
ac t iv i t ies , .   bu t  it c,znnot be excluded tha t  i n   t h e  fu ture  the  
BIS night  provide a useful f o r m  f o r  exchange of inEo1maCion 
on f inancial  and nojnctary matters of i n t e re s t  t o  the  Yestern 
and Eastern  countries which belong . t o  it. 

15. The B I S  annual  reports  reveal  thzt ,   since i t s  creation, 
the  Eurodollar market has been used by the Eastern  countries. 
(including  the  Soviet Union) - t o  place  currency  and, above all,, 
t o  acquire  coaparatively  large mounts of dollars. "l?us9 a t  
the end o f  1967, the  position  vis-b"is  Eastern Xw-ope 02 the 
European banks which c o m i c a t e  data t o  the BIS(1) was as, 
follows: l i a b i l i t i e s  $470 n i l l i on ,  assets $770 nilliozl,  i.e. a 
net   credi t  f o r  the group o f  "eightW(1) of $300 u i l l i a l .  At the  
end of 1968, the  roei&tfl had a credit  balance of $290 a i l l ion .  
In l969 the dol la r  posi t ion was virtually  balanced 
($30,000,000 in , favour  o f  the  East) ,  but t h e   l a t t e r  had a 
debi t  balance on the Xurodollar ruarket ($430 nillioi1),  but  they 
had a credit   balance  equivalent  to $120 .million in  Zurocurrencies. 

16. Although f u l l   d e t a i l s  of the  transections 2.11Lrded t o  
. .  

above are  not  available,  it w i l l  be recalled- that  13wgaria;ll 
loans on 'the Eurodollar market reached $145 million Se-tween 
1968 and 1.971 G d  that  Romania raised $13 million. One of  the . ' 

two COPECON baalrs, the   Internat ional  Bank f o r  Econonic 
Co-operation (IBC) recently raised $140 n i l l i o n  on Yest 
European financial   narkels.  Although this is a re la t ive ly '  
snal l  moun t ,  '%$ere. are   indicat ions that  it i s  a prelude LO 
uuch la rger  fun& raising  cperations  not  only by IWC but also 
by the o the r  COKZG6f~~"baik, the International Investneil-i; B a n k  
(IIB) . 

(iii) The a c t i v i t i e s  o f  the COP4ECON.banks 

17. The Internat ional  Bank for Econonic Co-operation, 
with a capi ta l  of 300 nillion  tltransferable  roubles{',   aainly 
ac ts  as a clearing house for intra-CONXCON transactions.  
However, it also  handles an increasing  volune o f  comerti'ole 
currency  deposited with it by trading companies i n  tke  COMECON 
countries as well as by foreign  correspondents. This bz~ik 
would, therefore,  probably  in  future be i n  a positioi? t o  
centralise  currency  assets  held by COMECON countries. 

(1) Federal  Republic of  Germny, Belgim,  France, Itd.y, 
Netherlands,  United Kingdora, Sweden, Switzerlmd 
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18, The I I B  has been operating  since  1971 Only. 1% has 
a cap i t a l  of 1,056 million  roubles o f  which 30% i s  payable i n  
convertible  currency  or gold. It is l i ke ly  t o  play C notable 
raie in  East / \Jest   f inancial   re la t ions by arranging,  inter a l ia ,  
the  financing of j o i n t  East/West enterprises o r  by  makine; 
c red i t   ava i lab le   for  Co-operative  Eastfidest p ro jec ts   in   the  
f i e l d  of technology o r  t h e  developnent of  Siberim.resources.  
This b@ i s  enpowered t o  f l o a t  loans on the interTlla%iOnal 
f inancial   narkets  and participate  in  the  f inancing o f  work 
undertaken by j o i n t  concerns. It is possible tha’i; i n  future 
the I I B  w i l l  become the  C O m C O N t s  nain go-between f o r  
negotiating and obtaining l i n e s  of credit  fron  the  Fiestem 
countries. This would nake for a co-ordination of  requests 
from Eastern  countries and would  somewhat r e s t r i c t   t h e   l a t t e r ’ s  
freedom of manoeuvre. The IIB is  already  fostering - fi? a 
modest way - the  developdent o f  Western exports t o  the Zast 
through  the  credits i n  convertible  currency it has granted t o  
certain  East-Buropean  countries.  In 1971, Poland and-Hmgary, 
together,  received  the  equivalent of 11 nil l ion  roubles  - in  
convertible  currency aad the  Tatra heavy vehicle coi?cem 
(Czechoslovakia)  received 25.3 mill ion  roubles  in  convertible.  
currency for the  purchase of capi ta l  goods abroad. 

( iv)  Expor t  c r ed i t s  
”“ 

19. Over the last 10 years,   f inancial  Co-opera.tio2 
between East and West has been nainly  concerned with thc 
provision o f  e x p o d  c red i t s ,  With the  exception of long-term 
c r e d i t s   t o  Poland by t h e  United  States i n  1946, 1957, 1958 and 
1959,  there are no hovm instances of Western governnent -credits 
to Eastern  gOve~~ei1ts.   Credits  to  Eastern  importers 2.re 
granted  uainly by Western exporters and banks. To a1 increasing 
extent Western banks have forned  consortia  in  order t o  r a i se  
the  large amounts required by t h e   f i n a c i n g  of longer-tern 
c r e d i t s  granted i n  commction with sales  of p l an t  mi! equipnent. 
AS a d e  rivate  export  credits  are  granted with m1 o f r i c i a l  
@ a r a n t e e ( l ~ .  There a re  some ad hac consortia akld a nulber of 
EaStb’Jest i n s t i t u t ions  vrhich a l so  grant   credi ts  ,t.lri%hOut o f f i c i a l  
WeSterx support. A case  in   point  i s  Centrofill in Vj.e:>ya, i n  
which the British mercl1a;lt baakers  meinl,vort Benson 3 

par t ic ipa te  . 
( C )  Settlement of .  .debts 

20. SO far the  Soviet  Union and the  other COMZCON countries 
have sa t i s f ac to r i ly  met t h e i r  commercial l i a b i l i t i e s .  However, 
a dispute s t i l l  exis ts  between cer ta in   bastern  countr ies  
(especially  the  Soviet UXA~O~I) and Western countr ies   (par t icular ly  
the  United  States)  concerning  the payment of debts incurred by 
th3 former p r i o r   t o   t h e   F i r s t  Xorld liar (Russian l o a n s ) ,  between 

(1) A l l  Western industr ia l ised  countr ies  have a governent  
sponsored  system 02 export  credit  insurance 

l 
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the two Wars, during  the Second World..War (lend-lease  civil ian 
supplies,   etc,)  and as  a. r e s u l t  of the  nationalisations which 
came i n   t h e  wake o f  p o l i t i c a l  changes i n  Europe a f t e r  1945. 
Although p a r t i a l  agreements have  been  yeached between "ce Eastern 
co:xtries and some o f  the  Vestern  comtries,   the  yearly repayments 
nade on these  debts do not amount t o  much.  The final settlement 
of  this problem on the  basis o f  a commitment  by tlle 2as-keim 
countries t o  reimburse,  under  arrangements t o  be  dec?:.d.ed, a 

West economic and f i n a x 4 a l  co-operation. 

II. PFiOPOSAL 

. C"(?2165 ' 

t mutually  acceptable  figwe, would certainly  help t o  fos t e r  East/ 

21. The couiltries of the  Alliance  could  agree t o  e x a i n e  
b i l a t e ra l ly  and rilultilal;erally, i n  the  appropriate fOTap ways 
and means of increasing monetary and financial co-operation with 
t h e  P!z;?saw Pact  countries,   i thin  the linits inposed isy -their 
ow;? fhancial   requirenents  yespecially  those -of  -the developing 
me&mrs o f  the  Alliance) and those of  t h e i r  ti-aditLorlel %Aird 
World trading  partners as well   as of countries  fr ienàly 'Co the 
We st. 

A. Advantages f o r  ,the ..l;- West . 

(à) A s  a major economic power and the  worldts second 
l a rges t  gold-gmdtleing  COU^^, the  Soviet Union . . 
should Se ab le   to   t ake   par t   in  world-wide f inancial  
and monetary arrangements. I ts  participatio:2 could 
increase  tracte and f inancial  movements no"c. Oilly 
.between the i x 2 w t r i a l i s e d  Yest and the coLmixies of 
the  East, b u t  also between t h e   l a t t e r  aad the  Third 
World, 

A n  expansion o f  f inancial  flows from the Vest t o  the 
& s t  based on irnproved,understandine by the Eastern 
countries of the  advantages and obligations involved 
i n  financial  co-operation  with the Vest mzy bring in  
i t s  wcke a1 acceleration of  economic r e f o m s  i n  t h e  
Eastern  courbries  snd passlk1.y somls ad:ustmen'; of the 
.-:centralised economic system t o  %he d e s  of  a aarket 
economy, with a concomitant  increase i n  "Che r81e o f  
money. . .. ". 

(c) It i s  d i f f i c u l t   t o  conceive of geruine  ii~d-ustrial 
co-operation in the absence 'o f -su i tab le   l ega l ,  
finmc.2 al- sild organizational  arrangements. The 
e x i s S E  of such  arrangements would give  Western 
firms a sense of security and make it easier t o  reach 
agreements with Eastern  countries. 
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B. Disadvantages f o r  the West 

(a)  The danger  inherent i n  any' expansion of f inancial  
co-operation  (especially  in  establishing my:  
extensive  dealings with the COMECON banks) is that 
the Soviet Union may use  the  advantages  steraing 
from th is   type  of increased  co-operation with the 
West t o  strengthen i ts  p o l i t i c a l  and economic hold 
over the  other COMECON countries. j 

(b) Financial  co-operation  involving a substantial  
increase  in   the flow of  funds to   Eastern  cow"t~ies  
would create  the r i s k  o f  future repayment c l i f f icul t ies  
i f  such funds were not  channelled i n t o  a c t i v i t i e s  
generating hard currency  earnings. 

(c)  The development on a large  scale of f i n a l c i a l  
co-operation with the East m i g h t  lead to a cer tain 
amount of  economic dependence which in  ttlrn  could 
have undesirable   pol i t ical  consequences ' f o r  the lJest(l).a,- '  

III.. RXOMIVCI\;DATION 

That . the proposal in  Item II be accepted. 

N. TALKING POINTS 

.(i) As a token of t he i r  willingness t o  co-operate i n  the 
f inanc ia l   f i e ld  t h e  Eastern  countries  could be invited 
t o  negotiate the settlement of  t h e i r  deWh prior t o  
-l 9-14. CS$ xlating frou the First and Secont! 'irorLc! 
Wars m-d subsequent  events. 

(il) The problem of  t h e   f a c i l i t i e s  t o  be graitcC %O 
financial  establishments  wishing  to open bi-anches i n  
the  Eastern  countries  could be brought up during 
discussions on prac t ica l  ways o f  broadening  financial 
CO-operztion. 

(iii) Tfie a t ten t ion  of Comunist  countries could be drawn t o  
the inadequacy o f  their   f inancial  ,and monetary 
s t a t i s t i c s .  

(1) In  this respect  also  see Note No. 1 on indus t r i a l  co-operation 
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KWEX 
" 

v- srlv1m. GOLD SArnS 
" 

Soviet gold sa les  

Increase in  gold rese-mes 
of Vestem  Central Banks 

Increase in gold rese-rves 
of  Western Central Eal:l;s 

1960 

340 

59$ 
" 

1965 

550 

240 

Source: BIS  &aual Reports 

(1) These percentages  are purely indicative and must not be 
interpreted as Implying that Vfie .balk of  Sovie-t gold sales 
necessarily flowed into Western Central Bar& ressn-es 
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ACCESSION -TO GATT OF ADDITIONLL C O t @ ~ ? I S T  COWTRIES 

I. PROBIXIY 
d l. It seems unlikely  that  the  East European countries 

additi.onal. Zastern countries t o  the GATT. It would nonetheless 
be appropriate  to  consi6er  the  matter both in  the  event that 
it i s  raised i n  the  context of other  issues and also t o  consider 
whether Western countries might profitable raise it. 

i -  would wish t o  discuss as a separate  issue  the  accession of 

A. Review East Qropean 

2. In  addition t o  Yugoslavia,  the-following Commnist 
countries of  Eastern Europe are CLTT contracting  parties: 

(a). Lzechoslovcaki-a, which was an original  signatory  in 
1947. Since  the Comamist COUD d f 6 t a t   i n  1948, 
Czechoslovakia has remained a contracting  party  but 
has taken E re lat ively  inact ive role i n  GATT 
proceedings. 

' 4 ,  , 

Poland, which became a full contracting  party  in 
-9679 af te r  having become an observer in 1957 
and hwing  acquired  associate  status  in 1960. It was 
the Pol i sh  accession that provided  East Europe,an s t a t e s  
with a dis t inct   a l ternat ive t o  the  practice o f  
narket countries of  offering  tariff  concessions  as 
an "entry  feet1 in   rec iproc i ty  f o r  the  benefits of 
beconing a contracting  party, A runber o f  contracting 
par t ies  had doubted that   the  GATT could o r  should 
accoumodate Poland. They  were concerned that   tne  
Po l i sh  system did not o f f e r  Western exporters suffic- 
ient  access; that  the Pol i sh  inport programme as   par t  
of the  national economic plan bas i ca l ly   . l e f t  t o  
imports from inarket countries only a residual rilarket 
t ha t  could  not be met by domstic  production o r  
imports from CONECON countries;   that   participation  in 
COXECOPJ resulted i n  a discriminatory  choice o f  inports 
incorilpatible with IGhl, and that  state  plamling 
resulted  in  arbitrary  determination o f  trade  patterns 
by administrative  f iat   rather  than  the  narket  forces 
tha t  the GATT is  designecl t o  encourage. However, the 
.view that eventually came to  predominate was t h a t  
accormodation m i g h t  be pqssible   i f  Poland would 
undertake commitments t ha t  would influence  her 
planning  process m d  i f  contracting  parties  could 
obtain  special  safeguar-ds i n  view of  the different  
approach by state  trading  countries t o  sett ing  export  
prices.  Accordingly,  the  Polish  accession protocol 
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includes  the  following  provis'qons: 

(1) an undertaking (so far  adherkd  to)  by Poland 

I 

L 

increase  imports  from  conti?actLng  parties  at a 
rate  of  at  least '7 per  cent  per annum; 

(2) annual  consultations on Polish import  targees; 

( 3 )  bilateral  consultations  should Polancl. o r  m y  '. 

contracting  party  request:then,  with  provision., 
for either  Poland or the  ontracting  party  to " .  

suspend  GATT..obligations  oward  the  other if 
further  consul$ations  with  the  Contracting 
parties  as a group do not  lead t o  a settlement; 

( 4 )  action by a contracting  party  td  restrict  imports 
from Poland should  they  cause or threaten  serious' 
i n ju ry  to  domestic  producers and should 
consultations  fail to resolve  the  issueg 

(5) a clause  permitting  contraceing  parties  which 
maintain  discriminatory  quantitatfve  restrictions 
inconsistent  with  the  GATT  to  continue  to  apply 
then  provided  that  the  inconsistency is eliminated 
by  the end of a transitional  period  of  urspecified 
length. 

I 

l 

. .. . 

(c) Roma-nia, -ch became a contracting  party in ITdvanber 
V r T h e  Romanian  accession  protocol  is  modelled 
after  the  Polish  instrument, but differs  in thet  
Romania's  import  commitment  is  an  expression of 
intent  to  increase  imports  from  the  contractiqg 
parties as a whole at a rate  equivalent  to  thq 
overall  increase  in  imports  foreseen  in  the  current 

to be biennial  rather  than annual. Contracting 
parties  mintaining  discriminatory quantitative 

! to increase  the  discriminatory  element of these 
restrictions and to  remove  them  progressively  with  the 
objectfve of eliminating  them  before  the end of 1974. 

1. Five-Year plan. The  consultations  with  Romania are 

1. 
'1. restrictions  inconsistent with the  GATT  undertake  not 

\ 
,\ 

3. is  attempting  to  negotiate  accession  to  the 
t basis.  The  Hungarians,  while  mafntafning 

dtate  trading  relations  with  COP.'IECON  countries,  have  established 
tariffs  against  imports  from  market  countries,  with  which  some 
unGarian  enlzrprises  have been given  greater  freedom  to  deal 
n the  basis of market  considerations.  They  have  refused  to 
bonsider unikrtaking an import  commitment  to  GATT  contracting 
uarties offcing instead  to  enter  into  tariff  negotiations.  The 
basis for tAis  approach is the  substantial  decentralization  and 
adoptipn o f  market  features  that  have  characterized  the 
c6untryf 8 pecent  economic  reforms. 

F 
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4. The Soviet U@OQ, Bulgaria and Albania have. not 
applied t o  a c c n i r  .economies - as. pr- stritctured 
more closely resemble the centralized, stale-directed economies 
o f  Poland and R o m n i a  than  the  partially  decentralized Hungarian 
economy. Insofar as these  countries  are willing t o  undertake 
commitments along  the  lines of  Poland,  there  are no nanifest  
technical grounds f o r  excluding any of then(1) . .. 

B. 

5. The consequences of participation by Czechoslovakia 
and Poland i n  the GATT do not appear t o  have been very-. signi- 
fican% e i ther  f o r  the two countries or f o r  the GATT. Poland 
has participated somewhat mo.re actively  than Czechoslovakia i n  
GATT proceedings,  but  has  pursued a pragilatic  rather  than 
ideologically  dopatic approach. Although infomation i s  
somewhat limited, Poland appears t o  be seeking  through i t s  GATT 
participation  generally t o  promote access t o  Western markets 
and - ensme stable  trade  r*elations with the West. 

6.' Poland's part ic ipat ion  in   the GATT does not  appear 
t o  have contributed  significantly  to  gressures  for domestic 
econonic l iberalization. The recent reforms appear t o  have 
concentrated on reordering  planning  priorities mainly i n  
response to domestic social  pressuress and have not  led t o  
substantial  changes in  the  highly  centralized  structure of the 
econorny. In   par t   the  lack of domestic  impact s teming from 
Polandts participation in  the GATT ref lects   the terms of 
accession.. Few substantive changes in P o l a d ' s  system of 
foreign  trade were required. GATT provisions w i l l  continue ."to 
have l ini ted  appl icabi l i ty  as long as  Poland retains  most 
features of a state  trading  country and Western countries do not 
utilize  consultation  procedures t o  press f o r  changes. 

-7. If Bulgaria  or Albania were t o  accede to   the  GATT on 
terns similar t o  those i n   t h e  Polish and Romania  cases, it i s  
reasonable t o  assume that  the  significance  likewise would be 
'modest both for  these  countries and f o r  the GATT, It seems 
unlikely  that  they would be inclined t o  unite with Poland, 

concerted  challenge t o  the  industrialized narket countries' 
donination o f  the ' inst i tut ion.  

* 8. Were the Soviet  Union t o  accede, however, the 
,consequences would l ike ly  be nore far-reaching and rmre 
W-certain, f o r  the  following reasons: 

I._ .,- ~ Czechoslovakia, Ronania and Eungary t o  pose a vigorousp 
8 ,  

i 

(a)  the econoaic  mapitufie of the  Soviet Union would make i 
/ negotiation of t e r r a s  of Soviet  accession a najor  

trade  negotiation; 
/ 

/ 

(l) The conditions under vhfch  accession to GATT of the German ': j 

" 

'. 

Democratic Republic would  be possible will be discussed 
la ter  . i 
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(b) he  Soviet Union as a contmcting  party  night well 
consider  i tself   obliged  to  play  an  active  rdle  in 
keeping with i t s  s ta tus   as  a major power; 

(c). the  Soviet Union would probably  seek t o  asser t  
leadership  over  other  East European contracting 
par t ies ,  some of which would  be l i ke ly   t o  respond by 
playing more dogmatic and assertive  rdles than a t  
present; 

(d) the  Soviets and others might be inclined  to  pursue 
major refom of the GATT so tha t  i ts  structure and 
functions would be as ,consis tent  with s t a t e  planning 
as with market economies; 

(e)  the  Soviets  could be expected t o  press  hard f o r  t o t a l  
removal of  discriminatory  restrictions, and t o  seek 
t o   e n l i s t   t h e  support o f  market countries that  do not 
themselves  maintain  such restr ic t ions  against  East 
European countries , 

II . .PROPOSAL 

9. Avoidance of  discussion of  the  subject   a t   the  CSCE 
would eliminate any risk of erosion of Vestern countries? 
a b i l i t y  t o  exact  concessions from future Eastern applicants  in 
the course o f  accession  negotiations. Should the  Soviets probe 
prospective Western a t t i tudes   to  any application  to accede, t h e  
West, by avoiding  discussion, would reduce any risk implicit in 
a nore posit ive lTestern  response of eacouraging the  Soviets t o -  
apply  without a suff ic ient  co:mitment t o  undertake  obligations 
t h a t  would be required of them. However, by. refusing  to  discuss 
the   subjec t   a t  the CSCE, the West would give ;up the   possibi l i ty  
of  eliciting  Eastern  responsiveness on trade matters  in  return. 

10. The  West should  not  take the i n i t i a t i v e   i n  raisicg 
the  subject,  If the  Eastern  countries  raise it, the tiestern 
countries  should  respond with assurances that they  are . 
prepared t o  exmine  carefully and on t h e i r  rnerits i n   t he  GATT - 
the appropriate f o m :  t o  consider the subject - any additional 
applications  to accede. 

l 

, 
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N A T Q .  C O N . F I D E N T & A L  

'I - 
L 

I 

. 

I . PROBLEX 

l . The Comunîst  countries  are  l ikely t o  colrqlain .i;h~t 
t a r i f f s   a r e  an obstacle   to   the expansion of t h e i r  sales i n  the 
Iks t ,  Their  general  posture on non-discrimination in inter-  
national  trade does  not  appear t o  imply a denial on the par% of 
any s t a t e  t o  introduce  restrictive Eieasures f o r  protecting i t s  
industry  against harmful  competition,  Their  position is, 
however, t ha t  such  measures nust be applied equall-y t o  2x1 
s ta tes  and t h a t   t h e   p r x t i c e  of discr ininatory  res t r ic t ive 
neasures i s  a violation o f  internztional l ~ w  m$., hd-eed, 
slct of  .economic aggressiont1.  Tnis  paper  discusses poksïi1-e 
Western reactions t o  such  cwplaints. 

R. The problem o f  t a r i f f s  

2,- The Cormmist  countries might complain in   general   tems 
a5out Western t a r i f f s  inposed 031 goods exported- by thec. The 
point t o  note  in this connection i s  that  the  reduction OB - ? a n u s  
i n  the GATT frmework, which has been a feature of  the post-war 
period,  has been based on the  principle o f  reciproci ty   set  ou%- 
in   t he  Preanble t o  the General Agreement. Countries coFxcit 
thenselves t o  l i u i t  tariff protection o f  t h e i r  own procluc-tion 
i n  exchange ,for better  access t o  markets i n  other  countries, which 
have undertaken s i n i l a r  coxmitnents, and on the  understanding 
tha t   a l l   count r ies   u rer tak ing   these  comi"cnen%s are treated in? 
the s m ~ e  wzy. 

. n n  

3. In the centrally  controlled econordea t z r i f f s  plzy a 
.,.different r b f e  th.= i n  the West . In Western countries  the 
purchase of foreign goods can be discouraged by m a s  o f  twtffs; 
in  the  Eastern econozlies there is no need f o r  this rxxl?cu?isa, 
since iraport decisions  are  controlled from the  centre, These 
economies cannot hold out  the  paaspects o f  increased ixpor-ks 8s 
the   resu l t  o f  tar i f f   reduct ion  in   the GATl' context. Consequently, 
they  cannot  reasonaSly(2) ' claiu t o  be ent i t led t o  ttGL.TT 
treatnent." . There are two special  cases t o  be considered: 

(a) where reciprocity  designed t o  hnve a real   iqs-c-t  fn 
a centrally planned economy is offered; ?.Testem 
countries have accepted ths coranitnents o f  t h i s  kind 
nade by Polznd and Romania; 

The  German Delegation has a general  reservation on "cllris note 

countries is dealt  with in.Note No. 15 
[:{ The question o f  accession t o  GATT by ce r t a in  Comunis-L 

. .  
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I N A T O  C O N F I D É N T I A L  
- .  . . .  

