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F O R E I G N  T R A D E  

Austria as a Model for East-West Trade 
by Dr Walter Stermann, Vienna 

T he transi t ion from the cold-war period, when  
also the  economic relat ions be tween  East and 

Wes t  had been  almost  frost-bound, to peaceful  co- 
exis tence has brought  about  the Wes te rn  industrial  
nations'  growing interest  in East-bloc markets,  and 
along with it a continuous expansion of trade. This 
tendency became even  more pronounced after, in 
the last years,  economic reforms had star ted in almost 
all East-bloc countr ies-- reforms,  that by integrat ing 
elements  of a free market  economy intend to pro- 
mote the nat ional  economies '  performances  without  
on pr inciple  changing the adherence  to the socialist 
planned economy. It is a common feature  of these re- 
forms that apart  from a c e r t a i n n e w  interpretat ion of 
the cost account ing system they introduce decentral-  
isation and with that a delegat ion of responsibi l i ty and 
competence to the individual  managements ,  that thus 
are enabled to exerc ise  more inf luence also on the 
purchasing of their  p roduc t ive  equipment  and pr imary 
material.  The result  of all this is the possibi l i ty and 
even  necess i ty  of direct  contacts wi th  the suppliers. 
The Wes te rn  sel ler  does no longer  deal  exclus ive ly  
wi th  the official of a public foreign t rade associat ion 
in a monopoly  position, but he is also offered the 
opportuni ty  of talks with the producer  interposed in 
distribution. 

As is well-known,  quite  some t ime ago Jugos lav ia  has 
taken the lead regarding these decentral isat ion ten- 
dencies, and they  resul ted in such ex tens ive  changes 
that due to its present  economic order  ,this country 
is no longer  considered an East-bloc country proper  
(Jugoslavia is but  an observer,  not  a ful l -member of 
COMECON). In the most important  East European 
countries these tendencies  appeared in var ious  forms, 
different intensi ty  and with differing results. 

Individual Prerequisites 

In consequence  of the polit ical thaw the European 

industrial  nations '  Eastern trade increased constantly.  
Regarding this trend, apart  from economic aspects, 
strong poli t ical  mot ives  were  doubtlessly decisive,  

thus e.g. the influence of de Gaulle 's  European pol icy 
or the Federal  Republic 's  concentra ted efforts for an 

agreement  with the East-bloc. In fact the Common 
Market ' s  East-West  t rade increased by more  than 
250 per  cent  be tween  ,1958 and 1966, whi le  in the 
same per iod  the t rade vo lume  with third countries 
mere ly  doubled. In the case of France and the Benelux 

countries this t rade  expansion was sl ightly be low this 

average,  while  the  Federal  Republic of Germany has 
reached it and I taly increased its exports  from $ 89 
mill ion to $ 357 mill ion and its imports from $ 103 
mill ion to $ 514 million. In the first half of 1967, this 
trend continued even more strongly:  the EEC ex- 
panded its exports to socialist  countries by 32 per 
cent as compared with the first half of 1966, the 
Federal  Republic wi th  47 per cent and I taly with 28 
per cent taking the lead. 

Of course, the change of the polit ical cl imate has not  
been without  influence on the Austr ian Eastern trade, 
but its longer- term and more constant  development  
is based on individual  prerequisi tes.  As shown by 
Table 1, from 1958 to 1966 it has only about doubled 
as compared with the s t ronger  trade expansion of 
the EEC countries. 

Table 1 

Development oi Austria's and the EEC's 
East-West Trade 

Year 
Imp o r ~  in million $ _ Exports in million $ 

Austr ia  I ~ F e d '  / EEC, incl. Fed. Rep. " Aus t r ia  Rep. " 

1958 133.6 6??.7 266.6 140.7 625.? 27?.3 
1959 149.5 823.3 323.2 156.2 710.7 314.2 
1960 186.5 9?5.0 380.5 196.? 991.9 440.3 
1961 I78.5 1,077.3 412.5 211.1 1,098.5 476.4 
1962 196.8 1,201.8 4?2.2 221.5 1,170.5 504,2 
1963 233.? 1,362.8 453.2 232.7 1,079.7 438.6 
1964 22?.? 1,359.5 486.7 253.5 1,212.6 551.2 
1965 259.0 1,572.9 589.2 285.2 1,416.0 587.7 
1966 277.1 1,797.0 650.4 302.9 1,670.8 695.8 

�9 Wi thou t  interzonal  t rade.  
Sources:  Aus t r i an  Statistical Centra l  Office and  
of the EEC. 

