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This study is concerned with the relationship between

the accumulation of Poland's massive hard-currency debt,

from 1970 to 1983, and changes in American economic and

political policy toward Poland. Prior to and during the

1970s, a tacit American policy of promoting economic and

political ties with Poland can be discerned. But the

domestic problems Poland exacerbated by mismanaging its

debt to the West and the consequent declaration of martial

law in 1981 led to the current discriminatory American

policies of economic sanctions against Poland. As a result

of this policy shift long-standing American political goals

in Poland have been compromised.
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CHAPTER I

INTRODUCTION

Statement of the Problem

This study focuses on changes in United States economic

policy toward Poland as a result of the buildup of Poland's

hard-currency debt in the 1970s. When these policy changes

are put into historical perspective, the fact emerges that

current (as of 1983) restrictive American policies against

the Polish regime tend to negate the cooperative rela-

tionship which has been cultivated for almost thirty years.

United States policymakers in the immediate post

World War II years viewed the East European states as not

particularly distinct from the Soviet Union or from each

other. East European states, forced to change their

political and economic systems according to Moscow's

specifications, were perceived as an expanding communist

bloc of states which posed serious military and political

threats to the Western world. In accordance with this

perception, the United States Congress passed the Export

Control Act of 1949, the first in a series of discriminatory

trade laws used to deny American economic and technical

assistance to the Soviet-dominated East.1 This legislation

'Gunnar Adler-Karlsson, Western Economic Warfare
(Stockholm, 1968), pp. 25-26.

1
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asserted that the level and character of trade between East

and West should be controlled for general Western security

reasons. The American view of East Europe and the Soviet

Union as an undifferentiated bloc, however, soon proved to

be inaccurate. As a few East European states began to

demonstrate a measure of independence from the Soviet

Union, American policy toward these states was modified

accordingly.

Significantly, the Export Control Act of 1949 had given

the American president the power to "prohibit or curtail all

commercial exports and to establish a licensing system in

the U. S. Department of Commerce to regulate exports to

Communist countries."2  Presidents began to use this

prerogative, especially after Stalin's death in 1953, to

implement bilateral trade agreements as a policy lever to

encourage such developments as moderation and reform in

Eastern domestic policies, polycentrism in the Eastern

bloc, and a moderation of Eastern states' foreign policies

toward the West in general.3 This was the origin of the

idea of linking Western economic benefits to the East with

Western political goals in the East.

2 Joan Edelman Spero, The Politics of International
Economic Relations (New York, 1977), p. 251.

Karen L. Jurew, "Trade and Facilitation of Commercial
Relations Between Eastern Europe and the United States,"
East European Economic Assessment: Part 2--Regional
Assessments, Joint Economic Committee (Washington, D. C.,
10 July 1981), pp. 637-638.
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Yugoslavia, in the latter 1940s and early 1950s, was

the first East European state to demonstrate independence

in its domestic and foreign policies. Under Tito's

leadership, Yugoslavia severed its close ties with the

Soviet Union in 1948, was expelled from the Communist

Information Bureau (Cominform) in that year, and began to

pursue an independent course in its foreign policies. In

1953, it abandoned centralization of administrative control

as well as its collectivization of agriculture. The West,

led by the United States, responded by offering military

assistance and greater economic assistance through the

elimination of discriminatory trade barriers.4 Romania,

much later and to a lesser degree, demonstrated independence

from the Soviet Union in its foreign policy initiatives of

the 1960s. In 1967, it established diplomatic relations

with the Federal Republic of Germany and refused to sever

ties with Israel after the Arab-Israeli War of that same

year. Moreover, Romania refused to participate in the

Soviet invasion of Czechoslovakia in 1968.5 For these

reasons, among others, the United States offered that

state Most Favored Nation (MFN) status in 1975 and access

4 Nathaniel McKitterick, East-West Trade: The
Background of U. S. Policy (U. S. A., 1966), pp. 30-32.

5 Robert R. King, "Romania," in Communism in Eastern
Europe, eds. Teresa Rakowska-Harmstone and Andrew Gyorgy
(Bloomington, 1981), p. 162.
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to the credit facilities of the Export-Import Bank

(Eximbank).6

Like Yugoslavia and Romania, Poland also received

special consideration from American policymakers in the

post-war era when most communist states did not. Intense

anti-Soviet demonstrations in Poland following Stalin's

death confirmed that a strong sense of Polish nationalism

endured. When Wladyslaw Gomulka came to power in 1956,

he initiated significant domestic and foreign policy

changes. Civil liberties were expanded, government

relations with the Church improved, and the collectivi-

zation of agriculture was abandoned. 7 When Gomulka

requested talks with the United States administration,

President Eisenhower was quick to respond. In January 1957,

American export controls were altered "to permit shipments

of surplus farm products to Poland under Public Law 480."8

In August of that same year, Eisenhower expanded the list

of items that could be exported to Poland. Polish and

American officials also began talks to reinstate Poland's

MFN status, which all communist states except Yugoslavia

had lost under the terms of the United States Trade

6 Vladmir N. Pregelj, "Normalization of U. S. Commercial
Relations with East Europe," East European Economic Assess-
ment: Part 2 --Regional Assessments, Joint Economic
Committee (Washington, D. C., 10 July 1981), p. 671.

7McKitterick, East-West Trade, p. 33.

8Ibid.
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Agreements Extension Act of 1951. Poland succeeded in

regaining MFN status in 1960.9

Within the framework of detente in the 1970s, still

greater economic cooperation developed between the two

countries. In 1970, the Polish regime initiated a prag-

matic economic development strategy that would use

substantial loans from the West. The United States favored

this proposition for broadened economic cooperation between

the West and Poland, and consequently moved to normalize

trade relations further. By the mid to late 1970s, however,

Poland's economic strategy began to show signs of failure,

and the worsening economic conditions eventually precipi-

tated destabilization of the Polish polity. When the new

military regime under General Jaruzelski declared martial

law in December of 1981, American policymakers responded

by taking the unprecedented action of imposing restrictive

economic measures against Poland.

This study argues that prior to and during the 1970s,

American policy initiatives toward Poland encouraged the

accumulation of Poland's debt to the West, but that the

domestic problems in Poland incurred by the mismanagement

of the debt caused American policy to change from promoting

financial relations to restricting them. For example,

after the official declaration of East-West detente, the

9 Ibid.

MOMINOW80OWNWAWUMM
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American government actively encouraged banks and businesses

to participate in joint investment ventures with the Polish

regime. In 1972, the Joint American-Polish Trade Commission

was established to help facilitate industrial cooperation

between the two states and to develop commercial opportuni-

ties for American businessmen to invest in Poland.1 0

Furthermore, Poland, along with Yugoslavia, was exempted

from the Jackson-Vanik Amendment to the 1974 Trade Act,

which discriminated against all other communist states that

did not allow the free emigration of its citizens.ll But

by 1982, American policymakers had suspended Poland's credit

and trade advantages with the United States, imposed

economic sanctions, canceled debt rescheduling agreements,

and revoked Poland's MFN status. The debt had left the

Polish regime economically vulnerable in a way that allowed

American policymakers to use the debt as a lever with

which to apply sustained economic pressure on the

Jaruzelski regime. American policy had changed from open

promotion to calculated restriction, and the debt had become

a significant element of American policy toward Poland.

In short, American policy prior to and during the dtente

l0U. S. Department of Commerce, prepared by Susanne S.
Lotarski, Trading and Investing in Poland, Overseas BusinessReports, 78-44 (Washington, D. C., September 1978), p. 2.

11 Pregelj, "Normalization of U. S. Commercial Rela-
tions," pp. 668-669.
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years helped to set the conditions under which Poland's

Western debt was generated, and later the debt became a

policy weapon which American policymakers used against the

Polish regime.

These recent changes in United States policy toward

Poland are significant, for they will adversely affect

American-Polish relations, and East-West relations on the

whole, possibly for many years ahead. With the policies

of economic warfare, the United States has compromised its

opportunity to attain its goal of encouraging independence

and moderation in Polish domestic and foreign policies.

Organization of the Study

The approach used in this study is a comparison of

United States policy toward Poland before and after Poland

acquired its massive debt to the West, including an

analysis of the effects of the debt on American policy

decisions. The remainder of this chapter provides a brief

review of the sources used in this study. Emphasized is

the fact that this study takes a different, opposing view

from the consensus of the few analyses that are related to

this study's hypothesis. A description of the problems in

collecting the debt data follows, in which the timeliness

of the analysis is noted.

Following a discussion of the political context that

prompted detente between East and West in the latter 1960s,

., . .
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Chapter II outlines American policy toward Poland prior to

and during the 1970s and describes the course of Poland's

development strategy throughout the decade. Central to this

chapter is a description of the extent and burden of Poland's

debt to the West and its impact on the Polish economy.

Chapter III focuses on changes in the direction of

American policy toward Poland in the latter 1970s and early

1980s. It shows that American policymakers have used

Poland's economic vulnerability, which was created by the

debt and its attendant problems, as a political lever

against the regime in an attempt to compel it to make

domestic policy changes. An analysis of many of the

important consequences of the recent changes in American

policy toward Poland concludes the chapter.

A Review of the Literature

This study contributes to the literature on the Polish

debt problem, for no other traces the relationship between

Poland's debt to the West and changes which have occurred in

American policy toward that state. The few studies relevant

to this thesis fail to consider in depth American policy

toward Poland prior to martial law. Therefore, they fail to

recognize the major departure which recent American policy

toward Poland has made from its historically favorable

course. Without this perspective, the analysts miss the

significance of the recent measures the United States has

taken against Poland.
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Richard Portes,1 2 in a study published in 1977, is the

only author who focuses solely on the East European states'

debts to the West and discusses policy implications of

those debts. He argues that both Eastern and Western

policymakers need to manage the debt in such a way as to

minimize its potentially negative consequences. The debt

could limit the West's flexibility in formulating economic

policy toward the East, limit the East's trade and production

choices, and pressure the East European states to depend on

the Council for Mutual Economic Assistance (CMEA) in lieu of

maintaining strong East-West economic cooperation. Portes

anticipated many of the consequences of the East's debts to

the West, but his focus was on identifying the conditions

created by the debt that would probably lead to inter-

dependence between East and West, not on American policy

changes toward Poland as a result of the debt.

More recent studies have evaluated American policy

responses to the imposition of martial law in Poland.

