EAST-WEST
TRADE

E. Amid-hozour and J. Somogyi

Background and the current
situation on the changing
pattern and volume of EastWest trade. A later article will
discuss trends and future
possibilities.

Faced with the need to reconstruct their
economies after World War II, East European countries put great emphasis on the
development of trade among themselves;
trade with the rest of the world was considered as only supplementary. The 1960s
saw a change in this situation; it became
increasingly plain that economic cooperation between the East and the rest of the
world could be mutually beneficial, and
the role of foreign trade in Eastern Europe was adjusted accordingly.
During the 1960s trade became a part
of domestic growth efforts, and its renewed importance reinforced links between East European economies and both
developed countries and less developed
countries. East-West trade expanded rapidly, and East European countries came to
rely more and more on imports of manu-

factured goods from the developed countries. In order to finance these imports,
East European countries sought to increase their exports to Western countries
and cooperated with Western firms especially in the development of natural resources and the creation of industrial
infrastructure. In addition, Western countries made credits available on an increasing scale in order to finance exports to
East European countries.
East European countries together accounted for perhaps one third of total industrial output (East and West) in 1970,
but for only some 10 per cent of total
trade of the Eastern and Western countries (Table 1). The new decade accordingly opened with an awareness that there
was room for a larger volume of trade
with the West than then existed. In the
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as to raise the share of consumption in
national income—a move likely in itself to
lead to higher imports.
Some characteristics
Foreign trade in the East and in the
West differs significantly because of the
two political systems.
A major determinant of trade flows in
Western countries is relative prices which
in turn reflect relative costs between countries. Within a Western economy, demand
and supply are the most important factors
determining prices. In East European
countries, however, plans and planning requirements mainly determine trade flows,
pricing policy does not necessarily reflect
market conditions, and, moreover, domestic prices are largely insulated from external influences.
In an East European country trade is
conducted by state organizations, whereas
in Western countries trade is predominantly a matter for the private sector. Finally, since planners in Eastern Europe
determine mainly what to produce and
sell, competition does not play the same
* Electrical goods for export from Romania:
~ "during the 1960s trade became a part
of domestic growth efforts."

last two years, this feeling has gained
strength; recent economic changes in East-

ern Europe seek, inter alia, to increase
efficiency by encouraging exports, as well

Table 1
Indicators of World Population, Industrial Output, and Foreign Trade in 1970
Per Cent of Total
Industrial
output
Population

Foreign Trade Turnover
Per cent
Per
capita US$
share

Developed countries

21.5

55.0

69.3

142

Less developed countries

43.0

7.0

19.1

20

East European countries
World

35.5

38.0

11.3

14

100.0

100.0

100.0

43

Source: United Nations. Monthly Bulletin of Statistics, New York.

role in securing efficiency as it does in a
Western economy.
East European exports to the developed
countries consist mainly of raw materials.
Since East European countries are seeking
to industrialize their economies rapidly,
their demand for imports from developed
countries is consistent and high. In contrast, difficulties can arise in connection
with East European exports to developed
countries. On the one hand, there is a
limited market for primary goods in the
developed countries (except for fuel and
gas); on the other hand, the East European countries have not developed the
kind or quality of manufactured goods
that can be marketed easily in developed
countries.
There is also a major difference in the
role of services in East-West trade—particularly managerial services and tourism.
Although management is often ignored in
discussions of East-West trade, the re-

33

©International Monetary Fund. Not for Redistribution

form-minded East European countries
have long been interested in importing
managerial as well as technical skills. A
relatively less developed managerial ability
is probably one of the most important
comparative disadvantages of the Eastern
countries compared with Western countries. Tourism from Western countries has
been a rapidly growing industry in East
European countries, notably in Hungary,
Bulgaria, and Romania. It has been growing much faster than national income, and
also faster than commodity exports.

