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: An analysis of the impact of the Common Market on Easteran
Europe, current trends in relations between the two groups of
countries and related United States policy interests,

In addition to prior interviews with authorities in the
United States, the collection of background and materials for
this report involved travel by the author in April-May 1965

to Prague, Bucharest, Budapest, Brusszls, Geneva and Paris,

[ XA N R X NN NNNEN ]




e

r

@




A{]
.

- TABLE OF CONTENTS

Page
Preface..eceseccssccssceccccssccacssssscccscssasccscsccsesases L
Chapter 1 =~ Sumﬁary.......................................... 3
Chapter Il =~ Prdblems and PoliCy‘Objectives.................. 9
Chapter III =~ Backgrouﬁd»and.Analysis........................ 11

A, Relations Between Eastern Europeaa and Common
Market Countries........---...--................... 11

1. Eastern Eur0péan Attitudes Toward the Common

Market.‘......".....C..I.........'......‘...' 11

a, Relevant Political Trends in Eastern

Europe;..........'...............'....". 11
b. Ideology versus Realityo-..ooooc-o-ooo-ooo- 13
Ce CEMA and the Comm0n'Market............o.--- 18

2. Common Market Policy Toward the Eastern
European Countriesi..............I...C...'.... 22

B; Traae Between Eastern European and EEC CountrieS.sees 26
1, Levels, Compositionand Relative Importances.eess 26

2. Factors Affecting Trade Between the Two Groups,. 28

a, Institutional FrameworKesecoecesesscsossscess 28

b. Prices, Costs and Recent Reforms.ceescscces 31

C. Role of Other International Institutions: GATT,

- OECD, Etc'..m................................;f. 36
Chapter IV == Conclusions and RecommendationSeeeeeeceecscscecss 42
REEEIENCES anasannssarassesnaassnsnscscssssscsssssssassasanses 50
Selected Bibliograpiyeseecscecsecccecscccrscacecscascoscccccnce 52

Biograp""lical NOte.l..'.‘......‘..Q......V......'......I...li.O. 54






PREFACE

Relations between Eastern European and Common Market countries¥
are examined in this paper in light of broad United States poiicy
objectives of‘furthering economic integration in Western Europe,
bf encouraging the Eastern European countries to renev traditional
contacts with their Western neighbors and to reduce their reliance
oﬁ the Soviet Union. A number of suggestions are made for policy
guidance iq‘the coming few years when the Common Market will be
moving through its final transitional phase, During this period,
the EEC is expected td develop a common commercial policy toward
staté-trading countries of Eastern Europe,

The study was also undertaken in 1ight of growingrpolycentfist
and nationalist tendencies within the Communist World and a related
thaw in East-West relations that stimulated interest in trade and
other contacts between Eastern European and EEC countries., Assuming
that the international political and economic climate doeé not
worsen, the period ahead should provide an excellent opportunity

for normalizing relations between'the two groups of countries,

*As a rough indication of the relative size and economic

- importance of the two groups of countries, the population of

Eastern Europe (excluding the Soviet Union, Yugoslavia and Albania)
amounts to 100 million persons compared with approximately 180
million in. the EEC countries; comparable gross national product
estimates for 1963 were roughly 100 billion and 250 billion dollars,
respectively. '



Hopefully, this could be the basis for taking steps to resolve
major divisive issués which have plagued Europe since and even
before World War 1I,

Factors which affect trade between the state-trading countries
of Eastern Europe and the market economies of Western Euroée are
also assessed, In addition, the paper exémines~the related impact
of trade and other contacts on Eastern European economic practices
and institutions,

While the study is necessarily focussed on Czechoslovakia,
Rumania and Hungary, references to significant developments else-
where in Eastern Europe have been included, The three countries
were selected in 1iéht of varying backgrounds whichraffect their
interest in expandiné trade with the West and, in particular, with
the EEC countries, All three are seeking to modernize their
economies from different levels of development, Rumania is in the
less developed categbry;while Czechoslovakia is an industrially
advanced country; and Hgngarian economic development is foughly
between the two, Czechoslovakia has recently embarked on important
economic reforms; Rumania has displayed little or no motion in this ,
sphere; and Hungary again falls between the two, Only Rumania among
‘the three is consciously seeking to reduce iﬁs reliance on the quiet
Union by shifting some of its trade to the West, Hopefully, the
variety of experieﬁce reflected by the three countries should help

to make the study broadly representative of Eastern Europe.
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Chapter 1

Summary

Relations between the Common Market and Eastern European

countries are at a turning point as the EEC moves throﬁgh the

final years of its transitional period, A common commercial

policy vis-a-vis the state-trading Eastern European countries
remains elusive in the continued absence of an agreed EEC foreign
policy. In recent years, Eastern European regimes have veered
éway from rigid ideological concepts about the Common Market Lo
a more realistic approach, This chénge has been induced by the
sustained economic expansion of the Six ana by the interest of
the Eastern European countries to increase trade and other
traditional contacts with neighboring EEC countries, Polycentrism
and renewed nationalism have stimulated this interest as well as
a strong desire of Eastern Europe to modernize its economy wiﬁh
considerable reliance on Western technology.

Although fhe Eastern European countries have not recognized
the legality of the Common Market as a customs union, informal

"technical" contacts have been established, notably in the case

of Poland which recently concluded negotiations with the Commission

Common Market

in regard to egg iqgggﬁ§i~[Fea;hdfwfﬁé'imbact of the

has cautiously receded in most Eastern European countries where

foreign trade officials are pragmatically examining alternative
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trade possibilities with a greater degree of confidence than a

!; i

few years ago. Overall trade levels with the EEC countries have

. risen in recent years, but there has been some reduction in EEC

] Ce

iimports of agricultural products such as eggs and poultry, Trade
relations between the two groups of.countries is influenced by
the Eastern European priority concern of earning foreign exchange
for needed imports contrasted with the emphasis of EEC countries
in search of markets‘for their exports,
Significant shifts away from the present degree of reliance
on the Soviet Union as the principal trading partner are not
expected in any of the Eastern European countries except Rumania,
However, Soviet initiated efforts of a few years ago to transform
the Council for Mutual Economic Assistance (CEMA) into.an integrated
Eastern European economic unit have failed as a result of the strong
oppositioq of Rumania and to a lesser extent of Bulgaria to proposals
which would have slowed down their economic development. Continued
divergent interests of member countries make it unlikely ﬁhat CEMA
could serve at this time as the spokesman for Eastern Europe in
relations with the EEC or other Western-oriented economic insti-
tutions such as the General Agreement on Tariffs and Trade (GATT)
and the Organization for Economic Cooperation and Development (OECD),
Trade between EEC and Eastern European countries is likely to
continue to be.governed by bilateral trade agreements == a pattern

which serves the immediate but differing national interests of France
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and the German Federal Republic, the two largest Common Mafket
countries, No significant steps are likely to be taken by the
Commission in regard to commercial policy toward Eastern Europe
% at least until the key electipns of 1965 in France and Germany

are past. The Commission seems to be leaning toward EEC bilateral

trade agreements and related Community-wide quota restriétions to
replace individual EEC country bilaterals with the various Eastern
European countries, A possible move toward multilateral trading
would depend on evolving relations between various Eastern European
countries and the CATT, The outcome of the curréntkKennedy Round
of tariff negotiations, in which a few Eastern European countries
are participating, will be of much significance in regard to these
—relations,