(b)  where central  planning is  replaced by a soc ia l i s t  
market econony and trade  decisians  are talcen by 
individual  enterprises  influenced by government 
economic policy  rather  than  subject t o  adninistrative 
orders. In the  negotiations on the Yugoslav ' ' 

accession t o  GATT, TJestern countries  'considered -th& a 
neaningful  application of  the Agreenen-i; presupposed 
that manufacturers and t raders  of any con t rx t ing  
party shodd be able  to conpete w i t h  Local proeucers 
as well as  with outside  suppliers  over  the whole 
range o f  goods .they might wish t o  try , to  s e l l ,  m d  . 
the  Yugoslav Government accepted in   p r inc ip le  th& 
custons tariffs should be the.   sole  means of prolec-ting 
donestic  industries. 

4. The European NATO members do not  use  tariffs t o  
&.scrirdinate against  the Cormunist countries, which, i n  f a d ,  
bhare i n  the  benefit  of  any general  redmtion i n  t a r i f f s  (e.g. 
kennedy Round). Because t a r i f f s  on East Europem izp0r-b  are 
considered  rather  ineffective(-?), the European NATO countries have 
preferred t o  contml iLIpOrtS f r o m  the East by news of  CES, a 
system rather more akin to  the  administrative col?-i;rol of  trade 

\ of  the East. Canada does not  use QRs, and accords N F T T  tariff 
treatnent t o  a m n m i s t  countries except the GDR and Albania. 
The U-aritec! States i s  %he only NATO country which denies T C F i Y  
t a r i???miiz*-to Commis-i; countries  other than Yugoslavia 
and Pol2nd(2). 

B, Lariff concessions t o   l e s s  developed couz l t r i .  

5 .  Another argument which the Comrmnist countries 
theoretically  night  take up would  be t o  c la iu  that  they should 
beaefit  from the  Generalised  Preferences which the industrialised 
countries hwe accorded o r  promised Zn favour of  less develo2ed. 
countries( 3) . 
(I) The in te res t  of  Eastern  countries  in tar i f f  reduction o r  

. ~ ~~ ~ . ~ ~ . ~  ~" ~~~ - 

abolit ion i s  not  quite similar t o  that o f  the narket eco??oi;lies. 
Since the i r   p r ices  are fixed  without  the .SEXIS consideration 
o f  cos t i i~g  as in  narket economies, it is  clear tha-t tc?riffs 
cannot have the sane bea rbg  on expor ts  as il? the !.'est. Di 
centrally  controllad econoraies, tariffs have 510 direct  iapact 
on the   p rof i tab i l i ty  o f  the  enterprise and- the   s ta te  nonopoly 
absorbs  the  effect o f  the tariff .  Therefore t a r i f f s  do not 
have the sarrze deterring action on exports  nor on the overall 
economic ac t iv i t i e s  as they have i n  the Western r2arke.t 
econoclies. fiowever, any at tenpt  by Eastern  countries t o  over- 
cone t a r i f f  barriers by narking down $heir export  prices 
dininishes  their  export  earnings, 

(2) Within the European Economic Comunities, tzr i f f  negotiations 
are  haidled by the Commission which acts  witlfin -the Zraxework 
af directives  fron  the Council. 

( 3 )  These preferences have u n t i l  now been applied by: -th& %X; 
Demilark, Ireland, Norway, the United Kingdo:;; Finlaad, Japan, 
New ZeaSand,  Sweden, Switzerland. 
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N A T O  C O N F I D E N T I A L  
- . .  ., , . 

-80- O-n(72)64 

6. Yugoslavia is  included among the  countries  benefitins 
frai:.; Generalised  Preferences. iionania hzs o f f i c i a l ly  reques-ked 
such t r ea tmnt  from the EEC and Bulgaria has nade z s i u i l m  
request t o  the  individuel EEC 'countries, In  addition,  Bulgaria 
=Id Romania have expressed 'an  interest   in   benefi tbg fro;? the 
a2plication o f  the  Canadia General  Preference Sclmse. Betweeil 
%he CONECON couiltries  this i s  l ike ly  t.0 be ' a divisive  issue. OA 
economic grounds Poland night  perhaps qualify f o r  such t r ea tmnt ,  
but the case o f  Hungary would appear more doubtful, =cl neither 
Czechoslovakia nor  the GDR could be cal led  less  Zeveloped. 
Prcsunably, t'ne USSR neither  could  nor would request such t rea t -  

EOstern bloc,  but  night be- bn'ough-t up. by Ronania 'or certain 
other COYBCOR countries, 

t .  L 

1 ment'. The issue i s  therefore ,unlikely t o  be raised by the . ' _  

7. A s  regards concessions "Co others, five CO>ECON Coun-krfes 
cowtr ies  - Eulgarla, P o l a d ,  Hungary, Czechoslov&ia w-d t h e  
USSR - hzve amouncad their willlin ness t o  rat trcde ~ ~ i C e s S i O l ? S  
t o  less deve?.oped countries  vhich fi hey nain f ain would be 
conparable t o  the  .*enefits o f  Generalised  Prefemnces, This 
position i s  par t  o f  the  report of the Special Coimittee on 
Preferences (TD.B. 323/Rev. 1) which wss 2pproved by the UT\TCTAD 
board on  13th October, 1970. 

C. -ffrforde 

3, Some years ago the USSR atteapted, on the  basis o f  
nost  favoured nztion clauses in   bi la teral   agrement& t o ,  claim 
tha t  A t  was ent i t led  to   benefi t  froril the  lowering o r  abolit ion 
of tariffs within -the SEC and EFTA, According t o  the GATT 

. .. 

ru'ies, the nos t  favoured  nation  principle does not prevert  the 
establishuent of  custon  unions and free trade ÛITQS. ?Athough 
this has never o f f i c i a l ly  been conceded by the  Soviet Union, 
the  l ine of arament mentioned here  appears un1.ikeJ-y t o  be 
taken up again. 

- 

3. It appears more probable that the Comq-dsL countries 
w i l l  resor t  t o  the'argwent  that   the  changes-in Western trade 
arrangenents  presently taking place will increase the i r  

from tne Generalised  Preferences f o r  less developed c o e r i e s  , 
competition w i l l  increase as  a consequer,ce of the agreements 
envisaged between the enlarged Comon Harket and EFTA countries 
which are not  seeking  aduission. The E X  has also made 
association o r  trade  arrangements with a large nulber o f  
countries. The state  trading  countries  night  claiin  that as a 
resu l t  of these developments, they are  l ikely t o  becoae 
one o f  the few g roup  of  couatries  subject t o  f u l l  tariffs 
o f  the  enlarged Cormor, 1.larke-t. They might therefore ask f o r  
special arrangements , including  tariff  concessions 

r '  d i f f i cu l t i e s  of  marketing their  products i n  the Tfdetst. Apart 

' .  
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I 
I 
l 

(i) Should the  Eastern  countries  attack  the cus-tom 
t a r i f f s ,  it should be stressed  that  the  Comunist 
countries  already  receive MFIV treatment by most NATO 
countries; and that  where Comunist  countries  grant 
"X treatment  their  administrative  control o f  trade 
gives  then ample  means of  discriminating  in  practice 
against  particular  countries. However, the Tidestern 
countries, which are  prepared t o  do so, could if 
the  occasion  should  arise, and i n  accordance with. 
GATT rules, - payticularly on the  nost-favoured-nation i 

basis - indicate  their  willingness t o  negotiate 
t a r i f f  concessions i n  request of certain  clearly 
defined  products i n  emhange f o r  various  non-tariff 
concessions which Eastern  countries  night g r m t .  

(ii) . Should individual C O E C O M  countries  repeat  their  
claim t o  be considered as l e s s  developed countries 
in   re la t ion  t o  the  Generalised  Preferences,.Nk'SO 
countries  night  point  out  that  some requests of  t h i s  
kind have already been nade and are  currently under 
discussion i n  the light of crite.ria  discussed  within 
UNC TAD. 

I 

III- TALKING POINTS 

(1) Most ESUT0 countries  apply GATT bound t a r i f f s  t o  
imports from a l l  Comrilunist countries. Those -which . -  -.. . - ... - .  

are  not menbera-o-f-GAT" theyefore -%-fit,.- without -. -. 

any comparable counterpart, frorr tariPf concessions 
.agreed on i n  an arrangement whereby all. other 

""". _.I ... . 
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RESPONSE TO CONPLAINTS 7 ABOUT COCOI4 

A, 
2. COCOM (Co-ordinating Cornilittee) whose ueixbershi2 i s  

the sane as   that  of  EATO, but  excludes  Iceland and- incluctes 
Japan,  has however no ins t i tu t iona l -  link with lTAT.0. It began 
operating in Paris i n  January 1950 and s ince  that   t ine  the 
l ists  of  items  internationally  agreed upon by -the Counit-bee 
f o r  controls have been frequently  revised, 

3. There has been a downward trend i n  the nuTlber of 
i t ens  under  control and th@ scope of the embargo, As iIWT 
infornation i s  developed  about  productive capabili ty znd 
ai!vm-ces i n  Coammist countries, sone items  are renoved f r o x  
the list. Conversely,  because of new technological  developents 
in   the  West, new i tem  a re   per iodica l ly  added. 

4 ,  The lists currently  conprise  itens'.in the r"ollovrii1g 
four  categories: 

(i) strategic:  with 
application; 

( i i )   n i l i t a r y :  cover 

(iii) atonic  energy; 

both c i v i l  and n i l i t a r y  

ing weaponry, nunitions  etc. ; 

5. Tle l a t e s t  review o f  the COCO14 list has been un6":er 
way since October 1971. A t  the beginning of -tLF1is revievj there 
were approxinately '163 i t ens  under cont.ro1, consisting of -&e 
106 intemzationzl  strategic l i s t  i%ens, 26 inkernatioi'ld- 
atonic energy  items, 22 international  nunitiom l i s t  i'ccr?.s 2nd 
9 wztch l ist  i tens.  This nay be conpared w i t h  the high p o i n t  in 
1953 o f  approxinately 450 contm'rled  iteas, 
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B. Lists c r i t e r i a  

6, Criter ia  f o r  placing  i tens under COCON eribargo are as 

(a) nater ia l s  and equipnent (by type5 and grades) which 
are  designed  specifically o r  i n  peacetine used - 1  

principally f o r  the development, production 01" 
u t i l i s a t i o n  U$ arms, amunition o r  i ïqlenents o f  var; 

incorporating unique technological knowhow, the 
acquisition of which by the Sino-Soviet  countries aay 
reasonably be expected t o  give  significant  direct  
assistance t o  the developnont and production i n  peace- , 
tine o f  modern arms, amaunition o r  inpleuents of  war, 
of t h e i r  means of  u t i l i s a t i o n  or of delivery, O? of 
counter-measures to  then; 

( c )  naterials o f  which the Sino-Soviet  countries have a 
deficiency which may reasonably be e-xpected t o  73.0 
c r i t i c a l  LI. relation t o  the production in peace t ix  
of nodem ams, armunition or irqlemenLs of war, of  
t h e i r  mans o f  ut i l isat ion  or   del ivery,  o r  of  coulter- 
neasures t o  then, and which they could n o t  overcone 
within a reasonable period. 

follows : 

(b) nater ia l s  and equipnent (by types and grades) 

C. Comositi.cn of t h e 2 , e s n a t i o n a l  Strategic L i s t  
W 

(a) cer ta in  metals,  ainerals and their  alloys such as 

(b) net&-working nachinery such as j i g  borer6 and griaders 

zirconiüq,  cobalt and unrefined nickel; 

with close  tolerances,  specialised hydraulic presses, 
and nunerical-controlled  nachine  tools; 

petrolem  industries such as cer ta in  gas' liqcefying 
equignent,  equipnent f o r  the production of n i l i t e r y  
explosives and s o l i d  propellants, ion  vacum p u q s  
and c ryopmp sys t ens ; 

e lec t r i ca l  vacutuzl f imaces p electronic bem equipzent 
and seni-conductor  devices f o r  direct conversion of 
solar o r  nuclear  energy t o  e l ec t r i c  energy; 

(c) speciaised  processing  equipnent f o r  clxnical and 

(d) e lec t r i ca l  and power-generating  equipneflt such 2s 
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O , C O . N F I D E N T I A L  

(e)  transportation equapnent  such as hydrofoil  vessels, 
cer ta in   a i rcraf t ,   hel icopters  and engines and 
associxted equipment; 

( f )  electronic and p r e c i s i o n   i n s t m e n t s  such as acivmced 
cormunication,  navigation,  direction  finding and 
radio equipnent, radio relay  cornunications equipment, 
single end nulti-channel  cornunications  ecpipwat, 
seni-conductors and computers; 

(g) chenical and petrolem  products such as lead  azido, 
boron, fluoro-carbon  coqounds,  synthetic  1ubrica"cg 
o i l s  and greases; 

(h) specialised  synthetic rubber; 

(1) synthetic fib f o r  dielectric  use o f '  B v e r y  fine 
thickness. 

D. Ekce-&ions procedures 

8. . Itens on the  Lrternational L i s t  may s t i l l  be eq2ortcd 
t o  Cor.munist countries  provided that COCOM exceptions proceGwes 
m e  followed, These me t h a t  the exporting c o u n t r y  m s J c  be 

- .. _ _  - sa t i s f ied  that the ezqo-r*t i s  t o  a civil ian  .user,  is suitable for 
l the s ta ted  c ivi l ian end uses  does  not  contain  critical hor;.lzov. 

which should not be transferred t o  Commnist cowrtries, aiid does 
not  relieve a cri t ical   deficiency  in  these  countries.  The 
ex-or t ing  country nust  obtain the unminous approval o f  other ' -  

neziber countries  in  nost ~ ~ s e s ,  although  there arc  s p c i d  
a&,rainistrative notes on sone i%em that  allow f o r  goverimeatal 
e:rcep"sns without p r io r  clearance  in COCOpil. Moreover, there ' 

ax special  exceptions  procedures f o r  servicing and de cinir:lis 
shipnents , 

i 

II . GET\XEtpJ, CONSIBZMTIONS 

(a) By denying the  Comunist  countries  uncontrolled access 
t o  such i t e m ,   t h e  ::?est helps t o  preserve i ts  nilitzx*y 
security by preventing an even nore  rapid growth of "te 
Eastern nil i tary potential ,   t l~us  contributing t o  "clle 
maintenance o f  defence  eqenditures a t  al acc@Xlsle 
level  , 

(b)  :Lacking such =..agreed . l is t ,  there would- be d - a n p r  
05 excessive  corcpetition between Vestem firms f o r  
Soviet and Eastern. European narkets  without a d e q w t e  
attention t o  xutual security  considerwtions . 

. .  
.. .. . .  . .  - .  - . .  . .  
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It should be noted that procedures  are  sufficiently 
flexible t o  p e m i t  exgorts of  international l i s t  
itens  providing  that  the export  is  suitable for -the 
s ta ted  c ivi l ian end-use and the consignee i s  kno~m t o  
be a c iv i l ian  end-user, 

R fim ?rdestern position would' rer&ld the lfarsaw Pact 
countries once nore o f  the dependence of  a11 increase 
i n  t r ade   i n  COCOPI list i t a z s  on inprovenent i n  
pd i t i ca l /n i l i t a ry   r e l a t ions .  

Nevertheless, it nust be adnitted that these  coiitrols 
reduce  the  potential  export  earnings of  uexber 
countries and that  unwillingness  to  cliscuss 
nodif icat ions  in   the COCOM System could forgo 2 2ossible 
bargaining  area, 

III RECOP@FmATION 

9. If the  Soviet Vnion or   other  East European countries 
raise 'Che subject, IJATO countries should maintain that they 
hzve the r ight  t o  r e s t r i c t  exports which i n  their  opinion could. 
be detr isental  t o  the i r   secur i ty  and ~utual.  defence, m& that 
i n  any even% the  controls are l i u i t e d   i n   t h e i r  tmde i q a c t ,  
Furthemore,  liestern govemwnents m i g h t  respond "khat the lists hare 
been nuch reduced in  recent  years cnd that such controls  are 
mder  contiaual review i n  COCOtI, the ~esulks  of which could. %e . 
infhenced, a20ng other  factors, by an inproveneizt 02 .Eas-L/-.;7est 
re la t ions , 

IV, TAL.UITG POINTS 
IL- 

70. If Warsaw Pact  countries raise t h e  COCOX issue, the 
following t a a i n g  point$. are  suggested: 

The Vest intends t o  control  exports  in %he in te res t  of  
its security and mutual defence. The Marsaw Pact 
countries do not have such o f f i c i a l  (and published) 
lists as they can exercise such- control. -&rough t h e i r  . 
govermrlent-controllad trade  organizations. 

COCON controls   are   l imited  in   their   effect  since they 
are highly  specialised and do not  constitute an absolute 
eabzrgo,  Procedures are   f lexible  enough to :.rovide f o r  
e;rqort o f  i t ens  for  l eg i t ina te   c iv i l ian  use, 

N A T O  C O N F L ' D ~ N T ~ I A L  
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Y 

'l. 

0, 

I FROBLZ4 - 
1. In   the United. fiations Economic Cornlission f o r  Europe, 

GATT and bi la teral ly ,   the  Communist countries kave been pressing 
Western cowt r i e s  t o  undertcike obligations not t o  'inpose any 
new &?S on imports  fron  the East and t o  se'G a cie2inite  tine 
liait f o r  the  coirplete  renova1 o f .  e;:fs-tii?g ft&iscrizlinatoryrt 
ms 

. .  

2. Special &?S on inports  fro^ Corxzunist countries  are 
not  eagloyed by Cmada o r  the United States, where trade f lows  
with COIXECOK countries are relat ively snall. The ORs enployed 
by I"ur!cey do n o t  f a l l  within Ynis category:  they  are  solely 
dictated by general economic .considerations  vi-thin  her 
developnent plans m-d are based on the  kind o f  goods rather 
tbm t'kir a q o r t c r s .  On the other hasxi, they have played . a n  

inportant i-Gle as a tool  of conmercial  policy in   the  other  
European NLTO countries. The range ,of products  subject t o  
QRs is 2-arger as regards imports fron stale-trading  countries 
than fro1.n other  countries.  This  paper only deals with these 
so-called disc:.ininatory ORs. 

3 .  The Comunist  countries  attack  tile  use o f  03s as  a 
polit ical   discrimination  against  them irikrited from the  cold 
war, aad as a departure from the   l ibera l  .,trade principles 
professed b.,r Yestern countries. This i s - : n h  a t t e rq t  t o  avail 
themselves of  advantages f o r  which they can ofrer  no equivalent 
counterpart. Western effor ts  t o  reduce and eventually  abolish 
ORs affecting.  trade betw.een.marke-t economies are based on . . . 

reciprocity. The r e s t r a in t s  on the use of  Ws acce9-ted by GATT 
countries  prampposes that physical   l initatidns of  the  vol'me 
of inports i s  the  exception not  the  ~u3-e.  In  contrast,  .the 
foreign  trade nîans of the  centrally  controlleG eoonomies 
amount t o  1007cregulation o f  foreign  trade by neans as r ig id  
as QRs and substaxtially  vider i n  effect  t h a i  those  operated 
by Western countries. 

4. The Commnist countries  reject  t h i s  interpretation 
and argue that  once the voltixe or^ L q o r t s  has been fixed by 
the pla5  ( tha t  is., quantit ies have been res-tricted by direction) , 
their  foreipp  trade  organiza-tions  are  obliged by law t o  choose 
their  :sowc,es o f  suppl ies   in  accordance with conmercial 
considerations. A s  these  govenmznts  clezrly have the authority 
t o  Lranmit  orders  directly and secretly t o  the  executive 
agewies,  it is n o t  possible  -for.outside obsemrers t o  ascertain 
what fac tors   in  each  case  deternine  the  decision on  where a 
purchase i s  t o  be made. 

N A - T - 0  C 2 . N  F I D E N  T I A L 
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5. The govelment  control  over  trade  in  the blarsaw Pact 
countries i s  moreover used t o  discriminate  heavily  against  the 
West. With the  exception o f  Romania,all the Cowwnist  countriea 
d i rec t  sorile two thirds  of their  trade  toeach  other by  way of  
b i l a t e ra l  agreements , thus  excluding Western e q o r t e r s  from 
large areas of  potential   trade(1).   In view of  t h i s  si tuation, 
the Cocmunist countries general contention  that TETestern 
countries  should  not ap2ly special  CRS t o  control  iyports  fron 
them i s  unacceptable fo r  some Western countries. 

B; Tractical  advantages t o  %he West of QRs 

6. CRS noraally aim a t  protecting  domestic  producers or 
traditiollal  foreign  suppliers, The reac,on f o r  xpplying &Is t o  
ingorts f r o u  the  state-trading,  but  not fron &her,  countries 
i s  therefore  nostly that  home producers fear  coapctit lon by 
unfalr   pricing from these  countries  in  ?articular,  The Eastern 
commodities most frequently  subject t o  specific  quotas seem t o  
be agricu' i twal foo&s tu f f s ,  textiles, clothing, foot;:.rear, 
ferrous  netals m d  chencials. The social  and econoaic ju s t i f -  
icat ion for t h i s  protection can only be examined case by case 
by the  countries concerned. There are, howe-Jer, tT.m general 
reasons f o r  using WS- i n  trade' with Corxmunist countries. 

7. First, the  state-trading  countries  dispose of a 
considerable  bargeiniiig power in negotiations wiYn a Iïestern 
c o ~ t r y ,  because the  Eastern  rspresentatives are able t o  decide 
from ~rhicn  country  their i q o r t s  are t o  cone. On Gteir side, 
Western govelrunental off ic ia ls  are not normally able to place 
orders,  but  the  existence or" QL9s has  offered  then a bargaining 
asse t  which enabled  then t o  offer  assurances  that  inport 
Licences would be g r a t e d  within certain limits. In  return they 
have, i n  some cases,  obtained from state-tradlng  countries 
promises t o  buy, a d  i n  other  cases,  less  specific  pmmises 
that  these  countries would use their   t tbest  eildeavourSg' t o  take 
a n .  agreed m0Uïi-k of  goods f roa  the Western country, 

8. Secmd ly ,  most Western countries consider that the 

pyovided a deterrent t o  dmping  fron C o r n m i s t  countries where 
it is di f f icu l t   to   ascer ta in  what the  real   cost  o f  production is. 
These.countries seem t o  consider that this deterrent has worked 
Î a i r ly   s a t i s f ac to r i ly  a l d  that problems might a r i se  if they 
abmdoned a l l   p o s s i b i l i t y  of  controlling their izlports fl-om 
Comaunri-st countries by way of QRs. Other Westeim ~OurrtrieS, 
however, believe  that   existing anti-dumping practices  provide 
adequate  protection against dumpiag. 

(1) This discrimination is. of'cen not overt, but it does 

, . . poesibil i ty.  of .iiztroducing cew &is or. reducing.  quotas h a s .  . , ,  1" 

d 

occasionally  find i ts  tray into  published  legal texts. This 
i s  for instance  the  case of  a Bulgcrian  decree of Ju ly  1971. 
.This decree s t a t e s   t ha t  purchase o f  a l icehce from the West 
w i l l  only be authorised  in  cases where it has been 
established  that  it camot be obtainad in   o ther  COKECON 
coxatries. 

E l a T  I A L  - 
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C. The decreasing  Vestern  use of QRs 

9. All the  industrialised West European cow-tries have 
in   recent   yems reduced  considerably t h e  range of  goods subject 
t o  QRs(l) . Some NATO countries have II fur-t;hermore', i n  
b i l a t e ra l  agreements undertaken t o  aim at   the   coql-ete   abol i t ion 
o f  ORs by 1974(2). In mmy cases  kdester~t  countries  have, 
however, carried  through  liberalk8ation measures without 
undertaking any international obliga'cion mot t o  reintroduce 
QRS . 

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

- the  Eastern  interest   in buying i n   t h e  Xest 
capi ta l  goods vhich  they  could  not  easily  obtain 
elsewhere; 

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

- the   fact   that   exports  froliz Ekstern comt r i e s  often do 
not  cor_stitt;te a great  challenge . t o  nost lidestem 
p7oducer-s; 

in te res t s  of  Western exporters  rather  than t o  
those o f  tine donestic  producerg; 

- the  greater weight by and large  gives  to the 

- the  probabili ty that %stem  couiltries would use 
a l l  the hard  currency  earned t o  buy in   the West 
or- t o  reiuburse their debts. 