Table 3
Value of Western Countries' Exports to East European Countries in 1970

Developed countries
Austria
Finland
France
Germany
Italy
Japan
United Kingdom
United States
Yugoslavia
Other

Dimensions and geography
In 1970, the value of imports by the
East European countries from all Western
countries totaled US$8.7 billion, and the
corresponding export total was US$7.6
billion (Tables 2 and 3). The East European countries' imports from developed
countries were US$7.0 billion, and their
exports amounted to US$6.3 billion; the
corresponding figures for the less developed countries were US$1.7 billion for

Subtotal
Less developed countries
Latin America
Middle East
Other Asian
Africa (excl. South Africa)
Other
Subtotal
Total

Value of East European Countries' Exports to the West in 1970
(In millions of U. S. dollars)

To developed To less developed
countries
countries
(ID
(I)

Total
(1 + II)

Per cent
of total

315.7
975.2

12.8

66.6
167.5
89.0
82.5
184.6
140.2

532.5
617.9
1,209.0
679.2

2,743.4

557.1

3,300.5

43.3

6,342.5

1,287.5

7,630.0

100.0

249.1
807.7

443.5
535.4
1,024.4
539.0

U. S. S. R.
Total

Source: IMF and World Bank Group. Direction of Trade, various issues.

imports and US$1.3 billion for exports.
The largest trading country in Eastern Europe is the U.S.S.R. On the Western side,
the largest trading country is the Federal
Republic of Germany.
Throughout the 1960s, the percentage
of world trade accounted for by developed countries grew from 65 per cent
in 1961 to 69 per cent in 1970, but the
share of East European countries remained unchanged at about 10 per cent.
Relative importance of East-West
trade
East-West trade is of far greater importance to the East European countries,
representing some 30 per cent of their

Per cent
of total

368.4
361.4
647.0
1,296.6
701.8
446.8
620.0
353.3
538.5
1,663.2

4.2
4.1
7.4
14.8
8.0
5.1
7.1
4.0
6.1
19.0

6,997.0

80.3

318.3
646.2
660.3
215.3
129.0

3.6
7.4
7.5
2.4
1.4

1,711.1
8,708.1

19.6
100.0

Source: IMF and World Bank Group, Direct/on of Trade, various issues.

Table 2

Bulgaria
Czechoslovakia
Eastern Germany
Hungary
Poland
Romania

In millions
of U. S. dollars

4.1
7.0
8.1

15.8
8.9

total trade, whereas it represents only
about 3.5 per cent of the total trade of
the West. However, the relative importance of East-West trade differs markedly
among individual countries. In 1970 the
share of exports of East European countries with the West ranged from 23 per
cent to 45 per cent (Table 4). It is highest
for Romania and Poland, and lowest for
the U.S.S.R. and Bulgaria. Similar patterns exist with regard to the share of imports of East European countries from
Western countries, which range from 27
per cent for Bulgaria to 48 per cent for
Romania.
Among the Western countries, Yugoslavia, Finland, and Austria have a considerably greater proportion of their trade with
Eastern Europe than other Western coun-
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What Is East-West Trade?
East-West trade is defined as the
trade of East European countries
with developed and less developed
countries as defined in Direction of
Trade, a monthly published jointly
by the Fund and the World Bank
Group. £asf European countries
comprise Bulgaria, Czechoslovakia,
Eastern Germany, Hungary, Poland,
Romania, and the U.S.S.R.
Developed countries comprise the
industrial countries (Austria, Belgium, Canada, Denmark, France, the
Federal Republic of Germany, Italy,
Japan, Netherlands, Norway, Sweden, Switzerland, the United Kingdom, and the United States), and
other developed areas (Australia,
Finland, Greece, Iceland, Ireland,
Malta, New Zealand, Portugal, Spain,
South Africa, Turkey, and Yugoslavia).
Less developed countries comprise
the other countries listed in Direction ol Trade. The following countries are excluded from this study:
Albania,
mainland China,
Cuba,
Mongolia, North Korea, and North
Vietnam. These exclusions amount
to about 20 per cent of the value of
East-West trade. Furthermore, trade
between the Federal Republic of
Germany and Eastern Germany is
not included in the national foreign
trade statistics and, therefore, is not
treated as part of East-West trade.
The value of this trade amounts to
about 6 per cent of the value of
East-West trade.