Jerry F. Hough1 3 asserts that the Reagan administration's

so-called policy of "inaction" is the best approach to

Poland because it protects Western financial interests

while minimizing damage to Poland, and because it symbolically

1 2 Richard Portes, "East Europe's Debt to the West:
Interdependence is a Two-Way Street," Foreign Affairs, 55
(July 1977), 751-782.

13 Jerry F. Hough, The Polish Crisis: American Policy
Options (Washington, D. C., 1982).

-
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expresses political displeasure with the Jaruzelski regime

without provoking the Soviet Union. In contrast to Hough's

premise, this thesis maintains that Reagan's policies

toward Poland have actively contributed to a deterioration

of economic and political conditions in Poland and,

consequently, have damaged American-Polish relations.

According to Dimitri K. Simes,14 the Reagan admin-

istration has not damaged relations with Poland enough.

Instead of continuing what he calls the "marginally"

effective economic sanctions, the United States should

punish Poland with diplomatic maneuvers. Simes proposes

that the United States formally withdraw from the Helsinki

process, which he maintains would more effectively influence

the behavior of Polish and, more particularly, Soviet

policymakers. Underlying Simes' position is his view of

American-Polish relations in terms of the larger American-

Soviet relations. He contends that it is the moral obli-

gation of the United States to challenge the Soviet Union

politically whenever and wherever possible, and Poland

presents an opportunity to do so.

Richard Spielman1 5 believes that rather than using

the Polish situation as a means of disrupting East-West

relations, the United States should promote stability in

14 Dimitri K. Simes, "Clash Over Poland," Foreign

Policy, 46 (Spring 1982), 49-66.

15 Richard Spielman, "Crisis in Poland," Foreign Policy,

49 (Winter 1982-83) , 20-36.

-M
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Europe and improve East-West relations through "quiet

diplomacy." He suggests that the United States give aid

to Poland with only minor conditions attached, repeal

economic sanctions, increase Poland's access to Western

trade, and encourage a Hungarian-style economic reform

that would gradually lead to decentralization. Spielman

calls this a new policy which is needed to replace the

"ineffectual" policy of "mild" economic sanctions. Contrary

to Spielman's assessment, this thesis shows that these

actions would constitute a return to an earlier policy and

would correct the counterproductive course of recent

American policy toward Poland.

Information on Poland's economic performance was found

primarily in United States Joint Economic Committee (JEC)

reports, Radio Free Europe/Radio Liberty (RFE/RL) research,

and scholarly books. Among the JEC reports, articles by

Gary Teske and Zbigniew Fallenbuchl assess Edward Gierek's

development strategies and the condition of Poland's economy

throughout the 1970s.1 6 Paul Marer's studies in JEC publi-

cations define Polish economic indicators in terms equivalent

16 Gary R. Teske, "Poland's Trade with the Industrialized
West: Performance, Problems, and Prospects," East European
Economic Assessment: 'Part I--Country Studies 1980, Joint
Economic Committee (Washington, D. C., 27 February 1981),
pp. 72-95; Zbigniew M. Fallenbuchl, "The Polish Economy at
the Beginning of the 1980s," East European Economic Assess-
ment: Part 1--Country Studies 180, Joint Economic Committee
(Washington, D. C., 27 February 1981), pp. 33-71.

.. ls cd:a !:+.. , ... _ ., ; ...... . .,.: . , ,.., ,., _ _ .... .a:.,.. _.

.__ . , ter:



12

to Western measurements.1 7  In RFE/RL articles, Cam Hudson,

Ralph Kinnear, and Jan B. de Weydenthal analyze events in

Poland which pertain to economic and political problems,

such as meetings between Polish and Western officials and

Western bankers.1 8  Books by Seweryn Bialer1 9 and by

Maurice Simon and Roger Kanet2 0 comprise essays by notable

scholars on such subjects as Polish agricultural and

industrial policies, social conflicts in Poland, and

Poland's relations with other Eastern socialist states.

Documentation of American policy toward Poland and the

East was gathered from a number of scholarly books and JEC

reports. Gunnar Adler-Karlsson outlines the history of

Western, and particularly American, trade barriers against

Eastern Europe prior to 1970.21 Eugene Zaleski and Helgart

17 Paul Marer, "Economic performance and Prospects in
Eastern Europe: Analytical Summary and Interpretation of
Findings," East European Economic Assessment: Part 2--
Regional Assessments, Joint Economic Committee (Washington,
D. C., 10 July 1981) , pp. 19-95.

'8 Cam Hudson, Can the Soviet Union Quench Poland's
Thirst for Economic Assistance? Radio Free Europe/Radio
Liberty, Background Report/63 (16 March 1982), pp. 1-7; and
Ralph Kinnear, Will the CMEA lReduce Its Financial Dependence
on the West? Background Report/200 (19 August 1983) , pp.
1-9; and Jan B. de Weydenthal, Tension Persists in Poland,
Background Report/48 (18 February 1982), pp. 1-11.

1 9 Seweryn Bialer, ed., The Domestic Content of Soviet
Foreign Policy (Boulder, 1981)K

2 0 Simon D. Maurice and Roger E. Kanet, eds., Background
to Crisis: Policy and Politics in Gierek's Poland (Boulder,
1981).

21 Gunnar Adler-Karlsson, Western Economic Warfare.
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Wienert discuss the Western and Eastern perspectives on

detente in the early 1970s.2 2 For the decade of the 1970s,

Joan Edelman Spero assesses East-West economic relations as

a whole,2 3 and JEC reports by Karen L. Jurew and Vladimir N.

Pregelj record changes in American legislation regarding

Poland and the other Eastern countries.2 4

Problems in Debt Data Collection

Collecting data on Poland's debt to the West is diffi-

cult for a number of reasons. Poland belongs neither to the

International Monetary Fund (IMF) nor to the World Bank,

the usual sources of such data. The problem of data

collection is compounded by the efforts of Western

commercial banks and Polish officials to keep such data

secret. Western banks, especially United States banks,

are not bound by domestic disclosure laws in the inter-

national financial market.2 5 Socialist countries, in turn,

do not routinely publish data they consider sensitive,

22 Eugene Zaleski and Helgard Wienert, Technology
Transfer Between East and West (Paris, 1980).

2 3 Joan Edelman Spero, The Politics of International
Economic Relations.

24 Karen L. Jurew, "Trade and Facilitation of Commercial
Relations,." and Vladimir N. Pregelj, ""Normalization of U. S.
Commercial Relations."

U. S. Congress, Senate, Subcommittee on Foreign
Economic Policy, International Debt, The Banks and U. S.
Foreign Policy, by Karen Lissakers, 95th Cong. 1st sess.
(Washington, D. C., August 1977), pp. 21-23.

7777 A.V .w ...... . ,........
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although in an effort to persuade its lenders to reschedule

its loans, the Polish military government published the

"Second Draft Report on Poland's Economic and Payments

Situation" in 1982, which painted a bleak picture of the

nation's immediate financial health.2 6 The result is that

estimates of the extent of Poland's debt vary considerably.

Another difficulty in gathering data on the debt stems from

the fact that Poland is in debt to over fourteen Western

governments and to over 500 Western commercial banks, most

of them organized into consortiums.2 7 With banks in compe-

tition for loans to Poland and other sovereign states, they

have, to a great extent, concealed their exposure profiles.

Only recently have banks begun to cooperate with each other

over the issue of Poland's debt, as the full scope of the

debt problem has become known.28

Faced with these obstacles to compiling the raw data,

the researcher must turn to the next best approach, sophis-

ticated estimates. The most authoritative of such studies

2 6 Gordon B. Smith, "The Political Economy of the Soviet
and East European Debt," paper presented to the Annual
Convention of the International Studies Association, Mexico
City, 5-9 April 1983, p. 12.

2 7Louis L. Ortmayer, "Poland's Foreign Debt and
Rescheduling: The Impact in East and West," paper presented
to the 23rd Annual Convention of the International Studies
Association, Cincinnati, Ohio, 24-27 March 1982, p. 1.

28Cam Hudson, Commercial Banks Establish a Common Data
Bank on Sovereign Debtors, Radio Free Europe/Radio Liberty,
Background Report/12 (19 January 1983), pp. 1-4.
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is one developed by the United States National Foreign

Assessment Center. Based in part on data compiled by the

Bank for International Settlements (BIS), the report uses

a complex formula with which the authors attempt to separate

Western commercial bank financial activity from Western

government activity in regard to individual East European

countries for the years 1971-1979.29 The present study

relies heavily upon the estimates developed by the Center

and supplements that source with estimates from other

sources, such. as the Wharton Econometric Forecasting

Associates. 3 0

29National Foreign Assessment Center, Estimating Soviet
and East European Hard Currency Debt (June 1980), pp. 1-21
(ER 80-10327) , The formula for this methodology is found on
page 2.

3 0 Jan Vanous, The Consequences of Declaring the Polish
Debt in Default, Wharton Economic Forecasting Associates
(12 February 1982), pp. 1-5, and Jan Vanous, Poland and the
West--Default or Economic Assistance? (17 May 1982) , pp. 1-5.

,,. ,8 iF a. ,. 3 s<..,_, -... = v- n;ti.. 4 ,i::w' k ' uJaa'T6aIrG . ... a



CHAPTER II

THE EVOLUTION OF POLAND' S DEBT PROBLEMS

Detente--The Political Context

Hostility and suspicion characterized East-West

relations in the post World War II period. The West, led

by the United States, had put i place a number of

discriminatory trade barriers designed to control the flow

of technology to Eastern Europe.: The Soviet Union, for

its part, was equally biased.' Dominated by autarkic

attitudes and convinced of the powers of "socialism in

one country," it avoided the West as much of the West

avoided the East. Trade betwee the two regions was

almost nonexistent. In 1953, for example, only 15 per cent

of East Europe's exports went t the West and only 14 per

cent of its imports came from the West. The period from

1953 to 1965 showed only a modest increase in East-West

trade.2

In the latter 1960s, however, an unprecedented

relaxation of tensions brought bout a major political

1 Paul R. Gregory and Robert C. Stuart, Soviet Economic
Structure and Performance, 2nd d. (New York, 1981), pp.
265-268.

2 Eugene Zaleski and Helgar Wienert, Technology
Transfer Between East and West (Paris, 1980), pp. 16-17.

16
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departure for both regions. A rapid development of trade

relations soon followed. From 1965 to 1977, for example,

Eastern exports to the West grew 600 per cent, and Eastern

imports from the West grew 800 per cent.3  The goal was to

"normalize" trade and thereby improve overall relations.

