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THE CEMA-EC RELATIONSHIP:
THE EAST AND WEST EUROPEANS FRUSTRATE
SOVIET DESIGNS

FOREWORD

In carly February the first formal meeting between CEMA* and the
EC** took place in Moscow. Although long in the making, this meeting
accomplished very little, primarily because the CEMA side was unwill-
ing to discuss substantive issues. In consequence, the East Bloc is not
appreciably closer than before to defining its intentions toward the
Community and toward the establishment of a new framework for the
conduct of East-West economic relations.

Although the development of new links between Europe’s two ma-
jor cconomic groupings might appear to be inevitable in the present
context of East-West relations, what form and scope such contacts
should take raises complex political and economic issues. Major
differences un these issues have emerged between the USSR and the East
European states, which have in turn had a significant influence on West
European policies. This paper examines the nature of these issues and
discusses the factors working, for and against, a closer CEMA-EC
relationship in the future.

The paper has a different focus but is complementary to the recent-
ly issued OPR Study, “The Prospects for European Unity: The View
from Moscow” (OPR-105, December 1974, SECRET/NFD/NDA/CD)
which concentrates on the perceptions of the various jnstitutional and
individual contributors to Soviet policy regarding the European Con::
munity.

“CEMA (The Councll for Economic Mutual Assistance) was estublished in 1848 as a reglonal econonic
orgunization of the USSR and most of the East Europesn states—Albania, Bulguria, Czechoslovakia, Hungery,
Poland, und Romania. Albania dropped out in the carly 1850's, and East Germany, Mongolia and Cuba becritie
members n 1950, 1962, and 1972 respectively. For purposes of this paper Mongolia and Cuba can be ignored.

**Although the initiuls EEC, standing for European Economic Community, are still commonly used anel ure
technically correct when referring to the early years of the organization, the Community now prefers to drop the
word Ecomomic from its title in recognition of its broadened functions and aspirations. For the sake of consistency,
the initlals EC will be used throughout this paper.
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SUMMARY AND CONCLUSIONS

CEMA has exercised little authority over the external economic
. relutions of its members and has had few outside contacts. Only in re-
cent years has CEMA, under Soviet instigation, turned its attention
toward the question of its relations with the EC. Moscow's interest in
this question had two sources: (1) recognition that the Community had
become an important cog in European economics and politics, and (2)
its concern to insure Bloc cohesion as it pursued detente and the expan-
sion of East-West cconomic relations. Moscow, therefore, sought ways
both to come to grips with the EC reality itself and to control the Eust
Europeans’ relations with it. The Soviets came to sce the establishment
of relations between CEMA and the EC as a partial answer to both re-
quirements, and brought growing pressure on the East Europeans to
agree to coordination of Bloc economic policy toward the West and to
increase CEMA'’s exiernal role and authority.

By 1972 the Sovicts had decided to move toward establishing a
direct CEMA-EC link, 2ia2 Brezhnev called for the establishment of
“businesslike”” relations between the two organizations. But when it
| came to the question of what for.n contacts between CEFMA and the EC
should take, Sovict-East European differences soon emerged. Four East
European countries in particular—Hungary, Poland, Romania, and
East Germany—have subsequently resisted the establishment of a
CEMA-EC link which would restrict their ability to develop relations
with the Community bilaterally. They have come to accept CEMA as a
point of contact with the Community through which their collective
voice might be used to help facilitate the development of bilateral
economiz relations and to minimize any adverse impact of . ommercial
policies introduced by the Community as a whole. But the idea of
, granting CEMA any permanent, formal increase in authority and

allowing it a direct, engoing role in the conduct of East-West econoinic
. relations has remained anathema. The East Europeans not only have
resisted a strengthening of CEMA’s authority within Bloc councils but
have made known to EC members their fears concerning the threat to
their sovereignty posed by the developme.:t of CEMA-EC relations.

As Soviet-East European differences over CEMA's external role
emerged and sharpened, the EC and its members became increasingly
sympathetic to East European concerns over the form and scope of
future CEMA-EC ties. The Community has, as a result, sought to
develop contacts in spheres which would minimize East European
vulnerability to Soviet pressures for strengthening CEMA. At the same
time, however, it has attempted to force the East Bloc to acknowledge
the authority of the EC Commission to conduct negotiations with
CEMA and to introduce common policies for the Community's
members in the commercial sphere.
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These divergencies within CEMA and between CEMA and the EC
have left discussions concerning the estabhishment of formal links at an
impusse. Frastrated in thelr efforts to strengthen control over East-Weat
relations through CEMA, the Soviets huve proven unwilling to pursue
the development of any substantive relutionship between CEMA and
the KC, while seeking to exploit the political and propaganda oppor-
tunities offered by contacts between the two organizations. Unless the
Soviets reexamine their positions, continued stulemate appears likely
and Soviet tacties will provide a severe test for the EC and its mcmbers
of their commitment to a continuing dialogue, their ability to resist
uniloteral concessions, and, inereasingly, their patience.

CEMA-EC relations will probably develop along more modest
lines than some hoped, and others feared, a couple of years ago. Tacit
collaboration between the Community and East Europeans in resisting
Sovict designs will continue to provide a major barrier to significant
progress on the question of a more authoritative external role for CEMA.
A major intangible, however, is in what way the Soviets will exploit the
considerably increased cconomic leverage vis n-vis Eastern Europe
which they have achieved because of the energy crisis and their domi-
nant encrgy position. Although this enhanced economic bargaining
power could be used to help break East European resistance to increas-
ing CEMA’s authority, it also improves the prospects for coordinating

o Bloc economic policy behind the scenes even without a more direct role
for CEMA.

For the Soviets, the situation has in fact changed markedly from
that of 1972 when they first broached the idea of a CEMA-EC link.
Their broader political objectives in Central Europe are now largely
achieved, while the threat of rapid Community progress toward unity
and the potential for increasing conirol over Eastern Europe through
CEMA-EC contact have diminished. Moreover, to the extent that the
Soviets continue to insist on a Bloc approach to East-West economic
relations, in the absence of a more authoritative role for CEMA, the
¥ast Kuropean and EC states will both have greater incentive and op-
portunity to steer negotiations toward international forums, such as
GATT, in which the roles of CEMA and the USSR can be minimized.

Underlying the present impasse is the great reluctance on the part
of the Soviets to see the CEMA states drawn into the international
economic system. This reluctance is based on their awareness of the op-
portunities such involvement would offer for subversion of Soviet con-
trol and the revival of reformist sentiment in Eastern Europe. Until the
USSR becomes less rigid concerning the form of East-West European
economic relations and the degree of its own control over them, neither
the East or West Europeans are likely to acquiesce in the elaboration of
significant CEMA-EC links.
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CONFINENTIAL

THE DISCUSSION

INTRODUCTION

CEMA has played a very limited role in its
members’ relations with the outside world. Established
in 1949 us a counterwelght to US and West Euvopean
reconstruction efforts, notably the Marshall Plan,
CEMA was activated in the latter half of the 1950's in
response to the growing economic needs of its membeis
for specialization and cooperation and to the West
European movement toward integration, Despite the
growing importance of trade between members of
CEMA and the EC (See figure 1) and a modest expan-
sion of CEMA's outside activities—primarily contacts
with various UN-affiliated agencies—until the 1970’s
CEMA remained inward-oriented and had no direct
contact with the Community.

There have been u number of reasons for the
prolonged absence of relations between Europe’s prin-
cipal regional economic organizations, Foremost has
been the USSK's hostility toward the Community,
which has been based more on its perception of the
political and military implications of EC integration
than on its economic impact. Until recently, there was
great reluctance to consider bolstering the EC's
prestige by conceding it a role in East-West economic
relations or by granting it any other form of
recognition. Closely related to this have been the con-
tinuing inability of CEMA to speak for its members
and the lack of pressure by the Community to force
CEMA's members (o recognize the authority of the EC
Commission in the commercial sphere. Perhaps most

FIGURE |
IMPORTS OF THE CEMA COUNTRIES
FROM THE EC STATES*
1958 1963 1968 1973
Percent of Total
Imports ............ 7.8 7.5 11.0 14.2
Billion US Dollars. . . ... 0.8 1.3 2.7 8.0

*The figures for 1958, 1963, und 1968 include only the trade of
the original six EC members. The figures for 1973 iaclude trude
with the UK, Irelund, and Denmurk which joined the EC in that
vear. All figures include the ““interzonal” trude between East and
West Germany.

3

intractuble, however, Lias bees: the limitaticn imposed
by the sharply differing cconomic systems of CEMA
and the EC, The economic relations of the former are
based on central planning, bilateralism and inconvert-
ible currencies; those of the latter on market forces,
multilateralism and convertible currencics; and these
systemic differences sharply restrict the potential for
cffective CEMA-EC interaction and the scope of any
relationship established between them.