EEC countries provide an important complementary trading area
for Eastern Europe which exports mainly agricultural, primary and
semi-finished products in return for much needed machinery and
capital equipment, Interest in increasing trade with EEC and other

estern European countries has helped t§ stimulate some economic
reforms and changes in the trading structure of Eastern Europe.
These reforms, although not-altering significantly the basic
centralized economic planning structure, contribute to important
liberalizing trends in Eastern Europe that meet general Weétern

objectives. Trade and other contacts also facilitate another

important objective, shared by the U,S,, of normalizing relations




between the two groups of countries. Expansion of trade between
the EEC and Eastern European countries can progressively reduce
the reliance now placed on trade with the Soviet Union by the
latter, From a broad U,S, policy point of view, the positive
impact of this trade on the Eastern European countries and the

levels involved could be maximized were present bilateral agreements

replaced by multilateral trading arrangements under an EEC common

commercial policy vis-a-vié the state~trading countries,

Thought=provoking concern.has been voiced by outstanding
authorities on Eastern Europe regarding thé danger of possible
disintegration and Balkanization of Eastern Europe as nationalist
tendencies there become more virulent, The Common Market, the rest
of Western Europe and the U,S, should develop common policies
responsive to this danger,

On the basis of these observations and conclusions, the
following recommendations are made assuggésted policy guidelines
for the critically important fouf to five years remaining in the
Common Market's transitional period:

1. A normalization of relations away from the Cold War

pattern should be sought as an immediate objective
in trade and other contacts between.the EEC and

Eastern European countries.

2, Expansion of trade opportunities for Eastern European

countries in EEC and other Western European countries
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should be encouraged so as to reduce progressively the

degree of reliance on trade with the Soviet Union,

Preferably, trade relations between the two groups of
countries should be encouraged to move toward a multi-

lateral basis from the present pattern of bilateral

. agreements and quota restrictions with the view to

facilitating trade expansion and the liberalization
of trade and related economic institutions within

Eastern Europe,

Sympathetic consideration should be given to Eastern
European offers in the current Kennedy Round of tariff
negotiations in GATT, Experimentally, an annual review

technique or other device might be employed to examine

trade policies of Eastern European countries for compliance

- with GATT principles, Ultimate accession of these

countries to GAIT should be encouraged, if the foregoing

is successful,

Eastern European countries should be encouraged to

recognize the Common Market and establish missions to

the EEC in Brussels,

The United States should support possible Eastern Eufopean

efforts to enlarge trade opportunities with the EEC,
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8.

9.

particularly when these efforts would lead to multilateral

trading arrangements, -

In its efforts to encourage the EEC to opeﬁ its doors

to Eastern European countries and to develop an outward-
looking trade policy, the Uniped States should stress the
potential importénce of the Common Market in reducing
diviéiver tendencies among Eastern European countries

that could negatively affect the stability of all of Europe,

The United States should discourage the EEC from developing
trade policies toward the Eastern European countries which
could result in retaliation thfough CEMA or otherwise

strengthen bonds with the Soviet Union,

In addition to GATT, cited above, existing organizations
for broader economic consultation should be tried or, if
necessary, new ones developed in order to facilitqte
further contacts between Eastern and Western European
countries, (The OECD, the IMF and theAIBRD are suggestéd
as possibilities, Possibly a special liaison group of
the OECD might review consultative machinery with

representatives of Eastern European countries,)



Chapter 11

Problems and Policy Objectives

By December 31, 1969, the terminal date of the transitional
period, the Rome Treaty envisages the development of an EEC common
commercial policy toward the state-trading countries of Eastern
Europe, How this policy deQelops could determine whether the
Common Market will become an economic and political pole of
attraction for Eastern European countries, The latter have
displayed increasing interest in expanding trade and other
traditional contacts with neighbdring countries now in the EEC,
Future trade patterns between the EEC and the Eastern European
countries and the Community's impact on the latter will be strongly
influenced by the EEC's decision as to whether such trade should
continue to be channelled through bilateral agreements with related
quota restrictions or wﬁether this commerce should move toward a
multilateral, non-discriminatory basis, As in its relations with
- the rest of the world, whether the EEC's general tféding policy is
outward~looking or not will have a significant bearing on its
impact in Eastern Europe, Thg EEC policy could help these countries
renew traditional ties with Western Europe or alternatively oblige
them defensively to continue to rely on the Soviets,

Depending on policies pursued in the next few years, the

persistant political problems which have been plaguing Europe
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since and even before World War II could be approached constructively

on a broad European basis or might deteriorate into open conflict,

The evolution of these relations will reflect widely varying

national interests among countries in Eastern Europe and in the

Common Market,

The following policy objectives in Europe, that serve as

\ :
the framework for this study, have a close bearing on these issues:

1.

3.

5.

a normalization of relations between Eastern and EEC

and other Western European countries;

the related resolution of traditional European rivalries
and the avoidance of a renewed Balkanization of Europe

with inherent dangers of instability and conflict;

the development of an outward-looking Common Market
which could fulfill the political as well as economic

goals of integration;

a reduction of dependence of Eastern European countries

on the Soviet Union; and

a progressive liberalization and humanization of Eastern

European economic and political institutions,



Chapter III

Background and Analysis

A, RelationslBetween Eastern European and Common Market Countries
1. Eastern Euro?ean Attitudes Toward the Common Market

a, Relevant Political Trends in Eastern Europe

Polycentrism, a revival of nationalism and the detente
in Soviet-Western relations have been the main political factors
behind the iﬁterest in Eastern Europe to expand trade and other
contacts with EEC members and other Western European countries,
Since the shock of the 1956 revolt in Hungary, Communisﬁ regimes
in Eastern Europe, with Soviet benevolent approval, have had some
success in building a more popular base, Progress has been evident
in the improvement in consumer availabilities, in a degree of
humanizafion and liberalizétion of the regimes, and a relaxation
toward Western contacts, With the intensification of Sino-Soviet
differences in recent years, the Soviefs have been obliged to reduce
the degree of discipliné they had previously exerted over the Eastern
European regimes, This looser association may be preferred by the
Soviets who probably want to-avoid being overly committed to their
Eastern European associates, An Eastern European authority, Richard
Lowenthal, drew an interesting analogy with French disengagement

from Algeria which gave it much greater diplomatic flexibility.l/
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.Nationalist tendencies are most evident in Rumania where
the regime has actively exploited the opportunity provided by
Sino-Soviet differences to reduce its économic reliance on the
Soviet Union, However, in a less active form, nationalist overtones
have been present in recent years in all Eastern European countries,
Renewed nationalism was a major factor in CEMA's failure in 1963 to
launch an economic integration program, The CEMA effort, discussed
below, foundered mainly over Rumanian and to some extent Bulgarian
refusal to accept a subordinate less-developed country status,
Authorities on Eastern‘Europe such as Bréezinski, Montias and
Shulman deplore the potentially negative impact of natiomalistic
tendencies which carry the disruptive danger of Balkaﬁization.
Eastern European countries had only sporadic experience with the
dignity of independent statehood or achieved this status relatively
recently as contrasted with Western European couﬁtries. Therefore,
the formef reflect a relatively more virulent form of nationalism,2/
This potential instability might be further stimulated bf restiveness
among Eastern European ethnic minorities which could conceivably again
seek the dubious goal of separate statehood,