11. Pbst ?lestem  countries  naintain that QRs are a 
necessary means of self-protectioi? which w i l l  be dispensed with 
as soon as  circmstances  permit. A pyrenature internationally 
bin.ding renumiation by Western countries of  tbe r i g h t  t o  use 
QFis would severely l iai t  the poss ib i l i t i es  of  these  countries 
t o  correct  trade distortion,.'  s su ch Yi i s tor t ions  might arise 
should Corax.mist countries  build up t h e i r   s q o r t s  t o  a l l  
Vestern countries  while  concectrating  their  purchases  elsewhere 
o r  - a aore l ike ly  hyyoth2sis - i n  those Yestern  countries 
which they wanted t o  reward pol i t ica l ly .  This might considerably 
increase  possibil i t ies f o r  the  East t o  ~ p p l y   p o l i t i c a l  leverage.;' 
Other '>!es'$ern Cotrhtries, . bowever, cgnsider . that there  are more / 

l 

'S 

\. 

' i  1 
taken such an in i t i a t ive .  I 

(2)  This is  the  case of France  vis-d.-vis  the USSR; I t a l y  vis-d-d 
v i s  the USSR, Polasd, Czechoslovakia and- Hungary; the  Uiïite; 
Kingdon vis-&-vis 3mgary;  Deimarl-: vis-a-vis  Czechoslovzkla! 
and Poland. 

i 

I 
l 

l 
N LI-T O * C  G 31 F I D Z N  T I d L i 
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II ~ C O X E E H D A T I O N ~  

12. The Yestelr? countries  could  take an opci? a t t i tude 
on the  question of quant i ta t ive  res t r ic t ions,   In   pzr t icular ,  
account will have t o  be taken of  cormitrilents already  entered 
in to   a t   t he   b i l a t e ra l   l eve l  o r  vis-a-vis  certain  Zastern 
countr ies   in  a multi lateral  framework (GATT). In response 
to   Eas te rn   co~pla in ts ,  the  countries  maintaining Qls could 
point  out : 

that   the  p l m i n g  and foreign  trade  systea i n  East 
Europezm countries de facto  iaposes  universal and 
arcane QRs on trade with Western countries(1) ; 

tha t   the  West dWopean countries have reduced these 
controls  considercbly  in  recent  years  while  there has 
been no corresponding  reduction in   t he   r e s t r i c t ions .  
operated i n  COT4ECoil' count r ies ;   in   fac t ,  such 
res t r ic t ions  - c x e q l i f i e d  by the increased 
perceil-krge of intra-COtECON trade - have increased; 

t ha t  &?S i n   t he  West are  generally  maintained t o  
protect  economically healthy  industries  against low 
price  coxpetition; 

t h a t  Polmd and Rouania in  the  context of t he i r  
entry  into GATT have been given assurances tha t ,  
except i n  s2ecffied  circv~astances, neifi QRs will not 
be introduced and that the existing oaes w i l l  
graduelly be abolished(2). 

(l) Sone Western countries,  while  in agreement with th i s  
jvdgement, do not  regard it as implying any jus t i f ica t ion  

(2) This argment secm logically necemmry9 in .past icUar  
/ iÎ it i s  considered  to be i n   t he   i n t e re s t  of the West th& 
l/ Comunist  countries other than  the USSR should  seek admission 
U t o  GATT. It should, however, be kept i n  nind that   the  
' Poles do not  consider t ha t  so  far they  have'  obtained muA1 

' f o r  Western Ws. 

by their  accession t o  GATT. 
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- .  . . . . . .  . 1 .  . .  

. . . . .  

I. PROBrnC . . . . .  . . . . . .  . . . .  ~. 

. -  ' ,  . . .  . . .  . . . . . . .  . .  . Eastern  countries have .for a long tim.. 'baen coqKl"ining 
about the volume, .the conditions a& the  duration of 'Bestem 
credi ts  granted . t o  then. ,.They have:.constantly'zsked f o r  m 
increase in the anoun-ts granted, for a relaxation :in -the 
conditions. in   par t icu lar  a reduction o f  the in te res t  rates'.' and 
f o r  a lengthenfig- of the  :tern. These ' countries -have ;~buxd&tly 
indicated  over  the  .last .few. nonths- t ha t  . should ..-kldustria.L 
Cd-operation with the Vest develop a s ' a  :result .of ' a  CSCX olze of 
the  corol lar ies   to  it would be the poss ib i l i t y  f o ~  then t o  obtain 
larger  export  credits :on -favourable  terns.  to:;fimmce  their 
2urchsses. It is :.therefore: t o  be .expected thet Sfis rlatter will 
be brought up a t   t h e  ,Conference:'. . . . . . . .  .I. . . _  

. "  - . ,  . .  

A, Background An$ysis 
. . . . . . . .  
-1 

. .  . .  . . .  . -  . . . . .  . . . . . .  . . .  
- .  

. . .  

2. Western expor t . .  credits have. acquired  colisiderable 
i2,portanca i n  the ,  1950s~xmd especially'.in, ,%he.,??6Cs. The 
extension of such c red i t s   t o  Commnist cdmtri 'es 6 e g a  smevhat 
l a t e r  than that t o  LDCs: in  the l a t e  1950s f o r  creC!..its OP up 
t o  five  years and in 1963[3.964 . .for 1ongert.tem  credits.  Since 
1964 the share of Cornmist  countries in h g e ~ d $ a m ;  cr"2Uts 
guaranteed by the :OECD countries  has been around 12:;. 

, 1. 
. .  . .  . .  ~ 

3, During. no.& -or: the  -si;xties ' the  east :ï3uroy?a.n cormtries 
as a whole benefited from much larger  credits t h m  did.  the  USSR. 
Kowever, i n  the lzs t  f e w  years t h e .  f l o w - n f  credits t o  soze o f  
t he  East Buropean countries has decreased and t o  d l  these 
countries  taken  togebher- it appears-to be .,levelling o f f ,  On 
the  other hand, there has been a ;sharp increase h, credi ts  t o  
the Soviet Union which:.in. "?g70 ~,zccountePL . for a >-arger f l o ; ~  of  
credits  than  that ' t o  the- East Euro,p,ean countries. . '.:.lost OP -:he 
credits taken up by the .USSR since 11-966 are .OP. a ' d ~ r a t f o i l  of nore 
than five  years. The,y ac.counted:for 9356' .of a l l  credi ts  extended 
t o  th i s  country in  1969/1970.. .The share;. o f -  longer-ten credits ir? 
the mount  obtaintd. by the  East Europan  :omtries i s  zuch raore 

4. Most o f  th;.. c red i t s  granted -to-..EasBe,m corntries have 

nodest (3595) . . -  ,.. , . . . . .  . . . . . . .  . . . . .  ... 
. . . . . .  . . . . .  . . .  , .  . . . .  . .  " , . 

been o f f i c i a l ly  a.ara.nteed p.rivate. export  credit=;.:-:  Private 
credits  without  official  -backing have been quite significant 
sone NATO countries,  b.ut there. i s  reason t o  beli-eve .tk& ill the 
NATO area as a whole t h i s  form o f  c red i t  represen-ks :only a nodest 
share of t he   t o t a l  credits granted. , . , , ,. ....... . -  . 

. -  . . .  

U T O . .  -A"".-,: C O M ? I D . E N T I A L  
. _  . -. . . . . . .  . ,  . , - .  

-go- 
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5. Accwmlated officially  guaranteed  outstanding  credits, 

as of end 1970, from NATO countries, comprising c red i t s  which hzd 
not  yet been drawn, mounted t o  564.7 bi l l ion ,  of which $2.5 b i l l ion  
t o  Sastem EuTcqe and $2 C 2 .b i l l i on  t o  the USSR. Reiabursenen-Ls (l ) 
have been growing' over Xne years and i n  1971 mounted t o  just under 
$ A  bi l l ion .  It should be noted that  as'  the bulk of  the USSR debt 
i s  uore  recent and of a longer  Curation  than that o f  the East 
i3ropean  countries,  the  Soviet repayments i n  A971 1;rei-e less -tkm 
11d-P those of  Ecstern Europe. 

6. The growt;h..of credits  to  the.   -East  has resulted rxkf ly  

- a general  trend in  international  trade where credi ts  

f ron  the f ol.lowing f actars : 

have becone. an .inportant means of inprovinli; exporters1 
ccnpetitive  ,positionc; , 

- a growing proportion o f .  :!!estein exports to the   cas t  has 
been . i n  industr ia l  .goods, i n   pa r t i cu la r  i n  coi;qd-ete 
factor ies ,  a f ield where c red i t s  have b e c o x  I: n o m d .  
feature of  trade; 

.. . . 

. .  - certain  East European countries'found  72x3-they  could 
overcome Soviet objections t o  some o f -  t h e i r  econor2ic 
pmjects  by purchasing  fron.t%e West on crocit .  Xost 
%.st European countries have .been  rely- on 
cyeciits temporarily to. offset their  payment deficit 
with the West; 

. .  

- th3 raalisation  ;by.the USSR i n  the nid-sixties that 
it was lagging  behind  tke.West i n  many inclustrial  sectors 
anci the   a t tenpts  by. the  .Soviets  to bridge the g q  by 
procuring  aachirery and equipuent  enbodpilx -.i!estera 
athmnczd .techlology.-.and i t s  conconitant decision t o  
d?aw on .the  increzsingly.  available  Yestern  credits t o  
f i n a c e  .such purchases.. . . . , .  

. .  

. .  

- in the cese 0.9 the  Soviet Union,. the existence OP 
s u b s t m t i a l  -gold reserves has- strengthened  her cre6i-t 
standing by'providing. a p a r t i a l  cushion  against 
d.ifficult ies i n  repaying Western loans. In turm, the 
avai3abili ty .o f  long-term credi ts :   s ince '1.9s has 
allowe& the USSR t o  m&intain and increase  purchases  in. 
the 'West without  haring t o   r e s o r t   t o  gold salos. 

- i n  the .Vest'. the financial risks involved in   c red i t  
extensions t o  the  East have  been considered t o  be sm7,1* 
as the buying. enterprises o r  Eastern banks concerned are 
govëment-owned, "these -credilts are- prac-kicaly, i f  not 
legally;. guaranteed by the  Eastern govonments; defaulting 
would Jeopardise  the  credit-worthiness of 'che cotllz-try 
as  a whole ;.. . 

9 

- "" .. . 

(1 1 Repaymnt o f  cap i ta l  plus i n t e re s t  
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N A T O  C O N F I D E N T I A L  
" a u  " 

-9 2- - kbf(72)68 . . c- 
- the consensus  reached i n  IUT0 that  the  developneat 

of East/Yest  trade wculd not  only be beneficial  
f i x o n  a comlercial but-  also from a poli-kiczl poii2-k of 
view( 1 ) . 

7. In  addition t o  e,xport credits,  Eastern  couniries md 
"31s CO?EC@N banks have been recently tu rn ing  t o  the ides-tern 
financial  narkets f o r  10a.p not  t ied t o  any specific  ;?;crchases(2), 

4 , .  
9p 

" .l .S ....... . . -  . 

, 

G:)ntrol is  that tne Soviets through*ths KLlocatim?. o f  
convertible funds o f  I I B  m-d IBEC w i l l  be cLb?-c t o  
5.r7.?1wnce the  invesiment  choices o f  the Yks-L 2uropee.n 
countries. Indeed, the Soviets have long ex-pessed 
t h e i r  i n t e re s t   i n  thzre being a glcomonrl con-t;ro!., over 
Vestern  inves-kmnt in  the  area so  thet C o c ~ ? i ~ i s ' t  
cmnt r i e s  shoulc! n o t  becone c!e.;?end.en-i; -on cs:~ftalists. 

- k't this stage t h e  projects  financed by the  COhDlrfC~S 
barks cfÎect  the East Europear; caul t r ies  ra-ther tl?m 
the.Sov1e-t Union i t s e l f ,   wh ich i s in   t he  g~rocess 02 
negotiating f o r  mch  bigger loans frorl vrrfous 
Vestem  sources. The rea l  p o i c t ,  hcuever, is  'c3za"c 
the projects   l ikely t o  be favoured by these ban2rs w e  
those which would promote the  type o f  econoaic 
integration  favoured by the  Soviets, whereas yroj;ects 
t o  deveLop 3cst .Fusopean potential, rhich night result 

. . . in .a  switch o f .  trade . t o  'X.estern countries,. I:@@. 110-2. 
receive  Soviet s u p y r t ,  however j u s t i f i a E s  they 
night be on purely ecoaonic grounds, 

, 

See C-?(( 66)86(Final), paragrzph 46 
See Note No. 10 on the development of  East/West monetary 
and financicl  relations. 
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N A T O  C O N F I D E N T I A L  
"-c- C .  

L'. -93- 

d i f f i c u l t   t o  promote in&st&al  projects %O which the 
Soviets  could have objections. This could hardly be 
a desirable developnent f ron  a Western p o i a t  o f  hew. 

(Li ) I n d e ?  
&. 

8. Th? recent stud by the Econonic Cormi t tee  an C o i x x n i a ~  
countries'  indebtedness( l 3 indicates that Ronania's m C L  Wgar ia t s  
debt  servic?  ratio is  very high and- tha t  several iUT0 couqtries 
have  acce?ted  refinancing  arrangenents o f  the  debts. There has, 
however, been no generz.1 debt  consolidation o f  t h e  kind tdiici?. 
has been .negotiated w i t h  a nmber o f  l e s s  develcpzd  couiltries by 
groups of lending coun-tries, The indebtedr,ess 02 t i e  other Xast 
&rope= countries ,and o f  the USSR does not  seen a-i; this stage t o  
be a source of  d i f f i c u l t i e s  as f a r  as reinbursenents a re  comemed. 

- L  

( i i i  ) Ef2:Cec-t OP c r e d i t ,  on.x&ern e ~ ~ o r k s  -.- 

9. &~o."t credi t s  have f ac i l i t a t ed  a rapid gro-:.rth O% 
Eastern iapo:+s of  cap i ta l  goods. The Soviet Union i q o ~ t ~  o f  
zachinery and equignent  fron NATO %ropean countries - the sale 
OS which is nomal.?,y financed by export cradits - grw by q95.r; 
between 1960 and 1969, whereas total exporCis grew by l h2$  o n l y ( 2 ) .  
Tlas pattern is ma1 xore striking i n  the case o f  the Eas-t 
&roDean courtries where the corresponding gi-otvth v a s  23955 z ~ d  
160%?,3). I L  i s  open to  speculation how rmch of  these eqorks  would 
have taken  place had the   credi ts  been denied.  "le USSR ~2igh-k h w e  
been able - but  perhaps unwillim?g - t o  f i nwce  th:3se purchzscs 72y 
se l l i ag  go2-d. This possibi l i ty  would not have been o p n  t o  - t h  
" &st Lhropean countriess There i s  t h e r e f o r e   l i t t l e  doub-t t h z c  
;!estern expor t s  would have been snaller i n  the ~.bsence o f  credits 
but it is not  possible t o  say by how rmch. A f u t b e r  indicZ.tioi1 
of this night be tha t   the  United States sales of  mnufactwec': 
products t o  the East have remained a t  a very low h v e l  durin:; the 
skeies. Altl~ough th i s  phmonenon is  par t ly  due t o  d i r ec t  eq3or-t 
con-t;rols, the   mavai le3 i l i ty  o f  credi ts  has no doctbt also pkyed 
2 significant  role.  

(1  ) The Econonic Coimittee has decided to-  follow the evolutioa or" - ?  

the Commnist  countries!  indebtet"2ess with E view -%O pi-oviding 
the  fullest possible infomation. The first results 02 t h i s  
stud hwe been distributed as  C-M(72)12 (Ron,?sllm inSe3te.d- 
ness end CUPI( 72) 13 (Colmunist c o u t r i e s  indebtedness) 

( 2 )  ' T o t a l  sales t o  the USSR: .'$574,6 n i l l i o n  l n  ?g60 m c ?  
561,397-7 nillion in 1969, Sales of nacbLnes 2ild trmsport 
equfpnent: $2310'7 ni l l fon  in 1960 and $674.7 a i l l i o n  in 7969. 

( 3 )  Total  sales t o  Eastern mrcpe:  $1,064.7 nillion i n  1960 mi! 
$2,7?0.5 n i l l i o n   i n  '1969. Sales o f  machines and 'crcms:~or-k 
equipnent: $242 nil l ion in 1960 and $941 07 n i l 2 i o n  il? 1969. 

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

-94- 
( iv )  Condit&io 

I O *  In certain Xest European countries  various arrmgenents 
have nade it possible  to lower the  cost of export  credits below 
the  interest   rates  prevail ing f o r  domestic &ranssrctloas, This has 
worked t o  the advantage o f  a l l  ilxporters  incluciing Che Co:mmist 
.countries, The interest   rates,   applied t3 t he   l a t t e r   a r e  t ~ ~ ~ a l l y  
the srne as t o  other  industrialised  countries. However, there 

in te res t   ra tes  on export c red i t s   s l i gh t ly  above the narket ra te ,  
QS bankers  have  considered  then as a special risk on  accowxb of 

, their  repudiation of pre-war debts, On the  other itLand, there 
have been cases where lower ra tes  have been charged as the 
Cormunist countries concerned had a high credit  ratine; 8s regards 
the reimbursernent of  t h e i r  post-war coLmercial.. debts 

4 have been instances where Conrmnist borrowers  have had- t o  pay 

11 In the early  sixties, atterJpts were aad-e in NATO 'Co 
develop  comon policies as regards credits extended t o   C o I : n m i s t  
cou;?tries. These d id  not  neet with any suceess as soxe ne:.!ber 
countries  felt  unable t o  discriminate  in  the gra?ting of  crcdi-bs 
between C o W u n i s t  and. other countries 

12. In the W I D ,  it has been attempted t o  deve1o-l ru les  
which  would limit the   poss ib i l i t i es  f o r  a n ~  borrowing c o w h y  t o  
play one lending  country off  against. mo%er. h spxi ia l  group 
Ilras set up i n  1952, It comprises a l l  PIATO comtrleS~.~.d.%h  the 
exception -of Iceland and Turkay; furthermore  Aastraliz,  Austria, 
Finland,  Ireland, Japm, Spain, Sweden and Switzerland are 
~!ezbers.  In  this group the EEC proposed a systen o f  p r i o r  
consul ta t ions.   s ixi lar  t o  i t s  owno but --it proved very cY.fl"ict!l-k t o  
find a basis on vdxicn a l l  nerabers of the group couldl ilgres. 
l-lowever, i n  1372 conpronise  has been reached on a sys-bm of  
exchmge o f  infomation on request, Under t h i s  my nei.'ber corntry 
cm  request an exchange o f  inforimtion with m e  o r  xore o f  the 
other  nenbers  as.  regards  the  ccnditions o f  any o f f i c f c l l y  backd 
transactions  t ied t o  exports on c red i t   t e rns  vJhicl1 exceed 2 
duration 02 f i v e  years. This system.is applicable as f r o n  

' 1 st July, 'l972. The group ea r l i e r  agreed- on m?les. t o  lini'd 

I i  agreenents in  other  specific  sectors.  

. -  conpetition as regards export credi ts  t o  finance -th~ sale of 
new ships, and wo-rk continues with a view t o  reaching sir2iler 

q3. In the E'SC since 1963 a procedure has existed ~.;Idch 
Inplies compulsory consultations  prior t o  the pc.xmte~il1g'  o f  . 
credi ts  of a c?ur.stion o f  more than five  years. , In. 1370 the CounciX 
acloi3ted dirccttr.ivZs laying down the wording o f  co:y~om?. 31-0 f o z m  
insui-mce - pol ic ies  f o r  nediua and l o n p t e r u  sublXLiers creclits 
hi 1971 -the Comli.ssion made a n.unber of proposals concenlL1g -iAle 
harrmnisation o f  the premium p~yp.tQ.~o on insurance ' f o r  sLKapliers' 
credits,  on CO;:?ZO:I y o  folma irmurmce  policies f o r f i m i l C i d  

-94- 
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t N A T Q  C O N F I D E N T ' 1 , A L  

& d  -95- 
credits  granted t o  buyers  belonging to   the  publ ic   sector  o f  t h e i r  
countries, on comL~on rules f o r  coverage of exchange risks mc? 
on comon rules  f o r  guaranteeing  exporters  against abnoraal a d .  
unforeseeable rises i n  'productiom= costs.' It i s  eq3ected th& 
proposals airning at reducing the  existing  differences be.i;F;em 
the national system o f  financing  export  credits will be uaCe 
this year. 

B* "" Is there a need 'for a lzrger v 0 1 u n e . s  Creus-  -on easler  terms? 

14. It does not appear that i n  general Commnist  countriw 
hcvs coxe across d i f f i cu l t i e s  h' obtaining in  Western Euroge the 
export credits they wanted on the srne condLtions as the othsr 
ind-ustrialised countries, The exceptions have bem Xonania and 
M g m i a  which i n  the last few years have been comid-ered as 
over-comitted, so that several West European countries have 
q p l i e d  ceil ings f o r  the  guaranteeing of  credits.  

15. As regards a l l  the other European C o r n m i s t  countries; 
sime there is  n3 l i n i t z t i o n  on the  expor t  credi t s  they can g e t ,  
it would seem that their  objective is t o  obtain L'nen on nore 
favourable  conditions  than  hitherto(?), 

76, Ronania md Bulgaria are currently  seeking t o  o b t a b  
-2roz1 Western countries  the sane t rade  preferaxes EM have been 
g r a t e d  t o  t he   l e s s  developed count~ies, ,  Should 'chis be conceded 
to then,  they  are likely t o  czrry the argunent f i r t h e r  and csl.~ t o  
qualify f o r  c red i t s  on sgecial  conditiamunder  national scheiles 
f o r  aid t o  less developed countries, Ln f ac t ,  SOi:!C 3XTO comtTies 
hrrve alrezdy  accepted soue extension of  the  period OZ deb% 
servicing of  Romnia and Bulgaria. In the  case o f  R o n a n i a ,  
rC^ollowing the floods of 1970, sone c red i t s  were 'grc?lz"Led 012 
concessionary terms. 

77. Yhatever the decision Western countrje S would- 'cake 
vis-&vis Ronmia and Bulgaria,  there would seen t o  be strong 
arCp!!ents for  not extendiw t o  the other  nore developed E u r o p a n  
Corn-~unist countries  export  credits on spec ia l   t ems  gemrally 
rsserved f o r  t he   l e s s  developed non-Commanist countries. Indeed, 

(-l ) In the ECE ( k n w a )  Poland coqla ined   tha t  it  ras being 
discriminated  against in  the field of f ~ l o n ~ - t e m l  crecli-h, 
in  particular  investnent  credits" . 
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N A T O  C O N F I . D E M * T I A L  
. . . .  

I f, 

8 

. -  

the  allocation on so f t  terns of credi ts  and loans t o  Corxmnist 

tus purpose and nay have an acverse  ëffect on the resources 
axailable in the  West f o r  econonic assistance t o   S i e  WCs. 

- . . . . . .  . . . .  

However, traditional  export  crédi-& riay hot be ext i re ly  

a c l o i t a t i o n  o f  natural  resources ' , '  - - . . . .  . . 

The USSR has put:] a ;cer ta in   'nqbër  ' o f  'prOpbsak3 t o  
Western countries  --involving  substanti31  finaickig of 
projects f o r  the developnent of 'nzkwal resources a?ch 
3s natural  gas, oil,., copper,. etc. Pmxk '50rmved~ 3 o n  
the West would be r8;ir;bursed. -with . the:'pr.i)çecde 02. .%lie 
sales of  the raw @ater ia l s  produced. In 'chis rq;,-erd, 
-however, e:qort  crgdits w i l l  n o t  ' be ' suffic%ent in - view 
of the haportaxe,- of  "the: projects" involvèd. ax!" their 
duration.  Therefore,  other, fom,s"of ? ~ X U I C ~ ,  using 
-rUnds f r o a  private o r  other  sources, will have "CO be 
devised. 

i n  two areas. ... 
. .  

. . . .  . .  

. .  

I .  . . . . .  -, , . ,  . .  
. -  

~~ . , - . . ,  - .  
. . . . . .  -. . . .  

Copro&xtion zgreements . ..: 
. . .  . .  

. .  

: .I i , 

manufactured by t h e  Eastern  partner;.  businassaen r:ight 
be preparee t o  inyest i n  j.oint  enterprises o r ,  if tkùs 
i s  not possible, .  t o  ,finance.  production .on. . . .  a.longI-I;em 
Sasis 

" 

. .  . . . . .  .~ 
".. , ' ,  

- .  

