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M A T O  R E S T R I C T E D  

Report by the. Economic Committee 

On 18th March, 1974 the  Council  invited  the Economic 
Committee(2) t o   exmine   i n   dep th   t he  whole range of problems 
concerning  Western  trade with Communist countries,  w i t h  a‘view 
t o  drawing relevant  conclusions. T h i s  matter has been dis- 
cussed by the Committee over  the l a . s t  few months i n   t h e  l i g h t  
of the changed  Western economic s i tua t ion ;  it has concluded tha t  
one f o c a l   i s s u e   i n  East/West economic relations  continued t o  be 
tha t  o f  guaranteed  export  credits. The outcome o f  these 
discussions i s  the  subject  of  the  present  report .  

2, For p o l i t i c a l  and commercial ressons, the Allied 
countries have  demonstrated  over  the  years  an  interest i n  
guaranteed  export  credits  granted t o  Communist countries. As 
ear ly  as 5 th  August, 1959 the  Council  decided to es t ab l i sh  a 
reporting  prucedure(3) on such c r e d i t s  of a duration of over 
180 days. 

3. In pa r t i cu la r ,  it was agreed  that  i f  any change*of 
policy  leading t o  the  extension of government-to-government 
c red i t s  o r  loans t o  the  Soviet Union were to  be contemplated 
by any member country,   the   la t ter   should inform the Economic 
Committee so that   the   mat ter  be discussed  there.   In  practice,  
only  very  few government-to-government c r e d i t s  have been 
reported t o  NATO and the  mounts  involved have been  minimal. 
This paper,  unless  othertvise  sta.ted i s  concerned with o f f i c i a l l y  
guaranteed  pr ivate   export   credi ts(  4 )  extended t o  Communist 
countries. 

(1) USSR, Eest Germany (including  East Berlin),  Czechoslovakia, 
Poland,  Rumnia and Bulgaria, 

zpproved, by C-R(59)30 
These .we  expor t   c red i t s  for which  governments o r  national 
agencies have  given o f f i c i a l  coves, o r  %hich’have’’beên 
financed by nat ional  governments, or organizations  under 
their   control   (source : AC/127-D/331) .. 
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C”( 75) 2 - 2- 
4, During the  preparation of the CSCE, Allied  countries 

considered  the  pol i t ical   implicat ions of t rade  and export 
c r e d i t   p o l i c i e s  towards. the  East ,  They agreed, i f  the  question 
of  c r e d i t s  were ra i sed ,   to   po in t   ou t  t o  Communist countr ies  
thet they  applied a uniform and  open pol icy t o  a l l   i n d u s t r i a l i z e d  
countries,   including Conmunist countries. 

5. The  Warsaw Pact   countr ies ,   which’are   substant ia l  
importers of machinery and equipnen’t from the West, have availed 
themselves  of  guaranteed  export   facil i t ies which usually 
accompany such  deals with these  countries,  An important 
considerztion, however, has been t o  ensure  that  the volume of  
c r e d i t s  extended by M T 0  countries remainad  within  the limits 
of  t he  Warsaw Pact countries’  capacity t o  repay  their   debts.  

6 .  Western c red i t s ,  i n  p a r t i c u l e r  NATO countries’ 
warmteed   expor t   c r ed i t s  t o  Communist countries,  have  been an 
important  element i n   t he   p rono t ion  of  East/West  trade. However, 
the share of this t r a d e   i n  NATO count r ies ’   to ta l   t rade  has 
remained small: i n  1959 it accounted f o r  o f  NL”I’0 countries’ 
t o t a l   t r a d e ,   I n  1972 it went up t o  3.4%(1 i n  1973 t o  3.8% 

7, The  Warsaw Pact countries have 8 long-st&nding i n t e r e s t  
i n  acquiring Western machinery, technology and,  occasionally, 
foodstuffs. Whereas u n t i l  recently such procurement may have 
been l imited by the low l e v e l  o f  harcl currency earnings,   recently 
such earnings, a t  l e a s t  in  the  case of the  Soviet Union and, to 
some extent,   Poland,  have  increased  substantially  since  prices 
of many basic  products, in p a r t i c u l a r  energy, have gone up t o  
unprecedented  levels. 