. Against this backgrouﬁd stands the post~World War II1
problem of a divided Germany. Neighboring Eastern European countries
have been fearful of the political énd economic pofential of a
unified Germany.‘ The Soviets have exploited this fear, also shared
in some Western European countries, by pointing to the enviable

economic expansion in Western Germany, its likely dominant role in
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the Common Market, and to the possibility of nuclear armé in
German hands, This frictional issue, as described recently by
Brzezinéki, has been stabilized for the time being as an un-
expected outcome of the Berlin wall,3/ The resultant breathing
spell could provide the‘opportunity for constructive steps in
both Eastern and Western Europe which could facilitate a solution,
with the.Common Market in a position to play an important role.

b, 1Ideology versﬁs Reality

The concept of European economic integration has been
troublesome to Commﬁnist theorists since it has not fulfilled
their dire prédictions about capitalism. The Western European
countries,under the "contradictions of monopoly capitalism”, were
expected to divide on the fasis of conflicting national inéerests
rather than move towafd an international economic association,
Soviet expedtations of an early collapse of the Common Market gave
way to more guarded observations as the integration time schedule
of the Common Market was maintained and accompanied by enviable
economic growth records, Communist doctrinal infallibility was
awkwardly stretched té meet these unexpected developments and, in
most of Eastern Europe, it seems to be giving way to pragmatism,

Prior to the Treaty of Rome of 1957, Soviet spokesmen
Qiewea early economic integration efforts essentially as an American
“plot to domin;te turope. This was part of a general categorization
which the Soviets also applied to the American-aided European

Recovery Program and to NATO, During the period from its inception
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in 1958 until the United Kingdom's bid for entry into the EEC
in July 1961, this theme occasionally appeared in the Communist
press which, however; usually paid little attention to the
Common Market.

Markedly stepped up interest in the EEC waé evident in
Communist circles in the ensuing pe;iod. Propaganda was directed
against the Common Market aé an instrument of NATO and monopoly
capitalism also being employed in a neo-colonialist manner against
the emerging countries, Diplomatic pressure was directed at Britain
and other‘members of the Europeén Free Trade Association (EFTA)‘
which were.applying for or considering EEC membership., By Juné 1962,
the growing concern in the Communist camp wasrrefleéted in thé
calling of an emergency meeting of CEMA to consider possible steps
whiéh could meet the impact of a broader EEC,

Two items appearing in the Soviet press in the summer of
1962 provided a new and authoritétive analysis of the Common Market
for the Communist world.4/ vOne.article was published in Pravda
(August 26, 1962) on the eve of an international Moscow meeting of
Marxist economists who discussed "the problems of contemporary modern
capitalism”, The other article was published under Premier
Krushchev'é name shortly after this meéting. Both articles recognized
the economic and political reality of the Common Market, There was |
an implicatioh that’thé Soviet Union was ready to take the Common

Market into account within the broad concept of peaceful coexistence



with the capitalist world, Although the Soviet authors maintained
that c;pitalist contradictions eventually would lead to the failure
of the EEC, they admittéd some immediate positive results from
economic integration, The faithful were comforted by the observation
thaf since the commercial discrimination practiced by the EEC against
the Sociaiist states "contradict the objective laws of world economic
relations, they ... are built on sand" 5/

The August 1962 Intérnationél Moscow Conference, cited
above, reflected significant differences among Communist parties
in regard to the Soviet analysis and proéosed tactics toward the
Common Market., Representatives of the Italian Communist Party
viewed the Common Market as a vital economic institution that had
benefited workers, The Italian party urged Communists to work
within the EEC to assure ..;."the democratization of the supranational
instiﬁutions."*gj The Italian'Communists in varying degrees rgceived
support from fheir Belgian,‘Polish, Yugoslav and Czech colleagues, 1In
response to the apparent appeal of the position of this group, the
chief Soviet representative, Anerchevank Arzumanjan, concluded that
the Common Market was a viable economic union, but that it was not
a response to all the problems of capitalism. He pointed to

technological and scientific advances which were renewing fixed

*The Communist-led Italian Confederation of Labor (CGIL) took
a similar position in the December 1962 meeting in Leipzig of the
World Federation of Trade Unions (WFTU), It opened a liaison bureau
in Brussels to maintain contact with the EEC after unsuccessful
efforts to have such an office established by the WFIU which has
Soviet~oriented leadership.
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capital in most capitalist countries, In addition, he warned the
conference that "other countries were not standing still while the
Eastern European'countries move toward Communisn'.7/ These were
serious admissions for a Communist spokesman to ﬁake in light of
the earlier Soviet appraisal of the Common Market and capitalism,
The most recent change in Soviet and Eastern European
tactics toward the €Common Market came shortly after the January 14,
1963 de Gaulle press conference which presaged the breakdown of
negotiations for the United Kingdom's entry into the EEC, Soviet
and Eastern European spokesmen saw a resurgence of "contradictions"
among the monopolies in the advanced capitalist states, a crisis
brought on by changes in power relations in the West aﬁd a re-
‘affirmation of the autarkic.character of the EEC, The opportunity>
preéented by the troubled state of European integrétion efforts was
offset by a concern over the Franco-German treaty which was charac-
terized as a war treaty and as a reflection of the new Paris-Bonn
axis, While the Soviets still defend the old Marxist-Lenin analysis
of the Common Market, its formulations in the current (since early
1963) phase allow for‘flexibility. Thus it iﬁcludes.the familiar
line of opposition agginst this institution of monopoly capitalism
(i.e., "the Europe of trusts") but also leaves room for the Italian
positioﬁ which seeks to incréase Communist influence within the EEC
and for the Polish and Yugoslav desire of encouraging trade between

the two groups of countries,8/
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In recent years, the Eastern European countries have
generally become reconciled to the likely achievement of a customs
union among the six member countries of the EEC, While at first
apprehensive over possibié negative effects of an EEC common
commercial policy vis-a-vis the state-trading countries, Eastern
European officiéls now appear more confident that the over-all
trading position of their couﬁtries in regard to the EEC group will
not be seriously affected, However, there is an expectation in
these countries that the present trade pattern will necessarily
change,:particularly as a result éf the EEC's common agricultural
policy (CAP). Trade officials of the Eastern European countries
now are looking pragmatically at ways to adjust to expected changes
in regard to diversification of trade, as needed, and how to
exploit their bargaining position as a growing market for quality
expofts from the EEC., Among the three Eastern European countries
visited by this writer, only in Hungary did a foreign trade qfficial
allude to possible retaliatory measures against what hg considered
to be the implicit discrimination of the Common Market,

As of May 1965, however, none of the Eastern European
countries had redognized the Common Market as a customs union,

No missions to the EEC had been established by these countries, but
trade discussions have been held, for example, with Yugoslav and
with Polish delegations, The latter concluded "technical" negoti~-
ations in regard to egg imports into EEC'countries. It ié very

likely that such contacts will increase in the period ahead,
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c, CEMA and the Common Market