The change in outlook was due, first and foremost, to the

recognition that continued aggression threatened world

stability, that the arms race was growing ever more

dangerous, and that a decrease in tensions could serve the

political and economic interests of both regions. Detente

was to be manifested through three main channels: political,

economic, and cultural. This new approach, as vague and

subject to criticism as it has been, did not eliminate

competition, but did encourage a measure of cooperation

between the two regions. This deliberate, increased

economic interchange and its rapid, sustained growth

throughout the 1970s provided a political context from

which the Polish regime could approach the West for help in

financing its development plans and from which the West

could pursue its goals in Eastern Europe.

The Western Perspective

Both political and economic perspectives drew Western

policymakers toward greater economic and trade relations

with the Eastern bloc in the 1970s. The lure of gaining

3lbid., pp. 17-18.
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access to the Eastern markets seemed to pose for Western

politicians a means of diminishing their own domestic

recessionary problems, as many Western businessmen and

industrialists pointed out.4 Policymakers assumed that

increased trade with the East

helps to reduce a balance of payments deficits and
provides a stimulus to selected sectors of the
economy, generates greater employment possibilities,
stimulates industrial growth, and provides access
to needed raw materials, primary products and
commercially useful technology.

This economic motive "has always been [Western Europe's]

primary reason for establishing closer trading links with

the East. Political reasons have, by and large, been

secondary."6  The Federal Republic of Germany's (FRG)

policy of Ostpolitik, begun in the mid 1960s, strongly

emphasizes commercial relations with the East, while FRG

policymakers hoped it would also bring political benefits

in the long run:

Trade liberalization, [West] German participation
in joint ventures with East European governments,
and [Westl German credits and technology transfers
were used to set the stage for renewal of political
and diplomatic contacts between the Federal Republic
and the East.7

4 Nathaniel McKitterick, East-West Trade: The Background
of U. S. Policy (U. S. A., 1966), pp. 40-42; Joan Edelman
Spero, The Politics of International Economic Relations (New
York, 1977), pp. 256-258.

5 Zaleski and Wienert, Technology Transfer Between East
and West, p. 23.

6 lbid., p. 172.

7Spero, The Politics of International Economic Rela-
tions, p. 261.
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American policymakers have emphasized political considera-

tions more than economic ones in their dealings with Eastern

socialist states. The implications of greater interaction,

or even interdependence, between the East and West causes

concern in many American politicians, for it is possible

that the Soviets could gain more from detente than the West

could. But the possibility of being able to check Soviet

expansion and influence the development of Eastern systems

represented a major political challenge to American policy-

makers that they were willing to accept.

From the perspective of the West, including both the

United States and Western Europe, the financing of trade

and credit through government and private banks seemed to

present an attractive policy tool. Consequently, Western

Europe, seeking domestic economic benefits and an easing

of tensions in the region, and the United States, with the

hope of gaining political influence in the East, encouraged

and at times pressured their commercial banks to extend

credit and capital to Eastern Europe.8

The means by which the United States has attempted to

reach the goals of detente is through the disputed and

problematic policy of "linkages"--the idea that the best

way to regulate and guide the economic and political

8 Richard Portes, "East Europe's Debt to the West:
Interdependence is a Two-Way Street," Foreign Affairs, 55
(July 1977), p. 281.

$90FAMA1909M - ,--:wj-. :,::. s. .....-. ,-..ryar..-w !RF: INP4R -rr r :+ ' Y Ya'a9'+J(Fia , -vi n _ ... -. .Y.-....w.. -.. cam _
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relationships between the East and West is to link trade

relations with Western policy goals. The logic is as

follows: to manipulate the behavior of the Eastern regimes

by providing economic incentives when the West, especially

the United States, deems it appropriate. Hence, economic

relations with the East tend to be an integral component

of United States foreign policy.

In short, Western Europe's need for greater economic

involvement in Eastern Europe has tended to override

ideological concerns. On the other hand, political aims

have motivated the United States in its relations with the

East, since it does not have as much at stake, economically,

in the region.

The Eastern Perspective

The East's "opening to the West" was in many ways as

attractive a proposition to Eastern planners as it was to

Western policymakers. Rapproachement with the West, it was

believed, presented an opportunity for Eastern economic

planners to make significant shifts in their domestic

policies without necessitating fundamental changes in the

structure of the system itself. The need for some sort of

adjustment or reform had become apparent by the late 1960s.

Internal problems, such as "slow growth, the need to

increase factor productivity, and the lack of incentives
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for domestic innovation" troubled the Eastern economies.9

The shift in policy was designed not only to alleviate

these problems, but also to change the orientation of the

system from an

"extensive" pattern of development to an "intensive"
one, i.e., from the situation in which growth
depended mainly on increases in the quantity of
inputs, to one in which it would depend, to a
greater extent, on increases in their [inputs']
productivty.10

This change could be accomplished, it was assumed, by

the large-scale use of Western technology and an expansion

in East-West economic relations in general. With Western

help, the socialist states could alter their export and

production structure in such a way as to generate needed

hard-currency reserves through the production and sale of

exports and simultaneously to upgrade the standard of living

of their citizens.11

As Eugene Zaleski and Helgard Wienert explain, the

economic motive for greater cooperation with the West was

further substantiated by being assimilated into Soviet

9 Zaleski and Wienert, Technology Transfer Between East
and West, p. 21.

10 Zbigniew M. Fallenbuchl, "The Polish Economy at the
Beginning of the 1980s," East European Economic Assessment:
Part 1--Country Studies 1980, Joint Economic Committee
(Washington, D. C., 27 February 1981), p. 34.

11 Gary R. Teske, "Poland: Performance and Prospects in
Trade with the United States and the West," East-West Trade:
The Prospects to 1985, Joint Economic Committee (Washington,
D. C ., 18 August 1982), pp. 5-7.

;, _. ,:
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policy. This assimilation began first as increased emphasis

on science as a development tool, an emphasis evident in the

1961 Party Programme. Thereafter, the focus on science and

technology intensified with each successive plan, and

consequently the Soviets' desire for state-of-the-art

science and technology grew. The most sophisticated tech-

nology could be acquired only from the West. So, by 1976,

the 25th Party Congress declared that "Western technology

has a direct role to play in the fulfillment of Soviet

economic plans."1 2 In order to gain greater access to

Western technology, the Soviet Union realized that it would

have to cooperate with the West rather than combat it, and

that meant participating in detente. But, in the words of

Zaleski and Wienert,

Soviet interpretation of detente does not imply
wide-reaching political concessions. In the
East, detente is officially presented as a matter
of mutual convenience and Soviet leaders exclude
any Western assumptions that expanded economic
relations will influence or lead to fundamental
changes within the socialist system.1 3

With the Soviet officials acting on these interests and

assumptions, they in effect sanctioned the prospective

shifts in policies desired by other East European regimes to

1 2Zaleski and Wienert, Technology Transfer East and
West, p. 22.

1 3 Ibid.



23

create their own detentes with the West.1 4 But it is

important to note that even before the detente era, when

economic contact between East and West was almost nonexis-

tent, the United States had acted on the policy of

"differentiation" in its dealings with Poland. Detente,

then, had lent additional support to differentiation,

making it the rule in policy, not the exception.

American Policy Toward Poland Prior to 1970

In the height of the Cold War, from the late 1940s to

the mid 1950s, American policymakers viewed Eastern Europe

as an undifferentiated Soviet bloc which threatened the

military and political security of the Western democracies.

The United States Congress responded to this perceived

threat by imposing a number of trade barriers against the

region.

The first of these barriers, the Export Control Act

of 1949, was not originally intended to apply exclusively

to the communist states.15 But its provisions were easily

adaptable to the tense relationship between the United

States and the Soviet Union during the period. This Act

gave the president discretionary powers to protect national

1 4 Ivan V. Matusek, "Eastern Europe: Political Context,"
East European Economic Assessment: Part 2--Regional Assess-
ments, Joint Economic Committee (Washington, D. C., 10 July
1981), pp. 97-100.

1 5Gunnar Adler-Karlsson, Western Economic Warfare
(Stockholm, 1968) , p. 25.
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security and to advance American policy interests through

trade. Using this prerogative, American presidents syste-

matically denied economic and technical assistance to the

Soviet-dominated East. Another of these barriers, the

Trade Agreements Extension Act of 1951, was designed to

apply exclusively to the Eastern bloc.1 6 It effectively

eliminated trade advantages to all East European communist

states except Yugoslavia and terminated the MFN status of

these countries.

Political developments in Yugoslavia in the late 1940s

and in Poland in the mid 1950s proved to American policy-

makers that not only are East European states different

from the Soviet Union, but that they are also different

from one another. The two Acts of 1949 and 1951, which

established a policy of strict controls over American-East

European trade, were subsequently liberalized as American

presidents began to use their prerogative to make exceptions

for some countries and implement bilateral agreements with

them. A tacit American policy of promoting trade and

expanding economic relations with Poland grew from the

flexibility inherent in these two Acts.

President Eisenhower responded with encouragement to

Poland's anti-Stalinist upheaval in October 1956, initiating

a change in the direction of policy toward Poland. Within a

16 Spero, The Politics of International Economic Rela-
tions, pp. 252-253.
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week, the new Party First Secretary, Wladyslaw Gomulka,

requested and received consultations with the American

administration. On the 27th of October, the Eisenhower

administration declared publically that "the Poles could

'draw upon our abundance to tide themselves over the period

of adjustments' which inevitably would follow the

upheavals." 17 In January 1957, American and Polish officials

began negotiations to reinstate Poland's MFN status and

concluded a number of bilateral agreements to allow a large

increase in American exports to Poland to be financed from

the Foreign Aid Contingency Fund. Under presidential

directives, the Department of Commerce announced in August

of that year that other export controls were to be lifted

to permit the export of "peaceful goods" to Poland under

general license.18 For the years 1957 to 1964, the United

States government extended loans and credits for food

purchases worth $520 million through Public Law 480.19

These modifications not only promoted trade between the

United States and Poland, but more significantly, they set a

precedent for using economic inducements for political

purposes. Eisenhower attempted to encourage Poland in its

17Adler-Karlsson, Western Economic Warfare, p. 99.

1 8 Ibid.