economic conditions  - in most Allied  countries  faced with serious 
balance or^ payments and i n f l a t i o n  yroblerns( 21, Consequently, 
monetary p o l i c i e s  may have t o  be f ne tuned, i n t e r e s t   r a t e s   a r e  
l i a b l e  t o  remain re la t ive ly   h igh  and i n t e r n a l  borrowings 
expensive. In   con t r a s t  to this r i s e  i n  domestic c red i t   cos t s ,  
i n t e r e s t ’   r a t e s  charged  on  guaranteed  export  credits have  remained 
r e l a t i v e l y  low, Indeed, i n  many Wes+,ern countriesp  such rates 
have been t r a d i t i o n a l l y  somewhat below domestic  ones in   o rde r  
t o  promote  exports,  thus  involving a form of  subsidy  financed 
from public  funds. Over t h e   l a s t   y e a r   o r  so, however, the 
discrepancy -has grown, T h i s  developmsRt benef i t s   the  foreign 
borrower  while it involves  an  additional  charge for the  lending 
countries,  Moreover, t he   p re sen t   i n f l a t iona ry   s i t ua t ion  i n  the  
FTest favours  borrowers who incur   debts   in   currencies  whlch may 
,be depreciating fast, 

8, T h i s  development has coincided with d r a s t i c a l l y  changed 

See G M (  73)131 
For  example, Sn 1974 it i s  expected tha t  pr ices  w i l l  have 
r i s e n  by 11.5% i n  t h e  USA, 14,50/; i n   t h e  UK and 19% i n   I t a l y ,  
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9, In  view o f  the  foregoing,  the main Western t rading 
countries have judged it  necesssry t o  re-exmine  the  conditions 
f o r  grant ing-export   credi ts  with a view t o  increas ing   the i r  
i n t e r e s t   r a t e s  and shortening  their   duration. The EEC, the 
United S ta t e s  and- Japan  Ere  exemining ways t o  s e t  limits "Co the 
conditions  according Lo which they  currently  grant  gusranteed 
export   credits,  They are  endeavouring t o  f ix   the  lowest  commonly 
agreed   in te res t   ra te   l eve l  and t o  limit the  duration of such 
credi ts   basing  their   decis ions on object ive  cr i ter ia   such as the 
per   csp i ta   na t iona l   p roduct   in   the  borrowing  country, These 
c r i t e r i a  v~oulcl divide  the  borrowing  countries  into  three main 
groups  according t o  the   l eve l  o f  the   per   cap i ta  GNP, Within 
this frmework,  the European Conmunist countries would 211 fall 
into  the  srne  cstegory, It i s  reasonable  to assume t h a t   t h e  
other Western industr ia l ized  countr ies  w i l l  accept  the  agree- 
ments  which could be reached by the EEC, Japan and the  United 
States ,  

10, When examining  guaranteed  'export  credits t o  the 
European Communist countries,  it seems appropriate t o  consider 
sepa.ra.tely f irst  the  Soviet  Union' and then  the  East  European 
countries, 

=_case of the  Soviet Union 

11. Among Communist countries,   the USSR i s  t h e   l a r   e s t  
beneficiary O% NATO countries*  guaranteed  export  credits l), 
fit the end o f  1973, outstanding  guaranteed export  c r e d i t s  
t o t a l l e d  $k.9 b i l l i on ,  of which  about 7506 had a duration exceed- 
ing  f ive  years(2) ,  The service payments on the  aggregate  debt 
amounted only t o  14$ of Soviet  export  earnings, 

t- 

12, Despite a considerable  strengthening of  i t s  f inanc ia l  
posit ion,   the USSR is demonstrating a cont inuing   in te res t   in  
' expor t   c r ed i t s ,   i n   pz r t i cu la r  to finance growing purchmes ,   in  
the  Yest and i n  Japan, of mschinery and equipment, I n  NATO 
countries,  such  orders jumped from $644 m i l l i o n   i n  1971 t o  
$2.2 b i l l i o n   i n  1973( 3) and, i n  1974, . they would  seem t o  hzve 
moved up even higher. The Soviet  Union's  readiness to increase 
i t s  borrowings i n   t h e  West, however, does  not  inhibit  it f r o m  