The Council of Economic Mutual Assistance (CEMA), which
was established in 1949 on the initiative of the Soviet Union in
answer to the Marshéll Plan, attempted little economic coordination
let alone integéation during the Stalin period, At the height of
the Hungarian revolt in the fall of 1956, the Soviet Union pledged
itself to reépect'the sovereignty and equality of all members of
CEMA, Shortly thereafter, some initial steps were taken in CEMA
to coordinate’natiopal economic plans, but little serious effort
was attempted in this direction until June 1962 when the Moscow
Conference of the representative of Communist and Workers Parties
of CEMA member states approved "Basic Principles of the Inter=-
national Division of Labor." Tﬁe principles, which had been under
consideration since the end'of 1961, focussed on the need for
specialization among CEMA members., This step reflected Soviet
and Eastern Eufdpean reéctions both to the threat posed by Britain's
bid to enter the Common Market as well as to the growing intensity
of Sino-Soviet differences. The action of CEMA was followed by a
rgorganizatioﬁ of its structure and an activation of its constitutent
érgans. In addition, some publicity was given to CEMA by prominent
Communist officials, notably Premier Krushchev.9/

In the ensuing period, CEMA considered the coordination
of long-term.economic planning of member countries with the view

to encouraging specialization in production, reduction in autarkic
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tendencies and the establishment of a more rational price policy,
In late 1962, CEMA decided to establish an international bank to
help multilateral clearances among member countries. Plans were
furthered for the establishment of the '"Freedom Pipe Line" to
carry Soviet oil to Hungary and Czechoslovakia. An electric

power grid was planned among several member countries, Cooperative
arrangements were also developed in regard to railroad rolling
stock and communications lines, In addition, the Standing
Commission of CEMA worked on specialization agreements among
member countries in different industrial spheres and facilitated
the exchange of technical assistance, Information has been sparse
on the operation of.these plans and,'particularly, how possible
problems were resolved, Evidence of difficulties, however, have
been admitted by Eastern European spokesmen and occasionally

reach the press, For example, the views of a Polish CEMA bank
official were reported in May of 1965 that CEMA's international
' bank was a failure because the rouble had not been made a convertible
international currency upon which multilateral clearances among CEMA
members could be baseaJQ/ |

In July 1963, CEMA's key proposal for coordinating long-

term economic planning of member states ran afoul of nationalist
and autarkic tendencies primarily of Rumania and to some extent of
Bulgaria, the lesser developed CEMA countries, Rumania, which had

resisted CEMA authority since 1961, vigorously objected to the



1imitations'proposed in regard to her industrial development plans,
A long-term planning proposal was dropped, but provisionally, it
was;agreed that the shorter range (5-year) plans would be kept
under review, Movement by CEMA toward an§»significant economic
integration was arrested at this time, A cautiously worded
communique of the 19th Session of the CEMA Couhcil, which met

from January 28 to February 2, 1965, reflected some continued
economic cooperation, CEMA's Secretary, N, v, Fyeyev, in

answering questions by journalists made it clear that nothing

had been done in régard to possible economic integration,ll/

Failure of CEMA to make any significant progress toward

econ&mic integration can be attributed tora number of factors:12/
(1) nationalist and autarkic tendencies in the various member
coﬁntries, (2) inflexibility of centralized Communist state-planning
machinery within member countries, (3) vested interest and pressure
groups at the national plane that would be weakened by integration¥,
(4) overwhelming economic and political powerin CEMA of a single

country, the USSR, (5) absence of a rational price structure,

*Egon Neuberger points out that agreement on curtailing invest=
ment in an autarkic industry appears much more difficult than
lowering trade barriers in the West that might have a similar impact,
He cites the EEC negotiations in the agricultural sphere as being
particularly difficult since this represents an industry where
governmental intervention with the free market is greatest,
(Bibliography, item 11, page 15)
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(6) lack of effective international financial mechanisms to
facilitate trade and payments, (7) bars to movement of capital
and-madpower across borders, and (8) the wide disparities in the
state of economic development among‘member countries,

: .Although it failed to bring about economic integration,
CEMA was a useful instrument in promoting political unity in the
Communist camp after the 1956 Hungarian and Poznan uprisings until,
early 1961 when Sino-Soviet differenceé had a significant impact
"on Eastern European countries, CEMA met the political objectives
of the Soviét 1eadership‘during this period, but not the aspirations
of the Eastern European countries which also sought economic
advantages, Economic intggration in Eastern Europe, unlike Western
Eurqpe, would probably first require political integration,*

From discussions with Eastern European foreign trade
officials, it did not appear to this writer that CEMA is now providing
more than a loose.international consultative mechanism for member
countries -- apparently less significant than the nearest equivalent,
the OECD, is to the West, Although no open defections from CEMA are
likely to occur, its recent activities have reflected a diminishing
interest on the part_of member countries which have been sending
lesser officials to meetings and in some casés have abstained from

.. CEMA specialization agreements, Since basic differences of

*Brzezinski cites Jacob Viner's observation "that it is more
difficult to integrate centrally-planned socialist economies than
market economies, without suppression of national identities,”
(See Bibliography item 3, page 402, footnote.)



interests among mémber countrieé are reflected in the reduced
attention given to CEMA, it is doubtful whether the organization
could speak with authority for‘the Eastern European countries as
a group in possible relations with the EEC or other Western-
oriented institutions such as GATT, Desirable as the objective
may be, unless current trends are reversed, it is difficult to
envisage CEMA carrying out a meaningful role of representing
Eastern Europe in Europe~wide cooperative efférts along lines
suggested by Brzezinski, 13/

2, Common Market Policy Toward the Eastern European Countries
Polycentrism in the Communist camp has been matched by a
certain degree of nationalism among EEC member countries that has

slowed progress on a common commercial policy toward the state-
trading countries of Eastern Europe. For somewhat different
reasons, France and Germany have resisted moves in the EEC toward
the establishment of such a policy, France apparently wishes to
retain freedom of action in this sphere as long as possiﬁle in
suppoft of its campaign for rapprochement with Eastern Europe.

It may also be trying to enlarge its trade activities as much as
possible in Eastern Europe in order to reach a relatively higher
base of commercial activity by the time tﬁe,transitional period
ends. The French have shown much interest in developing a market
for capital equipment in Eastern Europe. German interest is

centered primarily on the establishment of closer contacts with
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Eastern European countries in the absence of diplomatic.rglations
due to the inhibitions of the Hallstein Doctrine., To an increasing
degree, Fedrep trading missions ha&e been carrying out normal
diplomatic functions, As far as can be determined, the interests
of Italy and the Benelux coﬁntries'are primarily commercial and
these countries have not opposed the various Commission proposals
designed to hasten the development of a common EEC policy.