Statist ical  Office 

Three  components  are influencing the deve lopment  
of Austr ia 's  Eastern trade: a historical  one, a geo- 
graphical  one and one  pertaining to internat ional  
law. From the t imes of the Austr ian-Hungar ian 
monarchy--a l though f ive  decades have  passed since 
its d isso lu t ion--s t ronger  t radit ional  ties are still 
exist ing with those socialist countries, that, complete-  
ly or in part, had belonged to this monarchy. This 
applies above  all to the Danubian states Jugoslavia ,  
Czechoslovakia and Hungary.  These  tradit ional  re- 
lations are human ones, family bonds, but  also 
cultural  and economic  ones. They are  being promoted  
by the geographical  posit ion of Austria,  that, politi- 
cal ly and according to its concept ion of the  wor ld  
belonging to the West,  in a way  br idges the  ditch 
be tween  East and West.  This function is facil i tated 
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politically by ~the country's voluntary status of 
unceasing political neutrality. As regards Austria's 
particular relation to the USSR there is the additional 
fact that this country as an occupation power and 
co-signatory of the Austrian State Treaty of 1953 

to a large extent has influenced Austria's develop- 
ment after the last war. 

Although these three components give Austria's 
relations to the East European socialist countries 
their peculiar character, on the other hand ,their in- 
fluence should not be overestimated. For, when all 
is said and done, it is economic realities and the 
trade-political advantages offered--which Austria 
makes every effort to accomplish--that are decisive 
for trade relations between two countries. 

Growing Importance of East-West Trade 

In Austrian foreign trade business with the East-bloc 

plays a much more important part than in all other 

Western countries. Comparable relations are to be 

found only in Iceland, Finland and Greece. In 1966 

all industrial nations' foreign trade with the East-bloc 

amounted to about 3 per cent, that of the West Europe- 

an states to about 4 per cent of their total foreign trade 

volume, while in the same year for Austria this 

proportion was 11.5 per cent wRh imports and 17.7 per 

cent with exports. To make a comparison possible, 

it should be mentioned that 1966 Austria's trade with 

the other EFTA states amounted to 15.9 per cent in 

imports and 20.1 per cent in exports. It is quite 

obvious that Austria's trade policy makes allowance 

for these facts all the more since the country's 

progressing discrimination by the Common Market, 

with which Austria carries through more than halt 

of its foreign trade, enforces a change-over to other 

markets. In the first half of 1967 Austria's exports 

to the Common Market proportionally decreased 

from 46.5 per cent to 41.6 per cent, those to the 

Federal Republic from 27.9 per cent to 21.5 per cent 

even. However, a considerable expansion of Austrian 

trade with the East-bloc is impeded by the same 

obstructions as met by the other Western nations, 

Table 2 

Individual  Countries' Share in Austr ian 
East-West  Trade 

Country 
Imports I Exports 

in million Austrian shillings 

East Germany 652 791 
Bulgaria 431 648 
Poland 1,105 922 
Roumania 432 677 
CSSR 912 1,145 
Hungary 982 1,012 
USSR 1,268 1,542 

Total of COMECON States 5,782 6,737 

Jugoslavia 1,167 998 
Albania t4 4 
China 239 t21 

Source: Manual of Austrian East-West Trade, 1967. 

i.e. above all bilateral transactions, which are made 

allowance for also by the trade and payments agree- 
ments with East-bloc countries. The individual coun- 
tries' share in the total volume of Austria's Eastern 
trade in 1966 is shown by Table 2. 

Most liberalised are of course trade relations with 
Jugoslavia, with which, as a full-member of GATT, 
practically the same trade-political relations are 
existing as with other developing countries belonging 
to GATT. Goods and payment transactions are 

contractually regulated since 1948. Austria applies 
GATT liberalisation and GATT preferential tariffs 

vis-a-vis Jugoslavia and this country in return grants 
the minimum rates of its customs tariff, that 

already now is employed in its traditional function. 

Payments are made in Austrian shillings or other 

freely convertible currencies. 

Trade Agreements and Payment Transactions 

Bilateral long-term agreements (in most cases covet- 
ing 5 years) which are renewed at any given time, 

are existing with all COMECON countries. For 

reasons pertaining to international law in the case 
of East Germany the partner is not Australia but the 
Federal Chamber of Industry and Commerce. Trade 
in products is wound up on the basis of quota 
lists, if it is not a question of import goods liberalis- 
ed by Austria. Payments transactions are carried 
through by way of bilateral clearing in clearing 
dollars via accounts kept with the Austrian National 

Table 3 

State of Accounts as per December 31, 1967 
(in 1,000 clearing dollars} 

Country I Dec. 31, 1967 t Swing 

Bulgaria + 284 1,500 
Poland +2,182 3,000 
Roumania + 1,353 1,500 
USSR +2,670 5,000 
CSSR ~2,475 3,500 
Hungary + 1,507 2,500 
Eastern Germany + 750 3,300 

+ = Austria's claim. -- = Austria's debts. 

