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CHAPTER I

INTRODUCTION

. . . the development of detente between East and
West is but the political expression of an economic
necessity, namely the need to overcome the difficul-
ties and contradictions inherent in the two systems
(2, p. 205).

The period from the 1960s through the mid-1970s was

characterized by an increased interest on the part of the

centrally planned economies of Eastern Europe and U.S.

businesses to expand trade and industrial relations.

Efforts were made by both sides to expand economic rela-

tions and, though some increase was measured, recent

indications are that trade activities between the U.S.

and Eastern Europe are on the decline and will be limited

in the future until certain barriers are removed. These

barriers arise out of the incompatibility of basic ele-

ments in the communist and capitalistic economic systems

and are often exacerbated by the legacy of political

friction that exists between the U.S. and communism as a

whole. Systemic flexibility is required for these dia-

metrically opposed systems to overcome their incompatibil-

ities and interact effectively. This flexibility has, in

recent years, proven to be inconsistent if nonexistent,

resulting in an unfavorable economic climate --and produc-

ing a trend away from expansion of economic activities.

1
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The Problem and Its Purpose

This study hypothesizes that the barriers to expanded

economic development between the U.S. and Eastern Europe

are perpetuated by the "difficulties and contradictions

inherent in the two systems" (2, p. 205) and by the lack

of efficient systemic flexibility to cope with these

problems. It is the aim of this study to define these

obstacles to economic expansion, to describe the most

important systemic and political factors at work, and to

demonstrate how they have determined and will continue to

shape the economic relationships between the United

States and the centrally planned economies of Eastern

Europe.

Part I deals with the economic problems of the

centrally planned economies and examines the basic foreign

trade structures, their roles in a planned economy, and

their dynamics. More specific East European economic

activities during the 1960s and 1970s are examined with a

special focus on the major areas affecting foreign trade

including the domestic political setting, economic reforms,

regional integration, and international politics. A

country by country overview provides information on the

current positions of the individual East European coun-

tries relative to foreign economic expansion. This is

followed by a summary of the major barriers facing East

European trade expansion and the systemic factors that
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impede the resolution of these barriers. Finally, the

prospects for overcoming these obstacles are discussed

and evaluated.

Part II focuses on the United States and the problems

encountered by U.S. firms desiring to seek profits in the

markets of Eastern Europe. In order to grasp an under-

standing of these problems it is helpful to examine the

fundamental processes involved in their creation. The

American political system, being pluralistic in nature,

allows for interest articulation and the exercise of

influence by many entities in the society--from both

organized and unorganized groups and institutions with

common interests. These various divisions in a pluralis-

tic society have the capacity to influence and affect

policy when situations arise that stimulate the required

level of interest needed to generate positive action by

the group.

This pervasive pluralism existing in the U.S., both

within the business community and the government, forms

the crux of the problems centered around attempts to

expand economic relations with Eastern Europe. These

pluralistic structures and processes overlap and influence

each other in varying areas and degrees, making a syste-

matic approach to their study difficult. However, by

taking a multivariate examination of the inputs into the

formulation and execution of U.S. foreign economic policy
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and then applying this process to the major problems that

have arisen in regards to U.S. trade with Eastern Europe,

this section will attempt to demonstrate how the U.S.

pluralist system has inhibited U.S. trade expansion in

this area.

The foreign economic policy process is by no means a

singular process. Under the scrutiny of the U.S. plural-

istic form of government this process exists as a dynamic

force in constant change as influenced by multiple vari-

ables. For the purposes of this paper, U.S. foreign

economic policy is examined in the context of a three-

dimensional matrix with the major categories of input

including the business community, the institutional

actors and circumstancial inputs. The use of a multivar-

iate matrix in this manner is designed to provide a mode

for analysis of specific problems and to demonstrate how

the dynamic processes of a pluralistic system can create

policy inconsistencies. These inconsistencies result in

a number of disincentives to the U.S.-East European trade

which are examined under the categories of Import and

Export Controls, Problems in East European Export

Financing, and the U.S. Government-Business Relationship.

(These categories are used only in an attempt to provide

some order to the discussions of the problems and are not

meant to imply that the problems and barriers to U.S.-East

European trade activities fall neatly into prescribed
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areas. In reality, areas are often overlapping and

poorly defined.)

The category of import-export restrictions runs the

gamut from bureaucratic licensing delays to confusions in

foreign economic policy objectives which translate into

inconsistent administrative attitudes towards expansion

of trade with Eastern Europe. The use of foreign economic

policy as a tool for foreign policy is also examined in

this chapter.

East European financial problems have continued to

escalate over the past decade and the responsibility for

overcoming these problems has chiefly fallen into the

hands of the Western exporter or importer. The ability

of U.S. corporations to resolve problems of financing is

tremendously influenced by their relationship with the

U.S. government. The lack of extensive government-backed

credit and the lack of cooperation between government and

business in creating and operating effective financing

programs have provided further disincentives for expansion

of U.S.-East European economic activity and have allowed

other Western competitors with more flexible and innova-

tive business-government programs to take advantage of

East European markets.

The general adversary relationship that has character-

ized government and business in recent decades has not

only exacerbated the problems in the first two categories
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but contributed to others, as well. The final part of

this section takes a look at this relationship with a

focus on the current state of the situation.

The focus of Part II is specifically directed at the

problems that have arisen in attempting to expand U.S.-

East European economic activity and is not concerned with

the theories, reasons, or forces behind the desire for

expansion nor is it concerned wih any theory of decision-

making--but rather deals with problems already existing

and the pluralistic sources that influenced their creation.

Part III provides a synthesis of the material covered

in Parts I and II by drawing together a unified picture

of the U.S.-East European economic environment. The

conflicts of the two economic systems and the resulting

barriers to economic expansion are discussed with a focus

on the systemic factors that perpetuate the existing

problems. Finally, this synthesis is related to the

international environment as a whole with the hope that

its juxtaposition with this microcosmic study will contri-

bute to a better understanding of the trends in U.S.-East

European economic relations.

Related Literature

The available literature on problems resulting from

recent attempts to expand economic relations between

Eastern Europe and the U.S. is limited in scope and often

redundant. The greater abundance of studies have been
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done by economists (e.g., Holzman, Wilzinski) on the

centrally planned economies. Research into problems

encountered by U.S. corporations attempting to expand

business into Eastern Europe has been more specialized,

dealing with problems such as finance and specific aspects

of foreign economic policy. It appears that few if any

scholars, with the notable exception of Samuel Pisar,

have attempted an inclusive study of the major factors

that influence U.S.-East European economic activity. It

is my intent to capitalize on the available specialized

research in order to provide a comprehensive study that

will help clarify the U.S.-East European economic rela-

tionship.

Data

Accurate quantitative research on Eastern Europe is

almost nonexistent. This is due to the fact that most

communist countries do not make publicly available infor-

mation concerning financial affairs and those economic

statistics that are published are subjected to all types

of distortion by Western standards. Consequently, the

majority of research done does not rely heavily on statis-

tical data but focuses instead on historical and current

trends. Conclusions are cautiously reached and are more

often than not only speculative.

Statistical studies dealing with many areas of U.S.

corporate activity are likewise inhibited by privacy laws
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and reporting procedure. Data, again, must be estimated

with a wide margin for error. Because of these elements,

this study, like most others, is written with limited use

of data. The tables incorporated in this study are used

merely to indicate the possibility of certain patterns of

growth and activity and are not intended as argumentative

support for specific conclusions.

Definition of Terms

The East European countries considered in this paper

include all East European members of the Council for

Mutual Economic Assistance (CMEA--sometimes referred to

as COMECON) with the excepton of Albania and Yugoslavia

(not a full-fledged CMEA member)--who differ substantially

from the rest in economics and politics. Countries

included are Bulgaria, Czechoslovakia, the German

Democratic Republic, Hungary, Poland and Romania. The

term CMEA is used to refer to concerted activities of

these countries and the Soviet Union. There are other

members of the CMEA, but their activity within the CMEA

is minimal and they are consequently excluded from con-

sideration in this study. References to the "Soviet

Bloc" include all socialist countries that exist under

the umbrella of Soviet influence and are used occasion-

ally in discussion of certain items such as generalized

Western attitudes.
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The multinational corporation (MNC) has been the

logical Western business entity to affect expanded eco-

nomic activities with Eastern Europe in the past three

decades. The centrally planned economies have a noted

preference (3, p. 120) for undertaking large economic

projects rather than taking incremental steps in develop-

ment and the MNCs, because of their size and capabilities,

have been in the best position to capitalize upon this.

MNCs have not, however, functioned in a "multinational"

capacity in Eastern Europe because "MNC" by usual defini-

tion implies an "equity investment" which is allowed only

in a very few of the centrally planned economies and then

never as a "controlling" entity. Therefore, in order to

eliminate confusion--though the majority of business

transactions between the U.S. and Eastern Europe have

been done by MNCs with "equity investments" in other

parts of the world--the term MNC will not be used.

Instead, references are to American or U.S. businesses,

firms, or corporations.

Notes

It is important to note that off-shore activities of

U.S. MNCs are extremely difficult to document and relate

to statistics of domestic origin. As result of a number

of interviews with MNC executives, I have reason to

believe, without specific data support, that trade between

U.S. MNCs and Eastern European countries is considerably
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greater than U.S. MNC domestic based statistics indicate.

Attempting to prove that a major distortion of U.S.

foreign trade data exists is not within the scope of this

project, but would be extremely relevant to the conclu-

sions drawn here.

It is also important to mention that trade figures,

trends, etc. are discussed in this study in general terms

without reference to specific industry type. For the

purpose of overall evaluation and trends this approach is

acceptable, but a few specific areas of trade do differ

from the generalizations drawn by this study. Interviews

and data indicate that a few selected U.S. industries (1)

such as mining and extractive firms have been able to

carry on highly successful and consistent trade relation-

ships with some East European countries. This is probably

due to the fact that their products or services are

considered by Eastern Europe to be of such vital impor-

tance that they are given priority regardless of economic

and political conditions. These, however, are the excep-

tion rather than the rule.
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PART I

A PORTRAIT OF EAST EUROPEAN FOREIGN TRADE



CHAPTER I I

THE FOREIGN TRADE STRUCTURE IN THE

CENTRALLY PLANNED ECONOMY

In keeping with traditional communist doctrine,

state trading monopolies were created in each of the

individual East European countries as they came under the

post-war influence of the Soviet Union. Due to variations

in economic conditions, degree of modernization, culture,

political attitudes, etc. the nature of state trading

monopolies does vary from one East European country to

another. Nevertheless, the organizational structures and

functions remain basically the same.

The Role of Foreign Trade

Foreign trade has in past years been regarded by the

centrally planned economies as a potentially disruptive

force to central planning. (For the purposes of this

paper, foreign trade is defined as trade with countries

outside of the Soviet bloc--as opposed to "intra-bloc"

trade within the Soviet bloc.) Consequently, in attempt-

ing to adhere to the communist bloc policy of autarky,

the role of foreign trade in the East European economies

has necessarily been relegated to one of filling the gaps

where domestic supplies fail to meet the domestic economic

13
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requirements. The main objective, then, "is to procure

goods and services which are both indispensable and

unavailable from domestic sources" (5, p. 6). Imports

are the primary focus. Exports are only of concern as a

means to pay for the required imports.

The position of foreign trade relative to economic

growth and development in the various East European

economies is difficult to specifically define because of

several ideological and geographical conflicts. Integral

to socialist theory is the concept of determinism--the

idea that "socialist economies are built." Juxtaposed is

the concept that capitalist economies evolve or develop--

a critical difference to Eastern Europe since it histori-

cally is a part of the capitalist world. These basic

differences coupled with the overriding desire to effect

rapid industrialization, and the inability of their

centrally planned economies to meet domestic economic

demands have caused an ever increasing emphasis on foreign

trade. Because of their economic dependence on and

political subservience to the Soviet Union since World

War II, the East European countries often walk a narrow

line between appeasement to the Soviet Union and economic

development and modernization in capitalistic directions.

These conflicts frequently result in apparent contradic-

tions within the centrally planned economies regarding

planning and execution of foreign trade policy.
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The Organization of Foreign Trade

The foreign trade monopoly in its traditional sense

is characterized by two sets of hierarchical institutions.

Though the chains of command and decision-making channels

are quite complex (See Figure 1, p. 16), the Ministry of

Foreign Trade emerges as the principal keeper and backbone

of the foreign trade monopoly. Within the Ministry of

Foreign Trade are various specialized departments, import-

export agencies and corporations, and various other

organizations. Of no less importance is the foreign

exchange monopoly, whose name alone indicates its critical

position vis-a-vis foreign trade. This institutional

structure includes the Ministry of Finance, the State

Bank and the Foreign Bank.

The Ministry of Foreign Trade

The Ministry of Foreign Trade is in many ways similar

to its Western counterparts. It functions primarily in a

supervisory capacity, concerning itself with the adminis-

tration and regulation of those agencies within its

framework (10, p. 52). Samuel Pisar notes that the chief

differences with its Western counterparts arise in the

. . . substantive powers and responsibilities and
the hierarchical positions they occupy in relation
to operating business entities . . . [and that they]
combine all the activities which market economies
sharply segregate into sovereign and private hands
(10, p. 52).
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Subordinate organizations and agencies are created within

differing geographic areas to "program, coordinate and

supervise the export and import of goods, " while others

are charged with the responsibilities of "financing,

currency exchange, legal counseling, standardization,

transport, research, protocol and personnel" (10, p. 52).

Each East European country maintains a Chamber of Foreign

Commerce which carries the bulk of the responsibility for

trade promotion, including sponsorship of trade and

industry fairs and promotion of joint ventures. Other

functions include quality certification of products,

issuance of certificates of origin on exported goods,

providing marketing information, asisting in resolution

of commercial differences, as well as some politically

motivated functions such as establishing trade relations

with Western countries that do not politically recognize

their countries (10, p. 56). (It is important to note

here that these agencies, as with all other entities in

the economic structure, are frequently used as tools by

the government for political purposes.) Few if any of

these agencies have the power to function independently

but rather act as a working arm of the Foreign Trade

Ministry.

The operations of the Foreign Trade Ministry abroad

provide similar services to the Chamber of Foreign

Commerce and are in the form of temporary visiting mis-

sions, resident trade delegations, and representatives
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that serve in official capacities within the various

embassies. Import licenses, transit permits, certificates

of origin and other documents requisite for trade are

handled by these officials--though the specific agency or

organization which handles these matters varies from

country to country. Additionally, these offices do

varying forms of research into economic conditions,

market potentials, etc. as well a make trade data avail-

able to potential Western suppliers and customers (10,

p. 98-99).

The single most important entities within the Eastern

European countries' foreign trade network are the foreign

trade organizations. The foreign trade organizations are

export-import corporations granted by the Foreign Trade

Ministry the monopoly in their specific category of

business (e.g., mining, transportation, agricultural

products). They are, however,, still subject to the

central planning directives handed down by the Ministry

of Foreign Trade. Most East-West trading is transacted

directly with the foreign trade organizations which,

though regarded as the principal in negotiations, is in

actuality usually serving as an agent for the smaller

domestic import or export firm or producer. Though

foreign trade organization funds and personnel are con-

trolled by the Minister of Foreign Trade they are consid-

ered legally as being distinct and separate from the
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state. Supposedly, they retain individual corporate

rights and obligations similar to Western corporations

and are held responsible for their own commitments (10).

At the bottom of the hierarchy are the actual produc-

tion organizations that require imports or produce for

export--or both, in some instances. Traditionally these

entities produce on targets and operate within the guide-

lines outlined by the Minister of Foreign Trade and

controlled through the foreign trade organizations.

These smaller separate elements have gained in position

within some East European countries and this will be

discussed later.

The Ministry of Finance

The Ministry of Finance controls the flow of funds

in the foreign trade process and has its input to the

decision-making for foreign trade at the planning commis-

sion level. (See Figure 1, p. 16.) Most imports and

exports are budgeted in coordination with the overall

economic plan and in advance of actual negotiations.

Detailed planning and budgeting directives are then

passed down through the hierarchy of the foreign trade

structure to the actual entity involved in foreign trade.

This financing process leaves the foreign trade organiza-

tions of the centrally planned economies little flexibil-

ity in negotiations and little hedge for major price

fluctuations on the international market.
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Foreign Trade Planning

Foreign trade planning is initiated as a set of

general instructions issued by the State Planning

Commission as part of its overall economic plan. These

plans are prepared in long-term (ten to fifteen year long

range objectives), medium-term (five-year-plans), and

short-term (annual) form, with the emphasis on medium and

short-term plans. The instructions are funnelled down

through the various ministries, organizations and agencies,

who in turn review them and send back up the ladder their

proposals (estimates of needs and capabilities) for

fulfilling the outlined goals. (See Figure 1, p. 16.)