Because of the forementioned diviéions, only minimal steps
have been taken by the EEC toward coordinating commercial policy
vis-a-vis the state-trading éouﬁtries. Reliance continues to be
placed on bilateral trade agreements with the exception of certain
agricultural products, presently eggs and poultry, which are subject
to the EEC's common agricultural policy (CAP), So far, no member
state has included the "EEC clause" in any bilaterél agreement
with a state-trading country although a Council decision of July 20,
1960 called for such a provision which wuld envisage the competence
of Common Market organs with.the establishment of a common com-
mercial policy.,l4/

A decision of the EEC's Council on October 9, 1961 established
a procedure for consultation in regard to bilateral trade negotiations
between member and state-trading countries, Bila;eral agreements
could not go beyond the transitional period and only annual agree-
ments were permitted unless an EEC clause or a 12-month cancellation

provision was included, A further step was taken in September 1962
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when EEC and country experts wefe called upon by the Commission
to work toward a common policy.on quota festrictions practiced
in this sphere, Howeyer, this work was later suspended in the
absence of progress toward an agreed policy within the Community,

On January 24, 1963,.the Council issued regulations on imports
from state-trading countries of agricultural products subject to the
authority- of the EEC (i.e., grains, pork, eggs and poultr?).

While these regulations abolished quantitative restrictions on the
agricultural products, covered, so-called "value quotas" =- in
effect, a limit of 20 percent above the aéerage 1960-6i levels of
imports -- were not to be exceeded, This arrangement, which was

due to lapse in December 1964, was extended another year, A subse-
quent effort in April 1965 to have the Council of Ministers consider
Commission proposals on quota restrictions and credit policy toward
s;ate-trading counﬁries failed when the French representative
insisted the latter was a "political” matter which could only be
decided in the national caéitals. Héwever, the discouraged Eurocrats
apparently did not consider the situation hopeless, according to an
Economist report of this development,l5/ Mention was made in this
item of the possible usé of leverage by the Commission that may be
provided by agricultural subsidy payments, which begin in 1967,

to bring recalcitrant EEC countries into line on commercial policy

vis=a-vis Eastern Europe.



The Commission has cbmplained that due to the low degree of
harmonization of.commercial policy achieved, increasing recourse
has been @ade to‘Article 115%0f the Rome Treaty. By January 1964,
159 complaints had been submitted in regard to various Eastern
European imports which had been re~exported to other member
countries, (The products covered such econémic sectors as consumer
items, chemical products, metals and automobiles.)lgl

The Commission plans, of course, to continue to encourage
the elimination of quoté restrictions in trade with the Eastern
European coﬁntries and to work toward the transformation of the
present bilateral agreements into Community agreements by the end
of the transitional period, However, the immediate outlook for
progress toward a common commercial policy is not bright. Bilateral
trade agreements with Eastern European countries, discussed below,
are generally lookédiupon by EEC countries as a means of assuring
certain exports. Unless moves are made toward multilateral East-
West trade arrangements within the broader GATT context, it seems
likelf that the Common Market will retain the familiar bilateral
pattern on a Commﬁnity-wide instead of country basis, Conceivably,
such EEC trade agreements might take on the characteriétics of

"Conventions of Association"” employed in some cases by the Common

*Under provisions of Article 115, member countries can
obtain compensation in cases of market disruption due to price
disparities of imports originating in third countries.
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Market to provide for a gradual adjustment of cértain.countries
to_cﬁanges in established trading patterns that will result from
the creation of the customs union. (For example, such Conventions
have been negotiated with Greece, Tufkey, Austria, Israel, etc.)
The term itself would, of course, be unacceptable at this time

to Eastern European countries, but‘the objective of providing for
a gradual accommodation to hultilateral trading arrangements might
ée included in possible EEC bilateral agreements with Eastern
European countries, Provisions might, as in the case of the
Conventions; vary in acéordance with the trade patterﬁs and the
reiated state of economic development of each of the countries,

B. Trade Between Eastern European and EEC Countries

1, Levels, Composition and Relative Importance

Available trade data* show that Eastern Europe's commerce
with the Common Market counﬁries is not large in volume, repre-
sentiﬁg about two percent of the latters' total foreign trade in
recent years, For the Eastern European countries, however, this
trade is considerably more significant at about ten percent of °

their total foreign commerce,l7/ The average ratio of about

*A statistical caveat is advisable when using East-West trade
statistics for more than a general indication of trends, The
estimates, quoted below, in regard to Eastern Europe exclude the
Soviet Union, trade between the Soviet Zone of Germany and the Fed-
rep and the trade of Yugoslavia, Marked shifts can occur from year
to year because of the institutional structure of trade in East
Europe (discussed below) and because of uncertain variations in
the agricultural sphere which is an important component of this
trade, In addition, changes in availability of credit can have
a significant effect on annual rates of trade,



5 to 1 in the relative importaﬁce of mutual trade is higher for

the less developed Eastern European countries such as Rumania

and Hungary than for Czechoslovaiia, Poland and Eastern Germany,

In 1963, imports from Eastern European into Common Market countries
anounted to $784.8 million; while exports from the latter to
Eastern Europe totaled $711.6 millién;lﬁ/

Although Eastern European trade with Common Market countriés
increa;ed in the past few years, except for Rumania it tended to
follow the general upward movemenﬁ in levels of overall foreign
trade for both groups of countsies. Thus, in the regional
distribution of trade, intra-CEMA trade has remainedrat about 70
percent with Soviet trade apparently becoming somewhat more
important within the Communiét group.19/

Intra~CEMA tra&e has, of course, been much more significant
to the small Eastern European countries than to the huge and
praqtically self-sufficient Soviet Union. This trade, nevertheless,
is of great significance to the Soviets who have used Eastern Europz
as a workshop to process their basic materials into machinery, trans-.
port equipment and certain consumners' goods for use in the USSR and
in the developing countries, Trade with Eastern European countries
has uadoubtedly released key Soviet resources to concentrate on
high priority heavy industry, precision equipment, rockets and
ultra~-modern weapons, Were it not for Eastern European trade, the
Soviets would have probably been obliged to reduce some of their

world power activities, including their dramatic space exploits.2d/



- 28 =

EEC countries account for about 50 percent of Western
European trade with the Eastern Europeén countries, with the
Fedrep represénting about 50 percent of the Common Market's share.
Exports from Eastern Euroéean to Common Market countries tend to
be relatively heavy.in agricultural products (over one-third);
industri#l products make up less than one=-third and raw materials and
fuels the remainder of roughly one-third. About 80 percent of
totai imports into Eastern Europe from the Common Market countries
represent industrial products with the remainder in the agricultural
and raw materials categories.2l/ A further examination of the
important category, industrial products, would reveal significant
proportions in quality machinery and capital equipmant imports from
EEC into Eastern European countries, A Czech official explained to
this writer that the need to broaden his country's trade (i.e., to
the West) reflects a change from requirements of the early post-&ar
growth period in basic industries to the present need to modernize
technology throughout the economy. It should be noted that the
composition of the important agricultural component of Eastern
European exports, of course, is largely in the usual temperate
zone products that are likely to be increasingly affected by the
CAP which would tend to make the EEC self-sufficient in these
agricultural products, |

2., PFactors Affecting Trade Between the Two Groups

a. Institutional Framework22/

The general structure of East-West trade, of course, has



- 29 -

a major bearing on the evolving trade relations between the Eastern
European and EEC countries, Except for Yugoslavia, foreign trade
is a monopoly of the Foreign Trade Corporations in the various
Eastern European countries, The Foreign Trade Corporations are
generally responsible for both imports and exports in broad
production and servicing categories (e.g., metallurgical products,
textiles and clothing, machinery, chemicals, agricultural products,
transport facilities, etc.,)., Foreign trade is.an integral part of
central planning in these countries and overall targets are included
in the plan for trade in the two categories, "socialist countries"
and "capitalist countries", respectively, The process of planning
invoives lower echelon enferprises which submit draft plans,
including foreign trade eléments, to the State Planning Commission,
The import.plan is the essential part of foreign trade planning
with exports looked upon primarily as a source for needed foreign
exchange,