proportion of their exports going to East
European countries is important to their
overall growth effort.
Commodity structure
Two thirds of total world trade, including trade between East European countries, is in manufactures and one third in
raw materials (Table 6). The pattern of
the total trade of East European countries, including trade between themselves,
is divided in this way in almost exactly
the same proportions. But in their trade
with the West, East European countries
are much more dependent on raw mate-

rials, which account for 45 per cent of exports and 39 per cent of their imports.
The commodity structure of the trade of
Eastern Europe with the West is far from
uniform. Trade with developed countries
consists of a small proportion of exports
of manufactures from Eastern Europe,
and a large proportion of imports of manufactures from the developed West. In
trade with the less developed countries,
the reverse applies: East European exports to the latter are dominated by manufactures, while East European imports
from these countries are primarily raw
materials.

Table 4
Share of East European Countries' Exports and Imports to and from the West
in 1970
(In per cent of total)
Exports to
Less
Developed developed
countries countries
(I)
(ID
(I + N)
Bulgaria
Czechoslovakia
Eastern Germany
Hungary
Poland
Romania
U.S.S.R.

Imports from
Less
Developed developed
countries countries
(IV)
(V)
(IV + V)

16.0

7.7

23.7

20.1

6.7

24.4

9.8

34.2

27.4

7.7

35.1

23.8

5.6

29.4

27.8

5.0

32.8

31.0

6.0

37.0

31.6

6.3

37.9

30.3

7.8

38.1

27.5

5.7

33.2

45.0

40.9
23.8

7.4

48.3

7.8

31.6

34.5
18.9

10.5
4.4

23.3

26.8

Source: General Agreemnent on Tariffs and Trade, Internaalti;lonal Trade, Geneva.

Table 5

tries. The shares of their exports to this
area amounted to 32 per cent, 16 per
cent, and 13 per cent, respectively, in
1970 (Table 5). The share of other West
European countries averaged approximately 4 per cent. The United States, in
contrast, sold less than 1 per cent of its
total exports to Eastern Europe. A number of factors have contributed to the
relatively high volume of trade between
Western Europe and Eastern Europe: the
geographic closeness, traditional trade
connections, and structures of export industries and import demands that have favored intra-European trade.
The share of exports of less developed
countries to Eastern Europe in 1970 represented slightly more than 3 per cent of
their total exports. Although the trade of
less developed countries is overwhelmingly
with developed countries, even the small

Share of Western Countries' Exports and Imports to and from East European
Countries in 1970
(In per cent of total)
Share of exports
Developed countries
Austria
Finland
France
Germany
Italy
Sweden
Switzerland
United Kingdom
United States
Yugoslavia
Less developed countries
Latin America
Middle East
Asia (excl. Japan)
Africa (excl. South Africa)

Share of imporl

13..0
15.7.

16.1

32.0

20.5

3.6
3.8
5.3
5.0
4.1
3.2
0.8

2.2
5.6
5.0
1.9

5.1

2.4
3.7
5.5
4.7
2.1
4.0
0.5

1.0
6.8
2.8
2.4

Source: IMF and World Bank Group, Direct/on of Trade, various issues.
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Eighty per cent of East European imports from the developed countries in
1970 were manufactured goods, mainly
machinery and equipment (Table 7). The
raw materials imported from the developed countries include cereals and wool.
In the East European exports to the developed countries, raw materials have a
large share (56 per cent); they consist of
agricultural products, minerals, metals,
and natural gas. Exports of manufactured
products comprise mostly less sophisti-

cated consumer goods and semifinished
products.
The structure of the trade with the less
developed countries is—not surprisingly
—very different. The share of manufactures in the East European countries' exports to the less developed countries was
77 per cent in 1970, only slightly higher
than in 1960 (Table 7). The manufactured exports to the less developed countries consist of machinery and industrial
goods, such as tractors, textile machinery,

Table 6
Composition and Direction of Exports in 1970
(In billions of U S. dollars)