By the carly 1970°s however, new Soviet approuches
to Europe were emerging which would bring the ques-
tion of CEMA-EC relations to the fore. The curlicr
policy toward the Community of confrontation was
gradually being trunsformed into one of engagement,
both because of developments within the Community
and because of the economic needs of the CEMA
states. At the same time, the old idea of a security con-
ference was being revamped, with expanded
East-West  economic cooperation presented as  a
mainstay of the Sovict concept of detente, and the
Sovicts were increasing pressure on Eastern Europe for
closer coordination of economic and political policy
within the Bloc. With the progress cf detente, in-
cluding Western agreement to the holding of the
Conference on Security and Cooperation in Europe
(CSCE), the issues of how to relate to the EC,
enhancement of CEMA’s authrrity, and relations
between these two organizations were to become inex-
tricably involved with the broader questions of Soviet
policy toward Europe and establishment of a new
framework for the conduct of European political and
cconomic relations.

I. SETTING ThHE STAGE IN THE 1960's

The barriers to CEMA-EC relations did not weaken
appreciably during the 1960's. The less strident Soviet
verbal opposition to the Community was not accom-
panied by a shift in policy toward accommodation;
the EC, by not insisting on the introduction of com-
mon policies toward the CEMA countries, did not
force them to recognize the authority of its Com-
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mission; and CEMA did not gain autherity to repre-
sent lts members. Despite widespread hopes in the
West and among some circles within CEMA, vartous
measures of economic reform in Eastern Europe and
expanding East-West cconomic ties yielded little con-
vergence in the trade and cooperation practices of
CEMA und the Community, In fuct, Community
pluns to turn comuerciul policy-making over to its
Commission at the end of the decade served to
heighten the contrast between CEMA and the EC.
Developments in the 1960s were important, however,
in shaping the more recent evolution of CEMA-EC
relations,

A. Diverging Interests in CEMA

New forces were emerging within CEMA, As the
Community demonstrated its economic viability, a
clear divergence began to appear between Soviet und
East European concerns. In general, the USSR focused
on the politicul potential of the Community und was
able to take a relatively relaxed view of the EC's
progress in this respect, particularly given the stiong
French stand under DeGaulle against political in-
tegration. The East Europeans, however, who were
much more concerned with complications for their
own cconomic development, suw the progressive es-
tablishment of an EC customs union and joint
agricultural policy as threats to their exports, and,
hence to their hopes for aiding industrial moderniza-
tion through closer economic ties with the We it.

By the mid-1960's the East European states were in-
creasingly inclined to come to terms with the Com-
munity, Many were attructed by the EC, not only as
an cconomic partner, but also as an example of
successful economic integration under which the
release of decentralized market forces—rather than
more centralized planning subject to big power
domination—provided the dynamism. Most East
Europeans came to voice more accommodating at-
titudes toward the Community, on occasion including
expressions of admiration for its successes and of regret
over the lack of a realistic Eastern policy toward it.
Their immediate economic interests led some of them
to negotiate informal ““technical’’ agreements with the
EC which established conditions under which certain
of their important agricultural products have since
been allowed access to Community markets.

B. Frustrdﬁng a Community Approach

Nevertheless, the CEMA countries continued to
frustrate the development of a common EC policy
toward them:.. The EC Commission was unable to pre-

vent the Community's first step toward » Common
sommerclul Policy (CCP)—the introduction of the
"EC Cluuse” in member trade agreements with third
countrics in the carly 1960's—from being undermined
by the East's intransigence. This clause was intended
to introduce the concept of the Community as a
jurldicul entity in order to pave the way for the graduas!
assumption by the EC Commission of responsibility
for negotinting Community-wide trade agreements
under the CCP and to insure that bilateral agreements
with inflexible time limits would not exacerbate the
problems of forming a CCP. It was resisted by the East
on the grounds that it constituted a form of forced
recognition and put bilateral agreements at the mercy
of internal Community developments. While even-
tually acquiescing to inclusion of the EC clause in
traue agreements, the CEMA countries refused to
recognize formally the EC's juridical status or to deal
with the EC Commission,

The willingness of the Community to live with such
an inconclusive compromise set the pattern for future
relations, Subsequent Community cfforts during the
1960's to develop common credit and energy policies
toward the East achieved only limited success lurgely
because of the divergent intcrests of EC members and
their preference for dealing with the CEMA states
bilaterally (particularly France and Germany), and
also because of the continued refusal of the CEMA
countries to deal with Community organs, Even in the
agricultural sphere, where the East European states
were most vulnerable to trade restrictions, the unof-
ficial "‘technical” agreements served to mitigate the
East Europeans’ export problems on an ad hoc basis
while leaving the nominal Community objectives of
recognition and of formulation of a CCP unachieved.*

A major reason for the perpetuation of this situation
was the ability of the CEMA states to exploit the wide
gap between the interests of the EC Commission and
of the Community member-states. The Commission
consistently pushed for the adoption of common
policies in the interest of proceeding toward the £C's
avowed objective of economic union. The members,
generally wary of, or differing over the path to,
cconomic union, and often failing to perceive signifi-
cant cconomic advantages from common policies
toward the East, tended to feel littie sensz of urgency.

*East European aceeptance of the Commission’s role in GATT (where
it speaks for its members and has handled East European membership
negotintions) sad Soviet aud East European acceptance of Commission
participation in international conferences on primary products could be
construed as limited steps toward recognition. But as had been the case
with the EC clause, formal recognition continued to be withheld.
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T'his was particularly true in the case of rance, and
it was in large part due to French and Soviet resistance
that at the end of the trunsition period in 1969 the
Comunission fuiled to recelve the mandate it sought (as
provided in the Rome Treaty) to introduce n CCP
toward the Communist states. Instead, the members
of the Community elected to delay the nominal
introduction of such a policy until January 1973
and its cffective introduction (in view of the duration
of existing agreements) until at least Januury 1975,
This stuy of Community demends obviated the need
for any immediate uccommodation to the EC on the
part of the East and helped set the conditions and
time frame for the subsequent development of Soviet
policy towards the EC and CEMA.

Il. ENTER DETENTE

By the end of the 1960's it was clear that the luck of
a coordinated economic policy toward the West and
the absence of cffective integration policies within
CEMA were making it increasingly difficult for the
Sovicts to counteract the attractions for Eastern
Europe of an integrating Western Europe.® The need
to maintain Bloc cohesion while developing an active
policy toward the West provided a major impetus for
Soviet reappraisal of its policies towards b~th the EC
and CEMA in the aftermuth of the invasion of
Czechoslovakia. The indications were that the Soviets
decided that Bloc policy taward the Community must
be more assestive and collective than in the past; that
closer cooperation within CEMA and expanded ties
with the West must no longer be posed as alternatives,
but tnust be made mutually reinforcing; and that in all
of this CEMA should have an important role to play.

A. Pethinking the Approach to the EC

Despite the success of efforts to delay the Cem-
munity’s introduction of a CCP toward state-trading
countries, by the end of the 1960’s signs of Soviet con-
cern over the EC'’s continuing progress were growing,
The causes included the Community’s relatively
successful completion: of its transition to a customs un-
ion; the sharpening contrast between French and
German economic power; DeGaulle's departure from
the French and EC political scenes; the improving
prospects for the addition of new members; the grow-

*In addition to proposals emerging in the late 1960's in some Eu:t
European countries—Hungary, Czechoslovakia, and Polans—far
a radicul, market-oricnted, reform of CEMA institutions, seve.
political repercussions hud been in purt the result of this lack of
effective policies. These included Romania’s precipitous recogni-
tion of West Germany and the unilateral economic opening to the
West udvocated in Czechoslovakia during the Prague Spring.

5

ing attraction of the Community for European
neutrals us well as Yor Eastern Europe; and the more
forthcoming attitude toward the EC of some West
European Communist Parties. There was particular
unhappiness over the expanding political consultations
among the EC members undertuken after 1969, and
the Soviets—like Americans—were becoming more
aware of the threat to their own plans for expanded
cconomic relutions with the West. The necessity for
reexamining attitudes toward the EC was acknowl-
edged in Brezhnev's remarks at the June 1969 Inter-
national Communist Conference in which he observed
that the “imperialists . . . are . . . resorting to various
forms of cconomic integration, . . . We must not falil to
take all this into account in our policy. .. ."”!