19 Richard Portes, The Polish Crisis: Western Economic
Policy Options (London, 1981), p. 29.

-
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demonstration of nationalism, and thereby advance poly-

centrism and independence in Eastern Europe. 2 0  The Captive

Nations Resolution passed by Congress in 1959 officially

justified this preferential treatment of Poland. Quoting

from this resolution, Senator John F. Kennedy articulated

the political content of economic and trade relations with

the communist states of Eastern Europe:

We must be willing to recognize growing divisions
in the Communist camp, and be willing to encourage
those divisions. My amendment to the Battle Act
would permit the President to use our economic
strength to promote peaceful change behind the
Iron Curtain wherever this would help wean the
so-called captive nations away from their Kremlin
masters.21

Consistent with this direction in American policy,

Poland's MFN status was reinstated in 1960, effectively

exempting that state from the discriminatory Trade Act of

1951. Although a Trade Expansion Act of 1962 reasserted

that communist states should not enjoy MFN status, it was

amended in 1963 so that Poland (and Yugoslavia) would not

lose this distinction.2 2

American economic overtures toward Poland continued

throughout the 1960s. Poland was admitted, largely from

20 McKitterick, East-West Trade, pp. 32-33.

2 1Adler-Karlsson, Western Economic Warfare, p. 105.

2 2Vladimir N. Pregelj, "Normalization of U. S. Commer-
cial Relations with East Europe," East European Economic
Assessment: Part 2--Regional Assessments, Joint Economic
Committee (Washington, D. C., 10 July 1981), p. 668.
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the efforts of American policymakers, as a full member of

the General Agreement on Tariffs and Trade (GATT) council

in 1967.23 This membership gave Poland a trade advantage

with the United States and the West that most other East

European countries did not have.

Also in 1967, the Johnson administration interpreted

the Johnson Debt Default Act of 1934 in a special way that

would benefit Poland. The Act was originally intended to

compel foreign states to repay outstanding World War I

debts to the United States by prohibiting persons or private

institutions from extending credit to states which remained

in default. As tensions developed between the Soviet Union

and the United States during the Cold War period,. the Act

was selectively enforced as another trade barrier against

Eastern Europe. Within the guidelines of the Act, Poland

was affected until the Johnson administration "stated that

the Johnson Act does not prohibit export financing and

credit arrangements if the terms of such transactions are

based on bona fide business considerations and do not

involve a public distribution of securities. "24 This

redefinition constitutes another way in which American

policymakers encouraged Poland to seek greater economic

23M. M. Kostecki, East-West Trade and the GATT System
(New York, 1978), pp. 27-29.

2U. S. Department of Commerce, prepared by Susanne S.
Lotarski, Trading and Investing in Poland, Overseas Business
Reports 78-44 (Washington, D. C., September 1978), p. 27.
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relations with the United States, by opening up potential

lines of privately financed credit. The inducement, along

with the others already mentioned, allowed Poland to enjoy

a greater volume of trade with the United States than any

of the other East European states during the 1960s.

The favorable policies of the United States toward

Poland established the political and economic framework

that preceded the surge in trade and financial activity

between Poland and the United States in particular, and

between Poland and the West in general, throughout the

1970s. Poland, with its ambitious development plans

initiated by Edward Gierek in 1970, gave the United States

a tangible object for its policy of differentiation and a

specific reason to increase its economic involvement with

that state.

Gierek's Economic Maneuvers

Edward Gierek, coming to power after the workers' riots

in December 1970, was determined to alter the pattern of

economic stagnation that had characterized the Polish

economy during the latter 1960s. His 1970 "Economic

Maneuver" was designed to make Poland economically viable,

competitive, and successful. The planners hoped that in

the long run it would provide the political and economic

climate conducive to reforms that would eventually make

Poland's centralized system of planning and management more
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flexible and better adjusted to the operation of a more open

economy. Gary Teske outlines the overall objectives set:

a comprehensive modernization of the economy and, at the

same time, a dramatic rise in the Polish standard of living.

Modernization required upgrading Poland's long-neglected

industrial infrastructure, revamping its production facili-

ties to make them efficient, and developing a viable export

capacity that could earn hard currency. In other words,

the plan was to shift from an "extensive" to an "intensive"

pattern of industrial development. Simultaneously, planners

assumed that increases in workers' wages and managers'

bonuses would provide the necessary monetary incentives

for better and more efficient worker production, tend to

improve management decision-making, and stimulate the

domestic economy overall.2 5

This pragmatic approach was also applied to the agri-

cultural sector. In an effort to avoid mistakes made by his

predecessor, Gierek attempted to pull the private farming

sector directly into the development plans. This was an

important move because the majority of Polish farms were

privately owned, and, despite their small size, those farms

2 5 Teske, "Poland: Performance and Prospects," pp. 72-
75; R. T. Davies, "Politico-Economic Dynamics of Eastern
Europe: The Polish Case," East European Economic Assess-
ment: Part 1--Country Studies 190, Joint Economic Committee
(Washington,~D. C., 27 February 1981), pp. 15-32.

-*--
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were more productive than socialized farms.2 6 Hence, the

agricultural aspect of the policy was to be private-farming

oriented, and from that policy the regime hoped to reap two

fundamental benefits: (1) a decrease in animosity between

itself and private farmers, and (2) greater agricultural

production to meet anticipated increases in the quantity

and quality of food consumption. The regime hoped to

accomplish these goals by accepting the agricultural status

quo, raising private agricultural investments, boosting

farmer income, and relaxing unpopular policies, such as

compulsory deliveries. Collectivization of farming, on

the other hand, was temporarily de-emphasized, although it

was encouraged through an attractive pension system designed

to take advantage of attrition among private farmers.2 7

But Poland and the other Eastern bloc states lacked

the resources and reserves to ensure the success of Gierek's

new strategy. Such aspirations, as Teske explains, would

require large infusions of Western technology, consumer

goods, and capital. To pay for these imports and loans,

Poland would have to suffer large trade deficits and foreign

indebtedness to the West in the short run. But if plans

came to fruition, Poland could easily pay off its debts

2 6William J. Newcomb, "Polish Agriculture: Policy and
Performance," East European Economic Assessment: Part 1--
Country Studies 1980, Joint Economic Committee (Washington,
D. C., 27 February 1981), p. 102.

2 7 Ibid., pp. 103-105.
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and decrease its trade deficits by exporting its own

goods.2 8

Western governments and banks were eager to promote

the new strategy. As explained earlier, Western govern-

ments anticipated investment in and trade with Poland as

means of alleviating their own growing recessionary

problems. To Western bankers, Gierek's Economic Maneuver

seemed to present a fail-safe opportunity to earn profits

and carve out a new financial market in East Europe.

Underlying much of the bankers' enthusiasm for making

substantial loans to Poland were two critical assumptions:

first, that Poland, being a sovereign state, could not go

bankrupt and dissolve as a business can; second and more

important, that the Soviet Union would extend a financial

"umbrella" to rescue its satellite if Poland developed

serious financial difficulties.29

If successful, the strategy could win for the Gierek

regime legitimacy at home and some degree of autonomy from

the Soviet Union. It can be inferred that for the United

States, Gierek's strategy presented an opportunity for

furthering one of its political objectives in East Europe:

differentiation of a Soviet satellite state from the greater

2 8 Teske, "Poland: Performance and Prospects," p. 74.

2 9 Gabriel Eichler, "Country Risk Analysis and Bank
Lending to Eastern Europe, " East European Economic Assess-
ment: Part 2--Regional Studies, Joint Economic Committee
(Washington, D. C., 10 July 1981), p. 760.
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Soviet camp. The strategy seemed conducive to the imple-

mentation of linkages because the financing it required

could be frequently reassessed and thus easily extended or

retracted within a fairly immediate time frame, varying

according to the United States' evaluation of Poland's

economic and political developments. In short, the Gierek

plan was essentially an optimistic one which seemed

economically and politically advantageous to both Poland

and the West.

The Early Years of Gierek's Strategy

For the years 1971 to 1975, the Economic Maneuver met

with some degree of success (Table I). The Domestic Net

Material Product (DNMP) grew at an average annual rate of

9.8 per cent, over the 6.1 per cent rate of the 1960s.

Performance levels, too, were high in the early 1970s.

The annual growth of industrial output averaged 10.5 per

cent. Agricultural output followed a similar pattern,

increasing 8.4 per cent in 1972 and 7.3 per cent in 1973.

Furthermore, the increase in the cost of living remained

low, with no increase at all in 1972, and the average

industrial real wage rose, averaging a 7.2 per cent annual

increase from 1971 to 1975. Western financial involvement

with Poland accounted for much of this impressive growth

pattern, for as high as 20 per cent.of the growth in

Poland's Gross National Product (GNP) from 1972 to 1975,
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TABLE I

POLAND: ECONOMIC INDICATORS IN ANNUAL
PERCENTAGE CHANGES*

Average
Real

Industrial Agricultural Cost of Wage in
Output Output DNMP** Living Industry

1971 8.3 3.6 8.1 0.2 5.7

1972 10.7 8.4 10.6 0.0 6.4

1973 11.3 7.3 10.8 2.6 8.7

1974 12.5 1.6 10.4 6.8 6.6

1975 10.9 - 2.1 9.0 3.0 8.5

1976 9.3 - 1.1 6.8 4.7 3.9

1977 6.9 1.4 5.0 4.9 2.3

1978 4.9 4.2 3.0 8.7 - 2.7

1979 2.1 - 1.4 - 2.0 6.7 1.8

1980*** - 3.0 -10.0 NA NA NA

1971-75 10.5 3.7 9.8 2.4 7.2

1976-80 4.0 - 1.5 3.2 6.3 1.3

*Source: Official Polish Data, cited in Lawrence J.
Brainard and J. Trebat, "The Role of Commercial Banks in
Balance of Payment Crises," presented to the International
Conference on Multinational Corporations in Latin America
and Eastern Europe: Bloomington, Indiana (5-8 March 1981),
p. 12.

**Source: Zbigniew Fallenbuchl, "The Polish Economy at
the Beginning of the 1980's," in U. S. Congress Joint Eco-
nomic Committee, East European Economic Assessment: Part
I--Country Studies 1980 (Washington, D. C., 27 February
1981), p. 67.