Once this process is completed, the State Planning

Committee reviews the proposals and issues more explicit

directives (though still in rather general form) to the

various Ministries which in turn formulate targets and

guidelines to be followed by the appropriate trading

entities. An attempt is made in the overall planning to

coordinate all variables such as finance, production,

balance of imports and exports (6, p. 44). Ideally, this

arrangement for central planning, coordination and control

should work well. However, its inflexibility to changes

and uncontrollable variables (e.g., weather, fluctuations

in the international economy) and difficulty in handling

the abstract values of an economic system such as culture,

psychological forces, nationalism, have placed increasing
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strains on the centrally planned economies of Eastern

Europe.

Functional Characteristics of the Centrally Planned
Economies that Affect Foreign Trade

Central Planning

Under central planning the majority of decisions of

economic consequence are made by the state at a central

level rather than by individuals or industries directly

concerned. Central planning is comprehensive of all

economic factors including goals and objectives, produc-

tion quotas, material allocations, employment and wages,

prices, imports and exports, etc. Economic decision-

making follows a process similar to the foreign trade

decision-making process in Figure 1--with the various

other ministries (e.g., Transportation, Labor, etc.)

existing on functional levels like that of the Ministry

of Foreign Trade and with comprehensive economic planning

and coordination decisions evolving out of the Central

Planning Commission. The ideological objective of central

planning in this manner is optimum coordination of eco-

nomic variables in order to control and direct economic

growth. In theory, this practice approaches the ideal of

economic coordination; in reality, the inability to coor-

dinate such a massive system in an environment of constant

change is verging on economic chaos. The following
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discussion of other characteristics reveal some of the

problems caused by central planning.

Fixed Pricing

In an attempt to isolate and protect their own

economic systems from fluctuations in the world markets,

the Soviet bloc countries created a pricing system,

which, unlike that of the Western open market economies

(which fluctuate according to supply and demand), is both

arbitrary and, artificial. Domestic prices are established

by considering social policy and are "geared to encourage

the consumption of some goods and to discourage that of

others, in order to implement the national plan" (5,

p. 68). An example of this is found in one centrally

planned economy where

a television set costs not much more than a
pair of high quality shoes. Since . . . [there is]
a high priority to electronics for reasons of defence
and space research, and because television receivers
are essential instruments for the formation of
public opinion, they are made available to the
consumer at a price which bears no relevance to
their exchange value in terms of other consumer
goods (10, p. 185).

Obviously omitted from consideration in pricing are such

elementary factors as precise calculations of real cost

of labor and production, product transportation costs,

scarcity value and rate of depletion of natural resources,

etc. (10, p. 184-185). Because of these omissions, fixed

pricing has far reaching effects throughout the economy

and these are especially felt when the economy is exposed
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to international markets. These effects include, among

other things the need to subsidize products in order to

make the transition from the international to the domestic

market. Fixed pricing also influences other characteris-

tics of a centrally planned economy such as low productiv-

ity and poor quality of production, and these are dis-

cussed in the following paragraphs.

Fixed Wages, Full Employment, Low Productivity,
and Poor Quality

Imbedded in socialist ideology is the right of every

worker to have a job and this is an essential element in

central planning. Polish professor Jerzy Kleer (1,

p. 24) is quoted as agreeing that "In the last resort,

full employment is preferred to full efficiency." This

"taut planning," according to Holzman (8, p. 76), results

in sellers' markets--additionally weakening managerial

incentives to improve quality.

Fixed wages are also an established aspect of central

planning. With wages fixed, little incentive exists to

improve the quality or quantity of production.

Eastern Europe's problems of low productivity and

quality of production can also be pegged to the pricing

system as well as to the inflexibility of central planning.

Given that the lack of a profit motive is tied directly

to the fixed price system, Harriet Matejka notes that



24

The organization of the monopoly, combined with the
absence of the profit motive, meant that domestic
producers could content themselves with carrying out
central instructions without regard for conditions
on the world market. Producers of exports could
ignore the requirements of their clients unless spe-
cifically instructed to do so. Similarly, whatever
the behaviour of their foreign competitors, they had
no incentive to innovate unless they received direc-
tives to this effect (6, p. 447).

This inability to control quality has, among other things,

reduced demand for East European exports in the world

market. Concurring with this idea but playing down the

pricing problem, Holzman noted,

Inability to compete successfully (to quote Hungarian
economist, Imre Vajda) is not due to pricing but to
deficiencies in "performance, reliability, appearance,
packing, delivery, and credit terms, assembling
facilities, after-sale services, advertising, selling
itself . . . ." This ineptness results largely from
lack of competition--the fact that domestic products
are "distributed by the plan" rather than "sold" and
that quantitative goals take precedence over qualita-
tive goals (8, p. 76).

Thus, there is little difficulty in observing how

rigid central control of wages, full employment, and

prices contributes to poor quality and reduced quantity

of production. This inflexibility in the basic aspects

of the economic structure contributes significantly to

the reduced potential to export--a major source of prob-

lems in East European foreign trade.

Government Subsidies

The fact that prices are "fixed" rather than "fluc-

tuate" according to supply and demand allows the planners

to manipulate profits and losses in what has proven to be
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a contributing factor to other economic problems. A

common practice is the reallocation of profits from one

area to another area experiencing losses. Consumer

prices remain fixed by decree in a decade when most East

European countries have been forced by low productivity

to import food (at rising costs on the world market).

This price manipulation has resulted in what amounts to a

government subsidy for food. Moreover, government subsi-

dation in this manner is not limited to foodstuffs.

Since this system of pricing bears no relation to Western

market prices which prevail in the foreign trade arena, a

number of problems have arisen in dealing with imports.

The following is a basic example of the outgrowth of the

"pricing problem:"

Until now, the governments have sought to insulate
their economies from world price movements. This
they have done through massive subsidation of basic
foodstuffs. Instead, inflation took the form of
perennial shortages. Apart from the distortions
this sort of price manipulation causes, the cost is
proving prohibitive (1, p. 20).

It likewise should be noted that the "perennial shortages"

mentioned, especially in the area of basic food and

clothing supplies have led to social unrest expressive of

complaints against the political and economic system.

Currency Inconvertibility and Bilateralism

Currency inconvertibility occurs when, for various

reasons, a country "forbids residents to convert domestic

currency into foreign exchange or gold with which to buy
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abroad" (7, p. 42). Balance of payment pressures are the

usual reasons for currency inconvertibility and arise out

of such conditions as "over-full employment planning,

repressed inflation, rapid growth, and so forth" (7,

p. 42)--all of which are characteristics of the centrally

planned economies. Holzman notes the following effect of

balance of payments problems:

If a nation is in balance of payments difficulties
for the reasons noted, foreigners eventually become
unwilling to hold its currency because at existing
prices and exchange rates its prices are too high
and products insufficiently attractive. Outstanding
currency balances begin to sell at a discount and
eventually the nation is forced either to devalue or
to place controls on imports (7, p. 42).

When imports are controlled (or currency is inconvertible)

only necessary imports are allowed and must be "equal to

the amount of current earnings of foreign exchange through

exports" (7, p. 42). This is ordinarily done on a one-to-

one basis between nations and results in what is called

"bilateral trade." Bilateralism is a functional method

for keeping balance of payments among countries in equili-

brium, and is a major characteristic of East European

foreign trade because of their inconvertible currencies

and balance of payments problems.

According to Holzman (7, p. 43), the centrally

planned economies suffer from an even more severe problem

than currency inconvertibility--a problem he refers to as

"commodity inconvertibility." This refers to the condi-

tion in which the foreign purchases (except by tourists)
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of domestic products are restricted to those offered by

the foreign trade organizations for these reasons:

First, unplanned purchases by foreign importers
would disrupt the carefully drawn fabric of the plan
implemented by balances and other direct controls.
Second, given irrational internal prices, importers
might purchase commodities at prices far below the
real costs of production (7, p. 43).

Therefore, products available for purchase by foreign

importers are severely limited. The inflexibility of the

central planning system contributes to this foreign trade

problem because of its inability to restructure, when

necessary, its planned commodity exports to adjust to the

changing demands and supplies in the international markets.

Holzman (7, p. 43) believes that in order for the cen-

trally planned economies to overcome this problem of

"commodity inconvertibility" they will have to decentral-

ize market planning and institute a "rational" pricing

system.

The Position of the Council for
Mutual Economic Assistance

A review of political-economic structures in Eastern

Europe would not be complete without comments on the

CMEA. Supposedly the communist world's counterpart to

the European Economic Community, and with a special focus

on this intent since about 1960 the CMEA has provided

some economic integration but the political implications

of its existence are far more significant.
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The CMEA, composed of the Soviet Union, the East

European countries (less Albania which withdrew in 1961),

Mongolia (which joined in 1962), Cuba (1972), and Vietnam

(1978), was founded in 1949 ostensibly "to assist the

economic development of its member states through joint

utilization and coordination of efforts" (3, p. 164).

The CMEA was created by Stalin with "small powers and low

pretentions" because of his fear that these new satellites

would organize against him (9, p. 71). Present day irony

lies in the fact that the Soviet Union, since the

Czechoslovakian Crisis in 1968, has tried to increase

strength and unity of the CMEA to avoid future conflict

between Eastern Europe and the Soviet Union (9, p. 31-32).

The CMEA was relatively dormant until the Czech

Crisis in 1968 signaled the need to the Soviet Union that

some major economic changes were needed. At this time, a

drive towards more CMEA integration was begun and resulted

in a series of reforms and initiatives called the

"Comprehensive Program" (9,, p. 32). This integration was

sought in the form of coordination of national economic

plans by the CMEA member countries to be implemented by

the establishment of departments in the national planning

agency of each country which would coordinate Five Year

Plans with other CMEA countries (2, p. 297). The coordi-

nation of planning, however, was not scheduled to begin

until 1975, and though reports of meetings being held by
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different planning groups have appeared in the Soviet

press, there is as yet no concrete data to indicate that

full-scale, coordinated CMEA planning has been implemented

(11, p. 159). CMEA activities were also expanded to

include the sponsorship of massive construction projects

among member states, attempts to resolve financing prob-

lems among its members, as well as a drive to achieve a

uniform pricing system (11, p. 159).

The CMEA has yet to achieve a position as a formi-

dable integrated force in the international trading

arena. Though it has sponsored numerous activities that

have had an impact on the foreign trade of the individual

CMEA members (these are discussed in Chapter V), the

basic drive towards integration has been very slow.

Bornstein (2, p. 301-302) notes a number of factors that

have slowed the integration process, including conflict

of national interest among CMEA members, serious technical

problems in "determining an economically sound pattern of

specialization in production and trade" among member

countries, and inability to resolve the problem of uniform

pricing. Other problems cited have been "the contrast

between economically developed and underdeveloped [CMEA]

countries," ineffective methods of integration used thus

far, and "economic control systems no longer relate[d] to

existing level of economic development" (6, p. 479).
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Finally, two overriding principles which should be

kept in mind when considering the CMEA are:

(1) that [the CMEA] is composed of a group of rela-
tively small countries and a superpower, the USSR,
and,
(2) that the ultimate, long-term objective of the
organization is the achievement of a highly organized
integrated economic bloc--even though there appears
never to have been full agreement on just how and
when this integration will be accomplished and
despite the fact that the principle of sovereignty
and independence of member states is a cardinal
feature of the CMEA statutes (11, p. 153).
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CHAPTER III

EAST EUROPEAN FOREIGN TRADE IN THE

1960S AND 1970S

Since World War II, the East European countries had

been plagued with backward economies, frequent political

and economic influence exercised by the Soviet Union, and

isolated by anti-communist political cum-economic policies

of Western nations. All had initially sought in the late

1950s and early 1960s to develop their economies through

an "extensive" period of growth. This "extensive" phase

of development was characterized by industrialization and

urbanization made possible by significant increases in

the rates of investment and rapid expansion of the indus-

trial labor force, and was generally supported by imports

of machinery and technology (4, p. 292). The 1960s,

however, brought the need to direct economic growth

towards and "intensive" phase which required "greater

emphasis on increasing labor skills and technological

change in existing industry" (15, p. 887). All of the

East European countries had difficulties in the 1960s in

attempting to switch to the "intensive phase" of economic

growth and the following discussions of the individual

countries reveal some of the causes and effects of these

difficulties.

33
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The different methods for economic development

employed by the East European countries affected and were

influenced by Soviet and Western political attitudes--both

of which played a significant role in the direction of

economic growth of the individual countries. However,

the political-economic setting at the beginning of the

1970s was anything but monolithic in nature and remains

so today. The underlying stimuli, though, of the various

foreign trade activities during this period follow a

somewhat predictable pattern and can be traced to a

number of common political-economic principles and influ-

ences within the centrally planned economies.

This chapter takes a closer look at the political-

economic setting in Eastern Europe in the 1970s, the

ensuing foreign trade activities, and their effects.

Though data on trade activities from Soviet bloc countries

is difficult to come by and often questionable when it is

available, it is hoped that some revealing patterns of

activities can be found in the following inquiries and

observations.

The Setting

The relationship of the East European countries to

the Soviet Union since World War II needs no explanation.

The position of influence which the Soviet Union holds

vis-a-vis East European-Western trade activities does

warrant comment. The ultimate goal of the Soviets is to
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maintain political control over these countries. Since

the Soviet-type system of central planning in the East

European countries intertwines economics and politics,

the setting of foreign trade in the 1970s is best

described by establishing the parameters in which the

Soviet Union will allow economic expansion and reform to

be effected.

Reform

Economic reform among the centrally planned economies

of Eastern Europe was well underway by the end of the

1960s though it had taken on different characteristics

and was at different levels of development in the East

European countries. However, in most East European

countries, the various reform programs designed to relieve

some of the chronic problems within the centrally planned

economies never got past the blueprint stage. Hungary,

Czechoslovakia and Romania had the most ambitious reform

movements and their participation in the foreign trade

arena indicates this.

These reform movements embodied such proposals as

changes in the methods of pricing to reflect "closer

links between domestic and foreign prices, and some

decentralization of decision making to producing units"

(5, p. 124). Romania had the most extensive blueprint

for decentralization of decision-making but the "decision-

making" aspect was never allowed to be fully implemented
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and the number of these units which had been expanded to

200 by 1969 was ultimately reduced to 102 by 1974 in

order for the ministries to maintain closer control (5,

pp. 113-4).

Bornstein discusses a number of reasons for the

retreat from the reform movements. These include

(1) interest group opposition
(2) inconsistencies among the reform measures
(3) excessive tautness (insufficient slack)
(4) Soviet influence
(5) developments in the world economy (5, p. 126).

Though it is impossible to weigh these factors against

each other, a brief review of the profound effects of the

Czech incident in 1968 will shed some light on the signif-

icance of "Soviet influence" on East European economic

activities and the boundaries within which they are

permitted to operate.

. . . decentralization of economic power and activity
[in Czechoslovakia] was accompanied by an analogous
liberalization in political and intellectual spheres.
In fact, there was an unprecedented developement of
freedom of speech and press in 1968, genuine elec-
tions appeared to be in the offing, and it was
clearly just a matter of time before workers councils
assumed control of state enterprises (13, p. 113).

It appeared, according to Holzman that Czechoslovakia had

exceeded the "tolerable limits just as the Hungarian

political situation had gotten out of hand and threatened

the stability of Soviet hegemony in Eastern Europe in

1956" (13, p. 113). The result, of course, was the

invasion of Czechoslovakia by the Soviet troups under the

'auspices' of the Warsaw Pact. This action was followed
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by the issuance in November of 1968 of the Brezhnev

Doctrine:

When the internal and external forces inimical to
Socialism seek to influence the development of a
Socialist country with the aim of restoring the
capitalist system, when the threat to Socialism in
this country becomes a threat to the security of the
entire Socialist community, then this ceases to be a
national problem. It becomes a general problem
which must be the concern of all Socialist countries
(13, p. 114).

It thus became apparent to Eastern Europe that "economic

reforms had to be just that--spillover into politics was

to be avoided at all costs" (13, p. 114).

Hungary, alone, emerged from the reform movement

with significant alterations in its economic system and

Holzman calls this a "minor miracle and tribute to their

dexterity" and attributes it to the fact that "they have

managed to keep economics and politics fairly well sepa-

rated . . . [and] have also consistently supported the

USSR in its foreign policies" (13, pp. 114-5).

It is important to note, here, that there had been

an increased interest in trade with the West by a number

of East European countries in the early 1960s and trade

was increased with some Western nations to a certain

extent. Prior to 1960, Western Europe had had its own

balance of payment problems but by the beginning of the

decade these had been remedied and they were ready to

expand foreign trade--including Eastern Europe in their

expansion plans. The U.S., for various political reasons,
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discussed in the next chapter, remained aloof and refused

to show the interest in East-West trade demonstrated by

the West European nations and Japan (though trade with

Poland and Romania was affected for certain reasons

discussed later). It is obvious that the interest in

foreign trade was there in the 1960s and foreign trade

activities continued to accelerate throughout the decade,

but real trade development was inhibited by the focus of

most East European countries on domestic reform to bolster

their sagging economies.