Bank (for East Germany with the semi-official Con- 
trol Bank) and with the Central Banks of the partner 
countries involved. Payment transactions are taken 
care of by the commercial banks. The Central Banks 
grant each other technical credits (%wings =) up to 
the maximum amounts as fixed in each case. This 
is done in order to avoid in this bilateral payment 
system a longer-term blocking of goods trade caused 
by the indebtedness of one of the partners. The 
socialist countries' demand for goods and the diffi- 
culty of placing sufficient quantities of products 
supplied by the East-bloc lead to the result that 
globally the clearing accounts are permanently show- 
ing Austria's strong creditor position, although the 
individual East-bloc countries' positions are frequent- 
ly exposed to considerable fluctuations (Table 3). 
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This c lea r ing  system, which  af te r  the  w a r  was  
e s t ab l i shed  a l r eady  a t  t he  b e g i n n i n g  of Aus t r i a ' s  
Eas te rn  t rade,  ha s  p r o v e d  i ts  worth,  and  as compared  
wi th  p a y m e n t  in  f ree  cur renc ies  seems to be  ad- 
van tageous ,  s ince  .the social is t  count r ies '  c u r r e n c i e s - -  
a t  leas t  the  r o u b l e - - a r e  no t  f ree ly  conver t ib le .  This 
sys tem makes  a l l owance  for the  p rov i s iona l ly  exis t ing  
b i l a te ra l i sm wi th  the  East-bloc, bu t  owing  to the  
credi t  marg in  offers a ce r t a in  f lexibil i ty.  As  for the  
rest,  Aus t r i a ' s  r epea t ed  suggest ions ,  pa r t i cu la r ly  
vis-6-vis  the  USSR, bu t  also vis-6-vis  the  o the r  ma jo r  
People ' s  Republics ,  t ha t  as regards  the  f ixing of the  
exchange  of goods they  should  cons ider  propor t ions ,  
mee t  w i th  a lack of comprehens ion .  W h a t  Aus t r i a  
m e a n t  was  tha t  the  size of i ts  economy should  
be  compared  wi th  tha t  of the  o ther  i n v o l v e d  coun- 
t r ies '  economies  and  t ha t  the  di f ferent  abso rp t ion  
capaci t ies  should  be  t a k e n  into cons idera t ion ,  i.e. 
t ha t  t hey  should  buy  more  t h a n  t hey  supply.  The  
funds  ava i l ab l e  for f inanc ing  purposes  a re  smal l  and  
do no t  enab le  the  A u s t r i a n  expor te rs  to cons ide rab ly  
e x p a n d  the i r  de l ive r ies  on  credi t  to the  East-bloc. 
This  would,  moreover ,  not  so lve  the  p rob lem of the  
East -bloc 's  indeb tedness ,  but,  unde r  longer - t e rm 
aspects ,  e v e n  e x a c e r b a t e  it, s ince  debt  se rv ice  is an  
add i t iona l  s t r a in  on  the  fore ign exchange  reserve .  
Besides,  Aus t r i a ' s  socia l is t  t r ade  pa r tne r s  n e v e r  ex- 
p re s sed  t he  wish  for a change  of the  c lear ing  system,  
e.g. t h e  t r ans i t i on  to p a y m e n t s  in  f ree ly  conve r t i b l e  
fore ign  exchange.  This  seems to jus t i fy  the  conc lus ion  
t ha t  they,  too, be l i eve  th is  sys tem to be  the  op t imum 
one unde r  p r e s e n t  condi t ions .  