No information i s  avai lable  t o  the   In te rna t iona l   Secre ta r ia t  
on n m - N A T O  countries '  crer?%;ts, One major lender i s  Japm 
and Ja.Tanese outstanding  przvate  credits t o  the  USSR are 
estirmkrd a t  $XXI million, 
At the end of  1972,  guaranteed  export  credits  outstanding 
to *he USSR f ron  NATO countries  alone amounted t o  
$2.7 bi l l ion,   whi le   suppl iers t   credi ts   outs tanding t o  86 
l e s s  developed  couatrfes  axounted t o  $12 b i l l i o n ,  T h i s  
f i gu re ,  however, does not-  include  private  credits  extended 
t o  LDCs through banks and other  sources which a t   t h e  end of 
1972 t o t a l l e d  $18 b i l l i o n  (World Bank Annwl  Report  1974). 
See AC/127-W/367, dated 21st March, 1974 

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



. 

attempting t o  obtain  the nlost advantageous, m d  even preferen t ia l ,  
c r ed i t   t e rns ,  k greatey  harmonization o f  these  terms would, no 
doubt, exlhanc3 -the negot ia t ing  posi t ion of ea&  Allied goverrunent 
and frustrs i te  Sdvie'c endeavours a t  playing o f f  one exporting 
cowltry  agains% anothex*, 

13. With the onset of l s rge   sca le  industrial co-operation 
deals,   the USSR would no-mally  receive long-term, se l f -  
Liquidating,  export  credits. These' i n   t u r n  would a a b l e   t h e  
Soviets t o  e q l o i t  more r ep id ly  and f u l l y  t h e i r  vas t   na tura l  
resoumeS. This tyye of development vould ensure  out le ts  
throughout the T'lestem v o r l d  f o r  these  resources and fwrtl"e-r 
improve Noscow~s abi l f%y t o  boost i t s  hard currency  earnings - 
an important cornpomzert o f  its c r e d i t  worthiness. 

The case -tern Europe 

v i t h  tlie West has been growing f t i s te r   than   the i r  t r r d e  with 
C O l D C W .  The extension of Mestern  guaranteed e x p r t   c r e d - i t s  has 
no cioEbt been i n s t r m e n t a l  i n  this develo2ment, For iiqstance, 
credi ts   outs tanding fron NATO countries t o  Ea;t European co-miries 
mounted 'Co $3.8 b i l l i o n  (of which $41.5 rniliion were goverme%t- 
to-goverment  creclits), a t  the end of  1973; 54% of these  credi-i;s 
had a duratfor, of over five years. Poland End ;";.manis, .which 
have l a rge  p r o p o r t i o n  of  their trade w i t h  tha  Vest, also h a ~ e  
the   l a rges t  volune OP credits outstanding, $1.4 and $1.1 billion 
respectively,  

14. Over the l a s t  Îew years, East European countries '  trade 

15. East Europesn countries,  furthermore, have  been  drawing 
on the Eurodollar  market f o r  additional  resources.  For i n s t m c e ,  
i n  1-973 Sulgsria took  $115 million, Poland $&?O a i l l i o n ,  Hungary 
$90 nillion; i n   t h e  first three-quarters o f  1974, the  borrowin S 
vere $85 n i l l i o n ,  $272 n i l l i o n  and $150 mil l ion  respect ively(1 . 
These Eas t  European  countries, i n   c o n t r a s t  to the Scivbe'c Urrion, 
which bermwed cnly $50 million i n  1973 on  the  Sumdollar  market, 
s re   p repared   to  2s.y the  full market. p r i ce  t o  obtair! f i n a s i a l  
f a c i l i t i e s  which, ~t t h e  end of 1974, may have  been $one 3 t o  L'+ 

percentage  points above tile i n t e r e s t   r a t e s  genaral ly  charged on 
guaranteed. e q o r t  credits, 