Most reforms touched on economic decentralization

and those attempts indicated that minor changes were

relatively ineffective and major ones tended to provoke

Soviet wrath. Thus, with decentralization sampled and

apparently too dangerous a route to take, the East

European countries, with the tacit approval of the Soviet

Union began to turn to foreign trade as an alternative to

reform. Thus, by the decade's end, the political atmos-

phere had become wholly conducive to foreign trade expan-

sion.

Detente

With decentralization too risky politically, the

East European countries turned to benefits of Western

trade as an alternative to help their economies (4,

p. 293). New developments in the international arena

made more opportunities available and these opportunities
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were sanctioned (and some created) by the Soviet Union

for a number of reasons. It was without question that

the sagging East European economies needed help and the

Soviet Union had been unable to meet these needs.

Czechoslovakia and the riots in Poland in 1970 as result

of price rises had made clear to the Soviet Union that

something had to be done. Likewise, the Soviet Union had

experienced an increasing drain on her own economic

resources by these satellites.

Because changes in world market prices were reflected
incompletely and with a lag in intra-CMEA trade, the
USSR was supplying East European raw materials and
fuel in return for outdated machinery and poor
quality manufactures. Instead, the USSR could sell
its primary products to the West for higher prices
and payment in convertible currency which could be
used to buy advanced Western machinery and technology
and in bad harvest years, grain (4, p. 293).

Thus, by 1969, economic pressures on Eastern Europe and

the Soviet Union, combined with the settlement of other

major political differences (e.g., Vietnam), made the

environment conducive to a U.S.-Soviet rapprochement.

The U.S., at this time, also had an interest in detente

because of perceived short term benefits in diplomatic

leverage, long-term benefits in international stability,

and a safer balance among the super powers (2, p. 47).

This rapprochement, then, prompted the easing of restric-

tions that had made all but impossible the expansion of

foreign trade between the U.S. and Eastern Europe in the

1960s. (As usually happens, there were exceptions to the
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norm and Romania and to some extent Poland, fall into

this category during the 1960s. The foreign trade activi-

ties of these nations are covered in more detail in the

section on individual countries.)

The Helsinki Accords

Though the Helsinki Accords were an outgrowth of the

detente period, their negative impact on East-West trade

has been significant enough to warrant special consid-

eration.

The Helsinki Accords were the product of the multi-

lateral Conference on Security and Cooperation in Europe

(CSCE) held in Helsinki, Finland in 1975 at the insistence

of the Soviet Union. The conference purpose, ostensibly,

was to discuss problems that existed between the East and

West and to seek a greater degree of understanding as

well as to design a workable framework in which these

problems could be tackled and solved. The ultimate

product was the "Final Act" which was divided into three

"baskets." The first basket was merely a protocol basket

shaping the environments in which Baskets II and III were

to operate. Basket II, entitled "Cooperation in the

Field of Economics, of Science and Technology, and of the

Environment" was intended to promote East-West trade

through greater cooperation of interests in the area. In

a report to Congress in September 1977, the Commission on
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Security and Cooperation in Europe stated that it had

concluded that

The provisions of Basket II . . . have had only
negligible direct, stimulative effect in promoting
the cooperation outlined in . . . the Final Act.
Conditions--both positive and negative--affecting
commerce, the supply of economic data, joint invest-
ments, and mutual endeavers in scientific, technolog-
ical and environmental pursuits have been little
altered during the first two years after the Helsinki
summit (21, p. 45).

The principles of Basket III, K. E. Bunbaum (6,

p. 783) notes, are found in most modern day constitutions

--including those of Eastern Europe and the Soviet Union.

These principles include the "collective rights of people

to self-determination and equal status in the interna-

tional community" (6, p. 783). This part of the Agreement,

ironically enough for the Soviet Union called attention

to the "human rights issue" and has generated much contro-

versy in recent years. Bunbaum notes (6, p. 787) that

the human rights movements in the communist countries has

subsequently been encouraged by the Final Act and that

considerable irritation and embarrassment has been caused

by Western attitudes towards these movements. Nimetz

observed that the Final Act achieved a resonance among

the citizenry of the Soviet Union and the countries of

Eastern Europe that was unforseen . . ." (16, pp. 3-4).

A result of this was the applications of some 10,000 East

Germans for visas to the West--requests that were rela-

tively ignored (6, p. 786). The responses and their
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ultimate repression of human rights by many East European

governments prompted the Carter administration "to make

human rights one of the major pillars of its foreign

policy" (16, pp. 3-4). The impact of this policy on

East-West trade is discussed in more detail in Part II.

On the other side of the coin, certain benefits from

the CSCE have been observed:

[The Final Act] . . . established a framework within
which Western governments, including the U. S., have
been able to accelerate the development of relations
with the states of Eastern Europe. Our consultations
with Romania on CSCE issues has been frequent,
intensive, and fruitful. Our discussion on economic
issues, cultural exchanges, family reunification,
and other issues with such countries as Bulgaria and
Poland have been useful. And the very real degree
of improved relations with Hungary, symbolized
earlier this year by the return of the Crown of
St. Stephen and the granting of MFN status is attri-
butable in significant part to the determination of
both our countries to give concrete expression to
the potential of the Final Act (16, p. 7).

The Helsinki Accords, then, have had an impact on U.S.-

East European economic relations.

The Economies of the Individual
East European Countries

Poland

The period of political and economic stagnation in

the late 1960s culminated in 1970 with protest riots

against food price increases by workers. This crisis was

settled with a major change in party leadership that

promised to raise living standards. The strategy to

accomplish this was through "rapid modernisation of



43

industry based on imported technology" (7, p. 22). With

Western financing readily available, Poland plunged

head-long into her modernization programs. The immediate

effect was highly satisfying. The 1971-75 Five Year Plan

had called for an average annual rate of growth of money

incomes at 7.7 percent but turned in an actual rate at

13.7 percent (10, p. 817-18). Likewise, the planned rate

of growth of real wages was 3.4 percent with the actual

rate at 7.2 percent (10, p. 835).

As was mentioned above, Poland relied heavily on

Western financing for her industrial modernization. Her

plan for servicing the debts was to use exports of her

abundant raw materials (coal, sulphur, and copper being

the major ones) as well as "a rapid rise in exports based

on the imported technology to service the debts when

these began to reach maturity" (7, p. 22). Unfortunately,

a number of factors worked against this. Firstly, the

duration of the world trade recession following the OPEC

oil price increases in 1973 was unanticipated. Initially,

Poland was able to hold ground with her raw materials

exports but as time passed the demand for these slackened

and the effects of the recession on Poland's balance of

payments was affected. Secondly, also unanticipated were

four successive crop failures which prompted unplanned-

for imports of foodstuffs. The consequence of these is

that Poland currently finds herself in a precarious
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financial position, having had to increase her borrowing

just to service her debts. An example of the severity of

these financial problems is found in the fact that "part

of Poland's recent loan of $250 million (put together by

a consortia of U.S. and Canadian banks) (20, p. 1316) to

finance a copper project was funneled back into the

treasury" (7, p. 26).

This troublesome financial position is compounded by

the fact that due to the irrational pricing system of the

centrally planned economies, Poland has become increas-

ingly involved in subsidation of domestic food and commod-

ities. The rampant growth rate of the early 1970s, the

major Soviet price increases in early 1975, the world

wide recession precipitated by OPEC oil price increases

in 1973 all combined to create a growing disparity between

domestic prices of foreign imports and prices at the

world market level. Rather than raise domestic prices

(which had caused the political unrest in the early

1970s) the government chose to become increasingly

involved in subsidation of everything from foodstuffs to

housing (7, p. 23). In 1976, Poland's tenuous position

in foreign trade did cause government officials to attempt

another food price hike (up 70%) (7, p. 23). The ensuing

riots and strikes forced the government to rescind its

policy and subsidation has continued to increase. Many

food prices have remained unchanged since the 1950s,
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aided by massive budget subsidies (7, p. 23). The rela-

tionship of this to Polish foreign trade can be demon-

strated by the fact that "2/3s of the world increase in

coffee and cocoa prices are absorbed by the budget,

putting an additional strain on hard currency earnings"

(7, p. 23). Polish Deputy Finance Minister Krzak recently

noted that "subsidies of all kinds run to no less than 40

percent of the budget" (7, p. 23). Obviously, the reallo-

cation of funds to maintain these subsidies puts pressure

on the entire economic system and points from all direc-

tions at the shortcomings of the irrational pricing

system as well as at low productivity.

As result of Poland's financial bind and growing

trade deficit, planners in Poland revised downward the

goals of industrial production and national income growth

in the 1976-80 Five Year Plan. They also focused on

increased exports and decreased imports in an effort to

ease the balance of payments problems (20, p. 1318).

These measures, however, have proven to be unpopular with

the Poles and there has been increased social unrest and

voiced disappointment over governmental performance (6,

p. 785). A June 1980 newspaper article based upon an

unpublished scholarly report gives the following account:

Poland owes $18.5 billion to the West and last year
registered a negative growth rate, minus 2 percent,
for the first time since World War II. But . . . the
economic problems are not the sole root of the
"deepening apathy and dissatisfaction of the society."
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Among the causes cited are a feeling "the system" is
incompetent, out of control and layered with bureau-
cracy: a total lack of belief in the government and
the news media; suspicions toward the Soviet Union
exacerbated by "servile, insulting" propaganda; a
scarcity of meat and "inequality" in various aspects
of social life, including career advancement, legal
protection and the award of such perquisites as
villas and limousines to high party officials (18).

The report also notes that though "Poland's communism is

not questioned, a basic theme . . . is that it should

move from an authoritarian system toward a more liberal,

democratic one" (18).

In view of the documented discontent and history of

strikes and opposition by Polish labor groups, it would

appear that the current economic problems in Poland will

continue to be a source of political and economic turmoil

until some measure of satisfaction can be achieved by

consumers. Possible activities are difficult to predict.

A report in March of 1980 (17, pp. 84-86) suggested that

immediate prospects for liberalization in the economic

and administrative structures, however, are slim and fear

of provoking Soviet reaction is a major consideration.

Evidence of this is noted by the Polish Party Congress's

endorsement in February 1980 of a "swing towards more

conservative, centralist policies" (17, p. 85). In

contradiction to this statement is the Polish government's

concession in 1980 (under pressure from labor strikes) to

allow independent trade unions. Whether or not these

unions will be allowed to function in the capacity desired
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by labor remains to be seen. If these reforms are allowed

and are successful, they are but one small step in resolv-

ing the massive economic problems in Poland.

Romania

Because of her natural resources and agricultural

production, Romania is least economically dependent of

all CMEA countries on the Soviet Union. This aspect,

combined with her Balkanian independent nature, has

induced Romania to strike more of her own course in

economic development and trade with the West since World

War II. Characteristic of this is her confrontation with

the Soviet Union in the mid 1960s over "national communism"

and her decision to pursue rapid industrialization instead

of the agricultural and light industrial development

pressed for by the Soviets through the CMEA. This inde-

pendence, however, has been pursued under certain con-

straints in the form of a very strong government that is

intolerant of opposition. This, in conjunction with the

fact that Romania has the most centrally directed economy

in the CMEA, probably forms the crux of Soviet toleration

of the Romanian independent attitude (13, p. 152; 15,

pp. 886-894).

The Romanian Party has developed a national policy

whose directions and means of execution have shown both

stability and continuity (15, p. 888). This is charac-

terized in the coordination of her "extensive" growth
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phase by the simultaneous reduction of dependence on

trade with CMEA countries and the Soviet Union in the

late 1960s and early 1970s and an increase in borrowing

and imports of capital equipment from the West. Though

the Western trade activities reached a peak in the late

1960s, they continued in the 1970s. Romania has been the

only East European country to exercise apparent self-

restraint in slowing down Western trade activities in the

early 1970s in an attempt to stem off growing indebtedness

and resulting financial dependence on the West (15,

p. 889).

By the end of the 1960s, Romanian leaders felt that

the "extensive" growth phase had reached a maturity that

required a switch in focus to a period of "intensive"

growth. The gap between raw material exports which had

been the primary exports of the 1960s and the manufactured

products of the new industrialization was closing. This

however, required Romania to compete internationally with

other countries in marketing these products (15, p. 895).

To circumvent problems of lack of marketing expertise and

experience Romania began to demand more cooperative

agreements and liberalized her laws to allow joint ven-

tures. She thus helped to achieve the two-fold purpose

of capitalizing on Western marketing expertise and avoid-

ing increasing balance of payment problems. The ultimate
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result, though, was that the "extensive" growth continued

during the early 1970s.

The main political activities which have played a

significant part in Romanian economic activities with the

U.S. stem from her open defiance of the Warsaw Pact

intervention in Czechoslovakia in 1968 (15, p. 893). A

visit to Romania by President Nixon followed in 1969 and

subsequent trade agreements were negotiated which led

ultimately to most favored nation status in 1975. Romania,

more than any other CMEA country has actively pursued

participation in international economic bodies such as

the GATT, IMF, IBRD--all of which provide it with advan-

tages to trade with the industrialized West. Of tremen-

dous consequence has been the declaration of Romania as a

"developing country" which makes available special aid

and trade facilities designed to assist the countries of

the Third World. As a result of this declaration, Romania

received, in 1977, low interest credits worth $700 million

from the IMF and the World Bank (3, p. 34).

Despite her activities in the international trade

arena, the projection of Romanian status in the current

international trade arena is relatively pessimistic. The

fact that she has the lowest debt service ratio of any

East European country (20% in 1979) does not mitigate the

fact that her net hard currency debts continue to accum-

ulate rapidly (14, p. 14). Investing, Licensing and
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Trading Conditions Abroad reports (14, p. 14) that

Romanian "domestic oil production stagnated during the

second half of the 1970s and expensive OPEC oil had to be

imported." Political events in Iran exacerbated this

problem in that Romania had been supplied oil on favorable

terms by the Shah and is now faced with the need for more

hard currency borrowings for expensive oil imports (14,

p. 14). This will have a profound effect on Romania's

balance of payment problems.

Bulgaria

Of all the East European nations, Bulgaria is the

most closely connected with the Soviet Union--both poli-

tically and economically. Her basically agrarian economy

does most of its trading with the CMEA bloc and thus is

not as directly vulnerable to fluctuations in the world

markets as those other CMEA nations with a greater percent

of trade with the West. The industrial development that

has transpired is a direct result of domestic needs or

participation in CMEA sponsored projects and was not

designed to make Bulgaria competitive in world markets--

though its export potential has increased as an outgrowth

of some of Bulgaria's CMEA projects (1, p. 690).

Probably because of its relationship with the Soviet

Union, joint ventures and other forms of economic cooper-

ation have been developed more cautiously. The terms

under which joint ventures are negotiated are less liberal
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than other East European countries and allow no equity

participation on the part of the foreign partner (1,

pp. 692-3). Bulgaria in 1980 was working on legislation

to permit more liberalized joint ventures but it is

difficult to anticipate the degree of liberalization and

when exactly it will be passed (17, p. 5).

In the realm of financing, Bulgaria has amassed a

fairly large debt for a country of its size--the highest

per capita debt in Eastern Europe--and much of this has

been in Eurodollar loans (1, p. 695). The rise in Western

debts, however, seems to have slowed down in recent years

and her apparent ability to service these debts has

caused Western banks to continue to be willing to lend to

Bulgaria (14, p. 17).

The German Democratic Republic

The German Democratic Republic (GDR) is the most

efficient, prosperous, and highly industrialized of all

East European countries--with the highest per capital GNP

in Eastern Europe and above that of the United Kingdom

(8, p. 31). Its trade with the U.S. is minimal, however,

and 1977 saw only one contract made between the GDR and

an American company (11, p. 181). There are a number of

reasons for this.

Politically speaking, the Soviet Union has had to

require GDR leaders to keep a firm if not dogmatic control

over the country (8, p. 31). This is primarily the
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result of the massive emigration of people to the West

prior to the Berlin Wall and the fact that the desire to

leave still exists with many East Germans. The family

and economic ties with West Germany are very close and

the desire for freedom of movement is a constant source

of problems with the Soviet Union.

Rapid industrial growth occurred in the GDR during

the 1960s and 1970s and this was primarily supported

through CMEA loans and Western borrowings (8, p. 33).

Because of its high industrial output, the demand for GDR

products is such that it has been able to do the majority

of its trading within the CMEA circle. Its tightly

controlled central economic system does not permit joint

ventures with Western countries though it does permit

cooperative production with the West in third countries

(8, p. 33). The economic environment in the GDR is less

appealing than other East European countries to Western

enterprises, however, because the GDR labor supply is

extremely short--epsecially among skilled workers--due to

the exodus in the pre-Wall days (8, p. 31). Likewise,

the GDR lacks significant amounts of raw materials, with

the exception of lignite, and her work force is noted for

its low productivity and poor quality--with government

acknowledgement that only ten percent of industrial

output matches Western quality (8, p. 31).
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The most significant aspect of GDR trade with the

West is her $425 million (DM850 million) "swing credit"

with the Federal Republic of Germany (FRG) (14, p. 16).