By 197", detente and the CEMA integration
program (Ciscussed below) had proceeded far enough
for a new approach to the Community to begin to
emerge. Soviet assessments of the EC began to grant
West Eurcpean economic integration a degree of
legitimacy, coming to view it us the result of ““objec-
tive” tendencies und to distinguish it more sharply
from political and military integration. At the end of
that year, immediately following the first meeting of
EC forcign ministers to consider the role of the Com-
mission in the CSCE, the communique of a Warsaw
Pact foreign ministers conference indicated that the
continued division of Europe into two economic in-
tegration groupings was not viewed as a barrier to a
European conference or to detente.*

With the rationale for a shift in approach to the EC
being developed, it appeared to many observers that
Soviet cagerness to get the CSCE under way meant
that some move toward formal acceptance of the EC
was imminent. In March 1972 Brezhnev made his
widely-noted remarks at the 15th Soviet Trade Union
Congress, in which he rejected the “absurd idea” that
the Soviets were out to torpedo the EC and argued that
the *“Soviet Union is far from ignoring (the EC) and its
cvolution.” Although his remarks aroused widespread
expectations of new Communist initiatives, Brezhnev
in fact called on EC members to take the first con-
ciliatory steps when he went on to say: “Our relations
with the participants in this grouping, naturally, will
depend on the extent to which they, on their part,
recognize . . . the interests of the member countries of
the Council for Economic Mutual Assistance.’’

*Without mentioning the EC or integration, the mmunique found
that u European conference would lead to the *gradual transformation
of the relations wmong European states, which will allow un overcoming
of the division of the European continent into military-political
groupings.”?
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murk(Apﬁnr(.-oglém u phase in the public
reassessment of the EC, which apparently had been
designed in large part to give new impetus to the flag-
ging Soviet drive for the early holding of the CSCE and
to influence the debate over mtification of the
Soviet-FRG treaty in West Gerimany, As hopes for the
former faded and for the latter were realized, Soviet at-
titudes toward the EC and both public and private in-
terpretutions of the import of Brezhnev's remarks
became ambiguous and often contradictory, This turn
of events argued that as yet the Soviets felt neither
prepared nor compelled to move toward accommody-
ton with the EC, and reinforeed the impression, gain-
ed from the Soviet media, that differences or uncer-
tainties over the EC's future continued. ®

B. Expanding CEMA’s External Role

A major barrier to rapid breakthrough on the ques-
tion of CEMA-EC relations was widespread resistance
in Eastern Europe to the further strengthening of
CEMA. The Soviet-led drive for socialist integration,
which was officially launched with a *suamit”
meeting of party lenders in carly 1969 and resulted iy
the adoption of the Complex Integration Program in
mid-1971, wus in purt designed to help provide the
economic and political cohesion that the Soviets felt to
be essential for expanded ties with the West,
Supranationalism, however, continued to be rejected
by the bulk of the East European states. Most of
them—Hunguary, Poland, Romania, and Euast Ger-
many—had resisted integration in the form of tighter
Bloc-wide planning,* and were also to resist an increase
in CEMA's external authority. As a result, while
CEMA appeared to offer potentially a ready instru-
ment for coordinating and controlling economie con-
tacts with the West, the enhancemnent of CEMA'’s ex-
ternul role would prove a slow and difficult process.

During the discussions over the Complex Program,
there was little Suviet inclination to force the issue of
CEMA’s formal external authority, Formulation of the
integration program had first priority, and a statutory
or other overt strengthening of CEMA's authority
could not casily have been reconciled with the sharp
contrasts being drawn between CEMA and the Coin-
munity in propaganda directed toward EC applicants

*Some, notably Hungary and  Poland, sought to substitute «
market-oriented approach, whife others fought supranationalism on
principle (Remania) or attempted to define integration in ways which
would preserve their own sarmow political and cconomic advantages
(kast Germany, Ouly Bulgaria and Czechoslovakia generally came to
give putative support to Soviet integraaon concepts,
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huve undermined the campalgn for u European con-
ference, in which all states would nominully par-
ticipute s individuals, Accordingly, the initinl moves
toward  broudening CEMA's external role  wore
cantious and low-level, and during the carly  dis-
cussions of Integration virtuaily nothing was decided
concerning the role und powers of CEMA in external
affuirs,

CEMA's members agreed in the Integration
Program to " coordinste their forelgn economic policy”
among themselves, in part to “climinate diserimina-
tion” against them, but the form and scope of policy
coordination were left obscure, and while alleged
EC discrimination appeared a likely object of s
coordination, Bloe commentaries refrained from mak-
ing the connection, Neverideless, Soviet interest in cx-
panding CEMA’s external role was quickly made up-
purent with CEMA taking on the role of ideological,
political, and cconomic model for international
relations, "The buildup accorded CEMA by the Soviets
appeared to qualify it as either o worily partner or a
counterweight to the EC in European affairs, and
perhaps in international forums.

In practice, CEMA's external role developed along
more subtle lines. Its involvement with UN or
ganizations and UN-sponsored conferences steadily
increased, and contacts have been sought with recep-
tive regional organizations such as the Nordic Council,
the Arab League, and the Andes Development Cor-
poration. Not only countries with socialist systems or
close Soviet ties—Cuba, Yugoslavia, Finland, Iraq,
North Korea, and North: Vietnam—have been courted,
but also countries us diverse as Argentina, Iran, Mex-
ico, Sweden, and Bangladesh, OFf the countries with
which ties have been developed, Finland is of par-
ticular interest, for in the process CEMA assumed con-
siderable authority in the negotiating of an economic
cooperation agreement.* The USSR hailed this agree-
ment as a reflection of the growing authority of
CEMA.* Some Western observers viewed it us prece-
dent and model for CEMA's links to the West, in-
cluding the Community, and in comparing the agree-
ment with the recent Finnish agreement with the EC,
interpreted it as according CEMA a status
approaching that of the Community. While ex-
aggerating the cconomic significance of this

*For the talks, initiated in 1971, CEMA's seeretary Fadeyev (A Soviet
and the holder of tlis position sinee a8) was granted the right to
negotiate on behall of CEMA's members, and with their ratification of
the agreemient it became the finst of its kind between CEMA and a
Weostern coutry,




CONFIDENTIAL

agreem

ageint ost,

A major expansion of CEMA's role in international
finance was also undertuken. CEMA's banks cluimed
a rupidly expunding role in Western financial markets
and a broadened network of correspondent banks.*
The growing presence of CEMA's bunks in Western
firancial markets was paralleled by growth and
proliferation of Soviet-owned banks in the West and
by mounting convertible currency deficits in Eastern
Europe, By finunclng these deficits through their own
or CEMA's banks, the Soviets managed to guin a
degree of control over Eastern Europe's expanding
economic relations with the West. Morcover, during
this same period the deterioration of Western financial
and monetary conditions came to be seen us an oppor-
tunity to expund the role of CEMA's accounting unit,
the transferable ruble, as another means of promoting
a collective approach to outside economic relations,* *

As a result of this expanding external activity, by
1972 CLEMA's Secretariat could point to a con-
siderably broadened international role for the
organization, claiming links with fourteen UN agen-
cies, three regional organizations and at least eight
specialized economic agencics. ® Taken in conjunction
with the commitment to foreign economic policy coor-
dination contained in the integration program, this
augmented external role provided CEMA and its
Sccretary with a degree of de fucto authority which
they hud not yet been granted de jure.

*tn 1970 the hternational Investment Bank (1[B) was set up. Thirty
pereent of its capitul contributions was pledged in convertible currency.
It wus authorized to estublish relations with international financial
organizations and commerciul bunks and to provide eredit guarantees in
order to attract Western eredits for its members. Through its financing of
multilteral investment projects with combined rble and convertible
curreney credits this new bank has served to coordinate and expand
cconatnie ties both within the CEMA arca and with the West, In 1970
as well. CEMA's internationad Bunk  for  Economie  Cooperation
(BEC—founded in 1963) doubled its convertible curreney capital (to
some 73 million US daliurs), und subsequently, in order to further in-
crease thvir convertible curreney capital, the two CEMA banks, with the
hielp of the Soviet-owned Moscose Nurodny Bank in Loudon, raised o
series of touns from Western bunking consortia,

14w folt that the Western monctary crisis and especially the ex-
chunge rate uncertainties would make the ruble (the “most stable
curreney in the world™) a more weleome settlement medium than
capitalist currencics, especially among developing countries. Accord-
ingly, the IBEG improved the terms on which transferable rubles can
be useds and the 13 set up aspecial fund providing multiluteral eredit to
developing countries, While the limitution on the ruble’s role due to luck
of multilateralism or convertibility are still secious, the establishment of
ose funds along with the expansion of eredit fucilities and the introdue-
tion of more realistic interest rates by the IBEC have offered the prospect
of & wider use of the ruble in CEMA's fozeign cconomie transuctions,
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By this time the process of preparing CEMA for o
broader external role waus reaching its limits, however,
because of its lack of w more formal mundate to repre-
sent its members, Yet the application of greater pres-
sure on the East European countries to grant CEMA
this anthority could provoke an outery from them and,
in turn, the West, sufficient to dumage Soviet detente
objectives. Only when the holding of the CSCE was
assured could the anti-bloe-to-hloe theme be sufely
played down and could attention be turned to the
question of relations between the integrating halves of
Europe and to persuading the Eust European stales to
grant CEMA authority to act on their behalf.