***Estimates .
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which reached $28.7 billion, was the direct result of $5.8

billion in loans from the West.3 0

Despite these favorable growth rates, there was, even

during the first half of the decade, some cause for alarm

among the Polish planners. Although exports increased

during the early years, the price of imports was increasing

to higher levels than anticipated. The actual growth in

constant dollars of Polish exports was uneven, above plan

in 1970 and 1972, but increasingly below plan from 1973 to

1975.31 At least 40 per cent of the annual increases when

figured in current prices can be attributed to inflated

Western prices that Poland earned for its exports and to

the stimulus of large infusions of Western capital and

technology, rather than to a greater Polish export capacity.3 2

Inflation also accounts for the dramatic increases in the

amount spent on imports during the same time period. But

perhaps more telling is the fact that Poland was buying

more imports from nonsocialist countries with borrowed hard

currency than it was proportionally selling to those same

30 Paul Marer, "The Economics of Eastern Europe and
Soviet Foreign Policy," in The Domestic Content of Soviet
Foreign Policy, ed. Seweryn Bialer (Boulder, 1981), p. 280.

3 1 Zbigniew M. Fallenbuckl, "Policy Alternatives in
Polish Foreign Economic Relations," in Background to Crisis:
Policy and Politics in Gierek's Poland, eds. Simon D. Maurice
and Roger E. Kanet (Boulder, 1981), p. 354.

32T'eske, "Poland: Performance and Prospects," p. 8.
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countries.3 3  Although this pattern was part of the strategy,

Polish planners did not anticipate that the import-export

ratio would become as unbalanced as it did. The result was

ever increasing trade deficits, which by 1975 were beginning

to become a financial burden. Earlier loans were maturing

and service payments rose as Western inflation led to higher

interest rates.

Poland's balance of trade with non-socialist states had

changed from a surplus of $168 million in 1970 to a deficit

of $2.6 billion in just five years (Table II), while the net

hard-currency debt had reached $7.4 billion by 1975, in

contrast to $764 million four years earlier (Table III).

Interest payments alone were $481 million in 1975, in

addition to $738 million in principal repayment. As high

as these numbers are, they do not give the complete picture

of the financial problems Poland was beginning to encounter.

In some respects, Poland's debt problems did not seem

to be any worse than those of other East European states.

As Figure 1 shows, in 1975 Poland's per capita debt was not

as high as Bulgaria's and was about even with that of most

other states. Poland's debt-to-export ratio, that is the

ratio between Poland's exports and the gross debt if all

of that debt were to fall due that year, was higher than

that of all of the other East European states, but not

33 Fallenbuchl, "Policy Alternatives," p. 354.

_ . ;;.
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remarkably so. The measure which gives the clearest

indication of a state's ability to repay its debt, however,

is the net debt-service-to-export ratio. That figure

represents the percentage of total export sales which must

be spent to service the interest and principal of the net

debt that actually does fall due that year. In 1975,

Poland's debt-service ratio reached 30 per cent, which was

considerably higher than that of all other East European

states except Bulgaria. That means that out of every one

dollar in hard currency earned through exports, Poland

owed thirty cents on its debt. Servicing the debt, then,

drained Poland's economy of almost one-third of its hard-

currency income, money which was needed for domestic

investment to make the Giere strategy successful.

The New Economic Maneuver, 1976

These were some of the problems, then, that prompted

the Polish planners to alter the original strategy at the

end of 1975. The growing deficits in international trade

had repercussions domestically. For example, the promise

in the early 1970s of a higher standard of living had

forced the regime to subsidize heavily the prices of food

and other items. As the hard-currency debt grew, however,

the regime needed to cut those subsidies. But since



40

consumer expectations were high by 1976, riots erupted as

the regime attempted to make this domestic.policy change.3 4

In response to worsening economic conditions, both

within the state and in the export-import market, Polish

planners instituted a "New Economic Maneuver" in 1976. The

first priority of the new approach was to force a decrease

in the pattern of rising Western imports and an increase

in Polish exports.3 5  These adjustments in trade, it was

expected, would reduce the growing deficits with the West

and thereby ease Poland's debt burden, making the state

better able to afford to continue its domestic subsidies

and development plan.

Central to the new plan was a reliance on a series of

ad hoc adjustments to those sectors of industry that had the

greatest potential for generating hard currency, such as the

copper, coal, and steel industries. Certain trade-offs,

such as a decrease in aggregate growth rates, were to be

expected if this plan were to succeed.36 Growth in the

Domestic Net Material Product (DNMP) did in fact slow to an

34 For an analysis of the Gierek regime's attempts to
raise consumer prices and the consequent beginning of the
Solidarity movement see Jan B. de Weydenthal, "Workers and
Party in Poland," Problems of Communism (November/December
1980), 1-22; see also Teresa Rakowska-Harmstone, "Poland's
Social Tensions Erupt in Labour Crisis," International
Perspectives (January/February 1981), 27-32.

3 5 Fallenbuchl, "The Polish Economy at the Beginning of
the 1980's," pp. 50-51; Adam Bromke, "Policy and Politics in
Gierek's Poland," in Background to Crisis, pp. 3-6.

3 6 Ibid.
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average annual rate of only 3.2 per cent between 1976 and

1979 (Table I) . Industrial output from 1976 to 1980

increased at an average annual rate of 4.0 per cent, less

than half its growth rate for the first half of the decade,

and agricultural output shrank 10.0 per cent from 1979 to

1980. Furthermore, the cost of living rose on the average

of 6.3 per cent while real industrial wages increased only

1.3 per cent over the same period.

As anticipated, Polish exports increased and imports

decreased (Table II). The trade deficit of $2.8 billion

in 1976, the largest during the decade, diminished at an

average annual rate of $4.75 million from that year to 1980.

But the gap between the two did not narrow enough to reduce

significantly the trade deficits until the latter part of

1981. 'Western imports ordered by the Polish regime during

the early 1970s and scheduled for delivery in the latter

1970s accounted for much of the continuous growth in the

import rate and, obviously, the regime could not arbitrarily

cancel these orders. In addition, reductions in imports

such as machinery and equipment were largely offset by the

record increase in imports of agricultural products and

foodstuffs, necessitated by Poland's poor harvests in 1975

and 1976 and by the increased domestic demand for a higher

quality and greater quantity of foods.3 7  In 1981 and 1982,

3 7 Newcomb, "Polish Agriculture," pp. 107-108.

-_ . .
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Poland had trade surpluses of $65 million and $400 million

respectively, for the first time since 1970. Much of this

success, however, was the result of austerity programs

enforced by the military government and of limited "fraternal

assistance" provided by the other countries belonging to the

Council for Mutual Economic Assistance (CMEA).38

The steadily improving trade balance did little,

however, to improve Poland's current accounts deficit.

From 1976 to 1981 Poland's net hard-currency debt increased

almost 250 per cent, from $10.7 billion to $25.5 billion

(.Table III). Payments due on that debt grew from $1.9

billion in 1976 to $8.7 billion after 1981. Once these

payments are subtracted from the trade surpluses of the

early 1980s, an overall deficit remains. The most signifi-

cant figure in defining Poland's debt, its net debt-service-

to-export ratio, had climbed from 30 per cent in 1975 to 95

per cent in 1979 (Figure 1) and to 157 per cent in 1981.

Poland's debt had reached crisis proportions: for every

one dollar Poland earned from exports, it had to pay one

dollar and fifty-seven cents to service its debt.

3 8 Ralph Kinnear, Will the CMEA Reduce the Financial
Dependence on the West?" Radio Free Europe/Radio Liberty,
Background Report/200 (19 August 1983), pp. 1-9; Cam Hudson,
Can the Soviet Union Quench Poland's Thirst for Economic
Assistance? Radio Free Europe/Radio Liberty, Background
Report/63 C16 March 1982), pp. 1-7.
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Contributing Factors to the Failure of
Gierek' s Economic Maneuvers

Polish leaders had projected that by 1980, Poland would

be a competitive, successful, modern socialist state

operating fiscally in the black. It had not worked out that

way. Following are some of the main reasons for the

strategy's failure.39

1. The deepening recession in the Western indus-

trialized countries in the early 1970s made it increasingly

difficult for Polish planners to expand the state's

traditional exports, such as coal and sulphur. Slow Western

recovery also hampered the regime's ability to open up new

markets in the latter 1970s for such exports as copper and

manufactured goods, as the plan had called for. This

situation was compounded by selective Western tariffs and

restrictions on imports of clothing, textiles, chemicals,

footwear, and heavy machinery.

2. The decision to continue with the strategy despite

Western recessionary problems was probably, on hindsight,

a mistake. Other East European states scaled down their

development plans in response to the narrowing Western

markets. The changes that were finally made in 1976 were

already too late, for by then patterns of import-dependency

were well entrenched.

3 9Gary R. Terke, "Poland's Trade with the Industrialized
West: Performance, Problems, and Prospects," East European
Economic Assessment: Part 1--Country Studies 1980, Joint
Economic Committee (Washington, D. C., 10 July 1981), pp.
662-663.
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3. Instead of carefully selecting which industries had

the best potential for earning hard currency and upgrading

those traditional export industries already in place, the

regime attempted immediate diversification by investing in

many industries simultaneously. The result was that many

had to be abandoned before they had begun to produce.

Others, such as the automobile industry, became import-

intensive, that is, heavily dependent on the continuation

of Western imports.

4. Supply constraints also hampered the development

strategy. The planners seem to have neglected to analyze

and assess the impact of rapid development on the Polish

infrastructure, specifically the transport and electrical

generating systems. These systems quickly became overloaded

and began to fail. Bottlenecks developed in the delivery of

coal from the mines in southern Poland to the seaports in

the north, for example. Also, frequent electrical "brown-

outs" forced the planners to carefully allocate the electrical

resources for industrial use.

5. No incentive plan was implemented in the early

1970s to encourage domestic firms to produce for export

markets. These firms found it easier to set and reach

production targets for domestic consumption, and collect a

bonus in the process, than to deal with international trade.

By the time the regime established in the mid 1970s a

special hard-currency fund to reward firms for meeting
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export production targets, the fund's resources had to be

used to service the state's Western debt.

All of these factors, of course, have damaged Poland's

balance of payments and, consequently, have added to its

debt-related problems. Although the Gierek regime had no

control over the first factor, the remaining ones could have

been controlled. The planners' failure to do so contributed

to the collapse of the original development strategy and

the evolution of Poland's staggering Western debt after 1976.