TO

Developed
countries l

Less
'developed
countries

East
European
countries

All
countries

42.0
128.0

7.1
33.5

1.4
5.5

50.5
167.0

170.0

40.6

6.9

217.5

30.8
8.9

7.3
3.3

2.3
0.4

40.4
12.6

39.7

10.6

2.7

53.0

3.5
2.8

0.7
2.3

4.7
12.7

8.9
17.8

6.3

3.0

17.4

26.7

76.3
13917

15.1
39.1

8.4
18.6

99.8
197.4

216.0

54.2

27.0

297.2

FROM
Developed countries
Nonmanufactures
Manufactures
Total
Less developed countries
Nonmanufactures
Manufactures
Total
East European countries
Nonmanufactures
Manufactures
Total
All countries
Nonmanufactures
Manufactures
Total
Source:
1

UN, Monthly Bulletin of Statistics. July 1972.
Definitions of areas differ from that of Direction of Trade.

Table 7
Composition of Trade of East European Countries
(In per cent of total)

1960
With developed countries l
Nonmanufactures
Manufactures
Total
With less developed countries i
Nonmanufactures
Manufactures
Total

1970

Exports

Imports

Exports

Imports

68
32
100

28
72
100

56
44
100

20
80
100

25
75
100

90
10
100

23
77
100

85
15
100

Source: UN, Monthly Bulletin of Statistics, Direction of Trade, various issues,
Definition of areas differs from that of Direction of Trade.

1

sugar refineries, and military equipment.
The East European imports from the less
developed countries are dominated by raw
materials (85 per cent of total). The reasons for this difference in the commodity
structure of trade with less developed
countries are obvious enough, being based
on the demand and supply situation in
the respective areas.
Development of East-West trade
(1) 1960-70.—During the 1960s, imports by East European countries from
developed countries not only grew faster
than East European industrial production
but also faster than the area's imports
from all Western countries. Industrial production in the 1960s rose at an average
annual rate of 8 per cent in the East European countries and at 7 per cent in developed countries. In the same period,
East European imports from the developed countries rose at an average annual
rate of 12 per cent, while their total imports rose at an average annual rate of
only 6.5 per cent. During 1960-69, East
European countries' exports to the developed countries increased at an average annual rate of 10 per cent.
Among the West European countries,
Germany, Italy, and France experienced
export surpluses with the East European
countries while the United Kingdom had a
deficit. Average rates of growth of East
European countries' exports varied between 7.5 per cent and 15 per cent. Romania and Bulgaria, with low starting
bases, achieved the highest rate of export
growth, whereas the rates of growth for
Poland and Eastern Germany were much
lower. In the last few years, Hungary, Poland, and Czechoslovakia were able to accelerate the rate of growth of their exports to developed countries, while the rate
of growth of exports of the U.S.S.R. and
Eastern Germany slowed down markedly.
Imports by East European countries from
less developed countries grew at an annual
rate of 10 per cent in the 1960s, whereas
exports of East European countries to less
developed countries rose at an annual rate
of 12 per cent.
(2) 1970-71.—The most recently completed Five-Year Plans of the East European countries covered the years 1966-70.
In 1970, there was an acceleration of
imports from developed countries, particularly in the first half of the year, as
import allocations that had not been taken
up earlier were utilized while they were
still available. Romania, Poland, and Bulgaria achieved the fastest rates of export
growth to developed countries in 1970,
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with increases of more than 20 per cent.
The exports of other East European countries to the West rose by between 12 per
cent and 15 per cent.
In 1970-71 practically all developed
countries increased their imports from
Eastern Europe in about the same proportion as their total import growth. This
marks a departure from the pattern dur-

ing the 1960s. Another feature of recent
East-West trade developments has been an
increase in the import surplus of East European countries coupled with a corresponding increase in trade credit to these
countries.
The pattern and structure of East-West
trade are complex and changing. They depend in part upon the economies of the

East and of the West and in part upon
political attitudes to trade. Moreover, the
situation of individual countries within
each of the two broad groupings differs
significantly. The evidence of the 1960s is
that both Eastern and Western countries
have become increasingly aware that a
growing volume of trade can be mutually
beneficial.
Ell