The East Europeans were well aware that the in-
hibitions the Soviets faced and the lack of an East Bloe
policy toward the EC were temporary. Accordingly, in
carly 1972 at least three East European states took the
opportunity to seck to be included in the generalized
preferences extended by the Community to developing
countries. While Poland and Bulgaria attempted this
(unsuccessfully) through circuitous routes, Romania
chose to make a political breakthrough by contacting
the EC Council directly in what wus the first official
communication to the Community from a CEMA
member-government. This bold Romanian effoii to set
a preeedent for bilateral contuacts with the EC had
evidently been carefully timed, and the lack of sharp
Soviet retaliation, despite indications of unhappiness,
helped to confirm reports that a CEMA poliey tovard
the EC had not yet been agreed upon.®

The Soviets evidently still felt that a clearly es-
tablished policy was not yet essential, in part because
there was as yet little sign that the EC was going to
make an issue of its participation at the CSCE. As the
preparatory talks approached, the Community was not
secking a role at the conference, much less demanding
recognition as a prerequisite to participation by its
members.* 1f anything, the signuls from the West were
becoming more accommodating. Following

*hiitially, France and Germany were divided over the Community's
role, the latter suggesting that the EC participate in an “appropriate”
fushion and the former opposing this for fear that it would promote
bloc-to-bloe relations, Despite the Comaission’s natural interest in
assuming a role at the CSCE, it too wus not enthusiastic about a
bloc-to-bloe approach. While rejecting a proposal that o formal
suand be taken against contacts between the EC and CEMA (the
proposal was made by a special ad fwe group of political experts
from EG and EC eandidiie rsembers und was rejected in May
1972 ut o mecting of their Foreign Ministeri.” the EC Political
Committee recognized that these reservations and French oppoesi-
tion precluded any immediate demand for @ formal Community
role and adopted a wait-und-see attitude.
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taken as i signal that the Soviets had finally decided to
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munity to speak with one volee and to rove toward
political unity, but it was noted that the EG did not
demand formal recognition, that it is un open com-
munity and not a bloc, and that the Treaty of Rome is
flexible in providing for dealings with third countries.
At the more tangible level, the West Germans
suggested thut a cooperative committee might be
formed by the EC und CEMA, a prospect which
offered the Bast the possibility of avoiding more for-
mal recoguition through direet contact with the EC
Commission or the dispatch of an envoy to Brussels,
These conciliatory gestures, while apparently designed
to facilitute u change in Communist policy, probably
had the opposite effect in the short cun by reducing the
pressure for change,

1. A CEMA-EC LINK PROPOSED

Toward the end of 1972 the decision was taken in
Moscow to broach the issue of a CEMA-EC link
directly. Building on the carlier shifts in attitudes
towards the EC, the broad rationale for such a link wus
provided by authoritative Soviet commentators, who
found that, despite their great internal differences,
CEMA and the EC had come to resemble cach other
externally as a consequence of the “internationaliza-
tion and concentration” of praduction,® and that in
the future there would probubly not be “constant
political confrontation” between them.® A Soviet
statement on cconomic cooperation at the UN went
further and made the new Soviet position more official
by recognizing that organizations such us CEMA and
the EC could in fact ' under certain conditions™ play a
constructive role in developing international economic
cooperation. ' Such formulations provided ¢ justifica-
tion for pursuing a CEMA-EC link, but left obscure
the “ certain conditions™ required for its establishment.

Some of these conditions were stated by Brezhnev at
the 50th anniversary celebrations of the USSR in
December 1972, in which he raised the question of
CEMA-EC relations. In urging that a European
program for economic cooperation be put on the
agenda of the CSCE, he asserted that a basis for
“husinesslike™* relations between CEMA and the EC
was possible if the latter's members would refrain from
“attempts to discriminate against the other side and
would foster the development of natural bilateral links
and pan-European cooperation.” This call for bilateral
links and general European cooperation implied a
desire to channel carefully any bloc-to-bloe dealings,
but the reference to businesslike relations was widely

to use GEMA in doing so.
A. Sovioi Motivations

The timing of Brezhnev's remarks is significant in
atterpting to explain the complex of clreumstances
and motivations behind the Soviet decision. CEMA
was, of coursi;, hy now better prepared: the expansion
of its extermal role strengthened its claim to
recognition, and with the Complex Program adopted,
the discussions over integration within CEMA had
become less nerimonious, With the CSCE now assured,
the preienses that it must be solely a conference of
states and that pan-European economic cooperation
must be strictly non-bloe could be ullowed to fude,

The recent successes of the EC were probubly also a
spur to the Soviet initiative. The Paris summit of the
leaders of Community members (in October 1972) had
just accepted economic and political union as the
long-range goal of the Community, and at the turn of
the year the Community was to expand its
membership und to introdace the first phase of its CCP
toward the East. In addivion, the Soviets were un-
doubtedly unhappy over the recent attempt by the EC
and NATO to coordinate their positions on economic
issucs in preparation for the CSCE and were anxious to
establish the terms of CEMA-EC contact before an
unwelcome precedent was set by u favorable EC
response to the pending Romanian request for
preferences.

There were also changes under wuy in the attitudes
of West Europcan Communist Parties toward the
Community which had implications for Sovict pol-
icies in Europe. The West European Communist
Partics had been strongly encouraged by the Soviets
to resist the EC, puiticularly in countries which were
moving toward memhership or toward a closer rela-
tionship with it (noi.oiy Austria and Finland). Any
premature move toward the EC would have undercut
these Soviet arguments and given a boost to EC
authority and expansion at a time when a major
objective was to minimize its role at the CSCE.

With the EC's enlargement and the holding of the
conference assured, these restraints were removed at
the same time that the approach of some West Euro-
pean Communist Parties to the EC waus changing
more rapidly, largely for domestic political reasons.
This was especially truc in France, where the decline
in French Communist Party oppusition to the LLC was
highlighted by the acceptance of a common program
with the Socialists for the 1972 election which pledied
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both parties 10 work within the Community and by
_progress toward entry of Irench Communlsts fnto the
Buropean Parhament, There they would join their
Hallan colleagues in the formation of fledgling
Communist parliamentary group, which offered the
prospeet of u rallying point for other EC Communist
Partics—or fuctions thereof—that favored the trans
formation of the Community from within,

Whether sanctioned by the Soviets or not, these
developments strengthened the Soviet need for new
channels of contact In Western Europe. With their
growing aceeptance in their own countries, the West
Furopean Communist Parties hed greater incentive
to distance themselves further from actual or upparent
Soviet tutelage. Among its other virtues, a CEMA-
G Jlink could offer the opportunity for projecting
Soviet influence within the Community at a time
when the utility of direct party contacts appeared to
be diminishing.

Yet, for all the apparent inducements which could
now be found for the Soviets to seek w CEMA-EC link,
the basic circumstances which had long inhibited any
real movement still remained. There was little pressure
being brought by the EC itself, and in fact the
preparatory talks for the CSCE had gotten under way
without any conditions being stipulated concerning
the Community’s role. Nor had any consensus emerged
within the USSR over the future prospeets of the
FC. Above all, the East Europeans had still not been
persuaded to grant CEMA authority to deal with the
EC in their nume,

'The Sovicts evidently had determined that a greater
GEMA role in controlling Eastern Europe’s relations
with the EC was of such significance to their plans for
insulating Eastern Europe from Western ideas and
practices that they could not wait for East European
approval of an increase in CEMA's authority or a
definitive asscssment of the EC's future. Rather, they
decided to angle for cstablishment of a CEMA-EC
link and exploit this to help force East European ac-
quicscence to tighter control of East-West relations.

Circumstantial evidence supports this interpretation
of Sovict motivations, for the decision to broach
publicly the question of a CEMA-EC link coincided
with a conservative turn in Sovict attitudes toward in-
stitutional modifications designed to facilitate
Fast-West economic relations. Earlier in 1972, con-
comitant with the monetary upheavals in the West,
there had been a number of signs of a growing Soviet
interest in the possibilities of a ruble bloc developing
within a new polycentric monetary system as the role

the disenssions over this new monetary system, The
e of u Buropean conference on monetary und flnan-
clad dssues had even been rised by the Soviet repre-
sentitive to the Eeonomic Comrdssion for Europe,!!
Ihese 1deus of becoming involved  with Western
monetary Institutions seem to have disappeared after
mid-year, shortly before the prospect of # CEMA-EC
link was raised und about the tme that Konumuntst
was rejecting any tum of sociulist integration toward
market and monctary reforms s one of the " funtasies
of bourgeois propaganda.”'* It had evidently now
been agzeed that 1f East-West cconomie relatlons were
to be expunded and o CEMA-EC tie established, there
must be no modification of cconumle practices within
CEMA and u minimum of exposure of its members to
chenging cconomic institutions in the West.