5: 

l 

l 16& I n  the pas t ,  East Ewopean  countries have shown ceution 
l i n  taking up Western  export  credlts, More recently,  howeve-1, 

some of  the3 h8.w been  increasing  their  borrowings and would now 
seem t o  be approaching the l i r a i t s  of  their   debt  servicing  capacity.  
For instance,  i n  1973 Rumania's reimbursements of i t s  debts   to  
All ied countries E;cm&!,ed about one-half of i ts  earnings from i ts  
exports t o  them; ccksequenlly, Humnia had t o  obtain a resche- 
tiuling o f  some of i t s  debts, This development  suggests that Some 
dc.st Zuropeali- countries might now represent a greater  risk f o r  
the  lenders,  
m i r v e y , - m b e r ,  1974 
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17. The fending na t ions ,   bas ing   t he i r   eqo r t   c r ed i t  
progrsrmes  mainly o n  conmercial  considerations, may prove 
r e luc t an t   i n   t he   fu tu re  t o  encourage a fur ther   increase i n  the 
indebtedness of  some &st European count r ies ,   l es t  this 
jeopardise   their   debt   servicing  capaci ty ,  Consequently, this 
would l ead   t o  a fur ther   reduct ion of these  countries'   purchasing 
power i n  world  markets,  already  diminished by global  infla. t ion 
and r i s i n g  commodity pr ices ,   In   addi t ion,   the  slowdown i n  
the  growth o f  TlJestern economies would a l so  tend t o  reduce  their  
hard  currency  export  earnings. . . -  

Conclusions 

18, I n  Lne preseat  circtmstances,  it may. appear  opportune 
t o  consider  reducing, as f a r  as possible,   the  prevail ing 
discrepmcy  between  the  interest   rates  charged on  guaranteed 
export   credi ts  and the  higher  ones  obtaining  in  the  domestic 
f inanc ia l  Ii?arlcets. Under present  balance o f  payments conditions, 
Western lenders  nay  themselves be growing more dependent  on 
foreign loans with h igh   in te res t   ra tes ;  hence the need- f o r  
c lose r   a l i gmen t  between in te res t   ra tes   rece ived  and those paid, 

19, Current   effor ts  by the  EEC, the  United States and 
Japan t o  agree on unifora limits t o  conditions f o r  export 
credits are  t o  be encouraged par t icular ly   s ince  each  nat ional  
authority remains f r ee  t o  determine  the volume of such credits. 
Agreenent among these  countries would enable  the  Llliance 
menbers t o  reduce, a6 f a r  as possible,   discrepancies  in  the 
conditions of guaranteed  export  credits  extended t o  Conmwist 
countries. 

20, Certain European Commurist countries have  been 
i n s i s t i n g  on ge-kbing eqor - t   c r ed i t s  on concessionary  teras, 
the l a t t e r   b e i n g  zsked in some instances,   as a quid pro quo 
f o r  politFczJ  concessicns on t h e i r   p s r t ,  O i l  the   o ther  hand, it 
shct12.d be noted that the Soviet Union enjoys much improved 
terns o f  t rade  and an enhanced financial   posit iolz,  which enables 
it t o  purchase goods in the  All ied  countr ies   e i ther  for cmh, 
o r  on c r e d i t  on the sa!? conditions  applicable to non-Conmmist 
industrislized  cowltries.  Poland  nay be able t o  do the  sane 
i n  t h e  longsi- ml, ss it disposes of  exportable  energy  resources 
and some ra.w materials, i n  ph r t i cu la r  copper  ore, for which 
there   z re   a t t rac t ive  ov.-tlets i n  the West. 

21, Some of the  small East  Eurcpean  countries, hokrever, 
f a r  from benefit ing from recent  changes i n  commodity pr ices ,  
have seen   the i r  tenas o f  t r sde   de te r iora te  and t h e i r  dependence 
increase on the Soviet Uaion as a suppl ier  of essen t i a l  
commodi-ties, The i r   ab i l i t y  t o  procure  cer ta in  tTJpes o f  equipment 
i n  the West has been pu'i; i a t o  jeopardy by escalat ing  pr ices .  
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The question  therefore  arises  whether it might  not be p o l i t i c a l l y  
desirable  t o  promote All ied  countr ies   t rade with these  nations 
by mairtairxi2g  and,  possibly  extending,  the f low of guaranteed 
export credi";e t o  thelr., al though  their   credit   worthiness  might 
have t o  be reassessed   in   the   fu ture .  