ASSEMBLY
INDUSTRIES
IN THE CARIBBEAN

standard to which other workers aspire.
Unions are strong and membership is
widespread and accounts for 30 per cent
of the employed labor force. Under these
circumstances, it is not surprising that
labor-intensive industry has generally
avoided this high wage economy; thus,
unemployment remains a serious problem,
with an estimated 13 per cent of the labor
force without work. However, an innovative fiscal approach was taken in 1972: as
an employment incentive, firms taking on
additional labor have their income tax
burden reduced.

evident for the majority of industries established under fiscal-incentive legislation.
There appears to be ample scope for a
shift in the incentive laws to encourage
greater labor utilization.
Wide differences in average wage rates
exist in the Caribbean countries, but low
average wages, as indicated by a low per
capita GNP, do not always correlate with
a high concentration of assembly plants.
To be sure, Haiti, the country with the
lowest per capita GNP, has attracted a
large number of assembly operations relative to the size of the economy. Similarly,
the lack of assembly activity in Trinidad
and Tobago owes much to its relatively
high wage structure. On the other hand,
the per capita incomes of Barbados and
Jamaica are almost twice as high as that
of the Dominican Republic, and while the
latter has only a few assembly operations,
the former two countries have built up an
extensive industry.
The experiences of the Caribbean countries indicate that, with appropriate incentives, assembly industries can provide a
useful remedy to unemployment while at
the same time having a favorable impact
on the balance of payments. For the
longer run, these industries provide an
opportunity for local entrepreneurs with
few capital resources to establish competitive manufacturing enterprises and to lay a
base for expansion into other industrial
activities.
ED

continued from page 22

There is evidence, moreover, of a measure of instability among the assembly
enterprises, as plant closings have been far
more frequent than among all companies
operating under the incentive laws. Important factors associated with the relatively
high rate of close downs include a very
high proportion of foreign ownership and
minimal capital outlay, facilitating mobility.
In Trinidad and Tobago, assembly industries have been relatively unimportant,
although manufacturing in general has
been a growth sector during the past decade. Most of the 500 firms are small and
locally owned and were stimulated by. an
import substitution program based on
fiscal incentive laws. However, the firms
are relatively capital intensive—the average capital per worker in manufacturing is
estimated at US$4,700. The capital-intensive nature of production finds its origin
in the high average wage structure of the
economy of Trinidad and Tobago. The
high wages and generous fringe benefits
enjoyed by workers in the petroleum sector
make it the pacesetter in the economy, the

Opportunity for assembly industries
The Caribbean countries considered
here have had widely different experiences
with assembly industries, although all
share the basic problem of chronic and
high unemployment, despite large-scale
emigration. Proximity to the important
U. S. market is broadly comparable among
the countries. In any case, minor differences in proximity to the United States do
not appear to be a crucial factor; the
Dominican Republic has attracted little
assembly industry, while in Barbados such
operations are considered an important
element of the national economy.
All the countries provide generous, and
generally comparable, fiscal incentives to
new industries—income tax holidays and
exemption of duty on capital imports. A
bias toward capital-intensive production is
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THE SNAKE

IN THE TUNNEL
continued from page 13

for the settlement of international transactions.
It appears likely that ways will be found
which, while maintaining the principle of
using gold in settling accounts, will in effect provide for postponement of such settlements until the status of gold has been
clarified in the context of the reform of
the international monetary system. Furthermore, while central bank intervention
will generally continue to be in Community currencies, greater flexibility in intramarginal intervention, both within the
Community band and under the Smith-