This interest-free overdraft facility not only makes

credit available to the GDR but also allows East Germany

"direct access to the EEC through West Germany . . . [and]

gives East Germany advantages over other Soviet bloc

economies because exports from East Germany enter the EEC

without the tariffs that apply to non-EEC countries" (11,

p. 175). This agreement, an outgrowth of the "Ostpolitik"

instigated by West Germany in the late 1960s, has contri-

buted considerably to GRD economic growth (16, p. 2).

The end result of this "swing credit" is that the FRG

takes the biggest share of the GDR trade with the West

(8, p. 33).

Like other CMEA countries, the GDR is currently

experiencing financial problems in servicing her huge

international debts. Trade deficits and pricing problems

are also troubles which the GDR has been unable to cope

with effectively. These chronic problems combined with

the political friction generated by the human rights

movement have placed an intense strain on GDR economic

relations with the West.

Czechoslovakia

Czechoslovakia's experience with the Soviet Union in

1968 set the stage for political caution and conservatism
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during the 1970s. Already industrialized at the end of

the war, her industry was allowed to become obsolete but

her relative advancement in industry compared to the rest

of Eastern Europe gave her an advantage during the 1960s

and early 1970s. As a result, Czechoslovakia was able to

accumulate a surplus in intra-CMEA trade and this served

to cushion her economy against the Soviet price changes

and world-wide recession in 1974-75. Partially as a

result of this and partially as a result of her intra-CMEA

trade, Czechoslovakia has the lowest hard currency debt

of all the CMEA countries (12, p. 710).

This financial position is favorable to Czechoslovakia

in international trade expansion but participation in a

number of CMEA projects has caused Czechoslovakia to

focus her interest away from the West and more towards

the CMEA.

Hungary

In terms of economic development, Hungary stands

midway among the East European countries--behind the GDR

and Czechoslovakia (19, p. 767). Since the violent

uprising in 1956, its politics have been demonstrably

stable and acquiescent. The reason for this is debatable

but might be attributed to the 60,000 Soviet soldiers

"temporarily stationed" there since that time, or to the

skillful leadership of Janos Kadar (9, p. 27). The

Hungarian economy grew significantly in the 1970s and



55

this growth has been enhanced by a number of economic

reforms that set it apart from the rest of Eastern Europe.

These reforms, instigated in 1968, and known as the

New Economic Movement (NEM), were a monumental experiment

for a centrally planned economy. The most outstanding

feature was the reversal of the "command system of alloca-

tion" that had been an integral part of central planning

(19, p. 767). Further details included that

The plan was to be the framework for a "guided
market" allocation system. The economy would be run
by macroeconomic management, credit policy, taxes
and subsidies, exchange rates, etc. all operating on
a profit-based incentive system for enterprises.
Direct, operative intervention by the central author-
ities into enterprises affairs was to be exceptional,
undertaken only to deal with specific regulators.
And the regulators themselves were to be as uniform
as possible at the micro level, so that with a more
rational and flexible price system, all firms would
face similar conditions, and profit would properly
measure their performance (19, p. 767).

It was suspected that these reforms in Hungary were

permitted by the Soviets as an experiment in what is

called a "socialist market economy" and what in reality

is a form of decentralization (9, p. 27). By keeping

their foreign policy in close line with that of the

Soviets, the Hungarians have been able to effect these

reforms without confrontation and perhaps with more than

some passing intrigue on the part of the Russians. The

Soviets are aware of their own economic problems but are

too big to be able to risk experimentation with such

reforms. Hungary, on the other hand, because of its
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smaller size is in a better position to manage these

experiments (9, p. 28). It has also been noted that the

political sphere is probably not the cause of Hungarian

reforms but that political conditions, both domestic and

external, serve as constraints on economic reforms and

prescribe the parameters within which they can occur (19,

p. 768-769).

Because Hungary is low in natural resources, foreign

trade is of particular significance to it. Its activities

with the CMEA have not been particularly satisfying and

it has been noted that a substantial part of the Hungarian

leadership no longer feels that the CMEA is able to

provide a viable alternative to Western trade (19, p. 28).

Consequently, Hungary has been steered toward a concen-

trated expansion of trade with the West during the past

decade.

During the period of detente in the early 1970s,

Hungary had hoped to achieve MFN status and was dis-

appointed in the Soviet break with the U.S. over the

Stevenson and Jackson-Vanik Amendments. Hungary was not

in a position to differ with the Soviet Union politically,

as was Romania, and pursue her own course in this respect

(19, p. 775). As a result, MFN was not awarded to Hungary

until 1978.

It is reasoned that Hungary's economic reforms have

mitigated the severity of the systemic and external
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problems that affected the East European countries during

the last half of the 1970s. Nevertheless, studies still

reveal that Hungary is experiencing balance of payments

and productivity problems. Noticeably absent in discus-

sion of Hungary's major problems is the tension and

social unrest visible in other East European countries.

Likewise, little discussion of Hungary centers on poor

quality of production which is inherent among its CMEA

partners. Whether or not these improvements are the

results of the reforms is difficult to determine, but

regardless of cause they put Hungary in a slightly better

position for trade with the West--providing the Soviet

Union continues to tolerate it.
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CHAPTER IV

THE MAJOR PROBLEMS IN FOREIGN TRADE

Hard Currency Shortages and Balance
of Payments Problems

F. D. Holzman (2) suggests three major causes of the

persistent hard currency shortages. The first is what he

calls the "saleability illusion" in which the centrally

planned economies plan to finance imports with the earn-

ings from exports. When planned exports fall short, they

are forced to borrow or draw on their hard currency

reserves to meet the demands of the planned imports.

Secondly, because of the centrally planned economy pricing

system, they are unable to devalue their currencies on

either the export or import side when the need arises.

The third cause deals with what Holzman calls the "Macro-

Balance Illusion" which results in a balance of payments

deterioration because of competition between domestic

producers and consumers for exportable products--a factor

which is precipitated by the centrally planned economy

practice of over-full employment (2, p. 76-77).

Supporting Holzman's first proposal are several

factors contributing to the reduction of exports from

CMEA countries. Borrowing increased drastically in the

early 1970s after it was realized that Western nations

were willing and eager to finance their trade.

61
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Comecon countries appear to have taken a decision to
use these resources to modernise their economies,
while at the same time building up industries whose
exports will in turn pay off the debt (3, p. 46).

Then, the world-wide recession in 1974-75 caused a decrease

in demand for traditional East European exports (3,

p. 46). This increased the need for new exportable

products. Their inability to generate more exports from

their newer industrial developments is due in part to

their attitude towards modernization. They are unable to

meet foreign market demands because they have a "tendency

to see goals of technological advancement and 'catching

up' as 'fixed' rather than 'everchanging'" (2, p. 77).

Furthermore, it is noted that the East European countries

have neglected to develop sufficiently the necessary
infrastructure and ancillary industries . . . [in
order] to take full advantage of the new capacities
. . . from massive imports of capital equipment and
technology in the 1970s (5, p. 85).

A recent business report summarizes the position of

technological advancement in Eastern Europe: "The tech-

nology gap is definitely widening, and license sales

alone are not going to close it . . . ." (4, p. 153).

Also noted is the

. . . tendency on the part of East European buyers
to seek only one element of the company's technol-
ogy. The client assumes that it can substitute its
locally developed processes elsewhere in the produc-
tion process" (4, p. 153).

This, however, usually does not work, resulting in idle

equipment and no products.
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The problems of hard currency shortages and balance

of payments are not likely to be resolved in the near

future. The sources of the problems are too involved.

Likewise, borrowing from the West has nearly reached its

limit in most CMEA countries. (See discussion of

Financing in Chapter VII) and few if any alternative

solutions to East European money problems appear to be in

the making.

The Inability to Generate Exports

The basic components of central planning, which

include fixed wages, full employment, fixed prices,

controlled distribution, and target production, plus the

increasing pressure for more intra-CMEA trade, combine to

set into effect factors which culminate in the inability

to generate exports. (See Fig. 2, p. 64) These compo-

nents, already discussed individually, lead to situations

of poor quality and low productivity, which culminate in

either undesirable or unavailable products for export.

In addition to reducing export capacity, poor quality

production and low productivity have also contributed to

creating a less favorable climate for attracting Western

partners in joint ventures in those countries that permit

such arrangements. This complicates and inhibits East

European attempts at overcoming financial problems through

the use of joint ventures and industrial cooperative

agreements.
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Solving the problems of poor quality and low produc-

tivity in order to generate exports, would require compre-

hensive changes in these basic components of the central

planning system as a whole. Reform attempts in the 1960s

and early 1970s sampled dealing with a few of these

problems but met with relative failure. Hungary alone

has made some miniscule progress with her reforms--but

the need to make improvements still exists. Given this

record of reform, it is likely that no major changes in

the economic system will be effected in the near future

with any rapidity and it is likely that the East European

countries will continue to come up on the short side with

exportable products.

Dumping

Financial problems and poor quality production have

led to another foreign trade problem for Eastern Europe--

allegations of "dumping" have been brought against East

European countries on numerous occasions in the past

several decades.

"Dumping," as defined by Western standards, is the

"exporting of products at a price below the domestic cost

of production or domestic prices" (1, p. 38). In Western

countries where market-controlled pricing is the rule,

dumping is easily identified; however, in centrally

planned economies with their system of governmentally

controlled fixed prices, dumping is frequently difficult
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to identify. Holzman (1, p. 39) questions the dumping

concept relative to the centrally planned economies with

the following remark: "Would it be proper to accuse a

state trader of dumping who exported a product at 50% of

cost but used the currency earned to buy a product abroad

at 25% of domestic cost?"

U.S. businesses are increasingly aware of "dumping"

problems and frequent reports like the following are

certain to affect their attitude towards doing business

with East European countries.

MN sellers of electrical razors sold to an East
European foreign trade organization [later found]
. . . the products . . . in Switzerland [with the
same serial numbers]. The Western firm was forced
to repurchase the entire consignment of electrical
razors in Switzerland in order to prevent distur-
bances in that market (6, p. 113).

As a protective measure against dumping activities,

many Western nations have invoked legislation that pro-

vides for "countervailing tariffs against imports sus-

pected of being sold at a loss" (1, p. 39). The U.S.

went one step further in 1972 and "specified that any

export which causes distress to enterprises in the import-

ing nation will be immediately withdrawn from the market"

(1, p. 39). Legislation of this type is bound to have

some effect on the export potential of East European

countries to the U.S.
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CHAPTER V

PROSPECTS FOR RESOLUTION OF FOREIGN TRADE

PROBLEMS IN EASTERN EUROPE

Joint Ventures and Industrial Cooperative
Agreements

Prodded by a desire to expand and diversify their
national economies, to penetrate new markets, to
bridge an ever-widening industrial technology gap
with the West, to compensate for their lack of
investment capital, and to narrow their trade imbal-
ances with the West, these communist countries
[Eastern Europe] have developed new forms of economic
cooperation with Western nations, including equity
joint ventures (10, p. 1225).

These joint ventures and industrial cooperative

agreements have assumed various forms in the different

East European countries ranging from those that allow

equity investment to those that do not permit joint

ventures at all. The definitions of joint ventures in

current literature are contradictory but the majority

seem to prefer the definition of joint venture as one

involving an equity investment. Those East European

countries that do allow joint ventures generally allow

only up to 49% ownership--and never allow controlling

interest. Other forms of joint cooperation and industrial

cooperation agreements that do not include equity owner-

ship may provide for management rights, company investment,

and/or profit sharing (10, p. 1225).

68
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Though joint ventures and industrial cooperative

agreements have been much heralded as solutions to some

of the major problems in East-West trade, a recent article,

in March of 1980, disputes this by observing that there

have been "a lot of headlines, but few results" (7,

p. 84). This statement is supported by notation of the

following conditions:

. . . Bulgaria will permit [joint ventures] this
year [for the first time].

. . . Poland revamped joint venture legislation in
early 1979 but has no serious takers so far.

. . . Hungary has three functioning joint ventures--
none of which is wholly satisfactory to either
partner.

. . . most of Romania's six are relatively dormant
(7, p. 84).

Verzariu and Burgess (10, p. 1241) suggest a number

of principles which could and do adversely affect the

success of joint ventures and industrial cooperative

agreements. First noted is the inconvertibility of the

CMEA currencies and the central planning for market

development in these countries which limit the "profit-

oriented free flow of capital and goods." Inconvertible

currencies render less desirable the profits earned in

local currencies and markets are restricted by central

planning to certain categories of goods. They also cite

as a potential problem the preference of the East European

countries for exporting joint cooperative products to

markets with convertible currencies--a point which may

conflict with the foreign investor's interest in
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establishing new markets in the local or CMEA area.

Lastly is the fact that in centrally planned economies,

profit considerations are secondary to domestic goals of

economic development and are thus limited by these aims.

Verzariu and Burgess ultimately conclude that this con-

flict of aims is reflected in the disappointing response

of Western corporations to investment opportunities in

Eastern Europe (10, p. 1241).

Countertrade Agreements

Of increasing importance in the later part of the

1970s have been countertrade or compensation agreements.

This process involves "linking by contract purchases of

foreign goods and services to exports of domestic goods,

which offset partially, fully, or sometimes exceed the

value of imported goods" (9, p. 1). Countertrade agree-

ments are especially favored by East European countries

because the balance of trade is not disturbed, they

eliminate the need for hard currency payments, the volume

of exports is to a certain extent guaranteed, and they

allow their economies to take advantage of Western market-

ing expertise for sales in third markets (5, p. 42).

The major forms of countertrade transactions include

counterpurchase, compensation, clearing arrangements,

switching and barter. Countertrade in its simplest form

is barter--which involves the direct exchange of goods

having offsetting values. Counterpurchase involves the
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acceptance of goods in payment which are not related to a

product of the Western import and this type of agreement

usually takes place over a relatively short period of

time (one to five years). Compensation is an arrangement

usually extended over a longer period of time (five to

ten years) and involves repayment in a resultant or

related product to the original import. Switching

involves the use of "multilateral or bilateral clearing

currencies" and is the form of countertrade usually used

when a CMEA country desires to clear an account with a

third country. Under this form, bilateral clearing

currencies are not directly convertible but rather have

purchasing power in the countries included in the clearing

agreement (4, p. 7-11). The final form, clearing arrange-

ments, provides for two countries to "purchase usually

equal values of each other's products during a particular

time span" (12, p. 35).

Superficially, countertrade might appear as a viable

solution to many of the problems that plague East-West

trade but there are other not so obvious problems.

Countertrade agreements must be speedily transacted

before the value of the products change in the market

(12, p. 34). The products frequently are difficult to

resell in the West. This is due especially to the fact

that most East European products available for counter-

trade are from engineering, electrical and consumer goods



72

industries and are more often than not substandard in

quality and performance (3, p. 60). Spare parts and

servicing are usually a major problem, too, not to mention

the fact that safety and technical standards often do not

meet specifications set by the West (3, p. 60). There

are also allegations by home country labor unions that

Western practice of countertrade exports jobs (12, p. 39).

Warnings that countertrade can and does distort

certain foreign markets increased during the first part

of 1980 (11, p. 1). An article concerning Occidental

Petroleum's 1979 buy-back agreement with the Soviet Union

notes that "other U.S. firms say the deal will be disrupt-

ing to the U.S. ammonia market" (1, p. 257).

Countertrade has its limits, too, in the number of

Western firms that have the ability to handle such arrange-

ments (9, p. 34). This is another factor that singles

out multinational corporations as the trading entities

most able to engage in business with East European coun-

tries. In accommodation to rising countertrade practices,

many multinational corporations are creating separate

trading units--either as specialized departments or

separate subsidiaries (6, p. 403). The fact, however,

that some firms have the inhouse capacity to handle

countertrade does not resolve the other problems already

mentioned. Furthermore, countertrade merely masks or

helps to minimize the real economic problems of Eastern
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Europe and should be considered only as a short term

method for circumventing these problems.

The Council for Mutual Economic
Assistance

Over the past ten years, and especially since 1971,
a series of developments have taken place which have
resulted in a strong CMEA organization and a much
more extensive infrastructure for integration activ-
ity (8, p. 153).

The 1975 Price Increase

The 1975 unscheduled Soviet increase in foreign

trade prices was largely the result of the Soviet Union's

realization that due to the radical increase in world

prices for energy and raw materials triggered by the

1973-74 energy crises, too much money was being lost in

the 1966 bargain rates under which the Soviets exported

gas and oil to Eastern Europe (8, p. 153, 154). The

biggest increase was in oil (about 130%) and since the

majority of oil imports in Eastern Europe, with the

exception of Romania, came from the Soviet Union, the

East European countries were suddenly forced to increase

their exports to the Soviet Union in order to maintain

the current levels of imports. Since these raw materials

are still offered to Eastern Europe at slightly lower

than world market prices, there is incentive to maintain

the trade relationship. Thus, the dependence on the

Soviets for raw materials coupled with the deterioration
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of terms of trade have served to increase the economic

ties of the CMEA to the Soviet Union.