American Policy Toward Poland
During the 1970s

Despite these poor results of Poland's development

strategy, the United States continued to encourage banks

and businesses to invest in Poland. Poland's traditionally

favorable position with the United States was officially

reinforced when Poland was exempted from the Jackson-Vanik

Amendment to the 1974 Trade Act which limited financial

activity, including trade, with communist states that did

not permit the free emigration of its citizens.4 0

Also state-to-state and business-to-state special

commissions were established in the early 1970s to facilitate

trade and financial activity between Poland and the United

States. The Joint American-Polish Trade Commission, founded

40
Ronda A. Bresnick, "Limits to Trade Normalization

with Eastern Europe," East European Economic Assessment:
Part 2--Regional Assessnents, Joint Economic Committee
(Washington, D. C., 10 July 1981), pp. 662-663.
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in 1972 and still operating in 1978, fostered bilateral

discussions "concerning ways to facilitate industrial

cooperation, greater availability of commercial information,

participation by small and medium-sized firms in U. S.-

Polish trade, and business operating conditions."4 1

Following the establishment of this trade commission,

Export-Import Bank credits to Poland rose rapidly and the

United States Trade Development Center in Warsaw was created.

The Polish-United States Economic Council convened annually

throughout most of the 1970s to discuss "business trends

and practical ways in which U. S.-Polish trade [could]

expand. "42

Official visits to Poland by presidents Nixon in 1972,

Ford in 1975, and Carter in 1977, and the 1974 visit of

Party First Secretary Gierek to the United States signified

considerable interest between the two states. Indeed,

numerous bilateral agreements were reached at these meetings

and others of American and Polish government officials.

These agreements provided for cooperation in industry,

agriculture, and research in environmental protection,

health, and housing.43

These favorable policies toward Poland did not,

however, help that state in the long run strengthen its

4lU. S. Department of Commerce, Trading and Investing
in Poland, p. 2.

42 Ibid. 4 3Ibid., pp. 2-6.
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economy and its independence from the Soviet Union. To the

contrary, Poland had become dependent on continued loans and

imports from the West, By late 1980, the Gierek regime and

its economic strategy had run its course: financial problems

worsened, the party suffered a further loss of legitimacy,

and the standard of living eroded. All of these factors led

to political instability in the state. Workers strikes,

public discontent, and the fact that the regime had no

innovative solutions led to the fall of Gierek and to the

rise of the labor union movement. The Polish regime had

lost control over its own economic course. The decision of

the new Jaruzelski regime one year later to manage these

debt-related problems through martial law met with criticism

from the United States. The crisis-level debt-service ratio

made Poland vulnerable to its Western creditors, and the

United States chose to use this vulnerability as an

"economic lever" against the Polish regime. This decision

illustrates the transformation in American policy toward

Poland from that of economic promotion to that of limited

economic warfare. The debt crisis had become both the cause

of the American policy change, and the means by which that

change was implemented.

, ,



CHAPTER III

THE EFFECTS OF POLAND'S DEBT ON

AMERICAN POLICY

United States Government Guaranteed Credits
to Poland After 1976

The pattern of United States government guaranteed

credits extended to Poland after 1976 demonstrates that the

United States had reservations about the Gierek leadership

and was at first uncertain about how to respond to Poland's

growing debt problems. By Carter's 1977 visit it was clear

that Poland needed massive economic assistance if it were to

alter the debt-dependency patterns that were developing in

its economy. But the United States responded with less than

a concerted effort.

Despite the rapid increase in new American credits

granted to Poland during the latter 1970s, they did not

approach the massive economic assistance that Poland needed.

By year-end 1977, Poland's total outstanding credits to the

Export-Import Bank and the Commodity Credit Corporation (CCC)

were $143 million and $200 million, respectively. Additional

credits of $450 million were made available for both 1978 and

1979. By year-end 1979, Poland's total United States

1Jerry F. Hough, The Polish Crisis: American Policy
Options (Washington, D. C., 1982), pp. 15-16.

48
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government guaranteed credits reached $800 million.
2 But

to put that figure in perspective, it amounted to only 13

per cent of the total amount that Poland owed on its hard-

currency debt in 1979 (Table III). The Carter administra-

tion added another $670 million to that amount in 1980.3

As Jerry F. Hough explains, however, the reasons for these

increases were not based on optimism.

At first the credit policy of the Carter admin-
istration was presumably motivated by a desire
to he:Lp the Polish government reduce popular
discontent with the food shortages after the
1976 riots. Then, as it became clear that the

credits were of dubious use and might never be
repaid . . . the administration realized that

a U. S. refusal of loans would be a signal to

the entire Western banking community of the
precarious nature of the Polish financial
situation and would probably result in other
countries reducing their loans. The adminis-
tration did not want to be the one responsible
for bringing down the house of cards.

4

The active promotion of greater economic ties with

Poland had changed into a cautious policy of helping Poland

in a relatively small way. Since one of the main emphases

of the Carter administration was on human rights, it is

probably true that the American credits were intended to

relieve the food shortages from which the Polish people

2Ibid.

3 Paul Marer, "Economic Performance and Prospects in

Eastern Europe: Analytical Summary and Interpretation,"

East European Economic Assessment: Part 2--Regional Studies,

Joint Economic Committee (Washington, D. C., 10 July 1981),

p. 59.

4 Hough, The Polish Crisis: American Policy Options,
p. 16.
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suffered, rather than to help the Warsaw regime gain control

over its economy.

When the Reagan administration came into office in 1981,

it continued the cautious credit policy set by Carter. In

early 1981, it added $71 million worth of new credits to

Carter's allotment of $670 million.5 But later that year a

reassessment of policy began to take place as the United

States attempted to "link" economic benefits to Polish

political concessions. The first explicit indication of

this change is demonstrated by the administration's decision

to substantially reduce the pattern of CCC credits offered

to Poland. When the Carter guarantees of $670 million

expired in mid 1981, the Reagan administration renewed them

at a level of only $50 million.6

Carter's credit policy toward Poland, although not

very effectual, had attempted to relieve Poland somewhat of

its financial burden. The Reagan administration, on the

other hand, viewed Poland's debt crisis as a political

opportunity for Western policymakers. Scaling down Poland's

access to official American credits would lead to greater

Polish import restrictions, which in turn would further

damage their economic performance. The net result, Reagan

assumed, would put pressure on the regime to make economic

and political changes.

5 Ibid,, p. 61. 6Ilbid.0
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The changes expected, however, according to an

editorial in the Christian Science Monitor, were "unrealis-

tic." Too much American pressure on Poland to make

political concessions could only provoke the Soviets, who

have a "security interest" in Poland.7  The United States

could, nevertheless, have made more realistic demands. It

could have offered substantial, conditional grants, or even

led the West in offering to "forget" a portion of Poland's

debt, in exchange for moderate, gradual reform in Poland.8

Such arrangements the Soviets probably would have tolerated,

though, as the editorial says, they

would not be happy about it. They cannot relish
an even closer Polish link with the West and
membership in such institutions as the International
Monetary Fund. But they would be even unhappier
with the alternative--having to accept full
responsibility for a nation of 36 million people
when their own economy is also under terrible
strain.9

But the United States did not act on these consider-

ations. The declaration of martial law in Poland on

December 13, 1981 acted as a catalyst on the Reagan

administration's shift in policy toward that state. The

new direction of American policy became that of limited

7"Why Not a Carrot, Too?" Editorial, The Christian
Science Monitor, 13 January 1982, p. 22.

8For elaboration on this point see Richard Spielman,
"Crisis in Poland," Foreign Policy, 49 (Winter 1982-83),
20-36, and Adam Bromke, "Poland: The Cliff's Edge,"
Foreign Policy, 41 (Winter, 1980-81), 160-162.

9 "Why Not a Carrot, Too?" p. 22.
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economic warfare against the Jaruzelski regime, which took

the form of the following economic sanctions only ten days

after martial law was declared:

1. A halt in the renewal of the Export-Import
Bank's line of credit insurance to the
Polish government.

2. Suspension of Polish aviation privileges
in the U. S.

3. Suspension of the right of Poland's fishing
fleet to operate in American waters.

4. Proposal to our Allies for the further
restriction of high-technology exports to
Poland.1 0

The first of these sanctions, despite assertions to

the contrary,11 was a significant policy adjustment. In

financial terms it was limited. It translated into the

cancellation of only a $25 million credit line.12 But it

had the immediate effect of suspending all United States

government guaranteed shipments to Poland.1 3 This forced

Polish planners to look elsewhere for a large portion of

their agricultural imports. Moreover, it heightened the

sensitivity of Western bankers and suppliers to the special

risks involved in East-West trade, further eroding commercial

1 0Gary R. Teske, "Poland: Performance and Prospects in
Trade with the United States and the West," East-West Trade:
The Prospects to 1985, Joint Economic Committee (Washington,
D. C., 18 August 1982) , p. 10.

llEor a view contrary to that of this study see Hough,
The Polish Crisis: American Policy Options, 60-62, and
Spielman, "Crisis in Poland," 20-21, and Dimiitri K. Simes,
"Poland: The Cliff 's Edge," Foreign Policy, 41 (Winter
1980-81), 61-64.

1 2 Teske, "Poland: Performance and Prospects," p. 10.

1 3 Hough, The Polish Crisis: American Policy Options,
p. 62.
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bank confidence in the Polish market.
1 4  Perhaps most

important, this change forced the regime to do business

with the American government on a cash-only basis, exacer-

bating Poland's debt problems. It forced the Polish

planners to secure more short-term loans from the Euro-

dollar market at higher interest rates and to contend with

greater shortages of goods and foodstuffs, thereby

hampering the regime's efforts to service its current debts.

While the credit halt put this financial pressure on

the Jaruzeiski regime, it managed to minimize damage to the

economic interests of American and other Western creditors.

The policy was not so harsh as to bankrupt Poland, which

would have led to complete destabilization of the polity

and, possibly, to a Soviet invasion. Yet the termination

of the credits is the first evidence of the American

government's use of the Polish debt as a policy weapon.