In carrying out the foreign trade aspects of the plan
affecting individual enterprises, the Ministriés of Foreign Trade
guide fhe appropriate Foreigh Trade Corporation., The State Bank,
in turn, generally has been charged with licensing the use of
foreign exchange for given transactions and is usually the reposi-
tory of foreign éxchange receipts. The pattefn of setting prices
under the state planning procedure and the absencé of currency

convertibility, of course, also have a significant impact on trade



Although central planning systems in Eastern Europe
are geared primarily to quantitative decisions, presumably based
‘on some indicatim of relative efficiency, the absence of an
objective cost and related price structure results inevitably in
arbitrary decisions affecting the domestic economy as well as
foreign trade, "There is often little relation between the internal
and external prices of Eastern European countries. This stems both
from the weaknesses of the internal price system as well as the
artifical exchange rates, Nove's comments on the Soviet Union
have much relevance when he notes that were prices.related to
those of the West under any exchange rate and tradé based on
profitability and comparative costs, a basic revision in foreign
trade plans would result. Complicated internal accounting systems
attempt to adjust profit and loss inconsisténcies due to differ-
ences between the international and domestic Eastern European
prices and to the artifical exchange rates.24/

In recent years, there has, of course, been an increasing
awareness of the price problem in Eastern European countries,
including the Soviet Union, Some ecoﬁomic reforms currently
being introduced in Czechoslovakia are directed largely at this
problem and are being closely watched by other Eastern European
countries, Foreign trade is also expected to benefit, but fhe
principal objective claimed for the Czech reforms is to improve

the efficiency of the overall economy by introducing some market
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factors in establishing prices at the consumer and intermediary
levels,* Prices for major capital equipment and raw materials
will continue to be fixed by the Central Planning Commission.
Apparently, differenceé among Czech officials developed over the
reforms and, according to one official, some of those who wefe
concerned with foreign trade favored more radical changes.

In addition to reforms in price setting, foreign trade
incentives have been providéd in Czechoslovakia to individual
enterprises whiéh can retain certain foreign exchange earnings
for use in the purchgse of needed imported equipment or in
enabling officials to travel abroad. The latter incentive
apparently is important to Czechs who are anxious to renew
traditional contacts in Western Europe. In addition, a few
lafge firms can now engage directly in foreign trade activities
without going through the Foreign Trade Corporations,

Trade officials in both Hungary and Rumania have been

watching Czech reforms closely., To a'more limited extent, incentives

*The introduction of some market factors in regard to consumers'
prices in certain Eastern European countries has received much
attention in the West since it runs counter to basic tenets of the
rigid central planning system, According to one close observer of
Eastern Europe, ECE's Stein Rossen, the market-oriented reforms have
been modest when compared with recent improvements in efficiency
criteria employed by the central planners, He believes that the
impact, for example, of Polish economist Tzerciokowski's refinements
in econometric models used in optimization analysis is relatively
more important, particularly when teamed with an increasing use of
computers, The type of reforms employed would, of course, have an
important effect on the nature of evolving economic institutions in
Eastern Europe., 1In either case, if a more rational price system
ensues, it would facilitate foreign trade,
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have also been extended to Hungarian enterprises to increase
foreign trade activities, Hungérian»foreign trade officials have
recently been promoting a so-called "division of labor" with
enterprises in market economy countries. Essentially,-the scheme
calls for licensing and markéting arrangements between Hungarian
and Western enterprises., Several such schemes have beenlunder
negotiation with large enterprises in Austria and Western Germany.
However, none of significance had been completed up to early May
1965 by the Hungarian authorities who apparently are exercising
considerable caution before embarking on new directions. This
type of arrangement, one Hungarian official remarked, would be
particﬁlarly attractive to firms in those Western European
countries experiencing labor shortages, The arrangement would be
particularly helpful to Hungary in accelerating the adaptation of
new technology without the needvfor prior costly research,

Trade officials in the various Eastern Europe an countries
apparently are increasingly adjusting practices to requirements of
trading with Western countries, In Czechoslovakia, officials of
two large Foreign Trade Corporations (Metalimex, which deals with
metal ores and coke; and Koospol; which handles agriculturél
products) explained to this writer how they supplement their
technical staffs with well-qualified experts from individual
enterprises as needed in trade negotiations, Resort to markef

research, advertising, packaging, etc, was mentioned in regard
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to food products destined for Western consumers. A Rumanian
foreign trade official concerned with "market research" applied
this term broadly to the analysis of economic trends in Western
countries thét is used in guiding over-all trade policy and
plan;. In all three countries, the foreign trade officials seemed
to be looking for practical solutions, Mentiqn of the possible
impact of the Common Market on patterns of trade with Eastern
Europe was generally met by an assurance that alternatives were
activelf being examined.

In none df thrée‘Easterh European countries visited by
the writer did officials look upon Yugoslavia as a possible model
for Eastern European reforms in the economic and trade spheres,
One prominent Czech economist, who played a major role in developing
the reforms im his country, expressed the view that the Yugoslav
system takes too much authority away from the central planners in
regard to investment, He atﬁributed‘receht inflationary problems
in Yugoslavia to what he characteriied as this basic defect of the
Yugoslav system. Part of these inflafionary pressures, hz explaingd,
also came from individual enterprises competing in regard to foreign
trade, In addition, he cautioned that Yugoslavia is dealing with
the special problems of a less developed country that are not

relevant to his country.
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C. Role of Other International Institutions: GATT, OECD, etc,

‘The General Agreement on Tariffs and Trade (GATIT) and, in a
broader economic sphere, the Organization for Economic Cooperation
and Development (OECD) or other international organizations.might
provide | channels for helping to normalize economic relations
between the Eastern European and EEC as well as other Western
countries.A'The EEC Commission has alluded to the importénce of
the current Kennedy Round of fariff reduction negotiations in GATT
in regard to future trade possibilities for Eastern European
countries with the Community, Although not playing a direct role
in the trade sphere, the OECD. could conceivably serve indirectly
to facilitate tradé contacts as well as to provide a useful channel
for economic consultation and possible technical assistance,

Czechoslovakia alone among the Eastern European countries is
a contracting party of GATT, Howevér, this status has mainly been
a formality since the country passed into the Communist camp in
1948, Moét contracting parties do not apply GAIT rules to
Czechoslovakian exports which haVcéeen subjected to quota restrictions
as have those of other Eastern European countries; Bilateral agree=-
ments tend to be the pattern for trade between the market économy
and the ceptrally planﬁed countries of Eastern Europe, Restrictions
are dften placed on.the conveftibility of currency earnings by the
Eastern European countries in these trade agreéments, although the
trend has been toward fulllconvertibility of foreign exchange

earnings in recent years,25/
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Yugoslavia and Poland had at first become associated with
GATT and more recently have acquired the status of "provisional

members,"