IV. FOCUS ON THE FORM OF
CEMA-ECTIES

Brezhney's bid for a CEMA-EC link marked o ma-
jor change in the USSR's European priorities. While
the transition had been gradual and was an integral
part of the evolving broader Soviet coneept of detente,
the longstanding policy of containing and
counteracting the EC on all fronts and at all costs had
given way to the growing need for controlling Last
European relations with the West during detente. This
shift transformed the key question from that of Soviet
acceptance of the EC's legitimacy to that of the form
of contacts with the Community te be developed by
the CEMA states.

A. Differing Perspectives Within CEMA

For the Soviets this question of how to make contact
with the Community has been more difficult than it
might appear. To outside observers the sharp distinc-
tion drawn by both East and West between an
approach to the Community and an approach to its
Commission has often appeared more an excuse for
deluy or a cover for indecision than u matter of prin-
ciple. Yet the Commission is the EC locus of
supranational authority and aspirations, which have
been not only the bete noire of Sovict propaganda,
particularly when contrasting CEMA and the EC, but
also the basis of the fear that poitical and ultimately
military supranationalism couid evolve from West
European cconomic integration. It would therefcre be
a major political and ideological hurdle for the Soviets
to accept the Commission as CEMA’s negotiating
partner, rather than to deal with the Community
through the sort of ad hoc joint committee that accom-
modating Western spokesmen had suggested might be
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This was also a particulaely difficalt question for the
East Europeans to foee, While they had long soughn
better  cconomle relations with the G and s
members, few were willing to aceept - significant
enlurgenment of CEMA's authority over the conduct of
Fast-West economie relations as the price of Improved
cconomie bargainiug power against the Community,
Yet, with the EC's intreduction of the CCGP getting un-
der way, the East Buropeans were fuced with the un-
welcome chofee of granting CEMA some countervadl-
ing rele or having each CEMA country deal with the
EC Commission bilaterally—n clreumstance to which
the Soviets not only objected strongly for political
reasons, but {n which, the Eest FEuropeans feared,
Soviet econotle power snd natural resources would
give the USSR a commanding advantuge  Neither
alternative being welcome, for the Eust European
states it became in lurge part o question of welghing a
strengthening of CEMA against their ability to com-
pete economicully and politicully for EC markets and
credits on their own, Most opted for the latter, coming
to welcome CEMA-EC contact only insofur as it
enhances detente, opens up contacts, und spurs the in-
terest of EC members in developing  East-West
economic relations bilaterally,

As u result, the particular spheres of cooperation to
be chosen by CEMA and the EC became a matter on
which views differed within CEMA. With regard to
relations in the commercial sphere, the EC's bloc
approach via the CCP has made the Eust Europeans
especially wary. Beyond these, there are some spheres
of potential cooperation which offer the prospect of a
significant enhancement of Soviet control through
CEMA if the EC states should be willing to negotiate
on them through the Community. These include the
spheres of investment, economic cooperation (beyond
merely commerctal arrangements), and monetary and
financial relations. Some possible spheres of
cooperation, however, may offer less potential for in-
creasing Soviet control than for opening up contacts
which could ultimately undermine Bloc cohesion by
spreading Western  attitudes and  practices.  Such
prosaic things as exchanges of statistics or technical
documentation necessitate travel and perhaps training
in the West; standardization of documentation, quali-
ty controls, or other regulations encaurages acceptance
of the most a<lvanced, i.c., generally Western, prac-
tices; and cooperation in certain areas such us environ-
ment or health, can probably help to promote the
movement of people and ideas in a framework in
which the Soviets would have trouble in maintaining
close control. Because of these objective conditions, it

wits Lo prove very difficult to agree, fest within CEMA
andl then batween GEMA und the EC, on the spheres
of possible CEMA-EC conperation which should be
explored aned i which the granting of bloe com-
petences should be considered,

B. East Evropean Resistance Emargas

Although publie reactions in Eastern Europe to
Brezhnev's remarks in December 1972 endorsing
businesslike relutions between CEMA and the Com-
munity were muted to nonexistent, in the absence of
any  prior consensus on the form and scope of
CEMA-EC ties this fssue was quickly joined within
CEMA. When, at a meeting of Bloe forelgn ministers
i Junuary 1973, Brezhnev called for negotintions
between the two cconomie groups In the intcrest of in-
creasing tride and economie cooperation, he reported-
Iy was met with arguments by the forelgn ministers of
most of the Fast European members—Hungary,
Romantu, Poland, und significantly, East Ger-
many=-~that this would lmit their individual
armngements with the EC.'™ It was subsequently
acknowledged by an official in the Soviet Ministry of
Foreign Affairs that in his December  statement
Brezhnev had spoken only for the Soviet Union, his
speceh having been preceded by merely an *exchange

of views™ with the other CEMA countries. '4

This puttern of resistance in Eastern Europe to
bloe-to-bloe  dealings which impinged on or con-
stricted bilateral relations with the Community was to
persist. The same East European countries which
voiced these initial reservations (and, as noted above,
had carlier resisted integration through tighter bloe-
wide planning) were to continue to offer active re-
sistunce to any supranational role for CEMA,

Their reasons for this resistunce have not been en-
tirely identical. For Hungary and Poland, political and
ceonomice considerations have perhaps weighed about
cqually. In addition to the desire to maintain ¢. trol
over their external relations, these two countries he ve a
major stake in the bilateral economic ties, including
cooperation arrangements, which they have developed
with EC members, notably West Germany. Although
it shares these ccune...ic gouls, Romania has attempted
to use relations with the EC and its members primarily
as & means of furthering its political independence
from the USSR, East Germany has been in a quite
different position. It has been less concerned with the
issue of political sovercignty than with preserving its
aceess to Community markets via the interzonal trade
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creasingly difftenlt as the original rtionale for this
arrangement—the oneness of Germany—huy
diminished with growing Western aceeptance of the
Fust German state, Thus, none of these countries have
wished to see thelr relations with the EC and s
members transformed and restrieted by o common
bloe approach, Of the remadning East European
CEMA members, while the laek of participation fu
reststing o strengiiiened CEMA by Czechostovakin has
appeared quite out of step with the country’s real
needs, #, ke Bulgaria, hus been able to benefit from
the resistunee of others in Eastern Europe without
Jeopardizing its political standing In Moscow.,

C. Tho Saviets Push for a CEMA-EC Link

The continuing absence of agreement within
CEMA—and very likely within the USSR itself—on
how to deal with the EC appeared to place Soviet
diplomaey under considerable restraints following
Brezhuev's proposal for CEMA-EC ties, There was no
tmmediate high-level follow-up, but several months
luter low-level Soviet diplomats initiated conversations
with their Western counterparts in which an initial
agreement was suggested for cooperation in such arcas
as transportation, fuel, and power!™ By foeusing on
the sort of pan-European projects which the Soviets
had been udvocating for several years and which had
already gained some support in Eastern und Western
Furope, this approach made the concept of
CEMA-EC relations appear relatively innocuous—as
merely a by-product of the broader movement toward
detente, and could be taken as a reflection of sensitivi-
ty to East European reservations,

This cautious opening of the question of the form of
CEMA-EC relations was paralleled by a very active
Saviet effort to negotiate long-term bilateral economic
cooperation agreements with EC members.* These
agreements evidently were designed not only to help
minimize the impact of any CCP, but also to placate
those within the USSR with reservations about coming
to terms with the Community. By establishing
bilateral cconomic relations more firmly and setting
precedents for the future development of such
relations, these agreements reduced the economic and
political risks of developing ties with the Community.

In the late spring of 1973, following the April
Central Committee plenum, these initial signs of

*A teneyear cooperation agreement was quickly prepared for signing
during Brezhnev's vidt to Boan in M ay 1973, ot which tim= zmilar
agreements were being urged on Italy, Brituin, and Bedglum. A new
agreement with France was signed in fuly 1973, whicl: supplemented
the ten-year agreement of 1971,

Soviet diplomatic caution gave way rather ubruptly to
a major drive to push through the estublishiment of o
CEMA-EC link, Desplte strong East European reser-
vations, ugain including those of East Germany,' o
mundute way obtained for CEMA Seeretary Fadeyev
to open an informal dinlogue with the 1C on the for-
mation of u joint committee to diseass the possibilities
for CEMA-EC  coopendion,' The  Soviets  then
stepped up the pressure both for Bloe-wide policy cour-
dinntion and for un expansion of the scope of the
CEMA-EC relation*hip, Soviet officlals, Including
Kosygin and Gromyko, indieated that much more was
envisioned for the CEMA-EC link than had been
suggested previously: In thelr discussions with EC
representutives  they  proposed  that CEMA-EC
relotions encompass  tardffs, quotas, the monetury
sphere and investment codes.™ The inclusion of
monetimy and Investment relations indicated that the
Soviets were thinking in much more ambitions tecms
than was necessary to counter the Community's CCP,
and suggested that they were working up to the idea of
giving the CEMA banks a major role in the monitoring
and control of East-West cconomic relations,

While the mounting cconomic difficulties in the
West and renewed signs of EC weaknesses may have
provided an impulse to the Soviet initiative, these con-
stderations do not appear to account for Soviet
heavy-handedness und seeming haste, The immediate
causes probably related more to negative, than to
positive, developmonts in the West (from the perspec-
tive of the Sovicts), for they had just received two clear
signals that their long-standing, much cultivated
French connection in the Community was breaking
down. The EC had granted the Romanian request for
preferences, which along with the Community’s new,
more comprehensive agreement with Yugoslavia, set a
precedent for bilateral dealings with the Community
by CEMA members unwelcome to the Soviets. In ad-
dition, on the eve of the CSCE the EC was finally
showing signs of taking a stand on participation,
declaring that trade aspects of future negotiations at
the CSCE would fall within the competence of the
Community and would not be left to member
governments.* Both of these EC moves were made
possible by the dropping of French objections, and
besides providing the Soviets with some disturbing ear-
ly signs of an untoward turn in French foreign policy,
by compounding their concern over controlling East

*The question of the Commission's role was left open. The lack of
objection from the East was taken us a step towards *nonmalization™ of
the FC's representation at the conference and towands Communist
recognition of the Community.*?