(1) See Note No. l on the Development of  Industrial  
Co-operation. 
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The poss ib i l i ty  of obtaining  'credits on a large  sccle 
fron the TPTes-Lc provides  the Xast Xuropean countries 
with an alternative - t o  conplete dependeilce on t h e i r  
C0j"lECOIf partners , . .  

To the  extent  that  the EastePlp countries, by td rJAg U?.. 
credi ts ,  have nortgaged their f i ture  hard currencj; 
earnings,  their  solvency-will depend on -their abil i ty 
to .  ,develop their   exports .   to   the West. This will increase 
pressure .for econonic reforms which nay hme a spin-off 
iiz the : .  -2ol i t icc l .  area. , ' 

Disadvantages fo r  t h e  Vest ' ,  

Vestern  countries'   'credits and loans cr$ala a c c r k i n  
interdzpendence w i t h  -the East and i n  orde r  t o  be 
reimbursed these  count,ries will have incremingly t o  
o w n  t h e i r  narkets t o  Eastern  products, for sale 02 
&ich theye ;:lay be l i t t l e  donestic demsu"d; jll?creaneZ! 
has-krn sales night on the. other hand have negc-Live 
consequences' . .  . fo,r  local  producers . .  ... o r  t rad i t iona l  
suy\?liers,. . .  . 

Credits hkly.  Eastem  countries to reduce t h e i r  
technological- gap with 'the' West and thereby icprove 
these  countries'   cxpacity  to coxpete with the TQest f o r  
n a k e t s  i n  t h i r d  countries. 

" , 

In the leix?ing-. countries,  in  periods o f  overcaploym?t 
and of sccrce  industrial  capacity  the expansion O? 
eqo+  't;'nrougv c.redit  grents  increases the gressure on 
ekis-ki3g supglles,. iqcliiding available fiamce, 
nay 'becone .ah .. in f la t ionary :  ._ . ., Cactor. 

The .possible 'extension. of C o v e ~ ~ n e n t - t o - g o ~ e ~ e ~ ~  loar~S 
t o  Eastern countries o r  t he  subvention by the s t a t e  of 
part of the h t u s e s t s  charged on cracXts ~muLd bave %O be 
financed  out of public fund-s, and would therefore diL'liPlish 
t h s  volune, of .resources. which could be rade available f o r  
t k  cioacstic ecmqry o r  - fo r  the econoaic assistasce of 
the Lsss developed non-Cormunist countries. 

. .  . .  

- 4  
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(a) Yestern  corntries should stress t o  the Eastern countries 
that the i r  dezlings  with them are governed, as 2:"rtr as 
credi t s  are concerned, by the same comemial  
principles which are  applied to other indtv.strizlised 
countries 

(b) The attention of  Eastern countries  could be d r a m  t o  . .  
the need f o r  keeping the amounts of  credi ts  within 
limits which would not. impose excessive s t rs ina oil 5he 

* 

i 

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

CATEGORY C! 

ITEMS INCLUDBD FOR EACKGRQUXD OSES BUT NOT INTEMDFD FOR 
"" 

- S i g n a h r e  by all p a r t i e s   t o  a CSCE of the  Universal 
c0pfidgh-C; Convention and the Berne  Convention 
(Note No, 4, P a r t  11) 

- , A  Mechar.ism for East/West Multi lateral   Sett lement 
(Note No. 6 )  

- Eastern  countries&  particxpation i n  the  Internat ional  . ' 

Monetary Fund (IMF) (Note Mo, 9) 

- Diversification of Eastern  imports from the  West 

- Pr ice  Formation i n  COMECON countries (Note No. 24) 

(Note No. 13) 

.I Econcrrilic r e l a t ions  between the Communi-ty and the 
S ta t e  -tradi.n couintries of Eastern Europe 
(Note No, 25 7 

- Hindrances t o  East/West t rade  due t o  the economic 
struc'cxre prevailing i n  Communist countries 
(Note No, 26) 

- A new Western in s t i t u t ion   t o   f i nance  East/Wcst t rade  
and .economic co-operation (Note No, 27) 

... East-West co-operation i n  t h e  field of eccnomic 
re la t ions  with t h e  developing c o w t r i e s  (Note No, 22) 
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I e PROBLEH 

l ,, The maSor international agreement establishfng  besic 
rules on industrial  property  rights  protection  (patents mc" 
trademmks) i s  the  International Convention f o r  the pro-Lection 
of Industrial  Property ("Paris Unionfi) signed i n  1533 and l a s t  
revised a t  Stockholn in 1967. 

3 .  Eastern  countries limit patent  protectioa t o  periods 
02 15 t o  20 years,   similar  to  the  practices of Vestern 
i a~ -us t r i a l i s ed  cotmtrizs. Trademarks are registered f o r  m 
i n i t i a l  teen-year period, renewable f o r  l i k e  2criod-s. I'd'ithin c11 
t h e  Comunis t  nations the sphere of industrial  property is  ccntrally ' 
adninistered. The agency entrusted with t h i s  administratLon i s  
l102 only  a centre o f  autkenti2icalion an2 legislclj-on b.& also 
evaluates  inventions arld selects  those most appogr ia tc  f o r  
development; it works in  close  co-operation v ~ i t 2 2  the  natj-onal 
:>lmwrs e 
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ap-:roaches t o  protection should be underlined. The  West accords 
apI" exclusive moxoyoly o f  omership and control t o  t h e  patent 
ho]-&r. In the &.st; in  practice- -the r igh t  o f  the  holher i s  not 
exclusive ir, tne  sense 'chat -he  only p o s s ~ b l e  users and biilders 
aye s t a t e   e n t i t i e s  and these cannot be prevented from exploiting 
the  patect  as long as cor~lpensation,  whatever i t s  anount i s  p i d  
-kc the   inventor .   In   a l l  Eas-i;erfi countries  foreizners can be 

invention,  Exploltatj-on o f  a pqtent i n  these  corntries, fnovrp,-er, 
depends upon negotiating a .licensing arrangenert trith a s-katc, - 
e n b r p r i s e  o r  o rga~iza t ion .  

O r.ranted patents  allowing  exclusive  rights  over  the  use of an 

6. Several East LWopean countries have in   t he  last few 
years  enacted new trademark leg is la t ion   in  an e f fo r t  t o  al?-&:i 
t h e i r  systems with international  protection. Rouania9 
Czechoslovakia zmd I-Iungary participate i n  the Agreenent of Nadricl 
coilce~1ing  the  international  registration of trad-enarks of  1891. 
The GDR membership is cm-kes-i;ed by scveral nembe- s'ta-;es. It 
should be pointed o v t ,  however, t ha t  this Co.;lventiol?-,  vrhich Iras 

c number o f  m j o r  Vestern  countries have not   ra t i f ie6  it. In 
1936, %he USSR recognised i n  law the  value of t h e  tradenark. 
Rwthe:-, L c w s  of  1962 ard 1967 hmc added t o  thc ;Jrotcction 
clzeady given t o  donestic  traclenarks 

7.  In the case of I>atents,   iaventors '   cert tfhates,  
tmdemarks anfi. dl o-t:?el* Som-~s of 2xdustrizl  property, fcreizx 
c.",tizens m 4  corporations  are eligi-ale f o r  the same protect3-on i n  
a CoLvxaist coul t ry  as local  parties.  The only  corldition i s  tha t  
the  applicant 's  ovm country nust extend  reciprocity of trec?,trL1errt. 
!This re s t r i c t ive  condition poses no problem t o  nationals of 
Eadrid Conventioc xzlber cowtries  seeking  pateat mld trxlernark 
1%@1ts i n  Eastern E-a-opean cocntries. Under the Coilvei1tion, 
each sigxa-Lory 1 s  obligated t o  zccord t o  c i t izens of the o the r  
nembers the same treataent  thzt  it accords t o .  its otm cltize:.1s 
re la t ive  t o  acquisition a d  protsction of pa t e r t  a ~ d  tradcaark 
ri$lts. 

revised i n  1367, has not achieved great importance in   the  " ilest; 

(a) In  the last  resort   better  protection of  the  r ights of 
I'1est;er.n firms m d  Individcals would probably resu l t  
i n  a greater flow o f  exchanges o f  informtion a t  the 
technical and scient i f ic   levels .  
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A IaCHANISM FOR EASUIEST M[JLTILATEtAL SETTLEJmT( 1) 

I. PROBLI" 

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

2. A system designed t o  . . in ject   f lexibi l i ty   into  . the  
b i l a t e ra l  payrnent agreements then  in  force was. dGvised by the 
United  Nations Econonic Commission f o r  Eu;iope i n  1957. This 
ad hoc machinery was only  shortlived for a number o f  reasons, 
the two  main ones being: 

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

- the   fac t  t h a t  during the   s ix t ies  most of the 
.Western countries were able t o  persuade  the 
Eastern  countries t o  accept the use of  a 
convertible Western currency when doing  business 
with them. 

3 .  A s  matters now stand, trznsactixs xScVh nost of the 
Iilestejrn countries  me no longer  carried  out on a bilateral- 
basis  (clearing  account). All Eastern countries can open 
convertible  currency  accounts,  replenished, in  particul?.r, from 
their   sa les  of ggodsp i n  all Western zcxltries.  A11 %he 
Eastern  countiries nay also buy o r  sefl   currencies  in t'ne 
countries  in v%ich they have accounts i n  exchange f o r  the 
currencies of other Western countries. 

4. Nonetheless,  the  present machinery is unsatisfactory 
i n   t h a t  an Eastern  country nay a t  any time  simply m o u t  of  
convertibl-e  Currencies. When thi.s happens, trade comes t o  a 
s t ands t i l l  and can be revived i n  four  ways: 

(i) by increasing Eastern  countries'  exports; 

(ii) by obtaining  additional  bilateral   credits which may 
take  the form o f :  

- expoTt credi ts ;  
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- government-to-govement  credits; 

C&M(72)68 

- short-term  arrangements  between  central banks; 

(iii) by floating loans on the  Western  money  markets; 

(iv) by 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 
sone  extent,  by  providing  longer  term  credit  for  capital 
equipment. 

6. If it  were  possible to set up an organization for 
multilateral  settlenent,  which would inply a degree of currency 
convertibility  not yet echieved  in  the  East,  the  prospects for 
East/West  trade  would be better,  since  the  Eastern  countries, no 
longer  committed to balaace  their  trade  transactions  with one 
mother, 
narket.  

7. 
( 2 )  

8. 

would be free to buy and sell  in  the  nost  favoursble 

Such a system m u l d  seem to  inply: 

I 

desiaating a body  such as the  BIS  to  sdainister  the 
f w d  and t o  maintain  close  relations  with  the 
financial and trade  authorities of the  countries 
concerned; 

choosing a comon accounting unit; . 

fixing quotas f o r  the  individual  countries; 

deciding as to  the  size,  duration  and  method of 
liquidating the surpluses and deficits  which  nembers 
would accumulate  with  the  fund. 

It is  sufficient to enumerate  these  requirenents to 

- - I  

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 w e  other drawbacks t o  the  concept. 

9. The mere  allocation of funds  would  not,  in  itself, 
d., much  to  stimulate  EastlWest  trade. 

(i)  Although a common f a d ,  by.eking out  scarce  reserveso 
would help to cover teqorary imbalances,  lack of 
reserves  is  not the reason  why  East/t?est  trade 

N A T O  C O N F I D E N T I X L  
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remains  modestp o r  even the main reason for the 
b i l a t e ra l  approach favoureki by the  East.  Eastern 
planners have a very  effective  control over trade 
flows, but  their  production i s  not  gesred t o  
Western market requirements, and their   b i la teral ism 
is  more a consequence of a weak monetary system than 
a dearth of foreign exchange as  such, 

(ii) Although credi t  for  the purchase of capital  equipaent 
and development projects undoubtedly fosters   t rade,  
it can be argued that sufficient  capital  i s  already 
available  for any project which commends i t s e l f   t o  
Western producers. 

( i i i )  It  would not be advisable t o  channel Western capi ta l  
t o  CONECON banks, Soviet  influence in   these banks is  
strong and i s  l i ke ly  t o  be used t o  favour 
iategration  prodects  that   suit   Soviet  p~rposzs rather 
th=? projects which m i @ t  nake the Easi European 
countries more independent of  Moscow. 

10. The inherent  deficiencies o f  the COMECON system of 
tradepinchding  the  inab$lity t o  use COl.IECON currenciesp have 
led  the  Eastern  countries t o  accept  settlement  in Western 
currencies i n  their t rade  re la t ions with the West. To set up 
a special  clearing  systen would be a step backward acceptable 
only i f  accompnied by the  prospect of  a change i n  the pattern 
OB trade, a refom  unl ikely  to  be approved by the USSR. 

11. A t  the  present moment the Westem monetary system i s  
undergoing a s t ra inp i f  n o t   a ' c r i s i s ,  m d  irnporJ,ant changes 
are likely  in  the  future,  In  these  circumstances it might be 
unwise to" enter  into  experiments 
countries which the l a t t e r  might 
much t o  inlprove the  si tuation as 
monetary sphere. 

involving  the  Eastern 
be tempted t o  use,  not so 
t o  embarrass thz West in   t he  

- 

-.III, CoNCLUsIoN 

._ t 12, Although, given  the r ight  disposition on both  sides, 
it would be possible t o  operate a mechanism for  multi lateral  

Eastern  currencies and promote East/West tradep  there  are no 
indications a t  present that the East would make the  adjustments 
necessary f o r  i ts  success, There would therefore be no point ii? 
raising this i ssue   a t   the  CSCE, 

U settlemnent which would encourage the  convertibil i ty o f  the 

N A T O .  C O N F I D E N T Z A L  
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‘(Note. No4 2) 

1. Although the  Soviet Union was represented a t  the 
Bretton Woods Conference and took p a r t  i n  the nego-biations, it’ 
ref’used t o  join  the  International Monetary Fund whit' A was 
establishec! 30th Deceuber, 1945.. Poland and Czechoslovdcia, who 
were among the Powders of  the IMF, are no longer  nenbers. The 
first withdrew on 14th March, 1950 and the second was e,qelled et 
the end o f  1954 f o r  f a i l i ng  t o  comply with the obligations ixq3osed 
on menber countries(2). Recently  the  Soviet Unioa has been showing 
a grea te r   in te res t   in   in te rna t iona l  monetary na t te rs  and indeed 
has suggested an international  conference on the  issue(3). 

2,  The reasons f o r  the  lack o f  in te res t  -shorn by th& 
Warsaw Pact  countries  in  the INF are both p o l i t i c a l  cad przc-tical. 
A s  regards  the  politlcal  aspect,  the  Soviet concern t o  keels the 
s c t e l l i t e s  i n  maximm possible  isolation  during the f i f t i e s ,  ‘and 
even l a t e r ,   eQla ins  why these  countries were unable t o  seek 
aeabership of an organization which the  Soviet Union had reJected-, 
Had it joined the UP, the Soviet Union  would have Been coqc l l ed  
t o  give  reasons for the   res t r ic t ions  it was placing cn foi-oica 
trade anfi paymnts. Xor was it in   the   in te res t s  OP the Sovie-t; 
leadership t o  encourage a body set  up for t h e  purpose or^ 
l iberal is ing  t rade m..d paynents a t  the very time when they were 
working towards the  c,reation o f  2 r ivzl  econonic comunity 
(CO?;ECOP?) through which they were then t o  keep a f F m  gril2 on the 
econony o f  Eastern; Europe 

3. Since 1964 there has been 8 gradual  trend i n  C0l;ZCCN 
towards the  establishnent o f  a system provic!ing for zultilater-cl 
set t leaents  between Comunist  countries and towards fL iaac id  
transactions on the international money aarkets. In July 1971 
COXECON adopted a long-tern p r o g r m e  with a viev   to  naking the 
currencies of i ts  nmber counixies (partimlarly the rouble) 
convertible f o r  the  puryoses of transactions between C0l;i”;CCG 
countries i n  which prices are, however, still ar-bi-brarily l”i:red-? 
by goverrments . 
(l) The United- States  Delegation does not  conside’r t ha t  t h i s  

problem should be included i n  the. CSCE Agen& 
(2) Since 1964 Cuba has f o r  similar  reasons ceaseC- %O be a 

nenber o f  IMF 
(3) This Note was completed before the Romanian application f o r  

nembership to   the  INI? m d  the Yorld Bank was annomeed 
(20th September, 1972) 

. ,. 
, -” 
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N A T O  C O N F I D X N T I A L  . . .  

4. The Soviet Union does not  appear t o  favour  inlra- 
c ( ) ~ . ~ c O ~ J  convertibil i ty because th i s  would tend t o  introduce 
narket elements into intra-CONECON trade. . However, it has 
accepted  the goal as soae*&ing t o  be  studied and possibly 
ilplenented in  caref'ul, drawn-out stages, Hungzry 2uxd Poland are  
along  those East European countries who share the objective o f  
intra-COXECOM convertibil i ty because  they  recognize the po l i t i ca l  
and econo1xi.c advantages fo r  then of  increased  trade md other 
econor;ic contact with the West,  Government o f f i c i a l s   i n  scveyal 
OP these  countries are o f  the  opinion  that  nenbership  in the IiIIF 
would greatly enhance the  capabili ty o f  their   countries f o r  econonic 
interchange with Western countries, The Soviet Union, however, 
has a p p r e n t l y  prevented  Eastern  countries fron seriously  emloring 
the  conditions o f  nembership with the Il". IvIeEbership o f  the 
Fwnd would extend to   t he  East European countries  the  benefit  o f  
f inanc ia l   fac i l i t i es   ava i lab le ,  e.g. credi ts  up t o  3 o r  5 yems, 
standby  credits,  access  to  special drawing ri,gbts. 

e 

5. Noreover, by joining  the IMF,the Eastern  countries  could 
becoue nenbers o f  the International Bank f o r  Reconstructio.1 and 
DevelopEent, Menbership of the  World Bank woulc! enablo sone 
COKECON countries with l i t t l e  inclustry (Roaania =cl Bu1gzrj.a) to 
obtain  long-tern loans from that organization, as has been clone 
by Yugoslavia. 

6, It nay be i n  the long-mge in te res t  of  the Yes-: 'clla% 
a l l  o f  the  Eastern  countries  enter  fully  into the in t e rna t iond  
xonetary  syaten, If this is  so, the nost di f f icu l t   p roblw 01% 
the IiJestern side nay well be one of t ining.  The international 
rlonetary system is  presently undergoing significant ad justr2m.I; 
and I:r'estern financial   leaders ;;lust o f  necessity be preoccw?iec? 
with the   c r i t i ca l   t a sk  of putting their  own econonic house i n  
order. ?'.%en t h i s  i s  done the  considerable effort of  
constructing a new roor-1 f o r  the  Eastern  countries nay be be-ktez- 
undertaken, 

'7. If it i s  t rue  that  the  Soviet Union. i s  -the p r inwy  
obstacle t o  the  Eastern  countriest  joining  the Rux?-, then per!?a:Js 
t h e  best t a c t i c  f o r  the Vest is t o  wait unti l   individual 
8pTlication  has been Llade t o  the Fund add then  react t o  it al the 
x e r i t s  o f  that case, 

80 There are a nunber o f  technical  problens t o  be solved 
before the Eastern  countries could be adraitted t o  the lMF: 

- menbership o f  the IMF' entails  the  cormitnent t o  provide 
financial  and economic infomation, which the  Eastern 
countries have i n  the  past  been reluctant  to  divulge; 

- the need t o  give  the USSR and the  other Eastern s-ketes 
an appropriate  weight and representation in  the 
governing  bodies o f  the organization would ra i se  
d i f f i cu l t i e s ;  

N A T O  C O N F I D E N T I A L  
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- members o f  the IPP are  rzquired t o  f i x  the parity o f  
their  currencies  in  agreenent with the Wad. 
Assessing the value o f  the  Eastern  currencies vould 
prove very diff icul t   as   in   these  countr ies  the vcalue 
af the  currencies is determined a rb i t r a r i l y  wi%hout 
reference t o  narket  velues; 

- the  Soviet Union, a t  m y  ra te ,  would be expec'rcd t o  
announce, a t   l e a s t  fornally,  i ts intention OB 
rxiking its currency  convertible (l ) . 

II PROPOSliL 

g. The Tifest should no t  take the   i n i t i a t ive  of raising 
the  subject 2 t  a CSCE, Shotrld the  Eastem  countries do so, the 
Plest could encourage then t o  put the ise lves  in a ;,osi.tion t o  Se 
able t o  acce t the  relevant  obligations and t o  seck ne:.ibersixLy 
o f  the IMF(27. 

Advmtmes f o r  the West 

Participation by the Eastern  countries in in-kematiopsl 
nmetary  arrcm~ener,ts  night  p-onote  rq3yochenent 
between Ecst and West. 

An increase In the number o f  nenbers o f  the world 
nonetary  system might strengthen  the trend -towad- 
nul t i la te-rd  set t lement  and t rade  l ibercl isat ion.  

It would be easier  t o  bridge  the shor t  -term gaps ia. 
financing x:astbz!est tracle. 

h large aqoumt o f  basic data on such fuztc-kions CS -the 
balance o f  payzents would becozle availzble t o  Ves~em 
observers, who would thus find it easier  t o  keep track 
of  economic developnents in   the  Eastern coun'crics. 

(l ) The Comunis'c c o n t r i e s  Tsill not-need .to.. take c? clecisriarm 
on the free  convertibility of t h e i r  currencies mtil az'ter 
a t r m s i t i o n a l  period which night be protracted. A nmber 
o f  If@ nenbsr  countries do i n   f a c t  invoke Article XXV of 
the F ' u a G ~ s  Articles o f  &menent t o  keep'their  currencies 
inconvertible. 

(2) The Uiited  States  reserves its position on t h i s  proposal,  
It opposes any discussion o f  the INIS on the ,pound-s f21.z-k the 
CSCE i s  not an q3propriate f o m r  f o r  the discussion of  thi~ 
issue. In i t s  view, the  Eastern  countries, should they 
raise   the  nat ter ,  should be advised t o  agpmach the Fw~d 
directly.  

- M A T O  C O N F I D E N T I A L  
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B, DisadvantaEes f o r  the West 

(a) Problems for the West could  derive  fron  the  fact   that  
the  s ize  o f  the  Soviet econony would probably nake %!,le 
USSR the second most inpodant  II" nenber with al1 that 
this imglies i n  voting power and representation on file 
F'undls Gxecutive board. It would, moreover, carry the 
dmger of changing the board from a body o2eratiEc 
thmugh a consensus of views i n t o  a vote-counting, 
veto-ridden body. 

(b) IHF neetings .could be used by the Eastern countries f o r  
anti-Western propaganda. 

(c) The e f fo r t s  t o  place the  International Xonetar?y Systen 
on a sounder footing would be slowed do7.m if the L;F 
were t o  receive  applications from Comu,nist countries 
i n  the  near future. The Soviet systen is  a l i a 1  t o  
the  frane o f  reference of the 11- and. the TTorld E d r  
as constituted. Thus there exists the  danger t lwt  
accession o f  t h e  USSR would upset the unifying O U t 2 O O l i  
and- del icate  balance that has enabled the ins t i tu t ions  
t o  overcone par t icu lar   in te res t s   in  the yast  and 
introduce new procedures i n  a Western spirlt. 

aid programes an6 the IBRDf S l o a n  pol icy  in such a 
vay as t o  fur ther  its own penetration of  the Third 
Xorld . 

(d) Should the USSR join the IBRD, it night andewour t o  a l t e r  

N A T O  C O N F I D E N T I A L  
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'l In trading with the We$t, the Ezs-kern countries cre 
primarily  interested  in the procurenent of p l a t  seni-finishcd 
goods and transport equipment i n  which they m e  lacking. They 
also buy certzin foodstuffs  which they do not  produce themselves 
o r  o f  wbicb they do not px-oduce enough. Their pwchases of 

"*'.' consuner' durables are only imkdental .  

2. This si-tuation i s  clear ly   mirrored  in   the  s ta t is t ics  
of. tilestern escorts t o  the  Eastern  contr ies .  In the particulcr 
case of IiATO h-opem countriesp  foodstuffs,  beverages and 
manufactured consuiiler iteras  accounted f o r  about 1-3.5ji of  al1 
exports i n  1960; i n  1969 - af ter   several  years of  consLderable 
East/t:rest trzde  expansion - they s t i l l  accounted f o r  only 14.6%. 