A1l three of the forementioned Eastefn Eﬁropean countries
are participating in the Kennedy Round of tariff negotiétinns in
GATT. Rumania has reportedly made some inquiries regarding possiblé
.association with GATT, Some of the Eastern European countries are
experimenting with tariffs for;use primarily as a bargaining device
in trade negotiations, A Hungarian official descriﬁed to this
writer a two-tier tariff system his country has established.that
will be employed in negotiations for MFN status with Western
countries and implicitly to counter what he considers tariff
discrimination by the EEC,
| Some major problems for the GAIT mechanism in regard to possible
multilateral trading relations with Eastern European countries relate
to the assurance of effective reciprocity and of access to markets.
Tariffs would not appear.to most observers as the principal mechanism
that could be used by state-traders either to control access to
markets or to discriminate among sellers, Both the Czechs and Poles
have ﬁade proposals for ex post facto examinations in GATT of their
trade policy as a way of meeting these concerns, In the current
Kennedy Round, mention has been made of offers from these countries
to assure a given percentage increase in trade with GATT contracting
parties over a fixed period of time, Progress might be examined

through an annual review procedure within GATT,
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Probably a mo¥e difficult problem is posed for Eastern
Euroéean céuntries in the GATT framework by those Western countries
which prefér the type of trade assurances provided by bilateral
trade agreements contrasted with the seemingly greater uncertain-

ties of multilateral trade with state=trading ;ountries. In GATT
circles, this view has been conveyed by a few of the larger Western
European countries whigh bargain for their exports when seeking a -
balance in trade while negotiating trade agreements, A similar
attitude to possible multilateralization of Eastern European trade
seemed to bé evident fo this.writer in EEC circles in Brussels,

In any'event, the developments in the current‘Kennedy Round should
be of considerable importénce iﬁ regard tb future relations of
Eastern European countrieé with GATT =~ an institution which
admittedly has been geared closely to the trade needs of the
industrially advanced Western market economy countries,

In the interest of facilitafing entry of Eastern European
countries into GAIT negotiétions, one Brussels Eurocrat spoke to
the writer of a possible "Special Chapter" in GAIT for problems
of the state-trading countries, pointing to the analogous approach
undertaken for the developing countries, This idea, he hurriedly
went on to note, Qould probably be opposed by many GATT mambers,
including the United States. Such an approach, of courses, runs
the risk of perpetuating the current bilateral trading arrangements

between Eastern and Western European countries, Preferably, a
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‘differentiation between the advanced and less developed Eastern

European countries could be coasidered within GATT, Some help
to the less developed countries could be provided by_not requiring.
full reciprocity aiong the lines now applied te Yugoslavia, To the
extent possible, use should be made of the educatjonal valug of
obliging the advanced Eastern European countries to qualify for
MFN treatment under GATT rules,26/
4 The OECD* offers a possible channel for closer economic
relations between the Eastern European and particularly the
Western European countries, Since 1955, Yugoslavia was invited
as an observer to attend certain meetings of OECD's predecessor,
the Organization of Europezan Economic Cooperation (OEEC), It has
participated fully in the OEEC's (and now OECD's) work in agri-
culture, productivity and scientific and technical personnel,
Since 1961, Yugoslavia has also participated fully in the work of
Economic and Develdpment Review Committee which carries out the
OECD's annual review of the economic situation and prospects in »
member countries, It should be noted that since 1962 Yugoslavia
has also been sending observers to meetings of CEMA,

Discussions with ;he OECD Secretariat and the Yugoslav delegation

leave the writer with the impression that the organization's

*In addition to Western European countries, United States,
Canada and Japan are members of the OECD, Yugoslavia, as noted
above, and Finland are associated in some aspects of OECD
activities, :




activities have been pseful in facilitating contécts for the
Yugoslavs with the West, in‘obtaining technical assistance and
advice on various problems, and in providing some insight into
economic developments in member countries that might affect trade
opportunities in the West., Apparently, other Eastern European
countfies have not made any direct overtures to the OECD, although
-mention has been made in OECD circles of some signs of interest

on the part of the Czechs in the érganization's activities. There
is, of course, the political problem of overcoming the history of
the 1948 Marshall Plan preparatory conference which preceded the
establishment of the OECD's predecessor, the OEEC, At that tim2,
the Czechs left the conference with some reluctance on orders from
Moscow., Looking at the types of advantages found by the Yugoslavs,
it seems that the OECD could provide a possible consultative chaﬁnel
through various aspects of the organization's activities as the
trend continues toward a normalization of relations between the
Eastern and Western European countries,

Alternatively, such a possible role for the UN's Economic
Commission for Europe (ECE) may be hampered by its Cold War history
as a forum for East-West propaganda skirmishes. Although the |
quality of ECE Secretariat work has been excellent, the regular
activities of its constitutent elements do not appear to provide

the practical advantages of the OECD;
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On balance,'GATT would seem to be the most promising inter-
national channel for further contact at this time Between the
Eastern European and Western countries in the trade sphere, but
it would not be suitable for broader economic consultation and
cooperation, Between the tﬁo organizations operating in the
broad European economic sphere, the OECD seems to have some
advantages over the ECE, At a later stage,»probably after the
two key European elections of 1935 are over and the outcome of
the Kennedy Round ié in éight, it would be useful to give serious
thought to infefnational institutional arrangements which could
foster constructive contacts between Eastern and Western Europ=,
Perhaps some typz of ad hoc consultative mechanism could be
developed by the OECD or a completely independent structure for

this purpose might be considered,



Chapter IV

Conclusions and Recommendations

Polycentrism ana renewéd nationalistic trends in Eastern
Europe have been reflected in a strong desire to normalize
relations with Western Europe and particularly with Common Market
countries where ﬁraditional ties have been closest, In recent
‘years, the Eastern Europ=an countries have been trying to approach
trade and other contacts with the EEC countries in a pragmatic
way, relatively devoid of the ideological content which was
common until 1962,

Recent economic reforms and related changesvhavg not resulted
in any apparent weakening of the Communist regimes in the Eastern
Europs, On balance, the nationalist trends accompanied by humanizing
and liberalizing tendencies have probably provided a greater degree
of popular support for these governments than heretofore, In-
" creased trade and other #ontacts with the West will probably stimulate
pressures for furthef reforms within Eastern Europe, This process
progressivelyvcould lead to further modernization, greater consumer
orientation of the Eastérn Europeén economies, a relatively greater
economic interdependence with the West and, concomitantly, to a
normalization of international relations,

The economic expansion of Common Markét countries, whether

attiibuted to economic integration or not, has disturbed Communist
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spokesmen in their efforts to explain contemporary capitalism.