INTEGRATED
REGIONAL
DEVELOPMENT
continued from page 25

Agricultural development of Paktia has
relied largely on intensive demonstration
and extension services, inputs of fertilizer,
improvements of seeds, tools, and techniques, construction of small and mediumscale irrigation schemes, livestock development, and agricultural research and
on successful marketing of the increased
and improved output. The forestry development was, at least at the beginning, less
successful because of tribal feuds and
large-scale exploitation of the forest stock
—the main source of income for a large
part of the increasing local population.
Nevertheless, training in improved techniques, and in wood processing and afforestation, are helping to raise forestry output in the long run.
The development of small-scale industries—the third project unit—was delayed,
due partly to some reluctance by the
donor country. Plans for an industrial
estate where several private companies
would process local raw materials (wood,
leather) or produce agricultural tools had
to be dropped. However, demonstration
workshops and information services have
been established to make local trade more
effective by providing technical and business expertise. In addition, vocational education in a technical school in the provincial capital and on-the-job training on
some projects have helped to reduce
the shortage of skilled manpower. The

sonian Agreement, are presently under consideration.
Conclusion
After April 1972 the member countries
of the European Community reduced
the fluctuation of Community currencies
against each other from the spread permitted under the Fund's decision on wider
margins. The narrowing of potential exchange rate fluctuations is the first experimental step in a unique attempt at forging
a monetary union among countries of considerable economic disparity, with differing structural problems, and with diverging policy priorities to deal with these
problems. It has often been emphasized
in dispussipns of the Community's progress toward economic integration that the
feasibility and success of a monetary union
improvement of the infrastructure centered on such projects as the construction
of graveled highways, feeder roads, and
small power stations.
Compared with the large-scale, capitalintensive irrigation projects being carried
out elsewhere in Afghanistan, planned
expenditures for the Paktia project—of
about $10 million during the Third FiveYear Plan—are relatively low (about $6
million has been received in foreign
grants). On the other hand, the results
have been so promising—in spite of several delays—that similar regional development projects in other provinces will have
a high priority in Afghanistan's next
Five-Year Plan. Results from the agricultural project units, which increased the
population's income by approximately
$0.7 million in 1968 and by almost $2 million in 1969, have been particularly important to the success of this regional project.
An interesting example of the important
role of self-help in regional projects can
be seen in the integrated development of
Turba, a rural region in Hugariah, the
southernmost district of the Yemen Arab
Republic. The Hugariah Development
Board—set up by private initiative in
1970—depends mainly on private contributions from the local population, and on
assistance from international agencies, but
also receives support from the Yemen
Government. The local people have
voluntarily constructed health centers
and feeder roads and have financed the
employment of a foreign groundwater
expert. The farmers, who have been extremely keen to obtain advice and on-thejob training from UN experts and foreign
volunteers from charitable organizations,
plan to use improved seeds, tools, and fertilizers.

is vitally dependent on a harmonization of
economic policies among the constituent
parts of the union. Differing economic policies leading to divergent trends in developments in member countries could not fail
to affect the evaluation of relative currency strengths and put the arrangement
to a severe test. Moreover, the movement
toward a monetary union occurs at a time
when changes in countries' exchange rates
have come to be considered more acceptable as a solution to economic maladjustments. Questions relating to the harmonization of economic policies and the use of
exchange rate adjustments as a policy
measure will continue to play an important
role in the future development of the
Community's progress toward a monetary
union.
ED
Future objectives of the Hugariah
Development Board include improvements
in health and education, agriculture and
livestock, rural handicrafts, the road system, and the supply of water and electricity. It is also hoped to improve the
marketing of agricultural products and to
begin manufacturing some agricultural
tools, possibly in cooperation with an
industrial estate planned for the provincial
capital. It is expected that this integrated
and regionally concentrated development
will—if the present supply of initiative
and goodwill can be coordinated into
a systematic scheme—result in great benefit to the region. Already the concentration of activity in one small region has
stimulated, not political jealousies elsewhere but imitation in other regions of
the Hugariah initiative.
The preceding generalized discussion
does not fully reflect the complexity of
the process of integrated regional development, nor reveal the sophistication and
refinements in techniques which have been
developed to deal with it. Nor does it
reflect the fact that, although the principles of regional development do not vary
much, their application in particular cases
is subject to adaptation and refinement
since projects will yield their own individual problems. Nonetheless, integrated
regional development is an important tool
in the development of backward areas and
should prove effective in meeting some of
the Second Development Decade's objectives—increases in overall economic effectiveness, an ending of regional stagnation,
a lessening of rural underemployment and
regional income inequalities, and economies in provincial administration.
ED
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