Approved For Release 2001/08/21 : ¢§A-RDP86T00608R000600170002-7
CONFIDENTIAL



Approved For Release 2001IOSI?édhﬁ‘)'l&-mli’SGTOOGOSR000600170002-7

European relations with the Community, undoubtedly
helped prompt the Soviets' more urgeat quest for o
CEMA-EC link,

D. Western Europe Joins the Resistance

Although such o long-awalted and scamingly
hiscorle dectsion as an approach to the EC imight be ex-
peeted to have been theroughly prepared and carefully
orchestrated, this was not the case, In addition
to—and perhaps beeavse of—the lack of consensus
within CEMA, the deciston was at first kept seeret,
and the initial attempt 9 communieate it to the West
discreetly was bungled, much to Soviet chagrin.*
By attempting to control the diplomatic action com-
pletely, the Soviets managed to ereate the strong im-
pression in the West that thi: was a Soviet, not a
CEMA, initiative and to Increase Enst European fears
of ultimate Soviet intentlons,

The implications of the broadened Soviet coneept of
CEMA-EC ties for the East Buropeans were in fact
potentially immense, and it scems likely that some
word of what was being proposed got back to them
and contributed to their growing disquict. Although
they reportedly were generally satisfied that Fadeyev
did not exceed his mandate in his inttial approach to
the EC, East European reservations were beginning to
be made known to the West, through both diplomatic
contacts and the public media. The essential argument
was that, while CEMA-EC contact was acceptable in
principle, it must not be institutionalized to the point of
displucing or limiting of bilateral contact. Again the
Romanians were the most active in presenting their ob-
jections, stressing that CEMA had no authority to
represent its members.?® But in a remarkable public
statement  Hungarian  Party leader Kadar, while
welcoming CEMA-EC contacts which fucilitated un
expansion of cconomic relations among members,
maintained that “there need not be economic relations
between CEMA and the EC in their capacities as
organizations.”# The idea was to restrict contacts to
multilateral discussions of problems, denying cither
grouping unything resembling a negotiating mandate
for its members.

The impact on EC members of these growing East
Suropean  reservations over  the  Soviet initiatives
appears to have been significant. Up to this time their

*The news of this agreement was finally given to Luxembourg
Forcign Minister Thom by Kosygin during his visit to Moscow at the
end of July, following an ubortive effort by Gromyko to get the message
through to Danish Forelgn Minister Anderson at the CSCE in Helsinki
warlier in the month,

attitudes had beconie Increasingly wary, but remalned
mixed: even after the Soviets revealed that Fadeyev
was to approach the Community some EC offictals
still felt that a CEMA-EC relationship would help
weanken Soviet domination over Eastern Europe, #
Following representations from the Romanians and
other Enst Buropeans arguing for the maintenance of
bilateral relations, however, the Italians came to view
the Fadeyev Initiative as an offort by the Soviets to
block dealings by individual Eust European countries
with the Community.® Similardy, the Brtish, French,
und Duteh were reportedly dubious of bloe-to-bloe
approach;®* and even the Germans, who initially had
pressed hardest for a forthcoming response by the EC
to the CEEMA bid, acknowledged the preferability of
the bilaterad approach in order to enhance East EBuro-
pean mancuverability and to dilute Soviet influence. 2

The surge of East European concern helped to dis-
abuse those in the Community who were inelined to
mistake Soviet interests for CIEMA fnterests and also to
focus attention on what kinds of CEMA-EC ties could
prevent the EC from becoming the unwitting ac-
complice to Soviet designs on Eastern Europe. Accord-
ingly, the Community’s reaction was very guarded,
no substuntive response being offered to Fadeyev's
appronch. After considerable reservations about it were
expressed in the European Parivment,® the EC Coun-
cil took the position that CEMA must approach the
Commission, thus effectively rejecting CEMA's
proposal that formation of a joint committee con-
stitute the first step. This reaction led to a relatively
long hiatus on the whole question of CEMA-EC ties,

V.THE SOVIETS LOSE THE INITIATIVE

Whatever the strength or combiration of immediate
wauses, the Soviets clumsily overplayed their hand in
their bid to the EC in the summer of 1973 and found
their plans for the conduct of East-West economic
relations in jeopardy. The mounting East and West
European reservations about Soviet intentions prom-
isced at best a relatively weak CEMA-EC link which
would offer the USSR only limited potential for con-
trolling East-West economie relations. Yet the Com-
munity’s insistence that CEMA approach the Com-
mission sharply raised the political cost of even this
weak link. What the Soviets probably feared most
from detente had begun to happen: Eastern and
Western Europe had found commonr: ground on which
to resist Soviet designs for the future conduct =f
Sast-West relations.
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A. Sovlet Troubles Mount

By early 1974 the Soviets' position had deterlorated
Murther, as the EC stanee hardened. While the Impuasse
thgered on, the Community, although still
procrastinating over the content of the CCP toward
the East, strengthened its resolve that CEMA must
take the tnitiettve by approaching the Commnsission,
The lntter in turn was emboldened to argue ina report
to the 12C Counell that CEMA was in fuct ill-sulted for
any dealings with the Community, having no clearly
defined Jurisdiction und very limited experience in ex-
ternal relations. While leaving the door open to a
CEMA approuch, the Commission thus served notjeo
that it was not prepared to trent GEMA as an cqual.
Furthermore, by muintaining that CEMA was -
capable of leuding broad trade negotiations but might
carry out only u “specific activity in that field if
political interests dictated it the Commission In-
dicated that it was not going to aceept CEMA as the
spokesman for its Eust Europran members unless they
clearly approved and defined the spheres for negotia-
tion  beforehand.®  Moreover,  with,  new  trade
ugreements between the members of CEMA and the
EC prohibited from the beginning of 1973 by the
CCP, bilateral  economic coopertion  agreements
between these countries began to assume increasing
commercial significance. Tronically for the USSR,
which had promoted these cooperation agreements,
this served to lessen the urgencey of, und to complicate
the formulation of, o common, positive Community
response to the CEMA bid.

The Sovicts appeared unable or unwilling to adjust
quickly to their now predicament. They refused to
approach the Commission, and although they stepped
up their research into the possibilities of CEMA-EC
cooperation, and leading officials, including Kosygin
and Gromyko, voiced impatience with the continuing
delay,® these outward signs of continuity could not
disguise evidence of reassessment in Moscow. There
was no sign of a new Soviet initiative for six months, a
period which coincided with evidence that a hard look
at detente policy was being undertaken by the Soviet
leadership. * This circumstance strongly suggested that
problems with the CEMA-EC bid, particularly the
East and West European reactions to it, were a signifi-
cant factor in this scrutiny.

*There was a number of indications that by late 1973 Sovict policy

toward the West was under review; see “The Pruspects for European
Unity. ..," op. cil, puges 14-15.