3. Xanufactured items(1) accounted f o r  a very siailal1 
proportion of overall  consuzer  sales. A t  best(2),  items or" this 
kind sold bty the European NATO countries t o  the USSR .and the 
Eastern  countries i n  1960 to ta l led   jus t  over US $58 million o r  
3.5% of t o t a l  sales (US $1,6Lcl nillio-n). By ,1969, this figure 
had r i sen  t o  about US $289 million o r  7% of  M'Ga1 exports 
(US $4,168 millioa). 

. . .  

4. In terr:,!s of valuep however9 the emaWioi3 has been 
considerable, with sales increasing  five-fold  in  nine years 
vfflile t o t a l  expor t s  have increased 24- tines. The increase 
i n  deliveries o f  foodstuffs (2.3 t iues) has also been a large 
one . 

5. By comparison with t o t a l  exports o f  manufactured 
consumer goods, however, Western skles t o  the E a t  rerilain 
nininal- as the following OECD s t a t i s t i c s  show. - .  

r 

I 

(l) Television and radie se-ts, refrigerators an6 o'(;ber domestic 
a73 p p 1 lmcesp clo-ttning, shoess motor csrsg  2hotographic and 
cinematographic equipmen-i;, clocks and wa'cches t rave l  goods, 
b.ooks etc .  

(2) Miscellaneous  nimufacturecl i tem9  unclassif ied  i tems,  notor 
cars m d  domstic  ag22.is.: !.ces 
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Televisioil s e t s  
Radio sets 
Domestic appliances 
Xotor cars 

l 
I 
i 

n',cl l0 baA 1 Expor ts  t o  the 
Exports 1 East (1) 

249 
228 
972 

5 9 944 

0.5 
0.7 
5 

42 

I 

6. These figures confirn that the COPZCOi~? countries ncke 
a point of buying from the West almost  exclusively t h e  raw 
nater ia l s  and plant which are  essential  t o  t h e i r  econonies. This 
poiicy can be readily understood if it is  remembered that:  

UrJer pressure from the USSR, a substantial  proportion 
of t'fie foreign trade sf the CONECON countries i s  
res t r ic ted  t o  trmsactions with their par tners   in   tha t  
organization, The GDR, Czechoslovakia, Poland and 
Hungary produce a huge range of  consumer durables; 
Romania and Bulgaria sel l   handicraf ts  and foodstuffs. 
All these goods find  outlets  within  the CEBCON.  It 
should'b-ë noted i n  t h i s  eonnection t h z t   i n  1970, the 
USSR impwted manufactured iterns t o  the value of 
1,933 a i l l i o n  roubles f o r  the Soviet  consmer market(2) 
and that 70:: of  these goods were provided by offier 
COI%ECON countries( 3)  . 
These countries are still l iving  in   condi t ions of " I.. 
semi-austerity as regards most consumer goods, Eastern 
policy-malsers may fear th&  the opening up of the 
nayket t o  Wes"ern goods, v.Thich arc  keenly sought 
after by the local population, could create  social  
problem  to  the  extent that imports f e l l   s h o r t  of 
demand. Rationing - premnlably by price - would put 
them beyond the  reach of mst potential  buvers. " 

" U  

(l I The term lrEastfF  covers  the Ea3.i; 1hrope.m cou*i-bries and t h e  USSR; 

(2) I.e. 18.336 of overall imports which to t s l led .  30,565 .million 

_I_ 

-the figures have been rounced off and do not  include sales by 
the Federal.. Republic of Gemsny t o  the GDR,, 

roubles. 
(3) Percentage based on five  categories of groups,  viz:  clothing, 

shoes,  furniture,  pharmaceutical goods and household goods. 

N A T O  C O N F I D E N T I A L  " 
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The quality and design o f  Western goods night  also 
show u2 the poor standard of Eastern  output. 

( c )  These countries  are  affl icted by a chronic  shortage 
of hard currency.  Consequently, consumer goods would 
have t o  be bought a t  the expense o f  imports which, 
from the  standpoint o f  economic expansion had been 
assigned a higher  priority.  In  addition, consumer 
goods are  bought on different  terms from those 
applying t o  plant and equipment and m y  credi ts  would- 
be f o r  a auch shorter  period. 

7. Any development i n  sales of  consumer goods (whether 
durables or- not) by  -the Western countries would .seem t o  be ' ' ' ' ' 

SuSject to a mwber of  factors: 

II. 

- greater   par t ic ipat ion by the COMECON countries  in 
international exchanges which  would enable them t o  
overcome t h e i r  O'nSeBSiGil  wit'n self-sufficiency; 

- inqxovener,-t in  the  output of the  Eastern  couTbries. 
Wbn the l a t t e r  are able to produce consumer  goods 
of a bet ter   qual i ty  and i n  larger quantities, they 
nay hme fewer  misgivings  about opening up t h e i r  
markets t o  Western goods; 

improveaent i n   t h e  standard of l iving of  the Eastern 
countries with the concomitant creation of  new denard 
f o r  bo t3  everyday and luxury items. In this 
cormection, an inprovenent i n  housing  conditions  could 
have far-reaching consequences; 

- opportunities f o r  Western exporters  to expand sales  
and ftafter-salesfl networks i n  t'ne Eastern  countries 
which  would receive  regular  supplies o f  spare  parts;  

U increase  in  the  currency  earnings o f  the  Eastern 
countries which  would give  then. a margin f o r  the 
purchase of  non-essential  items; 

"" PROPOSAL -. 

8. The par t ies  t o  a CSCE might agree t o  t r y  t o  increase 
the ahare o f  raanufactured consumer goods i n   t o t a l  EastiWest 
trade.  In  explanation of  the  proposal  the West would nake clear  
i t s  interpretat ion that  the above refers  primarily t o  an 
increase in  the  share o f  Eastern  imports o f  Vestern  uanufactured 
consurner goods. 

A. Advanta2es .*L" - for  the West 

(a) The Western consumer goods industry has a large outDai; 
capacity and i s  i n  search of additional  outlets.  
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III . 

(b) h y  increase  in  Western sales of  consumer goods t o  the 
Eastern  countries  could  act  as an incentive t o  
consmers  in those countries t o  press for a rapid 
improvement in   their   s tandard of  living. A 
developnent of  th i s  kind  could  foster  the  clinate of  
dbtente. 

B. Disadvantages f o r  the West 

(a) It i s  not  practical t o  press  ,the  Eastern  countries, 
with their  shortage of  foreign  currency,  to  purchase 
consmer  i tens i n  the Mest withou-5 pro-Jiiiing the 
neans of payment. To increase  their   sales,   therefore,  
the  Vestern  countries might have t o  step up the i r  
purchases  perhaps  not of  manufactured goods but a t  
l e a s t  of  agricultural  produce, raw materials and semi- 
finished goods. 

(b) The Easter3  countries w i l l  probably i n s i s t   t h a t   i n  
exchange f o r  their  increased  purchasesp  the Yest shouitd 
agree t o  raise  their  imports of  the  sane  type of  goods. 
In  t h i s  connection,  they  night a l s o  raise  the  question 
of quotas. 

(c) While the  authorit ies of  the Eastern countr ies   cm 
a r b i t r a r i l y  unload  Western goods on their marke+;sp 
the same is  not true i n  the Ifest. Even iS Vestern 
governments were inclined t o  accept a st ipulated 
amount of E:r?stem nznur;@actused goods, t h e y  would a s  
inarket cconoruy countries,  lack the nechnisas -kc# 
carny out any such undertaking. 

9. Recognition should be given to  the ihportance of the 
divers i f icat ion of  Western countries  exports,   in  particular  as 
regards consuner goods. However, for tactical  reasons,  takir,g 
in to  account  the  disadvantages  referred t o  under II3 above, and 
the likelihood of a counter-claim. from the East, the, proposal . .  l 

should only be  made a t  a suitable nonent in  the  context of  the ,a 6 

discussion of requests by Eastern  countries for an increase  in  
t h e i r  sales of manufactured products. . '  

I V .  TALKING POINTS 

10. In response t o  Eastern  c32iticisn  regarding the 
d i f f i cu l ty  of  finding markets i n   t h e  Vest for Eastern 
nanufactures,  these  countries  could be invi ted  to  make a non? 
thorough  study of the narket and to   br ing  their  goods more 
c loss ly   in to   l ine  with the   t as tes  and requirenents of Western 
concucrs .  

N A T O  C Q N F I D E N T I A L  
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PRICE FOFWATIOIJ I N  COPGCON COUMTRXES 

I. PROBLEM 

A. East/Vest  Contrast 
t 

l . In  contrast t o  the  formation o f  prices F11 :.Testem O- 
msulting fro12 the  influence. of a variety o f  narket factors, 
t h i s  process takes place  in  COXECON countries  largely by 

off ic ia ls .  These prices are generally  related t o  averafp 6lrec-t 
costs and certain,  but  not a l l ,  market factors have sone ixi'Luence 
on prica  formation b those  sectors of the econonies o f  COX3COX 
countries  in which economic reforms have been developing. Such 
influence  varies  widely from -one such country to  motlier - and 
between sectors  within sone countries -. and i n  relation t o  -the 
t o t a l i t y  o f  the narkets of the CONECON countries  thbs-influcnce 
is, and can be for a nmber o f  years t o  cone, no a o r e  thm 
narginal . 

'i direction - that is, a t   t h e  behest of .s%ate"'plramers and o"cher 

B. Obstacles t o  Western Exports t o  the- East 

2. Colmunist econonies are state-controlled axl, i f  the 
". 

decision  has been made t o  discourage  the inport  o f  c e r t a i n  'types 
of goods, all tha t  renains i s  the question of what mchaaisi~ 
will be used - outright ban, selective inport licsi?sir?,g, 
discriminatory grants :of foreign exchange facili-Cies o r ,  along 
others, priciag.. Thus, false pricing of  certain  Xestern goods 
i n  the East is not  the basic reason f o r  t h e i r   f a i l u r s  %O 
circulate  freely.  The underlying  cause is a brsic ,-ovemmnt 
polic  decision  to 1 i r G i - t  certain  inports  (especially C O  muier 
r?oods ancl discriminatory pricing is but one of  r2a2y tools  for 
$lis purpose. If the  use o f  'pricing were t o  be foregone, soue 
other nechanisa could be used. i n  its place, ,r 

3 
C. Effects on Tklestern Countries . I .  .. . 

- .  3. To t h e   e d e n t  that  pr ice  fornation by s,"ca%e direetion 
i n  C O E X O N  countries  affects  the  pricing o f  goods -SI& Ere 
produced m d  narketed  within.  each-of th6se c 6 u t r i e s   s e v s r d l y ,  

these  pricing  techniques  are  not a na t t e r   t ha t  need concern- 
?estem  countries. ... . ~ ,. . 

4 _. i' o r  are produced i n  one and marketed i n  another  such  country, 

4. But where tihe COP@XON practice o f  s ta te   direct ion of  
prices i s  applied t o  products o f  e i ther  Westeiw. 01- CO?.ZECOIl 
countries that are   be iw marketed i n  the other arm, it C':istorts 
the  narketing  enviroment that i s  see%as normal i n  Yestera 
countries and produces effects  objectionable t o  then. 

N A T Q  C O N E ' " - I . D E N T I A L  
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D. Differentiation between Trade Flows 

5. These effects  occur ln both trade flows but l e s s  
significantly in COMBCON inports  fron the  Vest. A large 
ppoportion of such  trade i s  i n  single  transaction  sales - thct 
fs, as with capi ta l  goods imports, the   s ta te  i s  both the  purchaser 
h d  the end-user; i n  such sales  the only price is t h a t   a t  vkich 
the  Vestern  supplier  agrees t o  supply - and no price-dis-korGion 
can ar ise .  However, where the  s t a t e  is not  the end-user - that  
is, the  state-controlled  foreign  trade  orgaOizations i rq0r-L and 
subsequently  supply  the goods t o  end-users  other. than s ta t e  
organizations - distor t ion o f  prices,  and thus of the narke-i; 
enviromlent, does occur.  This is because an a r t i f i c i a l  rise in 

,' price can be, and is, used both t o  r e s t r i c t  the end-user's clexand 
for the goods  and t o  reduce his guxchs&sg capacity in the general 

6, This part icular ly   appl ies   to  consumer c;ooOs i n  Tvhich 

' .  . i~arket  cont ex+ 
.l 

Vestern quality i s  often s o  markedly above t h a t  of  proGuc-ts f ron  
within  the COl'4?3CON Co-untries, o r  other  countries w i t h  which they 
have economic t i e s ,  that prices of  inports  fron  the !:.'est increase 
by as much as 1,000% between entry  into  the COPECON area md t h e i r  
rea&ing the end-user. 

7. The COMECON practice of increasing  prices OP 7es-Lerm 
goods t o  r e s t r i c t  denand f o r  such  products  night  provide grounds 
f o r  protest  by the West - especially when COPBCON i s  suppsedly 
encoalfaging the supply of these goodls, However, this is ur1lifrely 
t o  68 8 w t t e r   t h a t  could  usefully be pursued,  sinca tile COi.ECON 
countries have a variety of other - and a t  least ea_ually 
effectt;fve - nethods of inmosinn res t ra in t  on demand or even of 
stifling it. Such pr;f;ce h.eva%ion on entry i n t o  f; z1orl;e.t; i s  
s iwilar  t o  the  use of  tapiffs,   but as practiced by the COEX013 
countries it acts  as a system-of quantitative  res'trictions 
applied t o  a l l  categorie S of  imports. A s  such it could be used 
L o  counter COIECON cri t icism of  quantitative  restrictions  hposed 
OYY t h e i r  products by the Yest. 

E. Vqjor Effect 

80 It is  however on exports  fron COzlgECON t o  f:'es-tcrsz 
countries  .that  the naJor effect  of administratively  fixed  pricing 
i s  f e l t ( l ) .  There is  no nechanisn by which dones-tic p r i c s s   cm 
'be used as a yard-stick f o r  keeping  Eastern expor t  pr ices  h line 
with those  prevailing on Western markets Indeed regresentatives 

( 3  Sone Vestern  countries have trier!  t o  protect  thenselves 
fron this practice. In agreenents with the  Zast  they h m z  
included a provision t h a t  Eastern goods s o l d  in   the 
Confom,  price-wise, t o  the conditions o f  the  nzrket. 

" 

M A T O  C O N F I D E N T I A L ,  
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'l, 

9. In  trade  wtth one another it is thought thct COB3CON 
countries f i x  t h e i r  export  prices as an average o f  prices on 
world aarkets, but i n   t r ade  elsewhere it is a 1x.tter 02 
bargaining o r  what the narket w i l l  bear. It i s  however vir-bally 
iiipssible t o  obtain de ta i l s  o f  how the calculztio'L?s Ere pezTomed. 
Yhichever method i s  adopted the resu l t  i s  tha t  in sone cases goods 
:.:ay arrive ct unreal is t ical ly  low prices  in  countries where there 
i s  no central  control over irarkets, 

F, m i e s  f r o n  other sourceg 

IO. In principle  the  introduction  into narlret econoxy 
cowtr ies  of  goods whose prices  are  administratively Pixecl, ad 
vhich are   in   direct  co:.petiti.on  with hone production,  comtl5utes 
soze neasure of threat  o f  nzrkct disruption ant? c m  be m?dcsir&le. 
IIoreover, it may have an adverse  effect on the exgorks of ti1irc.I 
cowtr ies .  However, arbi t rary  pr ice   f ixing is not necessmi?!y bo 
the  disackmtage o f  Western i9pol"iing countries  vhere the goods 
concerned are nee&ee tSy%b~& are not  prosuced i n  th os^! countries 
zctd aTe priced  xore  conpetitively than similar goods frcu o-khcr 
sources: i n  so  far as i z p o r t s  into Western countries  are 
concerned  such goods are ltzrgely rzw nater ia ls ,  

.h 

l1  In  contrast  t o  raw sa t e r i a l s ,  f o r  which demn6. is 
i*easoilably regular and predictable atd production cm be 
Teliably planned, denand f o r  industrial  products fluc-t;v.a-t;cs in 
Yestem  narkets un&r the influence of 2 nun5er of  factors. 
This v o l a t i l i t y  o f  demnd is  l i t t l e  understood i n  C0I;ZCOR 
countries - where ignorance o f  ylarketing in   the  'i:estem sense i s  
vid.esgread - and the response of  these  countries t o  such z 
C!ifficult sector i s  t o  attenpt t o  warmtee  thenselves a shtzrc 
o f  the selected narkets for  industrial  products by seizing YG 
by a r t i f i c i a l   f i x ing  o f  pr ice   levels  of the i r   eqorbs .  

" 

. . .  

12, To raise  the  problen of the  effect  o f  t h e  %asten1 
system of  pricing on  14esterm exports t o  the COBECOi\T countries 
would be tantaao!umt to put-king into  question  the  i?~-tem.d 
economic n e c h a i s m  used Lq the  East, therefore this m t t c r  
should not be discussed 2-t a CSCE a t  the i n i t i a t i v e  o f  -the. ?est.  

13. However, the Eastern pricing  systen hzs an inpact on 
Eastern exports t o  Yestern narkets,  therefore  in response %O 
&tacks on Westem t a r i f f s  and CBs the Vest coulc'!. ar,ge  that  the 
&stern  pricing  systen  aay  give unfaIr competitive  ackmtages 
t o  Eastern goods on f ree  Western markets. 
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"4 1 7" 
cIM172268 

A,. Advantazes f a r  the West 

14. indications -by the West .of the  possible  benefits -that 
" the CONECON countries  zight  obtain by the  use o f  f a i r  y i c o s  in 
i'iestern  narkets could- encourage these  countries Lo fo l low suc3 
practices.  These wMle increasing CONECON exporters'  convertible 
currency  earning ~2;apcmity, thus  stinulating Eas-LfiTes-t; 'tradeo '7::ould 
a t  the  sme  t ine  benefi t  Western countries by rduc ing  the risk 
of  market disruption. 

B.  . Disadvantses f o r  the West . ' . . . . . 

15. The enphasis on benefits  t o  . the COHECOFT cowt r i e s  of  
f a i r   p r i c ing   i n  Western markets would not have  disaclvmtages 
for Western countries. 

III e R . Z C O T S O N  " 

16. The proposal should be adopted. 

i\ 

17. To counter  Eastern  attacks on Western t a r i f f s  
QRs, the Vest should point out  t ha t  state nonopsly of f o r c i s .  
trade, as practiced i n  nost COP4ECON C O U T ~ ~ ~ ; F ~ $ B ,  i s  at least  as 
res t r ic t ive   as   $Jes tem tariffs and QBs, and nost pyob&ly ï-1ox 
SO. Moroever, as Western coupltries continue t o  renoue CES on 
h p o r t s  fron COMECOPJ corntries,   there is a prugresslve wiC!enbqx 
o f  the gap between %be general ly   l iberal  Western ~ o l i c y  on i r q o r t s  
from the East and the very r e s t r i c t i v e   l k s t e r n   p o l i c y   ( i q l e x n t e d  
through s ta te   control  of foreign trade) on imports fron the 7es-t. 

13, Ehphasis should be put on the  long-teril acivantqps t o  
fne East of ,sett ing  prices  at  fa i r  levels  i n  Wc?s'cem LP-+ k,e-ts . a d  
of preventing the delivery of low-priced Eastern goods on x o z t  
nzrkets. One of these  advantages would be, i n t e r  a l i a ,  'cha-k 2. 
period of  consistent use of  reasonable  prices i,vl Vestern n a r k k s  
would consti tute a powerful  incentive f o r  a novec~n-l; f r o 3  
discriminatory  quantitative  restrictions towards leasures such 

l 

as safeguards. 

19. Possible Vestern concessions as regards quota 
res t r ic t ions  ((33s) should not be offered  nerely i n  returiz f o r  XQ 
agreenent by Eastern Europe t o  fix prices a t  fair  Westem r.xti5:eJi 
levels ,  but should be used by the West i n  the context of a cor?iitc 
denand that the whole protection  nechanisn a t  present operz'cing 
On the narkets of Eastern Europe should be disnawtled. 

20, The Eastern coumztries could be requested t o  give m x e  
information on the way the i r   p r ices   a re   se t  and what are  t h e  
c r i t e r i a  behiîld their  pricing pol ic ies  e 
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I. 

1. This paper i s  d e a i p e d  simply t o  give a brief  account 
' *  ' of the present s t a t e  of economic re la t ions  between -the Comnunity 

i, of the East Europeai? countries (as such), nor  does it attempt  to 

and the   s ta te   t rad ing  countries of Eastern Europe. Consequently, 
it does not  deal with rela.i;ions between member s t a t e s  ax6 each 

map out  the  i"e  trend o f  re le t ions  bet,ween the CoilraUi?ity and 
these  countries: It likewi'se re f ra ins  from touching on t h 6  
possible relations between the Community and CO?\GCO:: 01' between 
member s t a t e s  and the  Latter,  these  being so  Tar non-existent.. 

. .  

2. One of %he most interesting  aspects of Eumpeam? 
economic c!evelopn~cnt since 1955 has been the rapid r i s e   i n  
foreign  trade. This i s  due pzimarily to   t he   excq t iona l  
development o f  inter-European trade. Whilst between 1955 and 
1970 t rade between ?hrope and the rest of the world ras@ by a, 
yearly average of 8 F i 9  -t;he average f o r  inter-European 'c-ade was 
9.5y6, In  additioa,  inter-European  transactions  tihich9  in 1955, 
accounted f o r  30"; of world trade, had r i sen  by 1970 t o  LkO$, 

3 .  The growing interdependence of the  Europezi  countries 
inscfar as  'crsde is concerned has n o t  been a u n i f o r a  process. 
Generally speaking, development has been greater  wi-tbin regional 
groupings  such as the > S C ,  ZFTA and COPECON. 

4. It must  be pointed  out, however, that Vest Guropean 
exports o f  manufactured goods t o  the  Xastern countries  rose b 
L 4 t  per annun during the periGd 1955-1970, i n  other wore d S a 
?%e  same ra t e  as t r ade   i n   t he  same .goads between rnec:bey 
c a w t r i e s  o f  the  European Commwi-ty. During thts period, sa les  

I i n  IJestern Europe of East Eurppeaa e-xports of  these goods rose 
by .-..-,-m 3.1% per amm, This  percentage i s  on 2 par ~ L t h  tbe lncrease in inter-Xuropean trade in   these  goods. 

5. In addition, Cornmmist country exporbs of  raw 
materials anci base  products t o  Western Burope rose lizore rzpidly 

these goods from $he Xastern countries accoun-Led f o r  il?'; of 
t o t a l  imports i n  1969, as compared with 7$ i n  1955. 

tha t   the  Common Europem Tariff (CET) and the  quantitz..tive 
r e s t r i c t ions  on imports s t i l l  i n  force i n  member co-mti-ies of 
the Community are  not a serious  obstacle t o  the development o f  
East/West  trade 

<* 
" 

a - .  than  those from the r e s t  o f  the  world, Western irrlpox"i;s 02 

6., It may be concluded i n  the   l i gh t  o f  t h e s e   s t a t i s t i c s  
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F A T O  C O N F I D B N T I A L  

$ 4 1  <. 72-16 8 * . .  -1 f 9- 
7, The a t t i t ude  of the  Community towards the staee 

trading  countries i s  r e a l i s t i c  and highly  f lexible.  The 
Community has not  sought t o  force recognition by the  Eastem 
countries  but has been  concerned above 211 with hal-;mi-isiag 
and encouragj-ng Lhe growth o f  trade  relations,   bearing  in  nind 
the need t o  avoid any action which could hamper the  inplenenta- 
t i o n  of  the common commercial policy, It has stcted- ox several  
occasions tha t ,  i n  compliance with the  recornendation of  the : 
10th Session of  the ECZ Trade Development Committee, it i s  ,.I 

prepared t o  examine any problems that  might a r i s e  2s  a 
.consequence of . in tegra t ion  i n  accordance with a procetxwe. . . . .  

acceptable t o  a l l  the   par t ies  concerned. Also, it has invariably 
t r i e d   t o  adopt a posi t ive  a t t i tude towards the  various  jleelers 
put  out by the  Zastern  countries  without  giving t o o  mciz weight 
to   the  formal   aspects  of  these  contacts. 