CMEA Construction Projects

On the increase at the insistence of the Soviet

Union are large construction projects sponsored by the

CMEA. The majority of these are centered on the develop-

ment of Soviet raw materials and energy sources and are

negotiated in such a way that the East European countries

contribute capital equipment, labor and technology and

receive repayment in the product of the project over a

period of years. This type of CMEA strategy not only

locks the East European countries into further interdepen-

dence, but also requires substantial diversion of certain

industry sections in the participating countries as well

as diversions of labor and management. The currency

problems are also avoided by this countertrade type of

pay-back. Some projects, such as the Orenburg Pipeline,

though, require hard currency expenditures--where Romania's

contribution, for example, included the purchase of gas

condensate processing plants from France (8, p. 156,

157).

The net result then, is a "compulsory," predeter-
mined diversion of trade eastward which must inevi-
tably reduce by a fixed percentage the quantity of
resources which would normally be available for East
European trade with the West. And this diversion is
a long-term inelastic affair tending toward perma-
nency--a definite gain for the CEMA objective of
integration and interdependence (8, p. 157).
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The CMEA Banks

The two CMEA banks, the International Bank for

Economic Cooperation (IBEC) created in 1963 and the

International Investment Bank (IIB) formed in 1971, have

gained in importance in recent years. These banks func-

tion as financial arms of the CMEA and have in the past

granted credits exclusively to CMEA countries. The IBEC,

which is geared to short and medium-term loans, and the

IIB, which deals mainly in long-term credits, have both

increased their dealings with Western banks and do a

significant amount (about one-half) of their business in

hard currencies. The fact that CMEA banks are able to

raise hard-currency funds that can be used to finance

necessary imports for intra-CMEA projects serves to make

CMEA trading more appealing to Eastern Europe--especially

in light of the worsening financial positions of the

individual East European countries with the West (2,

p. 174).

Intra-CMEA Bilateral Agreements

Though relatively little information is available,

indications are that there has been increased bilateral

cooperation between CMEA countries. This cooperation, in

the form of "friendship" agreements, joint ventures and

industrial cooperative agreements, apparently attempts to

capitalize on current investments and intensive growth

(8, p. 162). Some of the success of these endeavors is



76

mitigated, however, by the fact that the inequalities in

pricing and currency exchanges can render the projects

unfeasible. One recent "friendship" agreement between

Poland and East Germany which opened the frontiers and

exchanges caused a surge in Polish buying when it was

discovered that merchandise was available in East Berlin

that could not be obtained in Warsaw. The agreement was

ultimately cancelled (2, p. 41).

CMEA Supranationalism

A concerted effort on the part of CMEA leaders

during the 1970s to elevate the status of the CMEA to

international parity with the EEC and other similar

organizations has made some forward strides. A revision

of the CMEA charter in 1976 gave the organization power

to enter into international agreements and the right to

actively seek and carry out negotiations with interna-

tional organizations (2, p. 40). Among other things,

these changes allow them to legally deal with the EEC.

Edward Hewett (4, p. 195) concludes, however, that if

such negotiations occurred, the economic benefits, at

least for the time being, would be relatively small since

the organizational framework and decision-making power of

the two groups are formulated along different lines.

Many of the problems that impede CMEA integration

are the same that affect the centrally planned economies
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individually. However, given the significant progress

after 1970 by the CMEA, Arthur Smith concludes that

. . . time is on the side of the "socialist economic
integration" and that over the next two decades
there is a good possibility that the CMEA will
become increasingly stronger and more effective
(8, p. 173).
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PART II

THE U.S. FOREIGN TRADE ENVIRONMENT AS IT

RELATES TO EASTERN EUROPE



CHAPTER VI

THE U.S. FOREIGN ECONOMIC POLICY PROCESS

A mandatory preface to any study of foreign economic

policy is a brief discussion of the relationship between

foreign policy and foreign economic policy. The line of

demarcation between the two is inherently vague--in fact,

the two are inextricably intertwined.

According to Arnold Wolfers, there are three basic

groupings of foreign policy objectives:

(1) national self extension
(2) national self preservation
(3) national self-abnegation, such as international

solidarity, lawfulness, or peace (4, p. 85).

A policymaker considers these objectives under the concept

of "national interest" which at a minimum encompasses a

"nation's territorial integrity, independence, and

national survival"--all of which have different meanings

for different people (4, p. 85). These foreign policy

objectives combined with the varying concepts of

"national interest" can be either complementary or con-

flictatory depending on the situation and the interpreta-

tions of policymakers involved. Public foreign economic

policy is viewed by the U.S. government as a foreign

policy tool to promote the "national interest" (13) and

thereby expands or contracts foreign trade regulations

81
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and restrictions in order to remain within the current

interpretations of this concept.

Private U.S. foreign economic policy, being that

espoused by the individual business interests, is basic-

ally profit oriented. Private foreign economic policy,

however, can and does become involved in and affect a

nation's foreign policy to the extent that business

interests become engaged in activities that can affect

the political relations between nations. Negotiations

with government trade officials in a centrally planned

economy, actual production of goods on foreign soil, and

business transactions which affect the financial solvency

of a nation are examples of these activities (11, pp. 81,

82). On the one hand, U.S. private foreign economic

policy takes advantage of favorable U.S. foreign policy

to expand internationally and influence international

relations (and ultimately foreign policy), while on the

other hand being subjected to regulations and restrictions

meted out by U.S. foreign policy.

The notion of influence reciprocity between "public"

and "private" and foreign economic policy and foreign

policy is essential to understanding the dynamic foreign

economic policy process. Theorists argue from both sides

of the fence that foreign policy and foreign economic

policy make use of each other as means to achieve their
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ends. Regardless of the outcome, the relationships

exists and reciprocal influences are without doubt.

Prior to discussing U.S. economic policy and rela-

tions with Eastern Europe, it is necessary to reemphasize

the positions of international power ascribed to the

Soviet Union and the U.S. and the relationship between

the Soviet Union and Eastern Europe. It is assumed that

policy changes and confrontations between the Soviet

Union and the U.S., if not directly affecting U.S.-East

European relations, will most likely have at least some

effects. Likewise, the U.S.-East European activities

have the possibility of exercising the reverse process on

U.S.-Soviet relations.

The Nature of U.S. Foreign Economic Policy

Since the end of World War II, the U.S. has pro-
claimed six distinctly different foreign policies
toward the Communist countries of Eastern Europe.
. . . There has apparently been a lack of purpose as
the U.S. has wandered over the past three decades
from one concept to another: "containment," "liber-
ations, " "peaceful engagement, " "bridge-building,"
Henry Kissinger's realpolitik that culminated in the
"Sonnenfeldt Doctrine," and current "moralpolitics"
(10, p. 150).

A brief survey of the high points of U.S. foreign

economic policy over the past two decades will illustrate

these foreign policy changes and the inconsistencies that

they have wrought.

The period of the 1950s characterized by a rigid

policy of "containment, " was followed by contradictory
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policies in the 1960s. These included Executive over-

tures to the Soviets for peaceful negotiations and some

commercial transactions such as the Soviet grain sale of

1963-64 coupled with political conflicts and reactions

concerning the Cuban Missile Crisis, Vietnam, and the

Czechoslovakian incident. During this time, Poland was

granted MFN status and U.S.-Romanian trade negotiations

began taking place. Nixon inaugurated the 1970s with a

"New Economic Policy" (1971) that focused on intensive

foreign trade development--including Eastern Europe--and

Administrative activities in the early 1970s clearly

indicated a fairly organized and informed staff approach

to East-West trade. This period saw the Nixon-Brezhnev

Summit in 1972 and major Soviet grain purchases in the

same year (12). As a result of these relaxed tensions,

private business and finance were expanding noticeably in

a number of East European countries as well as with the

Soviet Union.

Congress, however, chose a different approach and

passed the Trade Reform Act of 1974 which included the

Jackson-Vanik Amendment linking the emigration of Jews to

the granting of commercial credits (12, pp. 6-8). Further

contradictions in the administration occurred during the

mid-1970s with the continued expansion of Soviet Bloc

economic relations--facilitated by the granting of MFN

status to Romania, and then to Hungary--while at the same
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time initiating an intense focus on international "human

rights" issues. This contradiction is illustrated by the

fact that

. . . during the angry days of Soviet trials of
dissidents and attacks on U.S. journalists and
businessmen, the Administration tightened controls
over transfers of advanced technology to the Soviets:
yet it ended up allowing the sales of oil drilling
equipment (6, p. 476).

Contradictions and inconsistencies appear to be a

regular format of foreign economic policy. In an age

when massive industrial projects often take years to

negotiate and execute, it is no wonder that U.S. busi-

nesses are reluctant to risk involvement in countries

where U.S. government foreign economic policy has a

consistent history of "inconsistency."

Contributors to Foreign Economic Policy

In order to examine the inconsistencies in foreign

economic policy it is necessary to examine the actors and

the process involved. (A comprehensive and quantitative

study is not within the desired scope of this paper

though an indepth quantitative analysis of the variables

and outcomes involved might prove a major contribution to

theories of decision-making in foreign economic policy).

For analytical purposes a three-dimensional matrix is

used to depict the major components that contribute to

the process (See Fig. 3). The input variables are repre-

sented on the planes to which they categorically relate.
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A sampling of the contributions to the system of signif-

icant variables and their interrelationship with other

input variables is given in order to demonstrate the

dynamics of the process.

Institutional Inputs

The Executive. --The administering of import-export

regulations is by law in the hands of the Executive and

this coupled with the duties of Chief of State and over-

lord of the foreign policy making process puts the presi-

dent in a powerful position to affect foreign economic

policy. The major input in foreign economic policy is

then subjected to the potential of a change in leadership

every four years and it would be naive not to suspect

that political elements affecting re-election are prone

to find their way into foreign economic policy making.

Likewise, the general management by the Executive of its

affairs can and does greatly influence foreign economic

policy. This is exemplified by Nixon's efforts to change

the focus of American foreign policy from one of confron-

tation to one of detente. Nixon, aided by Kissinger,

embarked on a program of promoting working relationships

with our foreign adversaries. Through the process of

administrative negotiations, trade was expanded to some

extent between the U.S. and the Communist Bloc, with the

most notable accomplishment of this period being the 1972

grain sale to the Soviet Union.
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Of significant importance in the formulation of

coherent foreign economic policy is the power, influence

and attitudes of those people actually in control of the

policy process. A study prepared in 1974 for the Senate

Committee on Foreign Relations (12, p. 20) noted that

Peter Peterson (Secretary of Commerce during part of the

Nixon Administration) played an active and perhaps pivotal

role in expanded East-West trade. Following his departure

from office, George Shultz of the Department of Treasury

appeared to carry the influence over East-West trade.

Following Mr. Shultz's departure, there was a period of

ambiguity as to whom (in practice) was leading the

Administration's East-West force. The authors suggested,

then, that Kenneth Rush might eventually assume a position

of influence due to his personal power and interest--even

though his position was not of cabinet level importance.

These frequent changes among top personnel in control of

policy lend themselves to a lack of continuity. It

attests to the President's management skills as to whether

or not he is able to maintain any coherence of continuity

of policy amidst frequent changes in key personnel.

Of equal importance as to "who is minding the shop"

is the presentation of a unified approach within the

administration. President Carter's foreign economic

policy was riddled with inconsistencies of this origin.
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Stanley Hoffmann suggests that the Carter Administration

has, more than other administrations, "institutionalized

pluralism" (6, p. 479). He notes among a multitude of

examples that

. . . it is well known that the National Security
Advisor and the Secretary of State do not see eye to
eye on the subject of the Soviet Union, and that the
National Security Council Staff and the State
Department trade accusations of confused activism
and lethargic complacency (6, p. 480).

This lack of a unified approach not only lends itself to

inconsistencies in policy formulation but in application

as well. Consider, for example, the U.S. company trying

to decide whether or not to pursue a contract that will

require a validated license--the approval of which may

swing with whatever government department is taking a

strong East-West stance at the time of license considera-

tion.

The input of powerful and often charismatic personal-

ities such as Henry Kissinger and Zbigniew Brzezinski

into the foreign economic policy process cannot and

should not be overlooked. Kissinger was a proponent of

detente and expanded diplomacy and Brzezinski was decid-

edly anti-communist--and American foreign policy during

their tenures reflects these attitudes.

The U.S. Congress.--

Congress obviously possesses . . . and is exercising
. . . powers to negate, deflect, delay and forestall
the policy [foreign policy] whose initiation and
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conduct is the responsibility of the Secretary of
State on behalf of the President (9, p. 566).

With the legacy of Vietnam as a turning point, Congress

has increasingly involved itself in the foreign policy

and foreign economic policy process. This is best exem-

plified by the reaction of Congress to the above men-

tioned 1972 Soviet grain sale--which in keeping with the

laws of effective diplomacy was concluded in secret. The

reaction of Congress to being excluded from these

Executive activities was to legislate restrictions that

would inhibit, or in some cases negate the President's

actions. What actually occurred in 1973-74 was that the

1972 grain sale to the Soviet Union and extension of

government credits through the Commodity Credit

Corporation without the knowledge of Congress, so ired

the legislators that pressure groups (already pushing for

such legislation) were able to muster the support needed

to pass the Trade Reform Act of 1973 with its notorious

Jackson-Vanik Agreement tying commercial policy to Soviet

emigration policy. This was followed by the Export-Import

Bank Act, in 1974, which placed further restrictions on

the granting of credits to communist countries. The

power struggles between the Legislative and Executive

have no small influence on commercial policy (1, p. 80).
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The Bureaucracy.--Impediments to the free flow of

East-West trade are also caused by the U.S. bureaucratic

complex.

. . . we still have a government apparatus for trade
consisting of various agencies and entities, each
with a piece of the action, which must all reach
some consensus on each new problem in order for an
effective policy to be formed. Over the lean years,
when trade was not even a topic of tertiary interest
to most Americans, as problems arose, they were
dished out to whatever agency had a particular
interest in them at the time. For this reason, now
that trade is an important subject, a whole gamut of
different offices, agencies and departments can
claim jurisdiction in the area (8, pp. 20, 21).

The ambiguities in classifying export products because of

multiple and conflicting agency definitions combined with

the multitude of various government agencies with over-

lapping jurisdictions frequently result in costly and

time consuming processes. Recently, interest has

increased in streamlining the bureaucracy in order to

alleviate not only delays to exporters but duplicate

costs to the government. Proposals have been centered on

the formation of a Department of International Trade and

Investment which would hopefully consolidate the offices

with duplicate roles and "end . . . the present redundancy

of having, for example, five or more separate Offices of

East-West Trade in various agencies around the Government"

(8, p. 21). One might safely assume, however, that no

immediate streamlining of the bureaucracy will occur--this

most recent bureaucratic reform proposal was first
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suggested in 1977, and reorganization has yet to occur in

three years time.

Public Opinion and Special Interest Groups.--Public

opinion was well molded in the early 50's into an "anti-

communist" attitude. Though diffused in intensity in

recent years this attitude still is prone to being fanned

alive by special interest groups such as the "Committee

on Present Danger." Other interest groups, such as those

Jewish organizations which pressured for legislation

dealing with the emigration of Russian Jews, have been

successful in recent years in getting legislation passed

to (supposedly) further their causes. The conflict

between public disclosure and public debate vis-a-vis the

secrecy often involved in diplomacy can also serve to

prod these sectors into action.

International Organizations.--Current international

organizations possess relatively few sanctions that have

any measure of control over international trade. Never-

theless, there is a certain influence that often arises

from the policy-making country's perceived goals and

other subjective considerations in relationship to inter-

national organizations. For example, the U.S.-perceived

role as "champion of Western security" may influence its

overly restrictive enforcement of the embargoes on strate-

gic items as listed by COCOM--the international agency
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which maintains a list of items restricted from trade

with communist countries. The U.S. participates in this

decision-making body of Western nations and it might be

reasoned that the failure of the U.S. to cooperate with

COCOM directives might have an effect on other member

countries and ultimately render COCOM ineffective.

The Judicial System.--The most significant judicial

inputs into the foreign economic policy process have been

in the realm of extra-territorial applications of U.S.

laws--particularly in the areas of foreign corrupt prac-

tices,, anti-trust, and environmental issues. Fear of

prosecution because of the U.S. Courts' interpretations

of certain activities has had a tremendous impact on

corporate attitudes and practices toward foreign trade.

Foreign Government Inputs.--In considering the

actors with input into the U.S. foreign economic policy

process it would be negligent to omit the Soviet Union

itself. The decades of the 1960s and 1970s have been

punctuated with Soviet international activities that

required U.S. reactions and responses. The missiles in

Cuba, military activities in Southeast Asia and

Czechoslovakia, hard line stances on SALT negotiations,

Afghanistan, and military involvement in other regional

conflicts--to name a few--could not be overlooked by the

U.S. government for fear of public opinion and allied
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concern. An example of these is the Carter Administra-

tion's response to the Soviet invasion of Afghanistan

with the announcement of new guidelines controlling

exports to the Soviet Union--with "severe restrictions

being placed on the sale of technology to produce equip-

ment in oil and gas production" (14, p. 97). These

actions as well as actions and reactions of Western

allies constantly serve as input into U.S. foreign eco-

nomic policy.