This new direction of American policy was further

defined in October of 1982 when the United States rescinded

Poland's MFN status, allegedly because Poland had not

increased its imports at an annual rate of 7 per cent as it

had promised to do. Much to the consternation of the Polish

representative at the General Agreements on Tariffs and

Trade (GATT) council meeting, the United States would not

reconsider its decision. The nonconcilitatory tone of the

1 4 Cam Hudson, U. S. Government Decision on Polish Debt
Highlighted, Radio Free Europe/Radio Liberty, Situation
Report/3 (19 February 1982), pp. 34-36.
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American representative at this meeting illustrates how

relations between the United States and Poland have

worsened:

Poland has clearly breached the terms of
its GATT concessions. . . . We have shown patience
and forebearance over an extended period of time.

Poland has tried to contend that the United
States has acted somehow contrary to GATT in the
matter at issue. We would in any event find this
an ironic contention coming from a country which
hasn't honored the one--I repeat one--commitment
in its GATT schedule of concessions for at least
four years.15

The fact that the Reagan administration took these

actions of terminating credits to Poland and rescinding its

MFN status demonstrates that the United States no longer

views that country as a "special case" worthy of favoritism.

This change in the direction and tone of American policy

toward Poland is not, however, shared by Western Europe.

As the Reagan administration has continued to pursue

punitive economic policies against Poland, it has met with

increasing resistance from its allies, who have proved

unwilling to follow counterproductive policies.16

15 "Poland Fails to Win GATT Support in Bid to Regain
Status in U. S. Trade," The Wall Street Journal, 3 November
1982, p. 28.

1 6 Ralph Kinnear, The 1983 Foreign Debt Rescheduled,
Radio Free Europe/Radio Liberty, Situation Report/13
(26 August 1983), p. 13; Joan Pearce, "Europe Has Already
Delivered on Credit Restraints," The Wall Street Journal,
3 November 1982, p. 25.
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The Question of Default and Rescheduling
Agreements

Although only Britain has agreed to follow the American

lead in suspending new credits to Poland,1 7 and no West

European countries sided with Poland at the GATT council

meeting, all of the West European governments have refused

to consider the American proposition of making Poland's

technical default an official default.18 The difficulties

of formulating a unified Western approach to Poland stem

in part from the different motivations the United States

and Western Europe had for strengthening economic ties with

the East, as discussed earlier. The imbalance between the

levels of American and West European investment in Poland

compounds the difficulties of policy decision-making.

Of Poland's $27 billion Western debt in 1982, only 13

per cent is owed to the United States government and banks

($1.9 billion to the government and $1.7 billion to banks).

The remainder is owed primarily to West European governments

and banks.1 9 Consequently, American policymakers have failed

17 R. S., Martial Law: A Chronology of Events, Radio
Free Europe/Radio Liberty, Situation Report/12 (12 February
1982), p. 23.

1 8Elizabeth Pond, "Reacting to Poland--Why Bonn Plays It
Cooler Than the U. S.," The Christian Science Monitor, 31
December 1981, p. 1; Daniel Southerland, "Sanctions Could
Complicate U. S.-Europe Relations," The Christian Science
Monitor, 31 December 1981, p. 1.

1 9 Beryl Sprinkle's statement at the Hearing before the
Committee on Banking, Housing, and Urban Affairs: U. S.
Senate, Polish Debt, 97th Congress, 2nd sess. (Washington,
D. C., 23 February 1982), pp. 20-21.
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to persuade its European allies to go along with a decla-

ration of default, a move calculated to hurt the Jaruzelski

regime and the Soviet Union for its probable complicity in

ordering martial law. Lawrence Brainard explains West

Europe's rationale for its stand on this issue:

In Western Europe. . . there is an evident
desire to insulate their economic relations
with Eastern Europe and the Soviet Union from
the current downswing in U. S.-Soviet relations.
The reason is simply that the economic stakes
are very substantial, while the expected
policital benefits of economic sanctions and
other punitive economic policies are doubted.
Interdependence in trade and finance is a fact
of life for these countries. 2 0

If Poland were pushed into default or declared on its

own to repudiate the debt, Jan Vanous asserts that several

banks in the Federal Republic of Germany, Britain, and

Austria could face serious financial problems "and two or

three could be threatened to the point of collapse."2 1

Assuming that the West European taxpayer would come to the

aid of the banks, the prospective financial crisis could

probably be contained. But assuming the worse scenario,

namely a credit squeeze throughout Eastern Europe, the

result might be the whole region's defaulting on its loans.

2 0 Lawrence J. Brainard, "Eastern Europe's Uncertain

Future: The Outlook for East-West Trade and Finance, " East
European Economic Assessment: Part 2--Regional Assessments,
Joint Economic Committee (Washington, D. C. , 10 July 1981) ,
p. 752.

2 1 Jan Vanous , The Consequences of Declaring the Polish
Debt in :Default, Wharton Econometric Forecasting Associates
(12 February 1982), p. 3.
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At stake just for Western Europe is $50 billion, and a loss

of such proportions could indeed precipitate a major finan-

cial disruption in the Western economic system.2 2 The West

Europeans convinced the United States, evidently in light

of these consequences, not to declare Poland officially in

default.

American banks, although much less financially exposed

to Poland, would also feel the impact of a decision to

declare Poland in default. They would have to stop carrying

the Polish debt as assets on their books and would have to

show their loans to Poland as liabilities. The value of

their stocks would consequently go down, and the bank

officers would be in the uncomfortable position of having

to explain their investment behavior to their shareholders.

The banks are not prepared to do that. Consequently, many

bankers have lobbied Congress in an attempt to show the

financial advantages of not declaring Poland in default.2 3

The United States government itself has economic

interests at stake in the Polish debt dilemma. As the

2 2 Ibid., p. 4. As Vanous explains, a financial default
in Poland is also likely to have a negative impact on Latin
America. It could, for example, severely restrict Western
credit worldwide, which could pressure such debtor countries
as Mexico and Brazil into default.

2 3 John Petty's statement at the Hearing Before the.
Committee on Banking, Housing, and Urban Affairs U. S.
Senate, Polish Debt, 97th Congress, 2nd sess. (Washington,
D. C., 23 February 1982), pp. 40-48. His statement before
this committee is indicative of the position of many bankers
in regard to the default issue.
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United States Commerce Department pointed out in 1982, a

major disruption in economic relations with any of the East

European states would be to the economic disadvantage of

the United States. For example,

1. The United States runs a substantial surplus
in trade with the communist countries that
holds down the large U. S. global deficit.
This surplus totalled $5.1 billion in 1980.

2. Using the convention that each $1 billion in
U. S. exports creates 24,000 job opportunities,
U. S. trade with the East was responsible for
an estimated 308,000 jobs in 1980.

3. Communist countries have become major markets
for U. S. agricultural products. Agricultural
goods accounted for two-thirds ($5.1 billion)
of U. S. exports to the East in 1980.

4. The East can provide diversification in
sources of supply of many industrial materials
for U. S. manufacturers. 4

In addition to the many Western economic interests

that could be compromised by pushing Poland into default,

there is a political factor which tends to dissuade American

policymakers: namely, once a default is declared, its use

as a policy lever is spent. As Vanous explains,

Default is an inflexible policy tool because it
implies a policy step which is not reversible.
Sustained economic pressure on a country is far
more effective because it can be increased or
relaxed depending on the country's response. . . .
By declaring the Polish debt in default, the West
would eliminate its key lever for encouraging
economic reform and political liberalization in
Poland. 2 5

2 4 U. S. Congress, Joint Economic Committee, East-West
Commercial Policy: A Congressional Dialogue with the
Reagan Administration,, U. S. 97th Congress, 2nd sess.
(Washington, D. C., 16 February 1982), p. 5.

2 5 Vanous, The Consequences of Declaring the Polish
Debt in Default, p. 5.
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A declaration of default was to remain the tool of last

resort if the policy of "sustained economic pressure"

failed to yield the desired results.

The manipulation of Poland's access to American credit,

as we have seen, was one essential aspect of the Reagan

administration's new policy of limited economic warfare

against Poland. Another important aspect of the policy

was the administration's refusal to reschedule Poland's

debt to the United States until three conditions were met:

the release of all political prisoners; a renewal of the

dialogue between the regime, the Church, and Solidarity;

and an end to martial law.2 6  With much effort, the Reagan

administration persuaded reluctant West European governments

to join it in this decision. The demands were simultan-

eously not conducive to economic recovery and were

provocative toward the Soviet Union. Consequently, Poland

had to pay in full the amount due that year on its debt to

all Western governments. Those payments further drained

Poland of hard currency, diminishing its chances of improving

its economy through investment.

This Western policy, though effectual to some extent,

has been limited by the fact that Western commercial banks

do not have to comply with the agreements. Although they

have agreed among themselves to maintain a general moratorium

2 6Hough, The Polish Crisis: American Policy Options,
p. 62.
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on new loans to Poland, they have actively offered Polish

officials rescheduling agreements on maturing loans.2 7

In 1983, the Jaruzelski regime released Lech Walesa

and most other political prisoners, and officially rescinded

martial law, though many of its statutes were simply trans-

ferred to civil law. Although it cannot be documented, it

seems that these adjustments were calculated to persuade

Western governments to reschedule Poland's loans and Western

banks to lift their moratorium, while simultaneously

appeasing the Soviet Union by not granting legitimacy to

Solidarity. Apparently encouraged to some extent, the

West, including the United States, has begun to reconsider

its suspension of rescheduling agreements, though it has

reached no new decision as of December, 1983.28

In sum, Poland's debt to the West presented American

policymakers with a tangible economic policy lever that, it

was assumed, could be used to apply "sustained economic

pressure" on the Jaruzelski regime to make policy changes

favored by the United States. The more the debt-related

problems hindered Polish economic recovery and political

stabilization, the more American policymakers viewed the

manipulation of the debt as a viable policy option toward

Poland. Beryl Sprinkel, Under Secretary for Monetary

27R. S., Bankers' Meeting to Discuss Poland's Economic
Situation, Radio Free Europe/Radio Liberty, Situation Report/
9 (11 June 1983), pp. 16-18.

2 8 Kinnear, The 1983 Foreign Debt Rescheduled, pp. 13-15.
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Affairs for the Department of Treasury, showed this to be

the case when he asserted that,

By adhering to a policy of pressuring the Poles
for repayment while not providing any new credits,
we can perpetuate a situation that hurts the
Polish regime. . . . We firmly believe that this
policy is the most effective for advancing our
political and financial interests.2 9

In this way, the extent and burden of Poland's debt to the

West has effected changes in American policy toward that

country. The United States policy of open economic cooper-

ation with Poland prior to and during the 1970s has been

replaced by a policy of limited economic warfare in the

1980s.