8. On the  Eastern  side,   the  init ially  negative view of : 
the  Comunity*s chances o f  success has now given way t o  a much 
more objective  att i tude.  None tne less ,   the   Eastern  e t t i tude 
at; the  diplomatic  level i s  s t i l l  one o f  great  wariness. This 
negative  position i s  msinly  attr ibutable t o  the USSR which has 
been affected by the  ‘rimpact o f  integration1’ i n  i t s  declings 
with the  Community and views the  problem i n   t h e  1iZh-L of world- 
wide policy  considerations. The Peoples? Democracies, on the 
other hand, which export   agricultural  commodities and finished 
or semi-finished proilucts, are   maMy concerned with ta r i f f  
and t rade problems, the  agr icul tural   regulat ions and 
l i be ra l i s a t ion  measures. They are conscious i n  varying 
degrees o f  the  need t o  improve their  competitiveness 011 the  
Community market  through  negotistiom and are t ry i cg  t o  f ind 
wa S and means of achieving a q*realist iclt   policy t o  this e f f ec t  
tri T houtjeopardising  the  general   policy of the  Soviet  bloc 
vis-a-vis  the Community. This des i re  f o r  negotiation i n  sone 
form o r  other  with  the Community seems t o  have becone keener 
as a r e s u l t  of the  present  enlargenent which the Peoples: 
Democracies find disturbing froln the  economic standpoint. 

A, 

(a )  The autononous aspect 

( i )  The comon  external t a r i f f  

9. k common ex te rna l   t a r i f f  i s  applied t o  nQn-aembers 
of the  Community with which there   a re  no agreements. 

The common import system 

10. A commcsn import system was l a i d  down i n  EEC 2egulation 
nuniber 109/70, dated 39th December, 1969, t he  fundaaen-btal 
principles  of which can be summed up as follcws: 

J ”  
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- preparation of  various  schedules of  goods (one 
schedule î o r  each East European country)  xhich may 
be imported  freely,   fee,  which are  mot sub jec t   t o  
quant i ta t ive   res t r ic t ions .  These schedules a r e  
fta.utononous" i n  tha t  the  Cornunity may m i l a t e r a l l y  
revoke spec i f ic   l ibera l i sa t ion  measures should they 
be found t o  TZU? counter t o  i t s  in te res t s ;  

- 7  rovisions f o r  screening and regulating imports 
a t  t h o  request of a member s t a t e  and by decision 

of the Commjaission) which are  relatively  sensi-kive; 

- prooedure for the  adoption o f  adequate sc?.22guards 
i n  the  eveat of serious pregudice or t h rea t s  t o  
Cowunity  production. 

11. It shculd be noted in   t h i s   con tex t  t ha t  the leve l  o f  
cmmon l ibe ra l i s s t ion  ia the  franework of the EEC is p r t i c u l a r l y  
high at   the  present  t ime. The corxnlon schedule  provides Por the 
l ibera l i sa t ion  of 930,fcll tariff:  items and 60 p a r t i a l   t a r i f f  
items  (of -the1,030 i t e m   s u b j e c t  t o  the common ta ld .3)   in   the  
case af GATT and assimilated  countries. For the  E l s t ,  the  
number o f  i tems  varies frorn country t o  countryp  but it has 
already risen  considerably by comparison with t h e  l eve l s  
or iginal ly  h i d  dovm iii , the above mentioned RegùLabioi? mmber 
109/70 (637 full t a r i f f  items and 128 p a r t i a l  t a r i f f  i-terns f o r  
Poland, Czechoslovaki~,  BulgarZa, Hungary and Rommiz.; full 
tar i f f  items and 140 partial tar i f f  items f o r  the USSR aad 
Albania) 

12, A s  for fu-i;ure common policy on liberalisa-Lion, 2- 
decision of the  C o m c f l ,  dated 26th July, 19'71, s e t s  ou"i ru les  
for co-ordinating by 1974, the  process of  l ibera l l sa t ion  
in i t i a t ed  5y the Community countries  in  the  context o f  Lheir 
policy for imports f r o n  the  Eastern  countries. The n d i  
features  o f  

9 , .  

the system thus  adopted  are as foll.ows: 

agreenent on 8 maximum number of res t r ic t ions.  
which ezch member country underbakes KO-: t o  exceed 
i n  i t s  t ransact ions with the  Eastern c o u l t r i c s  as 
from 3ls-t December, 1974; 

a yemly  schedule for l ibera l i sa t ion  measures f o r  
the  period 1971-1974, the aim being t o -  cl iuirmte 
the  present   quant i ta t ive  res t r ic t ions axd gradually 
t o  bring them down t o  the l eve l   s e t  f o r  1374; 

compulsory consultations between member couatries 
designed 'Co ensure t ha t ,  should one of  them object 
t o  a l i be ra l i s a t ion  measure planned by aaother 
member . C O U I I ~ ~ Y ~  the matter would be referred t o  
the Cauncil. 
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M A T O  C O N F I D E N T I A L  

( i i i )  policy 

13, With regard t o  exports,  under  the  terns o f  Art ic le  113, 
the  Communiey i s  required t o  pursue a common commercizl policy. 
As things stand a t  present,  t h i s  policy  comprises: 

- on the  one hand, rules  governing  l iberalisation and 
r e s t r i c t ions  on exports  (Regulation number 2603/69, 
dated 20th DecemSer, 1969, Official Gazette  dated 
27th December, 1969, page 25); 

- on the  other  hand, export  assistance schemes, which 
are  applicable t o  the  extent  permissible  ulder 
in temat iona l  law, k common policy i s  also being 
worked out f o r  export   credits znd cred i t  Guarantees. 

14. A procedure f o r  consultation between menber s t a t e s  on 
c red i t s  of Gvzr f ive  years  h a  been in   force   s ince  J a x a r y  1965. 
Decisions t o  grant long-term credi ts   are   taken by 3enkt.r states 
only a f t e r  comments have been submitted by t h e i r  par-ixei-s. In 
addition, common pol ic ies  with regard to   suppl ie r  credits were 
adopted by the  Council on 27th October, 1970 md will coae in to  
effect   before  the end of  the year, along with the  coxesponding 
premium systems. Other aspects o f  common policy w i t h  regard 
t o  guarantees and excort   credi ts ,   par t icular ly  the tern f o r  
which c red i t s  should be awarded, inkerest r a t e s  and such l i k e  
consideratioas,  are  being examined. 

(iv) Ante-,dux-ging regulation 

15. Anti-dumping Regulation number 459/68 dated 
5th April,  1968, (Official   Gazette - 17th April ,  1966) s e t s  
eut the  procedure t o  be applied i n  t h i s  f i e l d  and also appl ies  
t C J  s ta te   t rad ing  coun-i;ries. 

(v) Ccmmon Agricultural  Policy 

16. The Common Agz-icultu.ra1 Policy i s  applied t o  the  
East YJ.hroppean countries i n  the  same way 'as t o   o the r  third- 
party  countries.  It should be noted   ( see   s ta t i s t ica l  J a ~ e x )  
that  the  East Lhropean countries*  share of Cornunity inpor t s  
has r isen.   In  1958, the  countries with planned economies 
provided  the Community with 4.196 of i t s  total   imports  o f  
control led  agr icul tural  goods. The proportion  rose t o  9,6Yi 
i n  1970. This more than two-fold increase was coupled with 
a four-fold  increase  in  the  absolute  value of Eas'cern exports 
Of these commodities t o  the Community, which totalled-  aluost 
half a milliard d o l l a r s  i n  1970, 

l?. A detai led examination of  import s t a t i s t i c s  shows, 
moreover, t h a t   t h e -  sales trends f o r  the   d i f fe ren t  planned 
economy countries have not been aidentical in. each sectos. 
The f luc tua t ions   re f lec t  a more effective organization or^ t rade 

I 

' C *  
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o r  g rea te r   ava i lab i l i t i es  of agr icu l tura l  produce. L L v  , 
certain  East  I?;uropean countries  have, because of inadequate 
local  production, b e g m  t o  buy from the West the   agr fcz l tura l  
produce - grain, pork meat, poultry and other goods - which 
they  previously sold t o  the Community, 

.,.._ . 18. The basic dacisions i n  this area .are: 

- Articles  111 and 113 o f  the Treaky; 

- .Cecision. of  92h .Octobe.r, 19,61 (Ofsicial.  Gazette . o f  
4th Noveraber 1961) c m c e r n i n g  th.2 st2~1dardisation 
of  the  duration of t rade agreements vir i - th  th i rd-  
pzr ty  countries; 

dated  29th December9 1969j , 
- Decision of  16th December 1959 (Official  Gazette, 

19. Tha decisioil of  16th December, 1969 lays d-ovm the 
proce5ure foi: nego-biating  agreemeats  with  third-parby  countries 
Since  the end of  the  t ransi t ional   per iod,  a l l  negotictions 
leading t o  ixea t ies  o r  new arrangements, o r  t o  the  nodification 
of  those  that   a l ready  exis t ,  must be conducts6 ir, c.ccor&i?ce 
with a Cornunity  procedure e The decision however proviCes, 
i n   T i t l e  III, f o r  the  si tuation  created by the   fac t  th-k the 
East European c o w t r i e s   a r e  s t i l l  opposed t o  such  negokictions 
on p o l i t i c a l  p ~ o u ~ d s  1% i s  s t ipulated i n  Article 9 "chat, 

pr ior   consatat ions,   authorise   bi la teral   negot ia t ions between 
member s ta tes  m d  cer ta in  third-party countries where 
nsgotiations i n  accordailce with  Article 113 are   not   possible(1 r,ormnwnit4; . 

20, Under t h i s  procedure, all   the  basic  provisioirs of the 
proposed  agreements insofar  as. t rade is concemed raw% .be 
subject t o  co-ordïi1ationd This co-ordination should c . 1 ~ 0  
produce conclusions which will serve as  guidance t o  %he nember 
state  during  the  negotiations.  

21. The agreemellts  between member s t a t e s  a& t i e  e i f fe ren t  
* "  East I3wapea.n countries are   val id  u n t i l  3lst Deceaije:?, 1974 and 

a l l  include a revision  clause t o  the  effect  that  the egreernents 
may be adapted t o  neet  the  requirements o f  the common commercial 
policy or be abrogated subJect to one year 's   notice,  

22. By v i r tue  of i t s  powers as regards  the  comoa 
agr icu l tura l  pol icy,  the Commission has agreed t o  a score o f  
narrangemsntsff bzsed o n  the   agr icu l tura l  re,.;ulations. These 
arrangements,  concluded between representatives of %-st 
European government departments and o f f i c i a l s  of  th3 Comission's 
s taff ,  comprise, on t h o  one hand, a cornitrnent  entered- i n t o  on 

(1) tPAofficia1 t rans la t ion  .. . .  
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G"(?2)68 - -4 23- 
behalf of the  third-party  corntry by the competent authori t ies ,  
t o   t he   e f f ec t   t ha t  expoi-ts o f  a given item will be paranteed  
a t  a predetermined level  (threshold  price)  and, on tkte o-tler 
hand, an undertaking Sy the Commission that,  in   re turn ,  it w i l l  
not levy supplementany  charges on the item concerned-. The 
arrangements a l s o  provide f o r  the  creat ion of a s y s t m  f o r  the 
exchange of  information  (see l i s t  a t  Annex) . 

B,  CO 

23. In the  muitilateral  context' ,   the Community has been 
a party t o  t rade agreements  involving  Eastern  countries. d 

- During the Kennedy Rtnnd, the  Csmmmity a s  such 
negotiated with Czechoslovakia (a founder meuber of 
GATT), whose s i p z r e  thus  appeared  next t o  t h a t  of 
the  Comrmity . 

- The Protocol  for  the  accession of Poland vas a l so  
. negotiated a t  Community leve l  duriKTK< Kemzdy 
R o u d  and i t s  Preamble s t ipu la tes  that: IlTine 
governments which are  contracting pcrties -bo the 
General Agreenent on Tariffs and Trade, -L;he 
European Economic Communi,ty and the Government of  

c the   Pol ish People! S Republic bave agreed z s  follows11 . 
- The Protocol f o r  the  accession of Romania signed 

i n  1971 w z s  also negotiated a t  C o m m e v e l ,  

- This i s  likewise t r u e  f o r  the  negotiations with a 
view to the  accession of Hun%. 

24. In  short, t h e  Community has, i n  compliance with 
Art ic le  110, s t r iven  t o  contribute to the  orderly  e:=paxion of 
trade with the s t a t a  trading countries of Eastern myope. It 
has, t o  t he  best of i t s  a b i l i t i e s ,  sought t o  smooth OU-; t h e  
d i f f i c u l t i e s   a r i s i n g  i n  one sector o r  mother. Iio-ilever, i t h a s  
been unable un i l a t e ra l ly  t o  f ind a solution t o  a l l  the problems 
fa.cing  socLalist . expoders ,  A l s o ,  i n  view of  the &mxmaL 
relat ions  prevai l ing between the Community alci Yne v?--': C A  AOUS 
Bastern  countries, it h2-s not been found possible t o  consider 
how t o  create  an economic and legal  climate conducive t o  a 
more notable  expansion of trade. 

25, With the  Co-mon commercial policy now estcblished, 
there  are now more real is t ic   prospects  of  tacklicg, together 
with the s ta te   t rading  countr iesp the wide range of problems 
raised by the complex pattern of trade,  This is  in keeping 
with the   po l i t i ca l  w i l l  t h a t  now exists  to  strer,gthen  ;2ast/l?est 
dbtonte. 

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

1. fn 1971 Cornunity imports from East Xuropean s t a t e  
trading c o w t r i e s  totalled $3,191 million, As c m  be seen 
from Table I, this represents a 157; increase ovër 1970, i,ë. a 

. .  greater rise tl1z.n %ha% recorded i n  1970 (+ 13:;) All %he 
L . .- ;.Eastern countries have succeeded in  stepping up their sa les ,  - 

although a t   d i f f e r e n t  rates. 

v' '2. P o l a d ' s  sales growth &S especially  notzblc, siilce it 
is  well above average md continues the trend noted Tor 1970 9 

when a 3O$ increase was recorded. 

Poland 
Romania 

a 

' a -  4 ,  After a two-year depressed  period,  sales t o  Bolmd 
have also picked u p 9  so much so that  Poland i s  now occuyying 
the third place instead o f  Fiornania; sa les  to Bulgaria, on the 
other hand, show a relative  decrease. 

N A T O  C O N F I D E N T I A L  
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In  mill ions of d o l l c r s  

Albanie 
Bulgaria 
GDR 
Hungary 
Poland 
Romania 
Czechoslovakia 
USSR 

Total 

45 . O 
3-09 b 5 474.3 

624.4 13,040.6 f 39424.6 1 115 

T A B U  III: Trade balance 
In mill ions 02 dolLars 

'5. It i s  c lear  from Table III that  the  dro? i n  the 
Community's overall   credit   balance i s  due t o   t h e  faLl-o$f in 
its net  earnings from transactions with the  USSR, whose sales 
t o  the Conmunity as in? 1970, although a t  a slower  pace, have 
s h a q l y  outstripped i ts  imports from t h i s  source. 

60 In  contrast ,   the  net   earnings f o r  transactioils vi-th 
the  Peoples' Democracies  have gone up by 6276, impol-ts Prom 
these  countries  having  increased by 16% and exports t o  them  by 
24%. 

7. In this respect,  however, it should be noted tha t  
all the Peoples' Democracies are  not  i n  the same posit ion.  

' l' 
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8. The d e f i c i t  o f  Bulgaria, Hungary and, above a l l ,  

Czechoslovzlris vis-&-vis  the Cormunity has  increased: Bulgaria, 
by $10 million; Hungary, by $56 xi l l ion ;  and Czechoslovakia, 
by $39 million. ThLls, the total def i c i t  f o r  these three 
countries now stands at  $260 ni l l ion ,  i. e, $106 n i l l i o n  more 
than i n  1970. 

3. On the  other hand, Romnia*s  deficit  has dropped from 
$35 million t o  $17 n i l l i on  and Albanials fron $6 n i l l i on  t o  
$5 &!illioi?,  while Toland has  increased i ts  ne t  earnings fron. 
$56 d fi il lion t o  $69 nillion, The CDFi, however, shows a de f i c i t  
of  $8 n i l l i on  Ynis year, as against last  year's  credit  balance 
o f  $14 million, 

10, In 1-970, as i n  1971, Cormunity exyorts  consisted rilainly 
o f  nmufactured coumodities, a=& especially  cagital goods, 
whereas inlports f r o n  the Eastern  countries  consisted. 02 
agr icu l twal  ?!roducts, raw na ter ia l s  and seni-finished  products, 

LI, The low proportion or" nmufactured goods imported 
from these  countries is  not due t o  the cowon  comnercial  policy. 

12. T n e ,  the  quota system i s  not desigmed t o  proaote  trade 
in   these goods. rYoweverp by helping t o  standardise  trade 
practices md by restoring a more stable atnos here, quotas 
indirectly  exert  a positive influence on East P West t rade  as  a 
whole. Often, t o o )  they  are only part ly  used up, which groves 
that   the  real 13roblsn l i e s  elsewhere. 

13. The basic  qwstion Î o r  East/West trade at   the   present  
t i ne  i s  whether o r  not  the  countries with plarmed econonies will 
be zble t o  change $he pattern of  t h e i r  exports t o  the West 
without delay so t ha t  East/i&st  trade -takes broadly the saie 
form as t h a t  between the   i nhs t r i a l i s ed   comt r i e s .  

1L;. The proportion of  namfactured goods iaporled from 
lhhe Eastern  countries t o  the Commnity renains  virtually unchanged, 
especially bearing in mind the ef fzc ts  of the th i rd   indus t r ia l  
and technological  revolution. As i n  1958, only 22% 09 imports 
fron the USSR CoiTSist of  mnufactvred goods, vrhich accolmt f o r  
a little nore than 39% o f  Inports f ron  the Zast ELr0pea.n countries 
as a whole, as against 27.1% i n  3.958, whereas in   the  same period 
the  proportion of  nanufactured goods i n  the  Com7mity1s  iuports 
from al l   the   inclustr ia l iseà couYltries rose fro?! 45% i n  1958 t o  
636 i n  1970. It i s  true  that   these cour?-tries  produce sor~e goods 
especially f o r  elmort, devote  great  effort t o  marketing, pay 
mecial   a t tent ion t o  advertising and t o  consmer tastes and 
rëquircnents, do t h e i r  best t o  consglidate  t ies with consmiers 
and have established highly efficient  after-sales  services,  The 
fact t ha t  some countries were newconers our tne market f o r  cer ta in  
commodities has not proved t o  be an insuperable  obstacle, as i s  
demonstrated by the headway  made by Japanese s a l e s   i n  key sectors, 
such as  electronics or cars. 
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15. In 1958, the  countries with planned econornies provided 
4.196 of the Commnity' S overa l l  iraports of res t r ic ted  
agricultural-  products;  in 1970, the  proportion  totalled 9.6% 
This w r e  than two-fold increase was coupled With a four - fo ld  
rise ia the  absolute  value o f  East European emor ts  of these 
products t o  the  Comunity, which to ta l led  nearly half a ni ' l  L iard 
dol lars  i n  1970. * 

16. 1% i s  true t ha t  during the last  t en  years, the  pattern 
of agricu7_tu-e  has undergone n%>y changes it? both East. ,ad.Vest. 
Consunption has altered,  and with it denand, so t ha t  the 
a7\railabil,ities Tor export  are  not t h e  sane. Kor has  production 
developed mrifornly in a l l   s ec to r s  or i n  all CouiltrieS. 

Eastern counb5es came t o  $208 n i l l i o n   i n  1970, whereas i n  
195E they  totaLled only $17 a i l l i o i a ,  and o i l  seeds axd o i l s  
have r i sen  f r o n  $7 n i l l i on  to $86 nillion; pa in   i upor t s ,  which 
used t o  head the l i s t  ($24 n i l l ion)  for quota-restric%ed East 
European agricultural  products, have U A ~ J T  a l i t t l e  more than 
doubled ($59 ;2ll?,ion) and egg ixzports have :fallen fron . 

$22 n i l l i o n  t o  $4. ni l l ion ,  

' 0 

17. For exaaple, the Comunityts beef imports fron the 

1-8 Norecver, a searching  analysis o f  the  inport  
s t a t i s t i c s   r evea l s  that the sales of the  different plamed 
econonly countries have not developed U;2ii"oniSy i n  each  sector, 
These f luctuat ions  ref lect  -.a -rilore-.efficient-"t;rade--orga~ization 
o r  be t t e r   ava i l ab i l i t i e s  of agricultural  products.  In amy- j _  

cases, as a r e su l t  o f  inadequate local production, sone East " I - 4 .  -.--- 
European countries have started  to  procure frorn the Yest 
agricul tural  proche-l;s (cereals, pork, poult-ry, e tc ,  ) which 
they used t o  export to the  Comunity. 

. .. 
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I. PROBLXN 

A. &i&lscal  i3ank.ound 

l. PA considering “ce evolution of  COPGCON countries’ 
foi?eiga t radep a dis t inct ion must be &-awl betyeen the USSR and 
the rest 02 the CO!.%!3COM. 

(a) =e “i USSR 

2. The Soviet U-r~ion is only t o  a limited  degree  dewndent 
on fok-eigfl tmde  : exports represent about 2.5;; of  GSP (&inst 
4-.2i: f o p  ’Che United  States) a;Id about $52 per head o f  population 
(against about $216. i n  the United States) .  This s i tua t ian  is 
due t o  geo-econonic and historica:! factors. The USSR disposes 
o f  an inmense t e r r i t o ry ,   r i ch  i n  resources o f  a l l  kinds. Its 
s i z e  and poTulstion mak it possible, as i n  the  Mited.  States, 
to carrry oil the 2ui l  mng,’e of econonic ac t iv i t i e s  sl.rid t o  produce 
on’.a large scale. Traditionally the Russian policy  has been one 
of achieving independent ecollomic power t’nrough self-sufficiency. 
Nevertheless, i n  receat yeam this pol-icy has baen attenuated 
by a shift in Soviet p r i o r i t i e s  towards procuring high technology 
items9 e .  g. CODTU~CTS, electronics,  chenicals,  not  readily 
available from domestic o r  COXZCON sources. This trend has led 
to an upturn of  general  Soviet  interest En .foreign  trade which 
is  l ike ly  t o  rsrmin ac t ive   in  the shor t  and ne~3um tenns, and 
w i l l ,  doubtless, produce a more f lex ib le  outlook i n  trading 
with the Vest. 

3 .  ‘Ln-til l-ecertly,  the  Soviet  attitude towards îoreign 
trade  indicated a lack of  preoccupation with rnarke%ing, However, 
the Soviets  are  beginning t o  show increasing awareness of the 
iaportarce of marketing  teclmiques i n  developing t h e i r  comrnerce 
with the West. TAis has been reflected in certain  prestige 
comercia1  areas, such as airci-aft sales; the  Soviet Union have 
mdep for  exmple, jo in t  arrangements  with a nuaber- o Î  Westem 
companies t o  p~omote  sales  of: the Yak-40 a i rc raf t .  As regards 
trade with the Wes’c, about a f i f t h  of  total   t rade,   the  USSR has 
been a substantial  e-xporter of  agricultural  produce, tii;lbeT, 
ores,  fuels  a.nd semi-manufactured goods. For most of these 
products there have generally been ready markets obviating  the 
need t o  study the evolving wants of buyers i n   t he  world. Most 
Gf the  exports OP enginesring and other aanufactured  products 
are  destined  either t o  tha COl4ECON area o r  $0 cer tain LDCs 
receiving  Soviet  aid G econori?,ic and mili tary - there the 
question of marketing  hardly arises and the  pol i t ical   not ivat ion 
behind fnis trade i s  often  strocg(2-j. 

) Soviex-trade wl-hel- Cwmmist countries and l i i th LDCS 

i 

- 
represents  respectively  about 65% attd about 13:; of the total .  
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4. ale   l imited importance of foreign  trade  in  the  Soviet 
economy, the syz.tem of  centralised  control,  and the Etate 
nolzopoly OZ foreign  trade have nade it possible foi- the  Soviet 
leaders t o  subject  their   foreign  trade t o  p o l i t i c a l  consider- 
atiol?s. This i s  par t icular ly   t rue  in  the case of Soviet  trade 
trith other Conaunist  countries and certain developing COtli?trieS 
e i ther  vihen it has been a r t i f i c i a l l y  boosted (Cuba, Egypt  and 
the CONECON area)  or when it has been suddenly  broken  off 
(Yugoslavia i n  1948, China i n  1960, Albania i n  196L) . Trade 
with the West is  based on s o l i d  ecoaomic reasmEs0 bu-i; hero  t o 0  
there hava been .instances  in  the past .of. polit ical   interference: 
e.g. Finland, Israel .  