Relative Business Inputs

Corporate Actors.--The U.S. free-market economy

permits business to initiate action and act independently

within the framework of the U.S. legal environment. This

relative freedom of choice to pursue or not to pursue

profits in a given area is at the discretion of each

individual corporation and its leadership. Profit, not

politics, is the primary business concern--though politics

may become a secondary concern if the potential rewards

are such as to make the cost of political involvement a

worthwhile expense. The choice of a particular company's

private foreign economic policy is a culmination of

weighing the costs and benefits, including consideration

of the inputs of other actors involved in the process.

The element of freedom of choice and the availability of

alternatives for investment are key factors regarding
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foreign business activity. The choice of many U.S. firms

to pursue markets in areas other than Eastern Europe

because of expensive government licensing processes

exemplifies this aspect.

The personal aspects of leadership often play a

pivotal role in the success or failure of an overseas

venture. Powerful and charismatic personalities, such as

Armand Hammer of Occidental Petroleum, have been able to

score economic success with communist countries despite

seemingly overwhelming political and economic odds (5,

p. 140).

The overseas operational style of a corporation has

profound implications not only in its own specific invest-

ment activities but also in its relationship with other

actors in the foreign economic policy process. An intri-

guing study by LaPalombara and Blank (7, p. vii) outlines

the organization and operational modes of U.S. firms as

to perceived differences with non-U.S. based corporations

as they relate to effective overseas operations. Though

this study is based on data from a project dealing only

with Western nations, such principal points as histori-

cally-oriented organizational forms, differing management

philosophies, and government-business relationships

readily apply to a study of the expansion of U.S.-East

European economic relations. As noted in Chapter II, the

economic environment of a centrally planned economy may
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serve to exacerbate certain of these critical differences

for U.S. corporations.

Labor.--The voice of labor, chiefly through organized

unions and collective bargaining, can exercise a consider-

able amount of both direct and subtle input into the

foreign economic policy process. An example of this is

the International Longshoremen's Association's refusal in

August of 1980 to unload ships of Polish origin in support

of the Polish labor strikes (3, pp. Al, A4).

The Consumer.--Consumer demands are one of the major

motivating forces in a business's foreign investment

decisions. If a U.S. company is unable, because of

consumer refusal, to sell inferior quality products it

receives from an East European country in a trade deal,

then it will make a change. If viable alternatives do

not exist in Eastern Europe, then it is likely to pursue

profits in other areas.

The Business Cycle.--The fluctuations in U.S. firms'

overseas activities appear to be closely related to the

business cycle. In order to avoid involvement in an

economic causal relationship argument, it is sufficient

to say that there is an observed relationship between the

fluctuation in major economic indicators and expansionist

or protectionist foreign economic policy. Comments on

the state of the U.S. economy in 1980 by Ernest T.
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Baughman, Prsident of the Federal Reserve Bank of Dallas,

note that the rise in prices of U.S.-produced goods

relative to those of like imports, due to inflation,

tends to cause business and labor to pressure the govern-

ment for a more "protectionist" foreign economic policy

(1, p. 3).

Finance.--The availability of financing for foreign

projects is dependent on factors ranging from trends and

expectations to business cycle fluctuations and the

availability of money. This variable is covered in more

detail in the following pages.

Resources.--The oil crises of the 1970s called

attention to the pivotal position that the availability

of natural resources plays in determining foreign policy,

both political and economic (2). Political power or

dependency as a result of energy supplies, for example,

is significant in formulating foreign economic policy.

The increased economic cooperation between the CMEA

nations (mentioned in Part I) is partially attributed to

the need to develop alternative energy sources. If U.S.

firms, because of technology restrictions or other regula-

tions, are unable to capitalize upon market development

opportunities, then the East European countries will turn

to a source that can meet their needs. Similarly, the

U.S. may, itself, be experiencing a need to focus market
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operations and investments in geographic areas with more

abundant natural resources than those found in Eastern

Europe.

Science and Technology.--Perhaps the element with

the most profound impact in recent years on the business

community and the world as a whole has been the rapid

increase in technological advancements. Developments in

communication and transportation alone have put a tremen-

dous strain on all structures in society. Businessmen

who can conclude a contract in days or weeks are greatly

inhibited by archaic licensing processes that often take

months or years. The ability of involved institutions to

adapt to change is a major contributory factor to partic-

ular economic successes or failures.

Foreign Business Inputs.--Foreign businesses can

influence U.S. foreign economic policy both directly and

indirectly. They possess relatively the same capacity as

U.S. businesses to exert pressure on the various elements

within the U.S. government that formulate foreign economic

policy. Indirectly, they can affect U.S. foreign economic

policy by their methods and procedures of doing business

in a foreign country. Such foreign business activities

may affect foreign economic policy in both the host and

home countries and those policy changes may precipitate
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an adjusting or accommodating change in U.S. foreign

economic policy.

Circumstantial Inputs

The third grid on the matrix allows for the numerous

variables which can ultimately influence foreign economic

policy decision-making. The weighted combination of

these variables and their cross-relationship with the

other two grid categories varies as the situation changes.

As this is not a study of decision making, an in-depth

analysis of these variables is not offered by this thesis.

However, it is useful to highlight several of these

variables in order to demonstrate the roles they can

assume in determining foreign economic policy with Eastern

Europe.

Psychological aspects have at times had a tremendous

influence over foreign economic policy. The successes of

certain individuals such as Kissinger and Hammer by the

sheer weight of their intelligence and personalities are

evidence of this.

The positioning of a particular event in time gener-

ates a certain set of responses that may vary dramatically

from those of a similar event at another point in time.

Variations in foreign economic policy as result of these

responses often result. Similarly, droughts, floods,

earthquakes, etc. all have impacts on economies.
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Historical directives and trends can also have

significant impact. The fact that there has been, his-

torically, an adversary relationship between communism

and capitalism tends to influence the judgment of many of

those involved in the foreign economic policy process.

The "moral consciousness" of the U.S. is another example

of attitudinal input.

These are but a few examples of the possible inputs

into the foreign economic policy process by this category

of variables. A closer look at specific problems that

have occurred in U.S.-Eastern Europe economic relations

will better expand this category by relating it to speci-

fics.
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CHAPTER VII

DOMESTIC PROBLEMATIC AREAS IN U.S.-EAST EUROPEAN

ECONOMIC RELATIONS

Import Regulations and Restrictions

U.S. Import Laws

The basic tariff law of the U.S. is the Smoot-Hawley

Tariff Act, passed in 1930. This Act, which establishes

an intricate schedule for arriving at tariffs on all

potential imports, was at the time of its passage a

highly "protectionist" statute. It was, in its original

form, and still is vulnerable to influence from Congres-

sional politics and special interest groups. The control

of tariff rates, however, which under the Smoot-Hawley

Act was in the hands of Congress, was passed to the

Executive by the Reciprocal Trade Act of 1934. This Act

authorized the president for a period of three years to

negotiate reciprocal trade concessions in treaties with

other countries. Through subsequent legislative exten-

sions, this provides the basic framework for tariff law,

today (1). Though the Smoot-Hawley Tariff Act was for-

mulated in a "protectionist" environment, the discretion-

ary powers granted the executive in 1934 allowed for its

adaptation to the more liberal and expansionary trade

103
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policy that began to take place in the early 1940s and

has prevailed until recently.

Most Favored Nation Status

In order to maintain the basic tariff law and yet

have the flexibility to carry on desired economic rela-

tions with foreign countries, the procedure of granting

"most-favored nation" (MFN) status has been used since

1934. The U.S. has negotiated numerous bilateral and

multilateral trade agreements involving the bestowing of

MFN status that have mitigated the effects of the high

tariffs of the Smoot-Hawley Act for most U.S. trading

partners. Critical and often pivotal in economic rela-

tions, lack of MFN status has been a major hindrance to

trade development with some East European countries.

Periodic acts passed since World War II have reduced

the opportunities for MFN status for East European coun-

tries. The Trade Extension Agreements Act of 1951, an

outgrowth of the anti-communist frenzy of the early

fifties, withdrew this MFN treatment from communist

dominated areas. Yugoslavia alone, because of Tito's

rupture with Stalin in 1948, was exempted from the

restriction. MFN status was restored to Poland in 1960

after she was judged as not being "subject to domination

or control by a foreign government or organization con-

trolling the world communist movement" (12, p. 98).

Significant interest group input into this policy was
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negotiated by Americans of Polish descent. The most

recent extension of this anti-communist attitude is found

in the Trade Expansion Act of 1962 which likewise prohi-

bits MFN privileges to any communist state. After a

year's lag, a 1963 amendment allowed the president to

grant Poland and Yugoslavia continued MFN status on

grounds that it was in the national interest of the U.S.

and would further promote independence from control and

domination by international communism (12, pp. 98, 99).

Romania and Hungary, under similar arrangements, were

granted MFN status in 1975 and 1978, respectively.

The actual impact of MFN or non-MFN status on U.S.

imports from Eastern Europe and the Soviet Union is

difficult to assess but an econometric study done on MFN

impact by Raffel, Rubin, and Teal in 1977 (15, pp. 1396-

1421) indicates that trade figures are, or could be,

altered to some extent by MFN status. See Table I,

p. 106. The authors do qualify these figures by noting

that numerous variables--e.g., product type (some imports

are not affected by MFN), product development within East

European country, demand, tariffs of other Western

Industrial nations--can have a direct affect on future

calculations of these figures (15, pp. 1420-21). The

authors likewise suggest that an extended impact of

non-MFN status could have a direct bearing in the amount

of U.S. firms' participation in the various forms of
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Table I

U.S. Imports from Eastern European CMEA Countries and the U.S.S.R.
Under MFN and NON-MFN Conditions*
[Dollars amounts in thousands]

1974 1975
Estimated Estimated

MFN Percent MFN Percent
Actual Increase Rise Actual Increase Rise

Bulgaria $ 8,399 $ 11,602 138.1 $ 20,217 $ 9,128 45.1

Czechoslovakia 45,562 33,039 72.5 34,629 59,535 171.9

German Democratic

Republic 14,129 39,081 276.6 11,250 27,439 243.9

Hungary 75,407 32,387** 42.9** 34,652 29,276 84.5

Romania 130,516 34,211 26.2 132,956 38,729*** 29.1***
U.S.S.R 349,518 31,832 9.1 254,199 18,989 7.5

Total 623,531 182,152 29.2 487,903 183, 096**** 37.5****

Non-MFN Percent Non-MFN Percent
Actual Decrease Fall Actual Decrease Fall

Poland $265,931 $ 7,271 2.7 $243,079 $ 5,246 2.2

*Source: Helen Raffel, Marc Ruben, and Robert Teal,- "The MFN Impact on
U.S. Imports from Eastern Eruope," East European Economies Post-Helsinki, a
compendium of papers, U.S. Congress, Joint Economic Committee, Joint Committee Print,
Washington, D. C., U.S. Government Printing Office, August 25, 1977, p. 1407.

**Calculated on the assumption that the extraordinary $50,600,000 gold coin
imports of 1974 would not have been increased by MFN (metal coins are duty-free,
with or without MFN).

***Part of the estimated increase may already be incorporated in the actual
1975 imports from Romania, since MFN was in effect as of August 3, 1975. The percent
rise would thus be greater (the same increase divided by a smaller base).

****Because of the granting of MFN to Romania in 1975, part of this increase
may already be included in total actual imports, and may therefore represent a
slightly higher percent rise. See footnote ***.
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countertrade agreements now on the rise between Eastern

Europe and the West (15, p. 1420).

Though the primary advantage of MFN status is the

lowering of tariff barriers, it also carries with it

other advantages which include access to Eximbank credits

(17, p. 149). Because of the opportunities provided by

MFN status it is not surprising that the East European

countries place high importance on the status. Non-MFN

East European countries argue obtaining MFN status would

allow them greater export opportunities to the U.S. and

provide a more relaxed political environment in which to

operate (15, p. 1396). Despite the atmosphere of detente,

however, "the U.S. is the only major Western industrial-

ized country which has not granted MFN tariff treatment

to all the communist countries . . . [of Eastern Europe]"

(15, p. 1396).

Other Impediments to Imports

Among other import restrictions that have dealt with

the USSR and may affect trade with Eastern Europe are

provisions in the Smoot-Hawley Tariff Act that prohibit

importation of goods produced by forced or convict labor

and selected product restrictions which are subject to

periodic special legislation (12, pp. 100, 101). Likewise,

though not specifically designed as an import regulation,

the "Buy American" Act of 1933 requires U.S. concerns

with government contracts to give priority to domestic
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goods. The addition in 1954 of an Executive Order adding

national security considerations to this Act served to

increase its potential for interference in U.S. trade

with Eastern Europe (12, p. 101). Finally, there are in

effect anti-dumping and countervailing duties regulations

which are designed to protect domestic products from the

introduction of imports at "unfair prices." Pisar sug-

gests that, given the nature of planned economies, the

elements involved in these practices defy precise measure-

ment and therefore "Eastern origin imports may trigger

administrative inquiry and, eventually, protective action

more readily than imports from market economies" (12,

p. 101).

U.S. Export Controls

U.S. export controls are vast, comprehensive, vague,

and conflicting. To purport to give a concise, yet

complete and clear explanation of these regulations would

be attempting to do what even America's largest multi-

national corporations with specialized research staffs

have been unable to achieve. At best a sample of the

regulations and restrictions will be given in order to

illuminate existing problematic areas.

Export Administration Regulations

Current U.S. Export controls have their legislative

foundation in the Export Administration Act of 1969.
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Under this act, the Department of Commerce has the author-

ity to issue Export Administration Regulations that are

formulated in keeping with the three policy guidelines

that Congress enumerated in the Act. The guidelines

state that controls should be used

(1) to the extent necessary to protect the domestic
economy from the excessive drain of scarce
materials and to reduce the serious inflationary
impact of foreign demand.

(2) to the extent necessary to further significantly
the foreign policy of the U.S. and to fulfill
its international responsibilities.

(3) to the extent necessary to exercise the neces-
sary vigilance over exports from the standpoint
of their significance to the national security
of the U.S. (22, p. i)

Congress further elaborated this third guideline by

stating that it is the policy of the U.S. to

. . . restrict the export of goods and technology
which would make a significant contribution to the
military potential of any other nation or nations
which would prove detrimental to the national secur-
ity of the U.S. (22, p. i)

U.S. export licensing is the Administration's opera-

tional procedure for insuring that these guidelines are

followed. "General" and "validated" are the licensing

categories to which exports are assigned. (See chart for

detailed procedural outline.) The Office of Export

Administration (OEA) maintains up-to-date lists of

restricted goods and countries of destination, and commod-

ities not found on these lists may be exported under a

general license and require no license application of

documentation. Under some circumstances, an export



110

"declaration" must be filed to facilitate such government

functions as "data collection."

The Problems with Export Licensing

The major problems with licensing arise with those

goods and services requiring a "validated" license. This

is especially significant in trade with Eastern Europe.

Generally speaking, a validated license is required for

an export that falls into one or more of these categories:

--a "strategic" commodity
--a "short supply" commodity
--any other commodity to a destination for which

there are foreign policy concerns
-- "unpublished" technical data to certain destina-

tions (22, p. i)

In order to apply for a validated license, a U.S.

exporter must have a firm order from a foreign importer

and this is an area of initial concern. As one U.S.

businessman remarked,

Some prospective customers object to making business
contracts contingent upon our receiving a validated
license from the U.S. government. They prefer to
purchase from foreign competitors who are not subject
to such regulatory restrictions (10, p. 36).

Failure to meet the requirements of or classification

under any one of the categories requiring a validated

license can result in failure to obtain the license. An

example of these categories include

Documentation requirements
Reexport requirements
Special commodity policies and provisions
Short supply controls and monitoring
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Special nuclear controls
Technical data
Special country policies and provisions (22)

It is important to note here, that a number of

commodities not listed as controlled by the OEA are

controlled by other government agencies.

Of special interest in trade with Eastern Europe are

the regulations concerning "Special Country Policies and

Provisions." Required under this section in compliance

with the Export Administration Act of 1969 is a "continu-

ing review of commodities and technology to assure that

prior approval is required for the export or reexport of

U.S.-origin commodities and technical data to the USSR,

Albania, Bulgaria, Czechoslovakia, Estonia, German

Democratic Republic, Hungary, Laos, Latvia, Lithuania,

Mongolian People's Republic, Poland, the People's Republic

of China, and Romania only if the commodity or technology

data have a potential for being used in a manner that

would prove detrimental to the national security of the

U.S." (22, pp. 384, 385). The Export Administration

Regulations state, however, that it is the general policy

of the Department to consider exports to these countries

on a "case-by-case" basis in light of "prevailing policies"

with the review of each case taking into consideration

"the kinds and quantities of commodities or technologies

to be shipped; their military or civilian uses; the

unrestricted availability abroad of the same or comparable
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items; the country of destination; the ultimate end-users

in the country of destination, and the intended end-use"

(22, pp. 3 & 5). The wording, alone, of the Commerce

Department's policy has innuendos of flexibility of

bureaucratic decision-making and one would suspect that

political pressure from any one of various channels

(whether pro or con the export) would have some bearing

on the ultimate decision.