Consequences of American Policy
Toward Poland

The unavailability of credits, the cancellation of MFN

status, and the suspension of debt rescheduling agreements

have all added stress to Poland's depressed economy. The

Jaruzelski regime, in order to cope with these United States-

sponsored policies, has had to make domestic policy decisions

favoring short-term benefits over long-term advantages.

The most immediate way Poland could meet its present need

for hard currency was to impose severe import restrictions

on the country, which has resulted in greater centralization

in economic planning and stricter austerity programs than

29 1earing Before the Committee on Banking, Housing, and
Urban Affairs U. S. Senate, Polish Debt, 97th Congress, 2nd
sess. CWashington, D. C., 23 February 1982), p. 23.
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had been in effect in the latter 1970s. All of these

developments are contrary to the original intentions of

American policymakers in the detente years. The United

States had expected to help Poland achieve a measure of

political liberalization and a Western-oriented economy.

The current regime's actions induced in part by Reagan

initiatives demonstrates a lack of coherence in American

policy from the onset of detente to the present.

The impact of import restrictions has been detrimental

to Polish producers and consumers alike. Since 1976, Polish

planners have had to limit their "trade and production

choices" in order to meet growing debt obligations. 3 0  That

is, planners have had to narrow their focus in industrial

development plans in order to invest heavily in those

industries which had the greatest potential for generating

the largest volume of hard currency exports, such as the

extraction of coal and production of copper. Since American

initiation of sanctions against the Jaruzelski regime, this

pattern of economic planning has accelerated and has been

compounded by the "almost total drying up'of credit."3 1

The result has been greater industrial disequilibrium. For

3 0 Richard Portes, "East Europe's Debt to the West:
Interdependence is a Two-Way Street, " Foreign Affairs, 55
(July 1977) , 776.

31U., S. Department of Commerce, prepared by the American
Embassy Warsaw, Poland, Foreign Economic Trends and Their
Implications for the United States 82-094 (Washington, D. C.,
October 1982), p. 3.
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example, total output of coal in 1982 grew 16 per cent over

the 1981 level, while the rest of industrial production

declined by 17.5 per cent. In addition, most manufacturing

industries were operating far below capacity throughout

1982. The Polish tire industry operated at only 60 per

cent capacity, the fur and leather industries at 50 per

cent capacity, and although the Zeran autoworks operated

at 50 per cent capacity, it had failed to produce one single

complete car by mid year 1982.32 The primary source of this

poor performance, as noted earlier, is poor planning. But

performance erodes further as a result of the Reagan admin-

istration's policies.

With fewer imports from the West, Polish industry also

suffers from more restricted access to Western technological

innovations and design. Traditionally the East European

countries have relied heavily on Western technological

transfers for the production of consumer goods and exports.

Without this up-to-date technology, Polish industry will

fall further behind that of other states which actively

take advantage of technological innovations from the West.

Since the generation of its own advanced technology will

likely take a long time, the result could be a long-term

3 2 Cam Hudson, Can the Soviet Union Quench Poland's
Thirst for Economic~Assistance RadioFree Europe/Radio
Liberty~~~ackground Report/63 (16 March 1982) , pp. 4-5.
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"comparative disadvantage" for Poland, further hindering

economic growth and development.3 3

Current American policies not only punish the

Jaruzelski regime but they also contribute to much of the

hardship facing the ordinary Polish citizen, reflected in

the austerity measures implemented as part of martial law.

With fewer Western imports, the domestic market suffers

simultaneously from the absence of Western goods, higher

prices, and the unavailability of substitute goods, "since

there is almost always a delay in substituting domestically

produced goods for those previously imported."3 4  Polish

consumers, therefore, not only have to contend with acute

shortages and fewer choices from those goods that are

available, but also with poorer quality, since replacements

for Western goods have been imported from over-supply levels

in other East European states.

Nor does the future look bright. As Poland is sub-

jected to more economic pressure, its production and trade

choices could narrow even further, consumer dissatisfaction

could increase, and tensions could build as the overall

economy continues to fall. As Ralph Kinnear cautions,

3 3 Ralph Kinnear, Will the CMEA Reduce Its Financial
Dependence on the West? Radio Free Europe/Radio Liberty,
Background Report/200 (19 August 1983), p. 6.

3 4 Ibid., p. 5.
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There is a law of diminishing returns operating
when any government adopts an import-cutting
policy. There must come a point where the
benefits, in the form of the created hard
currency surplus, become overtaken by the dis-
advantages in terms of the damage done to a

country 's further growth prospects. Another
crisis point may come when the problems caused

to the consumer make any advantage in financial
terms pale beside the danger of political
instability.3 5

Another, perhaps more important, consequence of the

Reagan administration's policy initiatives toward Poland

has been effectively to push the Polish regime into deeper

dependence on the Soviet Union and the other CMEA countries.

This development, of course, is in direct opposition to one

of the fundamental, historical Western policy goals of

gradually pulling Poland away from the Soviet camp. But

as Poland's debt problems have not eased and have been

compounded by recent American policies, the Jaruzelski

regime has sought financial refuge in greater CMEA inte-

gration.

An RFE/RL Report states that in the months immediately

following martial law, "Polish officials in charge of

planning and foreign trade . . . visited the capitals of

all European CMEA countries seeking more favorable trade

plans for 1982."36 In addition, Jaruzelski went to Moscow

in early January 1982 and obtained an agreement for increased

35Ibid.,p. 5.

3 6 Hudson, Can the Soviet Union Quench Poland's Thirst
for Economic Assistance? p. 2.
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economic assistance and improved trade benefits from the

Soviet Union. Poland was granted a loan of 1.2 billion

transferable rubles at the low interest rate of 5 per cent,

with repayment beginning after a four-year grace period.

The Soviet Union also arranged to increase exports of

needed raw materials, consumer goods, and agricultural

products to Poland.3 7  In contrast, Poland decreased its

imports from the West by 40 per cent that year.3 8

Besides the economic advantages to be gained, political

concerns have also motivated the regime's move toward the

CMEA. Jaruzelski distrusts the West. In a public statement

he blamed the West and Solidarity, which had the West's

moral support, for Poland's economic predicament:

Counterrevolutionary forces, aided by imperialist
centers, brought about anarchy, piled up daily
hardships in social life, and threatened the
very groundwork of Polish socialist statehood.3 9

The tone of this statement suggests that his attitude

was, to a marked degree, closed to compromise with the West

in exchange for economic assistance. He strongly resented

the three conditions that the United States attached to the

repeal of economic sanctions and the resumption of

rescheduling agreements. Jaruzelski wanted, instead, to

37I~bid.,p. 3.

38 U. S. Department of Commerce, Poland, p. 4.

3 9 Hudson, Can the Soviet Union Quench Poland's Thirst
for Economic Assistance? p. 2.
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bring Poland out of its economic crisis with what he called

the "irreplaceable internationalist aid from the Soviet Union

and the understanding for our hardships shown by other

socialist countries. "40

But Kinnear points out the major weakness of this

shift in economic orientation:

Despite the obvious potential for utilizing
internal markets to replace the declining
export market outside the region and the great
scope for more product specialization to reduce
the existing costs of duplicated production,
such integration cannot of itself provide the
necessary hard currency for debt repayments.
And this debt repayment itself is one of the
main weaknesses of the "Fortress CMEA" idea.
In order to meet these debts, the CMEA members
must continue to trade with the rest of the
world economy. 4 1

Therefore, the regime could not insulate itself from

the West nearly as much as it would like to have. The

reality of having to deal with the West has, in fact,

brought about some political concessions on the regime's

part and an on-going dialogue between Poland and its

Western creditors in an attempt to gain the much needed

rescheduling agreements. But the fact that the regime has

the political will to withdraw from its financial entangle-

ments with the West and look instead to the East demonstrates

that recent American policies toward Poland have become

40Lbid., p. 2.

4 1 Kinnear, Will the CMEA Reduce Its Financial Depen-
dence on the West? p. 2.
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counterproductive. They have effectively discouraged the

regime from establishing further economic ties with the

West, especially the United States, in contrast to the

policies that encouraged Poland's opening to the West in

the early 1970s. Therein lies the incoherence in American

policy towards Poland.

Conclusions

As this study has shown, Poland's domestic problems

resulting from its debt to the West caused American policy

toward that state to shift in direction and tone. Prior

to and during the 1970s, American economic policy toward

Poland was generally characterized as cooperative and

favorable. By the end of the 1970s, however, the extent

and burden of Poland's debt had made the regime vulnerable,

in that economic recovery depended on the continuation of

Western financing. As Poland's economy continued to

deteriorate and worker and consumer unrest resulted,

American policymakers chose to use the debt as an explicit

means of influencing Polish domestic policy. Thus, former

favorable policies were actively replaced by punitive

policies of limited economic warfare.

This new antagonism toward Poland has been largely

counterproductive. Although the Jaruzelski regime has made

some political concessions, as noted earlier, it has made

no important changes toward greater economic decentralization

.. __ ...
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or greater political liberalization. On the contrary,

Polish economic planners have had to tighten their control

over the economy, and the regime continues to suspend most

civil liberties. Moreover, American policies have

contributed to Warsaw's disaffection for financial rela-

tions with the West. Throughout the decade of Poland's

heavy Western borrowing, fluctuations in Western interest

rates, inflation, and recession compounded the regime's

economic problems as a whole. Punitive American policies

in reaction to Jaruzelski's attempts to stabilize the debt

have only added to Poland's uncertainty in dealing with the

West. Consequently, the regime has sought to strengthen

its "fraternal" ties with the other CMEA countries. This

suggests that another Polish "opening to the West" in the

manner that it did in the early 1970s is highly unlikely.

Perhaps more importantly, American policies have

significantly hindered Poland's economic recovery for now

and for the foreseeable future. Prolonged economic diffi-

culties, without some measure of relief that can come only

from the West, have the potential for destabilizing Poland

again, and perhaps to a more dangerous level than in the

past few years. This, of course, has the implication of

making relations between East and West, and more particu-

larly between the Soviet Union and the United States, even

more tense, as well as creating greater discord among the

: ,
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Western powers. In sum, current American policy toward
Poland offers no real solutions to the country's debt

problems, and thus, no means for improving relations

between the United States and Poland. The change of

American policy in the direction of economic warfare has

made the original goals of greater cooperation between the

two countries more remote.

4-
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