B. A Socond Bid for a CEMA-EC Link

Last spring the Soviets began to show an tnterest In
breaking the tmpasse over CEMA-KC relations, and us
the annual CEMA Council meeting approached in
June there were renewed slgns of Soviet pressure on
astern Furope o grant CEMA authority to deal with
the Community. Following un upsurge tn Romanian
commentarles upholding the right of CEMA members
to conduct thelr own external relations, highlighted by
Ceauseseu’s refeetion of the tdea of “exchange through
the mediation of CEMA,"# it was predicted by the
Crechoslovak Party daily that at the Gounell session
provision would he made for CEMA to function as u
“fully legal body in tnternational law”” In order for it to
deal with other international organizations,® While
this was evidently agreed upon in prinetple through a
new statutory provision explicitly “confirming” the
organization’s right to conclude  international
agreements,” there is no evidence that CEMA was uc-
(wally vested with any greater authority to negotiate
such agreements on its members' behalf, Despite this
appurent sethack to Soviet hopes for strengthening
CEMA, signs quickly appeared of Soviet willingness to
accede to ECG demands by moving toward contact with
the Commission—signs which culminated in the in-
vitution in September to Commission President Ortoli
to come to Moscow to discuss the possibilities for
CEMA-EC cooperation,

By “giving in” to EC demands that CEMA
approuach the Commission, the Soviets evidently hoped
at last to have ucquired the Jever with which to force
Eastern Europe to grant the CEMA Secretariat some
degree of supranational authority. The essential idea
appears to have been to concede a role to the Commis-
sion and then to insist, despite anticipated West
European, as well as East European, resistance, that
Castern Europe agree to closer coordination of foreign
cconomic policy through CEMA in  wder that a
meaningful dialogue over expanded economic
relutions with the EC could begin. The basis for Soviet
tactics here uppears to have been the expectation that
the cstablishment of CEMA relations with the EC
Commission could be linked to the introduction of the
second phase of the CCP in Junuary 1975, in which the
Commission was expected to assume the role of Com-
munity negotiator.

C. A New Impasse Emerges
Things have not worked out this way. By the time it
was finally made, the move io deal with the Commis-

sion was received with little enthusiasm by the Com-
munity, despitc the fact that no mention was made of
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sueh potentiully contentions issues {1y Eastern Europe
us the monetary and Investment spheres. Although the
EC Connell approved the opening of exploratory con-
tucts witii CEMA at lower lovels, it did not do so
before soliciting Fast European views concerning hoth
the invitation to Ortolt and CEMA-EC relations
generd™—a - reflection of the impuct of East European
feservations expressed earlier, That the Fust Luropean
reaction was still very wary, and that this way con-
veyed to the EC s suggested by the fuct that while
striving to introduce the CCP in principle by Junuary
1975 the EC did not glive the Soviets 4 new opportuni-
ty to push through a countervailing role for CEMA,
The Community refratned from threatening economic
sunctions against those who did not acknowledge the
CCP* and postponed uny real response to the CEMA
invitation to the Commission President,

In the face of this Community cffort effectively to
separate Introduction of the CCP from the question of
u CEMA-EC link, the Soviet stunce hardencd., On at
least one occasion last fall the Soviets threatened o
breakdown in bilateral economic relutions should the
Community insist on introducing the GCP through the
Commission.™ They made crude attempts to negotiate
extensions of bilateral trade sgreements with EC
members, particularly France and Germany—which
were resisted and effectively sidetrucked into’ nego-
tintions  over relatively  innocuous supplementary
cooperation ugreements, The Soviets, in addition,
refused to accept the proposed model agreement
offered them by the Commission as o first step toward
introduction of the CCP.

Most of the Eust Curopeans joined in this resistance
to the fatroduction ot the CCP. Except for Romania,
which had already esti blished a relationship with the
Commission  when it received  trade preferences,
CEMA's Eust European members also refused to
aceept this model agreement, This rejection un-
doubtedly received Soviet encouragement, but with
the prospect that their cconomic access to the Com-
munity would be preserved intact for the near future,
the East Europeans were probably not reluctant to join
the Soviets in strongly resisting introduction of the
CCP.

* Formally, most biluteral trade ugreements between CEMA countries
and the EC member states expired in Junwary 183 und should in theory:
have been replaced by new agreements negotiated with the Come
mission, There was never any expectation in- Community circles,
however, that existing trade arrungements would be repudiated or that
any FC level aecords would be reached by the first of the “ear, A
ane-year extension of u few bilateral agreements has been permitted, but
v most cases trade agreements have expired and the so-called
autonamaous Community policy, which in effect maintains the stetus
quo in trade relations is being applied.

Sueh rosistunce could only reinforce. Community
warlness of significunt CEMA-EC contucts and under-
mine Soviet arguments for strengthening CEMA's
anthority to enter into them. Recent evidence of Las
European concern cffectively mukes this point: in dis-
cussing their EG problems with

i late December, the Hungurlans stre s v 5 oir
desire for greater future autonomy In tracde et see
pressed thelr concern that ¥¢ policies (that s, in.
troduction of the CCP) would foree Hhe CEMA states
into @ common posttion n tradiiig with the Coms-
munity. They urged Instead “'at most” 0 CEMA-EC
umbrella agreement, under which CEMA and EC
members could continue to conduet trade biluterally, ™
The expression of these Hungarlun views, which were
promptly reluyed to the NATO um-
bussudors in Budapest, relleets ot only the depth of
st Furopean concern which  still exists, but a
willinguess to risk Soviet ire by lobbying against
Western policies seen as serving Soviet interests and
arguing in favor of arrangements which will minimize
Soviet control over East-West economice relations,

Soviel tacties in resisting the CCP undoubtedly
reflected a large measure of frustration over the con-
tinued EC unwillingness to recognize CEMA as an
equal. This non-recognition presents u serious obstacle
to any renewed attempt to enhance CEMA's role a-
spokesman for its members, By helping to forestall
strengthening of Soviet control over Eastern Europe it
evidenily reinforeed Soviet reluctance to make, or o
permit the Kast Europeans to make, any move toward
bilateral talks with the Commission concerning the

. CCP.

D. An Abortive First Official Meeting

As this new impuasse emerged and the prospects for
exploiting the EC's introduction of the CCP to
strengthen control over CEMA faded, the Sovicts
appeared to become less enthusiastic about pursuing
CEMA-EC relations at the substantive level, Shortly
before the first formal meeting of CEMA and EC
representatives in carly February, a leading Soviet
ceonomiat - pressed very modest hopes for its results
and envisioned merely an exchange of information
and some joint rescarch emerging during the first stage
of CEMA-EC cooperation.? This suggested that the
Soviets were becoming more cautious about the extent
of CEMA-EC contact, and that they might again be
reassessing their approach to the Community through
CEMA. There was in fact now growing concern within
the Commission that the proposed meeting between
“adevev and Ortoli was valued for “political and op-
tical” reasons, i.c., to give recognition to CEMA,
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rither than to achieve substuntive progress, "—u view
probubly derived fu part from the treatment in Soviet
propaganda of CEMA's achievement of observer
stacus ut the UN last full,

‘The trip to Moscow of un EC delegation for the in-
iHal meeting confirmed that CEMA was not prepared
to discuss substantive issues. The meeting went very
hadly, with no real progress on any issue being achiev-
ed and no communiqe~ being agreed upon, The
CEMA representatives were characterized us stubborn,
seeretive, und poorly prepared to discuss anything of
substance, their only Interest being In arrunging n visit
by Commission President Ortoli to Moscow. 37

The CEMA position at this first meeting appears to
have reflected an impusse within the organizution,
Neither the Bust nor the West Europeans of course
were willing to tuke up prospective spheres of coopera-
tion which could appreciably strengthen CEMA's
hand in East Kuropean forelgn cconomie policy. The
LC reportedly wanted to talk, rather, about things like
standardization and environmental protection, and
perhups eventually about statistical exchange and
energy policies. But even on these topics the CEMA
representatives were unwilling to open negotiations,
This suggests that because they were unable to
strengthen CEMA's avihority over Eastern Europe,
the Soviets had refused to sanction any negotiations
which would provide opportunitics for contact and
cooperation to develop between CEMA and EC
members.

The Community representatives apparently made
things more difficult for the CEMA delegation by fore-
ing the issue of their respective organizations' com-
petence. The EC delegation insisted that mutual
recognition of cach other's representational
powers—meaning, on CEMA's part, recognition of the
Commission’s authority to introduce the CCP—was a
prerequisite to progress toward cooperation, This, in
turn, it was argued, was essential before Ortoli would
have anything to talk about in Moscow. If main-
tained, this EC stunce meuns that the Commission’s
right to represent Community members in negotiating
new trade agreements must be accepted by CEMA
before any further real progress on CEMA-EC contact
qan be made and the Ortoli visit brought off. Com-
munity disappointment in this first meeting has in fact
led to increased suspicions of Soviet intentions and of
the utility of a trip to Moscow by Ortoli,

By tuking this position, the EC has confronted the
Soviets with tough decisions. Unless the Soviets reverse
their recent hard stand on the CCP by acknowledging

the Commission’s authority and are prepared to
negotlute on substuntive dssues In preparation for an
Ortoli-Fudeyev meeting, continued stalemate appears
likely. For the Soviets now to take these steps would
appenr to require either a major breakthrough on the
question of fnereasing CEMA's authority or Soviet
reexamination of the role of GEMA and of CEMA-EC
contact in future Fast-Woest relations.