(.b) East European countries 

5. The posit ion o f  the six smaller Zast A%ropem cowt r i e s  
i s  very different.  Kone o f  then has a range of na te r ia l s  
anything l i k e  tha t  possessed by the USSR; inports o f  these  zrs 
essent ia l  f o r  their  ixdus-trial proparmes Their internai  
markets are srsall and t o  produce on the scale  large enough t o  
be rea l ly   e f f ic ien t ,  they m i s t  limit the i r  rmge OZ output and 
spec ia l i se   in   cer ta in  lines. They are more dependent on foreign 
trade than i s  the USSR, although the  degree of  dependency does 
vary  considercbly, The r a t io  OP exports t o  GNP gives a measure 
of -€S dependence: Romania aqd Poland, about 10"; 
Czechoslovakiap East Gerumy and Hungary, between 14% and 17%; 
Bulgaria, s l igh t ly  over 20?0 

6. Yhile, as i n  the ixter-war period, the foreign  trade 
of  these  countries was overwhelxaingly with i:bes-tern Europe, Gernany 
in ,par t icu lar ,   there  has been a complete reversal  as a r e su l t  o f  
t h8   po l i t i ca l  changes which took place  in  Eastern Europe a f t e r  
1945. With the exception o f  Romania, which does alxost half of  
its, foreign  trade w i t h  nonz-Corilmunist countcies, all the other 
members o f  the Warsaw Pact have conformed t o  what has become a 
regular pattern  within COKECON, t ha t  about two-thirds of  f o r e i g  
trade should take  place with socialist  countries. The Soviet 
Union has becone the dominant tra6ing par'Lner through i t s  hold 
over  production  Organization and markets, u t i l i z ing  i t s  b i l a t e ra l  
,trading  agreements t o  'impose on the  other members a ' t rade   pa t te rn  
t o  s u i t  i t s  own p o l i t i c a l  and econonic aims, These agreenents, 
within  the .COf.TECOM framework, therefore, have  been used t o  pre- 
e c p t  the  Eoreigp trade po'cential 09 the &st European countries 
and, thereby,   res t r ic t  the poss ib i l i t i es  of expanding trade with 
the West. 

7. Other serious  inhibiting  factors  include  Soviet 
pressu-res  towards greater economic cohesion i n  COKECON via the 
20-Yea- ''ConIpleX htegration  Programerf , appr&&d in &&Q? 3.971, 
which provides f o r  such  developnents as multi lateral  plan 
co-ordination,  financin  t@rough the Noscow based and sponsored 
IBEC and I I B  agencies(1 7 , a unified  currency, etc. 

7x1 WC : International ~ank ~ c r  dcononic  Co-operation 
I D  : International Investment BW 

l 

4\ l A T O  C O N F I D E N T I A L  
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If t h i s  integrated  policy were to  prove  successful, it could 
decelerate  the  impetus towards greater  East/West trade  over  the 
next two decades(1). AlLbough it i s  somewhat ear ly  t o  judge the  
ultimate results of the V’Complex Integration Pmgramme” i t s  
i n i t i a l  phase has thrown up a lhsage  number of  technical and 
organizational  problems, and the chances are khat f u l l  imple- 
mentation a11 take many yearss  Inevitable  resentment by the 
other  Eastern  countries a t  Soviet   efforts t o  hinder  further their 
econornic“’autonomy could  well make t h e  USSR l ess   en thus ias t ic  
about maintaining an unreal is t ical ly   high volume of %rade  with 
i t s  COMECON partners,   al though  poli t icd.   factors w i l l  a u b t l e s s  
ac t  as a counter-balance hereo 

7 . ”  “ _ _  

B. 

8, Traditionally, the highl,y i n s t i t u t i m d i s e d  systems of 
centralised economic controls  throughout COMECON p and especially 
tha t  of the  USSR, have  been less concerned with expanding foreign 
t rade than  with satisfying  domestic  industrial  targets,  Foreign 
t rade with non-Communist areas ,   in   par t icular ,   has   hi ther to  been 
considered as containing an eleaent of r i s k  and uncertainty, It 
seems tha t   the  USSR, however, is now emulaticg  increasingly its 
COMECON p a r t n e r s   i n  that i t s  growing technology and consumer 
requirements  are obliging it a l s o  to  take a g r e a t e r   i n t e r e s t   i n  
trade with the West, In addition, it i s  d e a r  that  i n  many 
res2ects  the system of  central ised economic control,  based on the  
Sov ie t   pa t t e rn ,   f a i l s   t o  meet many of the  requirements of the  
East European economies with  their   grester  rel . iance on foreign 
comaerce. The Eastern  countries do have a  strs”--,ing need for 
imgorts which cannot  be sa t i s f i ed  by Sovie t  capabi l i t i es ,  
especial ly   in   the  industr ia l   sector :   imports  of  heavy  machinery, 
vehicles and technology by the:Eastern  countries  rose a t  an 
above-average r a t e  o v e r  t h e   l a s t  decade re f lec t ing   e f for t s  t o  
advance indus t r id l i sa t ion  a td  growth, It should  be added that 
central  planning  does  not  appear to- impede bulk sa les  of Soviet 
raw materials, fuels and ag r i cu l twa l  produce, 

9, A sector  highly  affected by centralised  planning i s  t h e  
consmer  f ield.  East Zbropean consmer  preferences and t a s t e s  
have  tended in the   pas t  -h be  largely  ignored by the  planners; 
howeverp throughout COMECON, an increasingly  sophisticated 
consumer orientated  market will presumably  cause more graphic 
shirts t o  occur i n  -the Eastern Europe trading  patterns,  Clearly, 
something must a l s o  be done about  the  fundamental economic 

(ci) For example, Soviet  sources  provide  for an 8% upturn i n  
intra-OOMECON t rcde  by 1975 compared with  apprcximately 
6% with the West (average annual ra tes  of  increase),  

N A T O  C O N F I D E N T I A L  
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12. It could be aqgued- th& t h i s  weakness of the COL~E!U '~~S~  
nonetary system docs not  directly  hinder East/lVest 'cHC) L ,de since 
transactions are nearly always effected i n  Western currellcie,s; 
This is not  quite so since at present  the Coillnunist comltriesp 

c 
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1' 

3 

i a  principle, keep separate their  intra-COHEXO?J trade Sroa %heir 
trade with non-Comunist countries. At this  stage, one of  the 
lixits t o  the expasion of East/West trade is  the 5zar-d currency 
emning  capacity of  CO?BCON countries,  including the l o m s  ax? 
credits they can obtain. 

- .  . 

(ii) Relation between donsstic and f o r e i L t r a d e   g r i c e s  - 

13. Elle absence o f  t h e  link between donestAc m3 foreigx ., 

t rade   p r ices   in   the  COFZCOH countries neans tha t  there is 110 way 
OP assessing the extent t o  which foreign trade is  desirable- 
i n  econonic  tern-s. I r q o r t s  fron abroad are nomally desthecl t o  
xeet  scarcities. 3loreov~.r, Western countries  are t o  soae aAmt  . -  

also concerned by the uncertainty  as t o  real   cost  o f  CCI?U,COi? exyorts 
as evidenced by the  recurrent  preoccupation with the p o s s i b i l i t y  
OS dmping. The absence o f  a coherent csost structure my ~ L S O  
ezqXlain svhy it has been possible  constantly  to  rezert-e t o  socialist 
countries the convention81 proportion o f  two-thirds O% COPECOS 
countries'   total  foreign  trade. 

(iii) Further obstacles 

14. The s t a t e  illonopoly o f  trade and centralised p l m i n g  
have also created a nuilber o f  practical obstacles t o  Eas-k/:Qes-t 
'kade which are   br ief ly  recalled here as nost of  *then! laz,ve already 
besn &alt  with in   o ther  papers: lack of business contacts 
between Eastern and Western fims; unnecessary secrecy i n  trade 
xetters, even i n  %be s t a t i s t i c s  of foreign 'trade; sL7ecixen 
coatr2.cts  contain chZwses which tend t o  discrinimte q,-aAns-i; 
Yestern busbessiaen;  disci*i2ination  through adainis-krativs 
yrocedures against  particular  countries and firm; f o r  cer-tah2 
services Uestern f i m m  w e  forced t o  use organizations 
designated by the East (e.g. t r m s p o r t  and baiking) . 
II PROPOS-J.L 

15. Without, of  couiAse, seeking  the  introduction of 
 enta tal. chmges in the econonic systers. o f  the &stem 
countriesp Western countries coulcl avai l   themelves o f  -%he ,.. ,... 
opportunities presented a t  a CSCE t o  eqhasise that the na jo r  
obstacles t o  real is ing the. full- potential  o f  East/?!est t r d e  w e  
in t h e i r  view those outlined i n  paragraghs 7 t o  14 above. Yestern 
countries could exyress their   will ingness t o  co-operzte wi'ch t h e  
Eastern countries i n  exaaining  the  possibility o f  uinbAisLx the 
effects of these  obstacles. 

N A T O  C O N F I D E N T I A L  
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IV. TALKIfi~G~OIPITTS ” 

17. As regards Eastern Europer there is cclllsir?erable s c o p  
for increased  trade with the Yest provided that there is  soxe 
re-orientation i n  the procluction pattern,  .However, equal 
e%phasis should be placed on the ent i re  range of  trade pronotion 
zct ivi t ies ,   especial ly  narketing , hitherto  largely ignored by 
the  East, especially t’ne USSR. Western markets shoul-d be 
surveyed i n  greater depth and Eestern production  patterns 
rrodified  accordingly. 

c 

l ’  

IS. Nult i la teral   t rade and set t leaent  should be  encouraged; 
i:lerch=ts, firm and trading organizations should. be free t o  btry 
and! sell  i n  narkets of  their  choice  wiwout hzving -i;o sQbnit t o  
the requirenents of a bilateral   clearing and sett lenent.  

‘4 I 
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I. PROBLEN 

1. Hithedo, East/West trade has  not been hindered  through 
lack o f  finance, The Eain  source or" .'?bance at   the  disposal o f  
Zastem  countries  continues *O be export  credits  guarmteec by 
';(restern public o r  semi-public ins-t i tu,t ims, a systen which d l o w s  
f o r  a certain mount  o f  superv'%§i&n and control over the  volwe 
m d  terns of credi ts  extended to  the  Eastern  countries,  ?!hile 
the  size  of  the  deals  currently under discussion with thz Soviets 
involves financial  comit-aents o f  a size and duration which w e  
clore akin t o  investments and which w i l l  require  su'ostaatial 
private  capital ,  it i s  expected ths t  the main source o f  f i n a c i n g  
will continue t o  be pr ivate   credi ts   warmteed by p 3 2 i c  o r  seni- 
pu5lic  institutions. Thus, a t  the  present  tine,  there i s  na 
apparent need f o r  any new Western ins t i tu t ion  t o  f inalce Eastern 
purchases i n  the West. 

2, The individual  Eastern  countries  are  steadily adzpting 
their   f inancial   ins t i tut ions  to   faci l i ta te   the  cont inue6 infLov 
of  Yestern  financial  resources. The IBEC (the  Interna-kional 
Emk f o r  Econonic Co-operation), which was previously conzccmed 
naLnly with clearing intra-COr4ECON trad-ep has borrowed i;l d.1 
about $140 n i l l i on  f r o n  Vestem  consortia. Though r~o6-es-t i n  
ther?.selves  these sums are  thought  to be ?.;he prelude 'GO larger  
l o a n s ,  It is  possible,   too,   that   the I I B  (the Interjational 
Investnent Esllzk)y recent ly   set  up t o  finance p ro jec t s  v,%ich vo~.Ld 
pronote  integration  within the CCT%EC0EJp might seek fmds on  ~ e s t e r n  
narkets. These insti tutions  coald becone a screen be'crreen $he 
ZasL European cow:bries a d  other  sources o f  funds i n   t he  Vest 
which would nomally be directly  available t o  therl. The & s t  
Dmopem countries ai&%- t;here$ore, find it more d i f f icu l t  -bo 
pronote indus t r ia l   p ro jec ts   to  which the  Soviets  night objec-L, 
thus  further  strengthening  Soviet&mrtrol  over  their  econoides, 

" 

30  It can be argued tha t  a new s iwa t ion  i s  energing,  the 
economic  and pol i t ica l   inp l ica t ions  of  which c a l l  f o r  new 
att i tudes( l) . ?&ereas over  the  five years 1966/1970 the average 
02 new credits  granted t o  the USSR by NATO countries was 

(l) Vestern in-Volvement in   the  Eastem econonies -i;&es several 
fomm . (a)  In  the  past ,  We:;tei*n capitnl  equipnent vas aor- 
nal7,y so ld  t o  Eastern couMtr.iles on credit  terns, (b) ?he 
Soviets increasingly favour i3e  arrangenent vhereby capi-ka.1 
equipment delivered now i s  paid f o r  by n a t e ~ i a l  supplied l a t e r  
which does no t  entail  foreign  equity invrtstmeat ia Soviet 
enterpr ises ,   (c)  Sone East European countries  are  nrepared 
t o  accept  ninority  equity  investnent  in  their  ente-%prises as 
a.n aspect, of indus"cia1  co-operation, (d) Loans rslised by 
Eastern bmks on l?es-tern makcets do not involve equity 
inve 3 tnent 

U 

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



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

$1.1 milliard, a figure of $3 milliard has been rdentioned recently 
in oonnection with a single US/Soviet deal. There have been 
suggestions  that   the  t ine has cone t o  s e t  up an of f i c i a l ly  ' 

sponsored Western consortian, i n  which a l l  f inancial  groups, 
l a rge   o r   mal l ,  might participate,  and which  would be i n  a 
position -%O exercise a neasure of supervision ove:- 'the flow O:? 
cs2i ta l  t o  the  East. So far the  idea has not evoked mch 
en-Ylusiasn in   o f f ic ia l   quar te rs ,  which would prefer that  
existing  institutions  continue t o  adapt  themselves t o  the 
changing situation, 

4. Nevertheless, it is possible  that  on the  occasion OP 
discussions i n  a CSCE certain  East European goveim~ents might 
ca l l   fo r   the   c rea t ion  of a jo in t   o f f ic ia l  European financial. 
ins t i tu t ion ,  A t  present  there is  l i t t l e  reason t o  believe that 
such a bank would serve a usef'ul  purpose. A t tmpt s  by the i1eTJ 
Vestern bank t o  o f fe r  a new alternative t o  COMECCON financing 
would most  l ikely  lead t o  f u r t h e r  weakening of  credit terns m d -  
encourage further  financial  overextension by certzin East 
European countries. The ins t i tu t ion  would by i t s  n a b r e  be 
hi&hly pol i t ica l .  It i s  also  possible  that t o  gain  Soviet 
acceptznce  the bank would have t o  accommodate t o  Soviet desigq 
and that, i n  fact ,  it would supplenent and strengthen CO?.BCCT? 
insti-hltions rather than weaken then, In any czse, even if the 
Vestern  authorities  decide t o  create any new institu.i;ion  in 
this field, there would be no need t o  discuss the scheme ?,rith 
t h e  East o r  t o  Just i fy  it a t  a CSCE. 

Easterr? attitudes 

5. Eastern  countries would no doubt welconz any increased 
x c e s s  t o  ??estern  capital,  but  since  there does not zqpear -%O ilEive 
been any hindrance t o  the flow o f  capital  so  far,  tiieir ii1twes-t ' 

in -the idea o f  a new ins t i tu t ion  would probably be pronpted. by 
other  considerations, They night well reckon, f o r  instmce,  'Ghat 
FL j o i h t  o f f i c i a l  body would probably be l e s s  preoccu2ied wiq;h 
t h e  purely  business  aspect of projacts than banking consortia. 
They might also see i n  a body of this kind an indirect   aems of 
securing goveulnr,len~-to-governnent loans , 

6. The likelihood is  that the Soviet Union would be l e s s  
in te res ted   in  a j o in t   o f f i c i a l  body than  the  smaller  East 
3uropean states. Despite  the  fact  that  in  Soviet plans 
political  cansiderations  often outweigh purely  econozic ones, 
t he  Soviets   night ,   in   fact ,   prefer  t o  deal with Western f i n m c i a l  
Lls t i tut ions ra%hcr than have Western govemaents  sc-mtinising 
-their projects and perhaps  giving  preference to  those which 
could enhmce the econonic independence of the  East 3uropem 
s t a t e s  . 

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

'r 

7. There i s  evidence t n a t  over the l a s t  few years -the 
Soviets have been trying  to  gain sone control  over the? f l m j  of 
capital  fron West t o  East, so  as   to   protect  Cormmist countries 
such as Romania,  from beconing t o o  dependent on the   cap i tz l i s t  
?Jest. One neans o f  achieving this ain would be t o  chamel, 
;;:estern capital  through the COP!LECO!\T banks. The USSR does n o t  of 
course  control  their  decisians,  but i t s  influence i s  strong. It 
i s  l ike ly ,  for instance,   that   the USSR would balk projects 'cha'c 
tvem i n   l i n e  with i t s  own concept of planned integrztio-vl and 
would be luke-wzm t o  projects that night a l t e r   t he  iniktstrlzl 
s t ruc tu re   i n  an East European country so a s   t o  n&e iJc less 
dependent on intra-COPG3CON, and nore on East/West , trade. So far 
the  Ezst European cotmtries still  have direct  access to Vestern 
capital  as well as through the CONECON b d s ,  M c  LQcrescet! use 
of the new nachinery will akmst certainly restric-L their  
freedoneof  action i n  t h i s  respect. It is, therefore, by 110 
Tleans cer ta in   that   the  USSR would welcome a new institution 
which  would  be a rivp.1 channel t o  the IBEC and whi-ch Eight 
sake it easier  for the  East Xuropean countries t o  obtain C q F t a l  
€ o r  projects more to the i r   l ik ing  than MOSCOW*S. 

(b)  Vestern a t t i tudes  

8. There i s  no evidence that  the  business world is 
particularly  interested.  in government involvement i n  t h e i r  
financial de&s w i t h  the  East, Sone groups, however, night 
welcolne the idea of aa ins t i t u t ion  if it seemed t o  offer'the 
prospect of goverment guarantees OX loans. 

9. There i s  moreover no evidence that Mestem govermrle:?ts 
are  anxious t o  assume a comitnent  in  this  f ield,   nost   believkag 
t h a t  the  present  arrangezlents  should be allowe6 t o  ca-ture. They 
would, understandably, be reluctant t o  comit public noney t o  such 
m inst i tut ion,   the  more s o  as Western banks could  3rovide al-l 
th2 funds which could be econonically  eqended. Eve11 if Easter?? 
govemmnks should press the  matter,  Vestern  govements T:OV-C- 
not be pyepared i n  present circuustwces t o  participa-be. 

1 7  

II. PROPO~AL 

I O .  Western govemnents  should  not take any i n i t i a t i v e  i n  
the se t t ing  up of  G. new internat ional   inst i tut ion to f a c i l i t a t e  
the  granting of fimince t o  the  East. If, however, the  ma"cter is 
brotlght U? by the  other  side,  they might reply  that  in presenJc 
circumtances ancl taking  into account the adequacy of  exis%,i.ng 
nechanisms, the  creation  of a new f inanc ia l   ins t i tu t ioa  would 
o f f e r  CO advmtage. 
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I .  

. . . . . . .  
I : ,  

. .  . ,  . . . . . . .  . .  
. .  . .  

, ;  :.. , I . , :  . 

. . . . . .  : . . .  - . 
. . . . . .  . .  . . .  . . .  L c ........... 

. .  , , .  .. ,. , I ,: 

. . . .  .'' - -  . i . ' " ' l ' ' .  Corn@P@ 'with, :the'  'financial  contributions.'o.f  the  Western 

East European countries  .t'a'  Third  Yorld  developing  'countries  is of 
only n,omi.Gal value: There ,are strong  political  motivations  behind 
such aid  which., moreove.r;:];,&s sub jec-t .to  inflexible  and  ungenerous 
conditions. 

industrialised coun t r i es ( ,q  the  volume of'. econo@i.c: aid  from . .  

:. 

. . . . . .  . .  '. , . 
... . .  

. .  ! I .  
. , ,  , 

I . . ,  
. .  .i . .  

. :. , . . . . .  . . . .  
. .   . .  (1 1.'" Flow of financial  resources .:ko ,the  Third World in 1970:',,, ; '  

. .  . I .  . .  
. .  

.;(in mil1iard.s of $) 
. .  

. .  . .  . . .  
. .  

. . .  
Developrnen-t  Ass$s:i;ance  Committee ueinbess (.OECD). (Austr;ali$'j 
Austria,  Belgiwng Canada, Denmark, France, Ge.rmax~y, Italy.;.' Japan,', 
Netllerlands, Ndrvmy, Portugal, Sweden, Switzerland, UniWd . , ' 

Total Plow, public and private sector, n c t . o f  which: 

. I  Kingdom, Uni-ked  '.States) . . .  
\ ,  , .  , . .  

. .  
:.i. Ftxb1i.c sector:  Deveiopmen%  assistance (net)  

. . . .  . '  , .  ,6015 
..: . . . . .  ' .  Ottusi-  public flows (net) i. . -  . .0.46 
Private  sector:.  Invastments  and l o a n s  (net) 4.15 

, , I . '  , . ,  Expor-b .cl-e.dits (net)  1-75 Grants by private  institutions (net) 0.82 

. . .  
., . , 

. .  . , - r  , 

.... .... .* ..... ..-. ~ , .  . ,._. . . .  . . . . . . .  . .  U ... ........ 
TOTAL, 13 0'33 

, ,  , . .  . . . . .  
. ,  East &mopean countries . . . . .  

NE& official  commitment$. ' 1  . . .  0.34 Gross aid  actually  used  .(-.estirriate) : .  . . . . .  . .  0.52 Total net economic  aid flow, (after  deduction'..of ., . ' 
capital  reimbursements)  (estimate) . . .  

. .  
.. .:. . .  ; .  . . a  . . .  . . :: , .  _ . . A  

. I .  ,, . . . . . .  . . .  
. , . '  . . . . .  

. . .  

. .  

. . . . . .  . . . . .  d i25 . . . . . .  . .  
. .  . .  . . . . .  S 

, . .  . .,.. 
, .  . . .  . .- . . .  : .  , .  . .  

. . . .  .i . ,  
, I  . .  

. . .  , . /  
I .  . .  . . . . . . .  
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. .  . , . .. .. 
2. In'term of economic  potential,  these  contributions  as a 

. .  

whole repres&$,:.Q.o 7856.,,.7 official. developmelM~..~.assistance',al.~ne 
accounting for Oojy,, - ' o f  the GNP ._.. oLnemb-ers. of I the.. DAC, as 
compared  with 0.04>0 of' the GNP of  t he  East  European  countries( 7 ) . 
To  achieve  the  aim o f  assigning 156 of the GNP t o  public-.=* 
private  financial  resources for the Third  World,  the  Western 
countries  would bave t o  increase  their totsl;l:-contribution'by less 
than  one-third, On the  other  hand, on the  basis of the  target 
suggested for official  development  assistance (0.70% of the.GNP), 
the Western countries  would  have  to  double  the amount of such 
aid,. whk5-e %he East  European  countries  would ,have to make a far greater.  contribution  to  achieve  thcsp  aims., ~ ,.,. .. . ... 

. .  . I 
_ .  . .. 

. .  ,' ! 1 
., . . _. . S .  . .  

. .  
" 3:e ",.':Economic  aid by the  East  -Eeiropean  countries' is limited 

to a cer%ain number of Third  World  countries (.42>, while  aid 
from  the West is  distributed  among 1.35 countries  qnd  territories. 
Eecause of this,  drswings on credits granted by'the Eastern 

L,l__ co~:&~7,es~ , .  r-qzrggen-t a.t ... least one-.half: -.,....of .-the..--total &d. received ' 

by some countries (AfghanisL~,,.,Ne~al, lyan,, Iraq, Syria,  Egypt 
and  YeDen) : Although  Eastern  econoinic  'aid  -programmes f o r  India, 
Pakistan  and  Indonesia are large in terms of volume,  they  account 
for on1y.a s m d - 1  fraction of the  aid.'granted by the  Western 
countries Q 

:."- ~ 
. . .,. . . .  . . .  , . ,,., ..,. . ...... , . . .  - .  , . . . .. .. . 