The record of the EEC hardly reflects Marxist-Leninist writ on

the decadence of capitalism and the pauperization of the pro-
leteriat, Eastern Eheorists have pointed to the expanded market

as an important factor behind the favorable economic trends in

the EEC countries, There has been some coatinuing criticism of
alleged mdnopolistic forces in the EEC that are contrary to the
provisions of the Rome Treaty, .Occasional slackening of economic
activity in EEC countries haé been magnified by Communist observers,
However, the Soviet and Eastern Eufopean spokesmen have increasingly
been moderating their former doctrinal assertions on the Common
Market by introﬁucing some factual data anddescriptive analysis

into current discussions,

While accepting the reality of the Common Market, the Eastern
European regimes are not/enthusiastic about the institution, No
Eastern European country has extended legal recognition to the
Community or established a mission in Brussels to deal with its
constituent elements, However, the Eastern European countries have
been moving cautiously toward de facto or "technical"” relations
with the EEC, (e,g., Negotiations between.Poland and the Commission
regarding import prices for eggs, which were concluded in April
1965, were characterized as ''technical",)

Trade between the Easte?n Europaa& and EEC countries tends

to follow the pattern of relations between developing and industrially
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advanced couﬁtties. Exports from the Eastern European countries
concentrate on agricultural products, primary comuodities and
semi-manufactured goods, Eastern European imports from the EXEC
area consist to a considerable degree of machinery, chemicals,
transport and other equipment. In toth size and content, this
trade is relatively more important to the Eastern Buropean
countries tha# to thevmamber countries of the EEC, Such trade
reprasents about 2 parcent of the total foreign trade of the
Common Market area and is not of high oriority coatent, but about
.10 percéﬁt of the total ﬁrade of the Eastern Europzan countries is
involved with heavy emphasis on muczh needed juality imports.

Thz Commnon Markeﬁ can bé a yitalrelement in the 2volutioa of
liberalizing trends in Eastern Europe. As a complementary economic
unit,.it would normally be the most attractive Western traiing unit
for the Eastern Burope=an countries., It is thz common intersst of
the non-Communist world that this relationship oe encouraged in a
fash&o; which would sustain liberalizinz treads in the Eastern
Europeaa countries. Tnz EEC, were it gradually to move away from
bilateral.fo multilateral trading patterns, could stimulate furthar
reforms in the trading structures of Eastern Europa, Progress in
this respact aiso depends on the outcome of the Kennedy Rouad tariff
negotiations in GAIT in which Czechoslovakia, Poland and Yugosla&ia
are participating., An outward-looking EEC trade policy, including

the important agricultural sphare, would do mich fo foster close



cooperative relatioas, Alférnatively, a narrcow protectioaist
trading policy could lead to retaliatory efforts on the part of
the Eastern Europezaa countries with a possible strengtheaing of
relations with th2 Soviet Union,

It would be unvealistic to expect rapid or fundamental changes
in the internal economic.stru:tuée and institutions of Eastern
Buropaan countriés to result from curreat'trehds in trade with EEC
aad other Western countries, H;wevef, furthér reforms will probably
be made in the foreign tradz structure of Eastern Buropz in ordér
to faciliﬁate new trade opportuniﬁies. Tha Foreign Tradz Corpo=
rations which now have a éonopoly in foreiga trads within Eastern
Europ2aa countries (exc:ept for Yuzoslavia) will probably give some
ground to direct f$reign trade relations by large enterprises.
Increasingly, special incentives are being provided to th2 latter
to expand their foreign trade wiﬁh the Wa3t, Upgiading oni Eastern
Eurbpean personazl recruited for work in foreign trade appears to
pe going on as a result of trade efforis directed westwards.
Importaat reforws in pricing, uandertaken in Czechoslovakia in the
interest of increasipg the efficiency of tha overall ecoaomy as
well as to mest requirem=nts of foreign traﬁe, are being watchad
closely by other Eastern European countries, Inaldition, licensing
and marketing arrangements with Westera Europeaa firms are under
active consideratioan in Eastern Europe, particularly in Hungary.

Tha resulting direct contacts bstween Western Buropean nazazement
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and technical personnel and those of Eastern European enterprises
could be influential in the general'industrial scene,

In rggard to specific EEC trade relations problems, the
Eastern Europzan countries appear to share the séme concern as
the United States over possible protectionist trade policies,
particularly in the agricultural sphere, However, continued
reliance on bilateral trade agreements could teand to make the
impact of the CAP on Eastern European trade less marked than on
"multilateral trade in regard to the products in question. In an
effort to maintain export levals envisaged under bilateral
agreements, the EEC might in effect provide preferential treatment
through assured quotas to Eastern European countries,

The risks of disintegration and Balkanization in Eastern
Europe while integration moves ahead in Western Europe have,
with much conviction, been cited by Brzezinski and Montiés. This.
is a high priority concern which should warrant careful joinﬁ
exgmination by the United States and the Wastern European coﬁntries.
It is hoped that, in the not too distant future, the Comnon Market
countries would be in the pqsition to decide on a comnon foreign
policy responsive to this basic coacern., Such a step seems to be
essential before a meaningful comnon commercial policy toward the
Eastern European countries can be developed, Various international
institutions could facilitate a constructive evolutién in relations

between the Eastern and Western European countries, GATT, initially



on trade matters, and subsa2quently, in a broader sphere, th= OECD
oc some alternative mechazism could provide needed chanaels for
consultation and possibly association in regard to common economic

concerns of all European countries,

Recommendations:

On the basis of thasz conclusions and in the light of broad
United States policy obj2ctives in Europe, the following proposals
are set forth as suzgested vwolicy guidaace for the final few
years remainiﬁg in the EEC's transitional pariod:

1. A normalization of relations away from the Cold War

pattern should be sought as an immediate objective
in trade aad other coantacts betweaa the EEC and
Eastern European couatries,

2, Expansion of.traie opportunities for Eastern European
countries in ERZ and otcher Westerh European countries
should be encouraged so as to reduce progressively the
degree of reliancze on trade with the Soviet Uaion,

3. Preferably, trade relations between the two groups of
countries should >e encouragzed to move toward a multi=-
lateral basis from the presant patter of bilateral
agreemenﬁs and quota restxrictions with ths view to
facilitating traée expaasion and the liberalizatioa
of trade and related economic institutioas within

Bastern Europe,
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5.

6.
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*f?ﬁiopean qffers‘in the curreat Kennady 3ound of tariff
negotiations in GATT, Experimentally, an aanual review

: techniqﬁe or other device might be employad to examine

trade policies of Eastern EBuropean countries for
P ! P

compliance with GATT principles, Ultimate accession

of thése countries to GATT should be encouraged, if
the foregoing is successful.

Eastern EBurovpzan countries should be encouragzed to

recoghize the Common Market and establish missioas

to'thevEEC in Brusseis.

The United States should support possible Eastern
Européan'efforts to enlarge ﬁrade opportunities with
with the EEC, particularly when ﬁhese efforts would lead
to multilateral trading arraagements.,

In its éffprté £o éncourage the EEC to opan its doors

to Saste;n European countries aad to develop an outward-
lbokingvtrade éolic§;.the United States should stress
the potential impoft;ace of the Common Market in
reducing divisive tendencies among Easte?n European
countries that could nagatively affect the stability

of 511 of Europ=.

The United States should discourage the EEC from

developing trade poiicies toward the Eastern‘European
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countries which could result in retaliation through

CEMA or otherwise strengthen bonds with the Soviet
Unioa,

In addition to GAIT, cited abova, existinz orgaaizatioans
for bfoader economic consultation should be tried or,

if necessary, new ones developed in order to facilitate
further coﬁtacts betwean Eastern and Westeru European
countries, (The 02CND, the IMF and the IBRD are suggasted
as possibilities. Possibly a special liaison 3roup of
the O2CD wmight review consultative machinery with

representatives of Eastern Buvopzan countries.)
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