Following the meeting, nevertheless, the Soviets
have appeared optimistic ubout future CEMA-EC
contaets. Ignoring reality, they have publicly in-
terpreted the meeting as a suceess, and u leading
Pravda  commentator, Yury Zhukov, has even
predicted a trip by Ortoli to Moscow *“ within the next
few months,"™ The construction of this fucade of op-
timism helps to keep Soviet options open: if a pro-
longed impasse develops und Ortoli cunnot be per-
staded to come to Moscow the Commuity can be
blamed for interrupting a promising dinlogue, vet at
the sume time, this approach can serve to cover or
minimize any concessions made to get him there, it
also reflects the Soviet attitude that meetings, visits
and declarations are worthwhile in their own right,
because even if they do not accomplish unything of
substance, they at least prevent backsliding and
thereby help to make detente irreversible.” Just as
for Western participants at the CSCE, in the near
term these Soviet tacties will provide a severe test for
the EC and its members of their commitment to a
continuing dialogue, their ability to resist unilateral
cencessions, and, increasingly, their patience.

VI. PROSPECTS

It now appears that CEMA-EC relations will
develop along more modest lines than some hoped,
and others feared, a couple of years ago, und that their
establishment is unlikely to precipitate any significant
changes in the conduct of East-West economic or
political affairs in the foresceable futwie. Eastern
Europe will generally be happy if CEMA-EC relations
remain pro-forma, more a by-product than a shaper of
Cast-West cconomic relations. The element of tacit
collaboration in resisting Soviet designs which has
evolved between the Community and East European
members of CEMA should continue to provide a for-
midable barrier to any breakthrough on the closely in-
terrelated questions of CEMA-EC ties and a more
authoritative external role for CEMA.

Although willing to sec CEMA-EC contacts develop
rautiously, the EC und its members are not likely to be
more forthcoming as long as Euast Zuropean reser-
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vatlons remain undiminished and CEMA's members
resist so ndumantly the application of the CCP. Recent
experience argues that the East Buropeans will con-
tinue to find a receptive audience for their complaints
among EC members should the Soviets step up
pressure upon them to grant CEMA a significant in-
crense in control over their external policies, and that
the Community Is likely to prove unreceptive to the
Soviets' more ambitious ideas concerning CEMA-EC
relations In such spheres as monetary and Investment
policy should they be revived. Now preoccuplied with
much more pressing problems than the CCP, the Com-
munity In fuct appears relieved to have achieved its
nominal introduction with a minimum of fanfare or
squabbling among EC members and, while insisting
on the Commission’s right to introduce the CCP, to be
less inclined to stress its authorlty in bloe-to-bloc
dealings.

tven If EC members eventually agree to the in-
troduction of a more comprehensive CCP toward the
Eust than one would presently anticipate, this will
provide little economic impetus for the development of
an cquivalent common policy by CEMA. The in-
stitutions und trading practices in the two halves of
Europe remain so different that—as GATT experience
with ¥ast European applicants has shown—there is lit-
tle real buis for negotiation over mutual corcessions
concerning trade barriers, Until operable tariffs or
other means of trade control less subject to manipula-
tion by central planners are introduced by CEMA, it
will remain very difficult for it to offer the Community
an cffective quid pro quo for commercial concessions.
The EC Commission, therefore, will in all probability
apply the CCP essentially unilaterally for the
foresccable future.

A major intangible at the moment, however, is
whether the rapid shift in the economic balance
between the USSR and Eastern Europe over the past
year or so will be exploited effectively by the Soviets to
breuk East European resistance to an enhancement of
CEMA’s autharity and to a bloc-te-bloe approach to
the Community. The Soviets are the primary supplier
of East European raw material and fuel requirements,
notably oil. Until this year, changes in world market
prices had relatively little impact on Soviet-East Euro-
pean trade because of long-term contractual
arrangements and the way prices have been set in
CEMA. But prices in Soviet-East European trade are
now rising, and closer Soviet-East Eurcpean economic
ties can be anticipated, which will be reflected in
greater East European debt to, investment in, and
trade and cooperation with, the USSR. Because of
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thelr great stuke in East European stability, the Soviets
will be very reluctunt to provoke eries of exploitation or
to accept the political risks which would accompany
ceonomie hardship in Eastern Europe. But the present
situation  does  greatly enhunce  Soviet  economic
burgaining power which can be turned to politicul
ends {f Moscow choses to do so. At a minimum, the re-
cent strengthening of the Soviets' cconomice position
has probably reinforeed their feeling that in the future
Bloe cconomie policy can be coordinated more effec-
tively hehind the scenes at state and, espectally, at Par-
ty levels—even without u more direct role for CEMA.

The Soviet decision on how to pursue the
CEMA-EC link will of course turu on much more than
tactical considerations of relative economic strength
within CEMA. The idea of such a link wus put
forward in 1972, If ut that time the momentum toward
detente was greater than at present, it was in part
because expectations of progress toward o new
cconomic order in Europe and expanded East-West
cconomic relations were strongei The Sovict
willingness to accept the Community as an economic
bloc in return for acknowledgement of CEMA's
authority in Eastern Europe could be seen as the
cconomic counterpart to the political settlement then
being sought in Central Europe,

For the Soviets the situation has now changed
markedly, The thrcat of the Community has
diminished, at least for the near future, as a result of
Western political and economic disarray, and the
broader Soviet political objectives in Central Europe
have been largely achieved. In assessing tcheir
approach to the EC the Soviets face much the same
question as on Basket 11l at the CSCE (freedom of
movement for individuals and ideas) and on
emigration: are the potentinl gains, which are now
largely cconomic, worth the political risks? In these cir-
cumstances, a good case can now be made in Moscow
for moving very cautiously in developing a CEMA-EC
link which in the absence of greater autherity for
CEMA may offer less prosnect for increasing Soviet
control over Eastern Europe thua for allowing East
and West Europeans to develoy contacts undermining
that control.

Frustrated in their efforts to exploit the establish-
ment of CEMA-EC ties and the introduction of the
CCP to strengthen CEMA, the Soviets are likely to be
happy to sce these ties develop gradually, while reap-
ing muximum political and propaganda advantage
from future contacts. They probably will also continue .
to resist the introduction of the CC?, seeking instead to
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steer pressing Issues of commercelal policy into bilateral
or quast-officlal channels, This appronch would now
appear to offer significant advantages to the Soviets,
because to the extent that they continue to push for a
Bloc approach to the expunsion of East-West economic
relutions, in the ubsence of firmly estublished control
by CEMA the East European and EG states will both
huve greater incentive and opportunity to steer
negotiations toward international forums in which the
roles of CEMA and the USSR can be minimized. By
advacating u separation of the problem of expanding
Eust-West  economic relations into its com-
ponents—trade  barriers, monetary arrangements,
credit policies, ete.—the roles of slready involved
organizations, such as GATT and the Economic Com-
mission for Burope (ECE), could be enhanced and
roles for other international orgunizations, such as the
IMF and the OECD, could eventually be found. In-
dications of just such reasoning have recently appeared
in Hungary, where GATT has been cited as the
preferred forum for trade negotiations with the EC,®
and in Romania, an IMTF member, which recently in-
dicated its interest in achieving observer status in the
OECD.** If the Community can maintain the coor-
dinated approach to the East developed for the CSCE

* Recent shns of Soviet interest in participating in some fushion at the
upeoming, GA'TT-sponsored round of multilateral trade negotiations
muy I part reflect u desire to monitor the East European’s activitles
there—especially thelr contucts with the Community. The ECE, which
has long been involved in promoting East-West economice relutions, is
defezring an examination of its current programs pendinig the outcome of
the CSCE, which it antletputes—pethaps oo optimistically—will help
to shape its future role, 4
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and now galning eredence through the introduction of
the CCP, and can carefully nurture Its inciplent coor-
dination of forelgn cconomic polley with Eustern
Europe, it might be possible to begia to shift
negotiations to these international forums, By drawing
the CEMA states Into the international economie
system, this could eventually help make it possible for
discussions to focus on more fundamental economie
barriers to an expansion of East-West cconomic
relations, such as biluteralism and non-convertibility.

All of this remains anathema to present Soviet
leaders. Their rather abrupt rejection of any involve-
ment in international monetary negotiations, noted at
the time the approach to the EC was first being
prepared, and thelr continued reluctance to think
along such lines reflect an awareness of the oppor-
tunities this involvement would provide for subtle sub-
version o7 Soviet control and a revival of reformist sen-
timent in Eastern Europe, The Soviets have consigtent-
ly shown their unwillingness to risk cither development
in formuluting plans for detente, This helps explain
why tieir post-CSCE coneept of economic relations in
urope remains so andeveloped, failing so far to
proceed beyond the notion of a few grandiose pao-
Europcan projects and to offer any tangible in-
stitutional innovations. Yet, until there is a lessening of
Soviet rigidity on the form of future East-West
cconomic relations and on the extent of bloc control
necessary over them, it is unlikely that cither Eastern
Europe or Community members will become more
willing to see the CEMA-EC link now finally being es-
tublished assume a significunt role in the shaping of
these relations.
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