4. The E a s t  European  countries  have  co.nsta@ly  rejected 
any form of aid  when the originating -c,&wtry.,-cannot. be identified, 
The  Y?st, il?: contrast, is, increasingly-,  convir?c;ed of the need to 
co-ordinate  'bilateral and multilateral  'aid and has', to  this end, 
set up coilso?tia and 'advisory and aid  co-ordination groups where 
contributing  countries  can  discuss  -the  situation  with  the 

: developing country concernedb' The  East  European.countries are 
; not members of such. international  organizations  which. provide. .: 

1 mLtflatera1 assistance  as IBRD, PDA,'"'Regional  Development '.Banks 
They coiatribute to the United Nations  development  programme!,.  .:.but 

; ohly tc the tu2e of 596.bf i t s  total cost.,  Since  this  contribution 
ib,  moreover,  made in'' nonœconvertible  currencies,  its use-i.s 

: $$mited to  the  financing~yof . deliveries by the donor country(2) . ; 

. """ S 

d", ... ~. .- ~ 

c ~ ' . '  

, . .  I , . . . .~ .. 

g..)-:... T h i s .  figure  does not take  account of economic  aid  to  other 
Comunist countries  (Cuba,  North  Vietnam,  North Koreap 
Mongolia, and so on) Little  data  is  .:.avai.l.able .on this .. ~~~~~~-~~ 
subject. It seems  likely  that  intra-Communist  economic 
aid  represents O ,  16% to O. 2076 of the GNP of the  East 
European  countrfes., . .  ! 

: (2) , Despite  the  conspicuous  'abS.ence of  the  East  European 

P 

.::< ., 
\I ( P  

' b  

. -  . countries , the multilateral-bodies  have , since the  early 
! -. ". .. ~. i 

sixties,  played  an  increasingly  large p.art in  the  world- _,,,__,-; 
1970 or about -la% of public  aid  by  the  West). 

:.". .- ~ .- wide ..a .. .enop*j-" .l-fi %"f..vo~-r-..of de-velopme'n't' '( $$j"', '5' m'i'lliard in 

c 
l 
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(ii ) ' Indebtzdness 
. .  

- The rapid. r i s e  ib' the  indeb-kdness o f  developing 
. .  

... 
countrgcis. ,over the past .%?&de cp~ i ld .  w e l l  lead t o  --an increase . - i n .  
serviciqig ' d % h i c u l t i e s  f .or .  sone OP. .%hem.; By the end of 1969, ' the . :. 

and':'$Jas : increasing , a t  an ..averag&:;qq.GSl. k i t e  'of  It 9 6 .  -Since 1960 p .::: 

+ the  rFques-i;:' of develo$ing coun-Ll?ies;o These ,eases of  debt . .  ... 

re-scheduling . . . . . .  w&e generally 'in.. rGsponss t.0 'actuql o r :  an.ticipated-. 

earnings o r  capital  inflows. ih1es.s ex2ort growth rates  increase 
a t  a f a s t e r   r a t e  o r  higher gross capital  inflows-,can be .achieved, 
more developing coun-tdie-s.-$han in.-I;i~e-previoüs  decade,. inay' experience 

" 8 : .  . 

. I  foreign;piiblic .debt of :&I ,,dèvelopij?g: c,ountrics "tqt$Ll.ed '$59 bi$I&on::;: 

Q, there  have, tjéeii y21 cazes'.'  of".m$L$i;ilateral  :debt-  ,re-negotiation a t  . . , .. 
e 

y balanck of pa-flel!ts problems which resul ted from Jnadeqüade export.-. 1. 

1 debt r; :',.; servicing  diffic,ul-k&es, 
. . .  _- 
. .  . . , .  ,.. . ' ,. ' . . 1 ' . .6 .  The ir&btedness t o  East European ,countries as a 
proportioil .of t d - t a l  debt i s  greater  than  the volurne of credi ts ,  , , 

from those counC'L.$es would sugges-i;. A t  the'- end ',of 1969, such 
debt t o t a l l ed  some, $3.3 b i l l i o n  ox' 556 t o  6% o f ' .  ..,the t o t a l  
indebtedness fo r "80  d,cyeloping countries  Furthermore,  deliveries-. 
of  alms and mi l i ta ry  equipment from East European countries,  and , :  , . ._ :  
primarily  the USSR, ,account t o  a large  extent f o r  the   increase  in  .: 

this  ,indebtedness,  aithough  "their  exact. value is unknown,. It i s  
significan-k that  a number o f  developing  ccluntries which could well 
experience deb% servicing  .d i f f icul t ies  are indebted t o  East 
Europ'ean couintries. These are:: in  Africa,   Ethiopia,  Ghana, Mali,B-. .I. 
Sudan and Tunisia; i n  the Middle Zast, Egyp t ;  i n  Asia, Afghanistan, 
India and Pakis-tan; in Latin America, Chile, .Perp and.. Uruguayo 

i , .  

. . ,. 

(iii) m . ., 

7 @  The t rade drive launcileil by the East.,,Europ,ean  co-untries 
i n   t h e  Third Vorld began i n  1954. It was"'prés.6n-ted as  offering 
the  under-developed cauntries steady and rwar.ding new out le t s  f o r  
t h e i r  raw ma'cerial surpluses on the one hand' and, on the  other 
hand, new s o ~ ~ r c e s  or^ procurement of indus t r ia l   p lan t  and complete 
fac tor ies  on a t t r ac t ive   c r ed i t  -terms (twekve-year-, loans a t  2% t o  3%) , 

P repaycble i n  local  currency. 

*' Ir two groups of  countries accounted- f o r  only 5% t o  6% of  the  Third. . . .  

. . . .  r . .  . . . . . . . . .  . I .......... . . . .  . .  

8,  'Despite a rapid  ra te  o f  expansion:;.. tradeTbetween- .these...---*...* .= 
. .  i i. .: .... _ . G  

. .  

2 Wor1d:'s'''overall foreign  t rade  in  1970. Transactions between the , 

Third'.'llorld:'and the indus t r ia l i sed  Western countries were 12 t o  15,. 
times. P+'cat@r,, i n  value  terms,  than between the  former and the . , , _  , 

East(l7. Jus.;:'t;,.under three-quarters of under-developed country ............'.l.. 
exports  to:.thggqa$,t European countries  consist  o f  raw materials'~. ' ! " . - ; : . y ' ; .  
while'~~~'thei$ impor%s include t h e  same proportion of  equipment, . . . .  .... 
machines nlanufactured goods and serai-manufactures 

. . .  
8". -. , . 
. i  

.......... 

. . :  

..... I-, ....... "".. , .I .. , 

. . . .  . . .  , . .  
...... . .  . - .  ..... "_ .. " ,~. ....... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  * ........ .I.- 

('l ) For examj@ë, .imports. from the under-developed  Third World 
countries ':repi"eserited-. less thar?. 4% o f  - t o t a l  GDR imports  but 
almost 'l696 o f  FRG imports, 

..... .... . . . . . . . . . . . . . . . . . .  - .I. 

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

v- N- . . . . .  

. . go: ! .  . ' .  As regards  the  future, it seems  likely,  that  the  ,Eastern 
countries  will  at  best be taking  only 8% to 976 o8"the under- 
developed  countries'  exports by 1980, while  the  Western  countries 
will  probably  continue t o  take  over 70$9, the  remaining 20% being 
accounted f o r  by transactions  between  the  developing  c0untrie.s: 
themselves,.' To 'the.  extent  that  the  S.oviet  Union  will  attempt  to 
reduce  the-  t.echnologica1 .-gsp which  separates  it from the  West, it:.. * 
will  continue. to assign., a hi.gh-priority  to th.e  development of  . . .  .U 
intra-COMECON trade-.,'and: to imports from the  West.  This would 1 

leave  only a sn~ail  margin for imports of raw materials and consumer 
goodg', ,of"tropical.  origin which make. ,a relatively  small  ,contribution Y?., 

L: 
. .  

to $$G ' growth .of.'the ,East European c0untrie.s  economies . . . . . .  
, , , .  

. m  .. 
, * _  i .. , 

Bel ;ities for improvement 
. I  . , .  

':.4. ' .  
. I .  

. .  I . .  

I O e  Western experience  to  date  with  the  East  European  countries? 
approach  to Third,WorZd aid  prob1ens.offer.s no reasonable  expectation 
that the political ' and  .propaganda  content of their  programmes w i l l  ,:. : 
be significantly  reduced  .in  favour of .true  e.c.onomic  development ' ,  

criteria,  Although  the.  Western  countries t : aid.  programmes' are not 
always  devoid of political  motivati.ons, the, difference  in  degree 
between  Wes-keyn aid and, $.hat of the 'East European  countries - 
especially that  of the USSR, -  is sq great  as  to  constitute a 
difference in kind,  making  the  Eastern  aid  literally  incompatible: 
with  Western programmes . . . .  

j-l O Theore$ically  speaking,  consideration  could be given  to .' 

. .  

four  specific  areas : 
, .  

overall  financial  aid; 
. .  

- stabilisation' of .Icpmmodity  prices. 
. . . .  

(i)  Overall  financial  aid . .  
. .  x . .  

12. Better  co-operation  between East and West  on  the  United $ *~ 
Nations  Development P r o e r m e  (,UI\lpP). could prove useful, The 

the i r  -participati,on,. -So far,  -,however,  the  Eastern-  countries'  have: 
consistently  tried  to focus att.ention  on  the  origin of any. funds 
made available to, the  United..Nations  by  closely  associating 
themselves with.the projecls:.arising  from  their  contributions,: 
They are  unlike1;y to agree to increase their contri,bution to any 
joint  efforts, . . - .  , /  1 

. .  Eastern.:coun-i;ries  contr%ute.  to  -this ,at present,  but on an . ' : ,  .. . .  , _  , . r' 
- Y  extremely sua11 scale and, .it. might, be.. suggested  that  they  increase: . ' 6 

isaged,, o~ that,  the whit Eastern provi countriec..- 

A and  the  regional  development 'b .. 

eeting  with a favourable  response 
. .  

N A T O  C O N F I D E N T I A L  
. . . . . .  . . . . . . .  . . . . . . . . .  .- .. _. . . . . . . . . . . . . .  
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... 
Note No. -22) 

from t h e  East European countries arc. i2robably even:sinaller than 
in  the  previous  case, If they  i?onetheless:,.express' a desire  t o  
par t ic ipa te  in, o r  associate themselves  with,  the  activities .of 
these  internatioklal  assistance  organizati'ons the.y  :should. .approach 
the Lat ter  dirqc.tXy. I n  t h i s  event;.. special arrangements might ". 

subsequently be..&vised -to enable the countries which are  not 
meinbers of the  Ï I U  -to contribute  nonetheless t o  aid granted By the 
multinational aid bodies. 

I .  

. .  

I 

t 

. . 14, The  West might a l so   p ropose  an improvement irz the 
excha;?ge o f  information O i l  b i l a t e ra l  aid programmes. On the 
.\@stem  side,  such data is already i ~ i d c l y  availy3ble,  but it i s  
desirable t o  obtain more spec i Î ic  informat&on;;.2n the progranune.ss-, _* 

of  East European countries, The 1a-k-ke'r"doul~d be asked t o  provide 
th i s  information as a first s tep towards be t te r  E- Gst-West 
co-operation. I-Iowever, because of the.politica1  motives 
underlying  thei1- programles, the Eas-i;e.rr^ countries have l i t t l e  
incentive t o  do this, In  view OP -Lhe,, probable  reluctahce o f  the ' .  

Eastern countries, it seems very  unlikely that  progress w i l l  be 
made i n  %his area, . .  - . 

.. , 
I . I T e  A s  regards 'ihc co-ordination. of b i l a t e r a l  aid:, the 
Eastern  couiltries  .c.ould be invi-ked %O particip,al;e i n  the- . . .  

consortia, aid advisory and aid co-ordination groups on the. L.::: .... : 
developing  coul?tri,Gs.  .receiving a i d  Prom both  East and Vest  -,Such 
particip,ation wo&$Qlmake aid more efgective a3ldv:prevent duplication, 
ivhile a t  the same ' time maintaining dis-tinct donor ident i f ica t ion .  
This las$- consid,eration  alight  avoid -i;he ,. traditiog.al  objections o f  
the Eas'ifel-il coÙn.-.-tries t o  .mul t i la te ra l  p.ro,jects. I However, ' a CSCE 
i s  no.% the apprbpriate forum f o r  negotiations o f  . t h i s  kind, which 
should be r e fe rxd  t o  exis t ing;  ad hoc. bodies. f o r  more detailed 

. .  ... 
. . .  . .  discussion. .'. .;. , . .  .. - . .  

. . . .  
I , . ,  I j .. 

, . ., 
... . . .  ., , , :(ii89 . i. . :. Technical, âid ': . . .  . . . .  ' i  

. .  . . i . ,  , . . . . . . . . . . .  . , .  

16. Technical  aid  appears' t o  have l imi t ed   u t i l i t y  as an 
area for,: be t t e r  I co-operation be-tween; East and West ,:. -J%s 
unsub&zntial  nature and. the  ideological  differences.  gsf..advisers 
nurtured on fundmentally differen-k  systems make it l i k e l y  t ha t  
the,. sl~-,gl~-kest, d$iYei?ence .O$ opinion would degenerate  into a 
propagaqda cor$c,st . .  , ! - I  . . .  . . . . . .  -. 

. . . .  . . . . .  . , . . .  . , .  _ . .  . .  ' ,  , .. , .  . . . . .  ''L : , .  

17., Some Allied  'countries have already made special  
. . _ .  

arrangements : i n  tn$s  - f ie ld  and their! ,.experience might be used by 
other  rnembcp' countries t o ,  t r y  t o  define the form and conditions of 
such  co-operation. Each case would have t o  :,be considered on i t s  
own merits and regarded as a purely  business  transaction. 

. .  . .  
' ,  .... . :  ..(.iv) S tab i l i sa t ion  of ,commodity pr ices  

18. The i n t e r e s t  show by the  developing  countries i n  t h i s  
question was once again  hfg'nli@ted.  during UNCTADts l a s t  meeting, 
However, there are sometimes d l f fc remes  of  views on t h i s  matter 

- I .- . . . . . . . .  I "* ......... " .... . .  
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-1 42- 
among the  W&tern countries and i-1; would be undesirable for t h i s  
lack of u l i t y  -LO be.openly  displayed a t  a CSCE, Within the  context 
of in ternat ional  agreements on iadividual commodities, the USSR- 
and several  Eastern  countries have signed  agreemepts on sugar, 
t i n  and wheat and Czechoslovakia i s  pa r ty  t o  the  coffee  agreemento 
The Quest f o r  an acceptable  soLution f o r  other commodities would 
perhaps be easier  if there were better  understanding between East 
and West, 

l g o  I n  the framework of UNC'I'AD, f i ve  Esist European countries 
(Bulgaria, FEungary, Poland,.,.Czechoslo-J~kia ,and, , the bUSSR) have 
indicated  that   they have slready.-.-i:nCroduced, or intend t o  introduce, 

eneralised  tariff   preferences f o r  izlailufactured or semi-finished 
&oducts o f  the  developing  countries and that  they  plan t o  take 
other   preferent ia l  measureso It might be in te res t ing  t o  compare 
and conlrast--i;he  concrete  advantages  granted by each s i d e   i n   t h i s  
f i e ld   bu t  it i s  d i f f i cu l t   t o   s ee  how an exchange of views on the 
subjec'c  could  usefully be held at a CSCE. 

. .  

C. Conclusions 

20, The problem ,.o.f ,co-opra%&on between East and West i n   t h e  
f i e l d  OP economic"aid €or  the Third Xorld has. been discussed a 
number of -times .in NATO, b.oth . in  -connection w i t h  the  preparation 
i n  1969 o f  a l i s t  of issues € o r  possible   discussion 'a t  East-West 

. .negotiations and within  the framework of the  preparation of 8 '  CSCE, 

21 Som Allied  countries have expressed the view t h a t  
co-operation OP t h i s  kind would be desirable   in   pr inciple   but  
that  i n   p rac t i ce  it would be Ïraught with d i f f i c u l t i e s ,  They 
nevertheless f ee l  t h a t  it might be i n  t h e ' i n t e r e s t  of the West- 
t o  e,xplore the   poss ib i l i t i e s  o f  promoting  such  co-operation and 
to   declare  i t s  willingness, a t  a CSCZ:, t o  collaborate with the 
East on j o i n t  development projects OP o,n projects  .carried  out 
under  the  aegis o f  the  United  Nations i n   t h e  Third World, 

. .  -, . 

22, Other Allied  countries hold a d i f fe ren t  view. They 

- the   ra is ing of  th i s  . issue a t  a CSCE could 'only  lead t o ' .  

consider  that:: . ,  
~2 

.. . I .  . . .  .i . .  1. 

a rebuff from the  Comunist   countriesp  their   tradit iona3 
argunen-L; being  that  the  former  colonial powers are t o  , 4  
blame for under-development-,: and...,that,  ._consequently it i s  
f o r  them alone Lo make good the damage they have caused; 

' . ' 

c 

v 2. 

' . .  , ,  - t'ne a i r ing  o f  4xis issue. at a CSCE would r a i se  faxse 
' hopes ' i n   t h e  T N i r d  Worlct.:and-.that in   p rac t ice ;   jo in t  
projects  would,not.be  feasible;  . /  

international  organizations,  particularly  the  United 
Na'iions,.._Bropide,:~~~.sui.~abl,e forum f o r  the  discussion 
of  this type o f  co-operation; 

, ,  . .  
. .. 

. .  
. .  

' i N T I A L '  
. .  

. ,  
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. . . . . . . . . . . . . . . . . . . . . .  -.7 43- . . . I  . . . . .  . .  
the Allied  countries  ,could  not  acct-pt  the  Soviet ,,.;.-.:-:-!.:;--;.> 
argment that  any increase  in  development aid by the.;:,. .:: 
IJlarsaw P:act,,cogntries must be , conditional on t h e i r  
freer  sccess" . . . . .  . t o  . .,' Western . markets; 

i f  the Warsaw Pact  countries  raised t h i s  issue,   the 
West should in s i s t   t ha t   t hey  make definite  proposals ' .  

i n  order t o  be able t o  see  .precisely  whatwas  involved, 

i -; 1 . . . .  
I . . . . .  .. *_ - 

. . . . . . . . . .  . .  ,..I.. . "-_ . ..- _", . . . . . . . . . . . .  * . ,  

!23. A .number. of  Third World ,d,e.veloping countries have 
al.rg,qi& .illdi.ca$ed  '"khat they,  .fé.el coricërned about'  the  .possible 
economg.c :rqpercugsions of a ,CSCE, and, particularly  agout  the . . .  
shift' i,ri,' .pa-î?:t'ern o f  t rade,  t h a t   i t m i g h t  produce Several . . 

Notes menJci,on thé anxiety of,.thc developing  countries:.in t h i s  ..~:;;,,;~ 
connec-kiph(l).. . The fact   nonetheless remains tha t  any Western . . . . . . .  

particip.ation i n  such . .ac t iv i t ies  as the  tapping,of  the USSR's 
natural  resources :will 'depend o h ,  the  growth r a t e   i n   - t h e  
consmpti.on 'of . indlïstrial 'raw materials i n  ,'Western countries 
and .'should' n .o t  -pr'eJudice , the  legi t imate   interests  of  the  developing 
c&uil&es;'i,p 'gen,ei:al. and, i n   p a r t i c u l a r ,  of  those who are members ....... ' '  

of ..the; &Li,.afic@;. . . . .  :, ... i *: 

:, . ' 

. . .  

. .  
... , , :., ". 

. . . . . . . . . .  , . . . . .  t .. . L  -: . .  . .  . -  

. ,..- 

25 e ;  .': -1ne. pz-incipal  beneficiaries of East-West co-operation I . I ,  . " 

in the fi;$&% of..e:conomic relatioils  with,  the  Third World would ..be. 
the  dev :~ , lop i i~~ , , , cQun t r i e s .  An improvement in   the   e f fec t iveness  . . . .  
of developiirl6n-E alcl ' i s  bound to make, f o r  internat ional  st,abi'lkty'l'.:''.' 
The econonic development o f  the  Third World i s  i n  the 'k'xclterests :;:" 
of the  Vest a 

,, .26,, . . flltl?ough the Western  countinies may consider it desirable 

achieving' "t&ble resuilts  are m5nimal i '  gi.ven the  negative 
a t t i t ude   t ha t  the East European countries  are  l ikely t o  take 
towards any PTe.stern i n i t i a t i v e   i n  this direction. However, i n  
the'z'event og a..:re'fusal by the' Eastern .countries,   the West ought 
to-%@ able. , to:; , t i im  their   posit idn t o  good. account by arguing that  
it, $govides  .'àidditiqnal':iproof t h a t  the  Eas$ Europeans are  .not 
con&rned. aQoùt -the pe;dples O? the  Third World. Thus, a negative 
Eastern'response' dauld have. a Pavourable impact on re la t ions .  , '  

between , t h B  'West ajjd the  Third Vlorlde 

.I , ,,, ." . , , ... ,_ 

%O" seek'.'Suc' a' c.0-operation, the  fact remains that  the  chances o f  

. .  
. . . .  . <:: 

27. Any comparison o f  e f fo r t s  -to provide  aid  could not,;l.;t9ail" 
t o  demonstrate how far the Western countries  are ahead o f  the  East 
i n  'chis respect. Member countries o f  the  Alliance  can  prove  that 
they a re  making a greater  effor-t -Lo help  than  are  the Communist 
countries even i f  account i s  taken of the economic aid which the 
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23. 'A greater  conJcribution  by tne  'Comunist countries  to  the 
f low 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. 

' . , 4; 

B :. .. . , D i s a d v - a r  

23, ~..:.T,he.:developl?lent aid  programmes of  the USSR-.:and, the  East 
European  .-countries .:.are; ba,sed  on  concepts  which.  differ..  fundamentally 
from those  .adopted  by the  Western  countries. .3hese programmes 
often  serve to transplant to the  Third  World the. fundamental .. . 

antagonism  which the East feels  towards  the  industrialised  West. L. I 

They  are.  designed to undermine  Western  influence, . f o r  Eastern.  ends 
and t o  encourage  the  Third World countries to turn  their.  backs on 
the West, This is particularly t r u e  of the  Soviet  Union. 
Commercial  .considerations  carry more weight .in -the .:aid  programmes 
of the  0ther.Eas-b  European  countries.  Nonetheless,  the  freedom of  
action  of  the  latter  remains.  limited  within a general framework. ' . ' .  

which  is  largely  fixed  by  the USSR. In  addition,  the  activities 
of China,  which i s  competing  with  the  European  Communist  countries 
t o  win -the favours of the  Third World, have on a number of occasions 
caused  the  East  Europeans  to  raise the i r  stakes  in  order t o  ensure 
that  they  are  not  dislodged  by  the  Chinese, 

1 .  

30 - ,  Under cover of co-operation,'w.~th the  West , the Comunist 
countries  could  step up their  penetration  of the  Third  World 
countries, vinere their r6 le  so fa r  has been discreet., 

31 . Any form of East-Nest coœoperat,&op- in this f i e ld  
would inevitably show up the economic activities of Eastern 
Europe in a more  acceptable and more -respectable  light  despite 
the  .fact  that  their  'contribution to tll6 development of .the Third. 
World  has  been less than  modest  and bears -no  relation  whatsoever . _  

to  their  overall  economic.  potential. . . .  
. .  

. .  
. .. 

, ... . 

U 

' 1  32,, Sonle rileinbers of the  Alliance  suggest  that  the  West  should 
taka  the  initiative  in  implementing  the  proposal  contained  in 
paragraph 24 ;above . 

. .. . .  

330 'Others , however., . f o r  t h e  reasons  set out .Ln paragraphs 
I O 9  22,  29 to 31 etc. p "feel that  it  is  not in  -.the  West'.s  interest.. 
to  take such an  .initiative. IE, contrary to their  expectation, 
the East  Europe'an  countries were -to raise  this  kind'of.  problem  at 
a CSCE,  they  .coksider.i.%hat %h& '\Test should  respond  wi%h a request 
f o r  de"i;ailed. proposdlsk.:.' "Thus, the members of tne  AlLiance  could 
propose  the course of action  mentioned  in  paragraph 24 only in- . '  

response  to  an  ou-l;side  .initiative, 
I !  I .: . , .  

. .. . . :. . 
, .  , .  . 
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