22. Vhen consid-ering this question, it should be  rerilembered 
that export   credi ts  a re  conmercial  transsctions and t h & t  
cornercial   .considerstions  therefore p lay  a key r61e. Agreed 
c r i t e r i a  whe-vl extending  guarantees f o r  export   credits  should be 
r e l a t ed  t o  object ive  econoaic   factors   in  o rde r  t o  avoid dis- 
t o r t i o n  of  competition, snd international  harmonfzation OP 
cred.it conditions shou1.d aim ideally  at   el irainating  f i lvergences 
i n   i n k e r e s t  zxtes prevai l ing mong  the  lenders, However, the 
margin o f ' a c t i o n  ia. the c red i t  p o l i c y   f i e l d  towards  the East 
European countries Unges primarily on th ree   poss ib i l i t i e s :  
de temina t ion  o f  overa l l  volume c r e d i t s  t o  be extended, ma::kmun 
extension o f  duration and minimm in te re s t   r a t e s ,   w i th in   t he  
framework o f  ;;greed limitations,  Furthermore, encaurageme:xt 
could be given t o  cred-i t   ins t i tut ions  such as the IMF and the 
Yo rl d Bar& . 

23, Studies  carried  out  during  the l as t  Eew years hzve 
come t o  the  conclusion that the development of Eas-i;/West t rade  
was a contr ibutory  factor  t o  the improvement o f  r e l a tLms  with 
the C o m ~ ~ n i s t  countries and t h a t  R sound expansion o f  this 
trade would favour  Western  economies(1). Expor t .  c r e d i t s  have 
been i n s t r m e n t a l  bo a Large degree i n   t h e  expansion of  this 
trede.  Although it has not been possible  t o  weigh the  respec- 
tive  advantages  accruing t o  .the Western  lending and Eastern 
borrowing  coultries, on balznce it has  generally  been  thought 
that both sides  stood t o  benefi t  from such credi ts .  !Phis 
matter, however, desemes   p s r t i cu la r   e t t en t ion   i n  the present 
period OP general ized  inf la t ion,   credi t   shortages and 
recessionzzy  fears in tl2e Vest and t;t 8. time when t k e  Soviet 
Union is enjoying  an  inproved  f inancial   posi t fx ,   favourable  
t e r n s  o f  t rade aad a r e l a t ive ly   s t eady   r a t e  of  economic grow-th, 
Consequently,  she  could try t o   e x t r a c t  f r o m  Western countries 
w i n g  f o r  her  t rade additional  credit   concessions,  

24, The Economic Cornittee: 

(a)  considers tha t  in view of the  current  economic 
s i t u a t i o n  a d  the changes  h hi ch are  occurring i n  
in te rna t iona l   t rade   re la t ions ,   the   repor t ing  procedw- 
establ ished with?-n NATO on  guaranteed  export  credits 
t o  Comunist  countries  remains a most useful  source 
of information for the Alliance countries,  I L  gives 
then m opportunity t o  exchange  views  on the   l eve l  
of European Communist count:-,ies  indebtedness md on 
the terms of guaranteed  export   credits t o  that area; 

Y? c"( 'mb8 
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(b) believes tha t  vsrious  questions  merit  exsrnination, 

regarding the nature  o f  the  consul ta t ions among 
member countries,  introduced by the  Council  decision 
of August 1959: 

(L) If p r i o r  consul ta t ions  are  t o  be maintained, 
should this procedure be applied  not  only t o  
goverment-to-goverment  credits  extended to 
the  USSR, but  also t o  those  c r e d i t s  extended 
t o  the East Zurcpean countries? 

(li) 19, on the  contrary,   consultation i s  t o  be 
replaced by c. procedure o f  information 
a Posteriori, would th i s  s t i l l  engender useful  
~ s c u s s x ~ i t h i ~ ?  the  Economic Committee.? 

(iii) Should the Economic  Committee a l s o  be informed 
of amangements f o r  rescheduling o f  outstanding 
debts? 

25. The Council is Lnvited t o  give  the Economic Cormittee 
such  directives as it deems necessary i n  connection with the 
questions  aentioned above 
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