Major aspects of contention in the validating licens-

ing procedure concern elements related to technology and

strategic products and the expense and the delays of the

process.

Technology and strategic products exports.--The main

area that U.S. corporations regard as overrestrictive on

exports concerns technology and strategic products. The

U.S. participates in COCOM, which is an informal organiza-

tion including Japan and all the NATO countries, except

Iceland, whose function is to maintain current "lists of

strategic items subject to "embargo" and "watch," and to

secure agreement of enforcement measures designed to

minimize unauthorized transhipment (12, p. 131). Though

COCOM continues as a strong functioning organization, its

strategic list has been reduced over the years as the

technology gap narrows. The bone of contention with U.S.

based companies is that the U.S. government continually

includes items on its own 'strategic list' which are in

addition to those of COCOM (12, p. 43). The effects of
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restricting exports of many so called "strategic products'

can have far reaching results:

The fact is that U.S. marketing and technological
advantages have all but disappeared. Most of our
products and services are available elsewhere in the
world at comparable quality and, with fluctuating
exchange rates, comparable prices. Where they are
not, several nations have the capability to quickly
develop the technology if they are willing to commit
their resources to it (10, p. 37).

The more specific example offered by Control Data

indicates the loss of trade in volume to the Soviet Bloc:

In the ten-year period, 1967 to 1976, Control Data
alone lost $278.8 million in exports to the con-
trolled countries, due either to unavailability of
export financing or denial of an export license. In
every case, these products or technologies were in
common commercial usage throughout the free world.
These would-be sales included used and new computers
employing older technology, computer displays,
manufacturing licenses for early-generation computers,
integrated circuit plants for Romania and Poland, a
printed circuit plant for the USSR. In most
instances, these sales were picked up by the British
or French, or, in at least one case, by the German
Democratic Republic, with its successful Ryad ES-1040
computers (17, p. 148).

The regulations governing the dissemination of

technology are vague and apply not only to patented

know-how but also to invisible or unpublished technology

which is not patented and may occur in the forms of

manufacturing experience, industrial procedures, etc.

(12, pp. 125, 126).

In reality, the risk of unwitting violation is
unavoidably present whenever a sales pitch is made
to a foreign customer, plants are opened for visi-
tors' inspection, technicians are trained in local
overseas facilities, or scientific study groups of
mixed nationality meet at home or abroad (12,
p. 126).



114

The possibility of revocation of a validated licence

looming under these conditions stands as a further impedi-

ment to trade development.

The time and expense involved in attempting to

export to Eastern Europe can be substantial. The frustra-

tion in trying to predetermine the pitfalls and roadblocks

in the licensing procedure is alone frequently enough

disincentive to cause U.S. corporations to look elsewhere

for business. Samuel Pisar aptly summarized this process

by noting the often vague, illusive variables which are

involved:

No durable guide to administrative practice can,
however, be offered. The interested exporter must
seek advice based on the published daily list of
approved licenses, on the pattern of previous deter-
minations, on related products legitimately made
available by competitors in other Western countries
and on a sensitive assessment of the fluctuating
international and domestic atmosphere within which
East-West trade must be conducted (12, p. 123).

Licensing Delays.--Inherent in the involved licensing

process outlined above are frequent delays in obtaining

the licenses. This factor has proven extremely detrimen-

tal to U.S. companies attempting trade with Eastern

Europe. A survey about licensing conducted among the

member companies of the Center for International Business

revealed that most complaints "dealt mainly with delays

in processing--classic bureaucratic red tape--which

jeopardized the consummation of contracts and added to

costs" (10, p. 36). An example of this is seen in the
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American firm whose desire to export its electronic

scrambling device used by corporate officials to insure

the privacy of TELEX conversations found its product

under the control of the State Department because it was

classified as an "arm" by definition under the

International Traffic in Arms Regulations. The time

consumed in the process to obtain the export approval for

this firm's product was the equivalent of one man's work

for two years. The company currently estimates its

administrative costs in handling export restrictions are

in excess of $75,000 annually (26, pp. 251-253).

In addition to munitions controls by the State

Department, sales of nuclear materials are controlled by

the Atomic Energy Commission, as well as other specific

authorizations to the Departments of Agriculture, Treasury,

Energy, Fish and Wildlife, and the Maritime Administration

and the Federal Power Commission (12, p. 1). Difficulties

in ascertaining which agency has authority over a product

unquestionably contributes to licensing delays.

Reform Attempts

Legislation passed in 1979 in the form of Amendments

to the Export Administration Act has served to liberalize,

somewhat, the export controls governing U.S. trade with

communist countries. Time limits of 180 days for consid-

eration of export applications (with some exceptions for

difficult cases) have been invoked. The ability of the
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President to manipulate export controls for foreign

policy reasons has been curbed to some extent, and provi-

sions have been made for increased monitoring of foreign

product availability in order to allow U.S. firms to be

more competitive with other Western countries (4, p. 320).

Another potential disincentive to trade--not only

with Eastern Europe but to foreign trade in general--is

the Shippers Export Declarations (SEDs) which must be

filled out not only for validated license applications

but for general licenses as well. Many firms have feared

that information given on this form could provide competi-

tors with critical facts concerning their company's

marketing strategies and client lists. The recent amend-

ments outlind above also include exporters' protection of

these SEDs until mid-1980 (4, p. 320). The fact that

this protection is only extended until 1980 could have

some effect on those firms trading in Eastern Europe due

to the highly competitive atmosphere.

The sheer size and inherent flexibility of the

export control process probably will minimize the value

of these amendments, and they do not by any means resolve

all the problems engendered by current export controls.

For the present, U.S. businesses continue to be crippled

by overly restrictive export regulations in their foreign

trade endeavors with Eastern Europe and are continuing to

lose contracts to Western competitors such as Japan whose
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exports are not incumbered by time consuming licensing

processes.

The Problem of Finance

In regards to trade with Eastern Europe, U.S. credit

restrictions have been especially severe. For the purpose

of clarity, the distinction should be made between private

versus official or governmental credit. Private credit

involves credit from private lending institutions such as

commercial banks while official lending comes from govern-

ment backed credit sources such as the Export-Import

Bank. Though both areas have been affected by government

restrictive measures, the later is the one that has

suffered the most. Under the current system, a mix of

both private and government sponsored credit also can

occur.

Government Lending

The primary government institutions with the capacity

to extend export credit are the Export-Import Bank

(Eximbank) and the Commodity Credit Corporation (CCC) of

the U.S. Department of Agriculture (21, pp. 53).

Eximbank.--The Eximbank was created in 1934 to help

finance trade with the Soviet Union, though its primary

mandate has changed several times since then (5, p. 122).

It operates as an independent agency of the U.S. govern-

ment and is subject to Congressional scrutiny as well as
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executive influence. It has various short, medium and

long-term financing programs that can be utilized by

private business, governments and other financial institu-

tions involved in the import-export business. Prior to

1964 very few credit extensions had been made to East

European countries, but this trend was altered by actions

of the President that encouraged lending for "peaceful

products to Bulgaria, Czechoslovakia, Hungary, Poland,

and Romania" (5, p. 123). This door was then closed in

1968 by a Congressional Act that prohibited Eximbank

loans to any country aiding North Vietnam and was not

reopened against until the act was repealed in 1971 (5,

p. 123). Current restrictions governing Eximbank lending

to Eastern Europe are provided in the Trade Act of 1974

which prohibits all U.S. Government programs including

those of the Export-Import Bank, the CCC, and the Overseas

Private Investment Corporation "from extending export

credits, credit guarantees, or investment guarantees

directly or indirectly to any nonmarket economy which

denies its citizens freedom of emigration" (5, p. 53).

These provisions do not apply to those countries having

MFN status which currently include Poland, Romania, and

Hungary. An overview of these recent activities shows

wide and frequent fluctuation in Eximbank credit policy

towards Eastern Europe--a factor that indicates
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another inconsistency in U.S. approach to East-West

trade.

The President has a number of discretionary powers

that affect Eximbank lending which he can and does use

for foreign policy purposes--including the power to grant

MFN status and determination of "national interest" to

allow single loans in excess of $50 million (5, p. 123).

The fact that loans in excess of $60 million require

Congressional review is another facet of Eximbank lending

that allows for the possibility of manipulation for

political as well as foreign policy goals. This review

requirement can also be antagonistic to businesses and

foreign governments desiring Eximbank credits.

In view of the drawbacks mentioned above, it is not

surprising that Eximbank is apparently not one of the

preferred or even frequently used sources of financing by

U.S. firms for exports to Eastern Europe.

The Commodity Credit Corporation (CCC).--The CCC

provides short-term (six months to 5 years) credits for

export of U.S. agricultural products and generally comes

under the same restrictions regarding country eligibility

as the Eximbank (21, p. 32). As a rule, the larger

government loans granted to East European countries have

been through the CCC as is exemplified by the Carter

Administration loan to Poland of $300 million and $200

million in 1977-78 (3, p. 163).
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Private Lending

Restrictions.--The only restrictions placed on

domestic private lending institutions are those incurred

by the Johnson Debt Default Act (1934) and the basic

lending ceiling placed on commercial lending.

The Johnson Debt Default Act of 1934 prohibits

"certain financial transactions by private persons in the

U.S. (U.S. government institutions are exempt) involving

foreign governments which are in default in the payment

of their obligations to the U.S. unless they are members

of the IMF and the International Bank for Reconstruction

and Development (21, p. 93). This law currently applies

to Czechoslovakia, Poland, and Hungary and determination

of status has never been made regarding the GDR (21,

p. 93). It has been ruled, however, that most export

financing of common commercial sales are not covered by

the act and that the act "is directed at purely financial

general purpose loans" (5, p. 121). With this being the

case, most trade with Eastern Europe does not fall under

its jurisdiction, and that which does is easily financed

abroad where the act is not applicable.

The legal lending limit imposed on all U.S. commer-

cial banks has not been an obstacle to foreign financing

due to the ability of banks to form consortia to finance

large projects.



121

Lending practices. -- U.S. financial institutions,

like other U.S. businesses, are profit oriented and this

element has a noted tendency to govern their activities.

With the general expansion of foreign trade in the 1960s,

larger U.S. banks expanded their involvement in inter-

national financing and this era saw the establishment of

many overseas subsidiaries and branches. The main reason

behind the establishment of these overseas offices was to

be closer to their clients--i.e., the overseas subsidi-

aries of the MNCs. The international market was "bullish"

for financial institutions and East European countries

were prime prospects because of their "past payment

records" and obvious desire to expand their foreign

trade.

The usual criteria for granting credit includes

"past payment record," "gold and hard currency reserves,"

and "debt-service ratio" (21, p. 4). Gold and hard

currency reserves are not published figures in centrally

planned economies as they are in most Western countries

nor is data on which the debt-service ratio is based.

(The debt-service ratio is the ratio of repayments of

principle and interest to hard currency earnings.) Lack

of information on these two points forces credit facili-

ties to estimate them. However, because "the credit

worthiness of the East European borrower ultimately rests

on the overall credit standing of its government," and
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because their past payments "have been prompt and without

default," the East European countries were considered

prime borrowers (21, p. 4).

The mid-1970s, however, began to show an overall

change in opportunity in Eastern Europe for financial

investors. Because of U.S. regulations, restrictions,

and fluctuating policy it became increasingly difficult

for their U.S. clients to pursue new business opportuni-

ties in Eastern Europe. This, combined with the mounting

debts of the East European countries, has ultimately

reduced the interest of U.S. financial institutions in

making credit available to Eastern Europe. The apparent

dramatic increase in the estimated debt-service ratio in

the past decade has led U.S. lenders to doubt the future

capacity of East European countries to service their

debts. (See Table II, p. 123)

Indications of the reduced interest in private

lending to Eastern Europe are frequent. A May 1980

interview with an official of the Federal Credit Insurance

Association (the U.S. credit insurance association that

insures export credits) revealed that very little domestic

credit is being extended for East European economic

exchange (6). Another executive of a major international

bank holding company revealed that their interest in

expanded international credits has been tremendously

reduced. He saw U.S. commercial banks as maintaining
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foreign branches and investments only to meet the needs

of domestic clients (13). The fact that Citibank, who

has the largest volume of foreign investment of any U.S.

bank, closed its offices in Moscow in February of 1980 is

another indication of the loss of interest in Soviet Bloc

financing--they said there was not enough business (25).

Response of U.S. MNCs to the Financing Situation

The problem of obtaining financing for East European

commercial activities by U.S. MNCs is apparently not as

serious as is indicated by the current attitude of offi-

cials in U.S. financial institutions. Several interviews

with international executives with U.S. MNCs all brought

the response that financing was not particularly a problem.

This is probably due to the fact that when domestic

financing is not available foreign financing usually is.

This is in part facilitated by the current strength of

the Eurodollar market.

Because of the concentration of business activity in

Europe and the predominance of the American dollar, the

phenomenon known as the "Euro-dollar" (EDs) has evolved.

EDs are American dollars held by foreign banks which are

traded in the international market without conversion to

a domestic currency (2, p. 48). Because of the ease in

trading and the availability of EDs, much of the recent

private East-West trade has been financed by EDs. The

impact of this exodus to Europe for financing might be



125

illustrated by the estimate that at least three times

more machinery and equipment were exported to Eastern

Europe through European affiliates than from domestic

plants; with part of the cause being unavailable medium-

and long-term domestic credit (5, p. 121).

The apparent growing significance of counter-trade

deals with Eastern Europe is an alternative solution that

is available to MNCs in the event of financing problems.

In fact, as previously noted, there is a growing movement

among MNCs to install "in-house" trading units to handle

such compensatory agreements.

Government-Business Relationship

Unfortunately for U.S. businesses and for the U.S.

as a whole, the relationship between U.S. based MNCs and

the federal government is not good. A 1978 report of the

situation by the GAO sums it up well.

Relations between U.S. based MNCs and the U.S.
government are likely to get worse before they get
better. Increasing demands from host governments
and new proposals for U.S. government regulation
will frequently put the corporations in a difficult
position. There is little evidence of change in the
adversary position which often seems to exist between
government and business in the U.S. A lack of
communication and trust exists despite the growing
need for closer Government-business cooperation to
solve such serious national needs as developing new
energy sources (20, p. 61).

Inconsistent application of government policies and

procedures has contributed considerably to the lack of

trust in the federal government and the unwillingness of
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business to work closely with the government. In addition

to the problems already discussed under import-export

restriction, and financing, several other areas of govern-

ment activity have contributed to this adversary attitude.

These include the areas of linkage politics and spillover

legislation.

Linkage Politics

Touched on already though important enough to warrant

specific discussion is the queston of "linkage politics."

The complaint long heard regards the use of export con-

trols as an instrument of foreign policy. Indeed, such

use is provided for in the policy guidelines governing

the formulation of the Export Administration Regulations

(see p. 109) and the various presidents have not been

reluctant to take advantage of this flexible tool for

foreign policy reasons.

An example of this is the Carter Administraton's

commitment to "moral politics" which "portrays human

rights as a powerful weapon in the ideological warfare

between communism and capitalism" (3, p. 153). Through

use of the Helsinki Accords as the foundation for the

right to emigrate, Carter put increased priority on the

issue of human rights in the Soviet bloc countries. This

type of linkage politics has taken its toll on East-West

trade. A survey done of The Center for International

Business member companies offers this example:
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"I can think of a number of instances," a respondent
from Rockwell International replied, "where we have
waited for more than ninety days, and one in which
we waited six months, only to be turned down on the
human rights issue. The product was then supplied
by a European country, and we lost a $100-million
opportunity that was in our hands" (10, p. 36).

The loss of business because of over-restrictive

export controls (which are chiefly due to linkage of

political, social or military issues to foreign trade)

translates not only as a loss of profits for American

concerns, but also as a loss of American jobs.

In 1978 alone, export business lost because of
over-restrictive export controls cost the United
States an estimated $10-billion, according to a
survey made by the Electronic Industries Association.
This translates into a loss of 400,000 to 500,000
American jobs--mostly skilled jobs (10, p. 43).

The fact that these lost contracts frequently go to other

Western countries which mitigates the intended foreign

policy effect has prompted one businessman to offer the

argument that "a job for an American worker provided by

export business is no less a human right than most of the

moral imperatives that we seek to impose on other coun-

tries through enforcement of our various laws" (10,

p. 33).

Finally, in the category of linkage politics, have

been the recent efforts of environmental groups to require

environmental reviews on certain types of exports. With

direct bearing on Eastern Europe is the administration's

policy statement of September 1978 that announced that

"abbreviated environmental reviews will be required only
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with respect to . . . financing of products and facilities

whose toxic effects create serious public health risks

." (23, p. 4). The fact that many East European

nations have sought to expand their chemical industries

through imports from the West could put in future jeopardy

U.S. companies seeking to compete for contracts in this

area.

Spillover Legislation

In U.S. history are a number of statutes that,

though not initially designed to have an impact on U.S.-

East European trade, have nevertheless evolved into

formidable roadblocks. These include the anti-trust

laws, tax laws, anti-boycott legislation, to name a few

major categories.

Dealing with the centrally planned economies by

definition theoretically puts American firms within the

realms of the anti-trust laws.

The Justice Department has served notice that it
intends to vigorously prosecute hard-core violations
of the anti-trust laws in the international areas
where American companies or individuals may be
involved, or, for that matter, where foreign persons
are involved if personal jurisdiction be obtained
over the foreign defendants and if the subject
matter jurisdictional requirements of the Sherman
Act have been met. This in itself is a foreboding
development for companies doing business in foreign
countries or with foreign government sponsored
commercial activities. Many of the Foreign govern-
ment enterprises involved may engage in price fixing
activities or other anti-competitive cartel-type
activities which may be perfectly legal in the
particular country (24, p. 286).
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In addition to the centrally planned economies coming

within the realm of this announcement, the fact remains

that the Soviet Bloc countries are notorious in their

practice of "whipsawing" (the practice of playing contract

bidders off against each other) and collaboration among

U.S. companies could help avoid some of these problems.

The U.S. Justice Department has said that it will not

prosecute in cases like these as long as they do not

interfere with the domestic market. This, however, does

not eliminate U.S. fears of prosecution. Recent legisla-

tion has, in fact, added to these fears.

The uncertainties confronting U.S. Multinationals
were compounded in 1977 when the U.S. Court of
Appeals for the Ninth Circuit held in favor of a new
"tripartite" test. The decision, in effect, elimi-
nated the requirement that the Justice Department
show "direct and substantial" effect on commerce
within the United States for the activity to come
within the ambit of U.S. antitrust laws (10,
p. 35).

The fact that some western competitiors can take joint

action without fear of anti-trust laws can give them a

decided edge over U.S. firms in exploiting international

markets. Some foreign governments, in fact, actually

encourage such collaboration (10, p. 34).

Two recent acts not directed at East-West trade

which may ultimately have some impact are the Tax Reform

Act of 1976, which denies certain tax benefits to busi-

nesses "which participate in or cooperate with the Arab

Boycott," and the Export Administration Amendments of
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1977 which "prohibit U.S. persons and their "controlled

affiliates from engaging in certain activities within the

interstate or foreign commerce of the United States with

the intent to comply with a boycott against a country

friendly to the United States" (10, p. 39). The incident

of tripartite agreements between the West and East

European and third world countries is on the rise and

these restrictive acts could have a bearing on U.S.

corporate participation.

Lastly, the Revenue Act of 1976, by removing exist-

ing income tax exemptions, has drastically increased the

costs of U.S. citizens living abroad which provides

another disincentive to U.S. companies seeking to expand

foreign trade (16, p. 115).

The Foreign Agents Registration Act has also served

as a disincentive to East-West trade. This act requires

those acting in behalf of any government to register and

provide "information revealing the nature of their rela-

tionships, activities and other data such as income

earned and disbursements made in the process" (12, p. 95).

This law exempts individuals engaged in private commercial

activities, but as the centrally planned economies commer-

cial activities are state-controlled, it requires their

agents to register. Being reluctant to reveal information

concerning their trade activities, the centrally planned

economies have not expanded their resident trade
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delegations in the U.S. as much as they might have other-

wise. The U.S. has made some special agreements with

some East European countries, but these have been the

exceptions rather than the rule.

The Present Government Business Relationship

The lack of cooperation between government and

business at a time when international markets demand an

organized and united front is feared by many to be the

major detriment to the U.S. international economic posi-

tion.

The essentially adversary relationship between U.S.
business and the Federal Government is felt to be
unequaled in any other major industrial country.
Deep mercantilist collaboration between government
and business that is encountered in countries like
Japan and France is said to provide a distinct
advantage to their multinationals (9, p. x).

Government, industry, and the banks in Japan have formed

a closely-knit alliance in an effort to focus on "commer-

cial applications of technology, especially those that

can be exported to major world markets" (18, p. 11). On

the other hand, the FRG has had a close business govern-

ment relationship for several decades that has fostered

international trade expansion through such programs as

export promotion, incentives to private industries,

favorable governmental financing, and tax incentives (8,

p. 8). This is supported by the trade figures on

Table III, p. 146.
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As Harvey J. Trilli, President of Pullman Swindell

summarizes:

Governments play a major role in deciding how far
their countries (or their companies) can go in
sustaining export campaigns in specific troubled
economies. U.S. government agencies and programs
are available and show signs of becoming more compe-
titive, but a lot more needs to be done by the
government if the U.S. is to maintain its share of
these markets on terms that private business can
live with. At least, we must be able to match what
our rivals in Europe and Japan do (19, pp. 174,
175).
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CHAPTER VIII

EXPANDED ECONOMIC RELATIONS BETWEEN THE U.S. AND

EASTERN EUROPE: A SYNTHESIS OF THE PROBLEMS

AND PROSPECTS

Close examination of economic relations between the

U.S. and Eastern Europe reveals dichotomy at every level.

The levels of economic development are different, with

the U.S. being highly modernized and industrialized and

the East European countries (though at varying degrees

among themselves) falling considerably behind in these

areas. Major goals regarding foreign trade lie in rela-

tively different planes--with filling domestic gaps and

facilitating overall economic growth being the main

concern of Eastern Europe while U.S. foreign trade enti-

ties are primarily individualized with profits as the

principal goal. Foreign trade is approached from differ-

ent angles. Eastern Europe is disposed to undertake

large-scale comprehensive economic projects, while U.S.

corporations are accustomed to incremental approaches in

completing sizeable endeavors. Basic attitudes toward

foreign trade are also juxtaposed. Most of the East

European countries have displayed an intense and consis-

tent desire to expand foreign economic relations while

the U.S. as a whole has displayed a relatively passive,

137
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indifferent and inconsistent attitude toward Eastern

Europe in economic relations. Related to these attitudes

is the sense of "need" for foreign trade. The economies

of Eastern Europe have few viable alternatives to foreign

trade to fill their domestic economic gaps. The U.S.

business concerns have many alternatives to expanding

trade and industry--profits can readily be sought in

other areas where conditions are more favorable to profit-

making. Collectively speaking, then, the prospects of

expanded economic relations are surrounded by numerous

opposing aspects which yield obstacles to trade and

inhibit their resolution.

The Obstacles to Economic Expansion Between
the U.S. and Eastern Europe:

The East European Case

The obstacles to expanded economic relations between

the U.S. and Eastern Europe are both created and perpetu-

ated by the political-economic system. These obstacles

defy examination in rigid categories because they overlap

in causal as well as effectual ways. Nevertheless, these

barriers to trade expansion fall into two generalized

categories: (1) the inability to generate exportable

products, and (2) problems of finance--including bilater-

alism, inconvertible currencies, and balance of payment

problems.

The inability to generate exportable products is

covered in detail in Part I (See Fig. 1). The systemic
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precepts of fixed wages, full employment, target produc-

tion, fixed prices, and controlled distribution tend to

reduce worker incentive and result in low productivity

and poor quality of production. This situation then

yields either undesirable products or products unavail-

able for export.

The problems of finance are also exacerbated by the

systemic factors mentioned above. The planned economies,

when exposed to free market situations that fluctuate

according to supply and demand, have proven extremely

vulnerable. Their inconvertible currencies require

bilateral clearing which severely complicates balance of

payment problems as a balance must be struck with each

trading country rather than overall. The fixed pricing

requires an artificial exchange in regards to domestic

value of products and generally results in government

subsidation in order to resell foreign products in domes-

tic markets at affordable prices. This has and is causing

a tremendous drain on financial resources and contributes

to problems of servicing foreign debts. (Poland stands

as a particularly good example of this problem.) The

inability to finance foreign imports then, relates back

to the problem of generating exports because industries

are unable, because of domestic economic contraction, to

purchase necessary equipment to support, maintain and

increase their domestic productivity.
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The basic philosophy of the centrally planned eco-

nomic system perpetuates these problems by disallowing

the systemic changes necessary to reduce or solve these

problems. Holzmann (4, p. 46) suggests that solving

these problems requires decentralization and use of

market mechanisms in order to maintain economic balance

between the domestic and foreign economies. To achieve

this, major systemic changes would be required, involving

the freeing of prices and wages and the decentralization

of much of the central economic planning as a whole.

Instead, he suggests, the reform attempts that have been

made serve primarily as a rationalization of central

planning rather than actually dealing directly with the

problem. As a result, with the possible exception of

those in Hungary, the reforms in most of Eastern Europe

have had little if any comprehensive effect. (Ultimately,

too, the aegis of influence on economic reform is, of

course, the Soviet Union.) The experiments in Hungary

and the outcome of the currently unresolved Polish demands

for economic reform may pave the way for future more

radical changes in the economic structure of the East

European countries. The progress is slow, cautious and

tedious at best.

The relative rigidity of central planning is illus-

trated by Fig. 4, p. 141. The established unified eco-

nomic format moves in one direction and is reinforced



141

UNITED STATES

Decentralized and
pluralistic

EASTERN EUROPE

Central planning
and control

Rigid, comprehensive,
integrated, coordi-

nated policies

Unified approach

P

H4

0
u

multiple, independent,
fractional, often

conflicting policies

Diversified approach

Maximum flexibility
in approach and

minimum coordination

REQUIRES FLEXIBILITY
to work with constantly
change in the system

Cl)

Reinforces centralized
economy !

Changes in
U. S.-Soviet relations
often cause changes
in foreign economic

policy between Eastern
Europe and the U. S.

Frequent changes in
U.S.-Soviet relations
result in frequent

changes in U. S.
foreign economic policy

TV
INCOMPATIBILITIES EXACERBATED BY POLITICAL FRICTION

Fig. 4 -- Conceptual point of U. S.-East European
systemic incompatibility.

Little flexibility
to cope with indivi-
dualized problems

REQUIRES UNIFIED
APPROACH OF SCALE

in order to work with
system as a whole

-1,Wl

M"r-

L

9-

Slows comprehensive
economic ref orms

toward decentralization

Soviet attitude toward
IU.S. affects East European]

approach to U.S.



142

from another direction by the power of Soviet influence.

It appears, then that the East European countries are

relatively locked in by the ideological confines of

central planning. What remains, in light of these condi-

tions is for foreign entities desiring economic relations

to put together a unified comprehensive trade program

that can deal with these problems of scale of the cen-

trally planned economies and still make economic expansion

with Eastern Europe a profitable endeavor.

Obstacles to Expanded U.S.-East European
Economic Relations: The U.S. Case

The obvious U.S. obstacles to expansion of economic

activities with Eastern Europe take the form of "disincen-

tives to trade." Costly import-export restrictions,

problems in arranging finance, conflicts between govern-

ment and business over methods and procedures all combine

to thwart business efforts to realize profits in Eastern

Europe. Furthermore, the U.S. government has, in the

past, demonstrated fairly effective influence over most

trade between U.S. firms and foreign entities through

successful manipulation of these elements. The federal

government is in a decidedly pivotal position in determin-

ing the economic relationship between the U.S. and Eastern

Europe. Whether, according to Dahl (1, p. 8) the federal

government is an "arena" where pluralistic conflicts are

debated and resolved, or whether as Berle (1, p. 11)
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asserts, the federal government is an umpire that checks

and regulates the activities among the large corporations,

the ultimate result is the same--policies that affect

foreign trade. Part II demonstrates the pluralistic

inputs into foreign economic policy--both from the eco-

nomic and political point of view. Foreign economic

policy then emerges from the system in fragments, leap-

frogging from issue to issue with very little consistency

in the processes.

Recent critics (8, p. xxxix) of the pluralistic

process have voiced fears that a threat of systemic

immobility is evolving--"an incapacity in the system to

accommodate new kinds of demands in the society." It

would appear that the fragmented foreign economic policy

toward U.S.-East European trade is a prime example of

this. It is apparent that to overcome massive economic

problems such as those in Eastern Europe a comprehensive

and unified approach must be taken. The federal govern-

ment is too much a reflection of its individual parts to

present a unified approach, and those few U.S. business

concerns with the size and capacity to effect a unified

approach are regulated through the federal government

into immobility by competing factions representing their

own individualized interests. (See Fig. 4, p. 141)

Furthermore, the principles of separation of powers,

checks and balances, and open debate, inherent in our
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democratic process, serve to perpetuate pluralistic

fragmentation. These elements not only support fragmen-

tation of policy but often render painfully slow the

progress toward the inevitable changes. Historically,

these principles have provided an element of stability

for the system--especially regarding changes in ideolog-

ical concepts--allowing the system to grow at rough

parity with the generalized acceptance of new ideas.

However, the governmental process has been unable to

maintain pace with the acceleration of modern day society,

and Connoly aptly notes that

as a rapidly expanding technology promotes equally
rapid social change, ideological and institutional
constraints in the political system inhibit efforts
to cope with the accompanying dislocations (1,
p. 19).

Concepts of change filter through a system's parts

at varying speeds and intensities. Pluralist societies

are constrained by the values and expectations of each

influential group. As these values emerge in different

stages of evolution, conflicts and the struggle for

influences arise. The old systemic patterns of checks

and balances prevent quick change from old to new values.

New values must be accepted gradually throughout the

pluralistic political system and until a majority of the

influential elements have accepted them, conflicts among

elements will exist and yield inconsistent policy outcomes

on related matters. This is best demonstrated by the
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psychological campaign in the 1950s to represent (for

whatever reasons) "communism" as a menace to our society

and the efforts in the past decade to erase that image in

order to approach international strategy from a different

perspective (economic). Lingering elements of anti-

communist sentiment still surface frequently with signif-

icant input into the pluralistic system to alter foreign

economic policy on specific issues.

This process, then, has resulted currently in a

sense of comprehensive values for the system which are

contrary to the realities that exist in the world today.

This conflict between established values and reality

further fragments the already segmented approach to

policy.

The ability of the U.S. to compete profitably for

trade within the East European countries is being eroded

further by Western competitors who are demonstrating the

necessary flexibility to put together economic programs

that can effectively deal with the centrally planned

economies. Figures on Table III (p. 146) are an indica-

tion of this. Other Western countries have scored more

success in trade and industrial relations in Eastern

Europe because of factors ranging from geographic loca-

tion, size, and cultural ties to theories on corporate

managerial philosophies. The majority of these are out

of the scope of this study. The most notable element,
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however, and pervasive in all successful economic rela-

tions between Western competitors and Eastern Europe is

the more favorable government-business relationship and

their combined attitude towards trade. Time and again it

is noted (6, p. 115) that "other industrial nations have

wisely chosen not to mix their foreign policy with their

foreign trade." Furthermore, especially the Japanese and

West Germans encourage government-business economic

cooperation. The reason for the faster growth of European

companies was cited (9, p. 33) as their "comparatively

greater ability [than that of U.S. firms] to negotiate,

live, and collectively work with government and unions

. The Japanese have sanctioned the combined efforts

of government, industry, and banks to form powerful

trading houses that are making remarkable penetrations

into not only capitalist but socialist countries as well

(10, p. 41). This allows them the size, flexibility, and

financing needed to deal with faltering economies such as

those in Eastern Europe. This type of economic thrust

does not exist in the U.S. and it is unlikely to be

created anytime in the near future due to current restric-

tions and the systemic factors which perpetuate them.

Anti-trust laws would need to be revised. That alone

could be a slow and painful process. The entire approach

to foreign trade may have to be altered--another lengthy

and tedious, if not impossible process. Harvey Trilli
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notes (7, p. 171) that contrary to U.S. seemingly short

term objectives the governments of Europe and Japan take

a longer term view of foreign trade. Another U.S. MNC

executive (3) noted that his company had a potential

contract with a centrally planned economy that had been

six years in the making--not at all unusual in dealing

with socialist economies. It is extremely difficult, he

added, to be competitive with other Western countries

when U.S. foreign economic policy towards that country

may change four or five times during that period.

Summarily speaking, U.S. firms are not realizing

profits and are therefore not avidly pursuing them in

Eastern Europe and there appears to be little incentive

from either government or private sources to alter this

course. The fragmentation in our society, conflicting

interest, systemic checks and balances, all appear to

have immobilized U.S. efforts to expand economic relations

with Eastern Europe. As Paul McCracken notes,

By a sort of Hegelian process the success of
the system undermined it. The greater diffusion of
economic well-being internationally, which was and
remains a major objective, has reduced the relative
importance of the American economy and the capability
of the United States to continue its hegemonic role.
And by one of those cosmic quirks of fate, a theme
worthy of a Sophoclean tragedy, at this historical
juncture our domestic policies started to render the
American economy virtually incapable of generating
further economic progress or of avoiding severe
inflation (5, p. 22).
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Conclusion

It is the conclusion of this study, then, that the

prospects of further significant expansion of economic

relations between the U.S. and Eastern Europe are unfavor-

able in the near future. This is due to basic systemic

incompatibilities which impede the resolution of key

economic problems that must be overcome if such relations

are to be affected.
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