Impediment through Bilateralism 

However ,  as is wel l -known,  the  Sovie t  Un ion  for a 
long  t ime a l r eady  has  a imed  at  mak ing  the  rouble  
f ree ly  conver t ib le ,  bu t  obv ious ly  w i thou t  a d v a n c i n g  
towards  th is  goal. A first  s tep  in this  d i rec t ion  has  
b e e n  t he  c rea t ion  of the  t r ans fe rab le  rouble,  which 
the  In t e rna t iona l  Bank for Economic C o o p e r a t i o n - -  
t h a t  hand l e s  the  mul t i l a t e ra l  c lear ing  and  credi t  sys-  
t em of the  COMECON c o u n t r i e s - - u s e s  as c lea r ing  
unit .  S ince  s ta r t ing  its opera t ions  on  J a n u a r y  1, 1964, 
th is  b a n k  has  no t  on ly  s e r v e d  t he  fac i l i ta t ion  of 
p a y m e n t  t r a n s a c t i o n s  w i th in  COMECON, b u t - - a s  
m a y  b e  s een  f rom its las t  a n n u a l  r e p o r t s - - c o n t i n u o u s -  
ly ra i sed  its member s '  p a r t ne r s h i p  shares  in  gold  
and  f ree ly  c o n v e r t i b l e  fore ign  exchange,  and  t h r ough  
its W e s t  Eu ropean  branches  t r ies  to jo in  t he  bus iness  
in  f ree ly  conve r t i b l e  foreign exchange.  This is sup- 
posed  to c r ea t e  a k ind  of Euro-rouble  as a coun te rpa r t  
to  the  Euro-dollar ,  and  obv ious ly  is to p r e p a r e  for 
t he  Sovie t  U n i o n  a r igh t  to  say  in  the  dea l ing  wi th  
m o n e t a r y  p rob lems  of the  West .  Thus  the  c o n v e r s i o n  
of t he  t r ans fe r ab l e  roub le  into gold and  f ree ly  con- 
ve r t i b l e  exchange ,  which r ecen t ly  and  r epea t ed ly  
t he  Sovie t  Un ion  has  m a d e  a ma t t e r  for discussion,  
pe rhaps  wil l  ye t  l ead  to f irst  p r ac t i cab l e  measures .  

Anyway ,  as long  as t he  s t r ic t  b i l a t e ra l i ty  in East- 
W e s t  bus iness  is sti l l  exist ing,  for Austr ia ,  too, t he  
mot to  is va l i d  t ha t  a n  inc rease  of its impor ts  f rom 
the  East-bloc is the  p re requ i s i t e  to a n  e x p a n s i o n  of 

its expor ts  to these  countr ies .  A n  un re s t r i c t ed  most-  
f avoured  na t ion  t r e a t m e n t  is a w e l l - k n o w n  d e m a n d  
of the  East-bloc nat ions .  This a t t i tude  is opposed  to 
t he  W e s t ' s  as we l l -known  ob jec t ions  tha t  t h e r e  b e  
no  rec iproc i ty  of t r ade  advan tages .  These  doubts  
a re  based  on  the  fact tha t  t he  Eas te rn  pa r tne r s '  cus toms 
tariffs, if t hey  are exis t ing  at  all, do not  h a v e  the  
func t ion  of m a r k e t  r egu la to r s  as in  the  Wes t ,  bu t  
a re  no more  t h a n  in s t rumen t s  of t r ade  policy. It  is 
the re fo re  good e v i d e n c e  of GATT's  adap tab i l i t y  t ha t  
not  on ly  for Czechoslovakia ,  as a coun t ry  wi th  s t a t e  
monopo ly  t rading,  a r r a n g e m e n t s  could  be  w o r k e d  
out  enab l ing  its coopera t ion  as a ful l -member .  Also  
wi th  a n o t h e r  count ry ,  tha t  has  t r ade  monopo ly  t rad-  
ing, i.e. Poland,  an  a g r e e m e n t  was  made  in  October ,  
1967, accord ing  to which this  count ry ,  tha t  has  no  
cus toms tariff,  a f te r  ge t t ing  fu l l -membersh ip  as 
coun te r -cons ide ra t ion  for the  g ran t ing  of t he  mul t i la-  
te ra l  mos t - favoured  n a t i o n  t r e a t m e n t  and  the  par-  
t ic ipa t ion  in the  successes  of the  K e n n e d y  R o u n d - - a s  
wel l  as the  inc rease  of expor t s  to t he  GATT coun-  
t r ies  expec t ed  from t h a t - - w i l l  pay  for al l  th is  wi th  
a n  inc rease  b y  40 pe r  cen t  of its impor ts  f rom these  
coun t r i es  w i th in  f ive yea r s  a f te r  the  end  of t he  
K e n n e d y  Round. 

Partial Granting of Most-Favoured Nation Treatment 

Aus t r i a  y ie lded  to t he  p r e s su re  of its Eas te rn  t rade  
pa r tne r s  d e m a n d i n g  t he  app l ica t ion  of an  un re s t r i c t ed  
mos t - f avoured  na t ion  t r e a t m e n t  in  tha t  it conceded  
GATT-tariffs  to t he  four  mos t  i m p o r t a n t  a m o n g  them.  
These  a re  the  USSR wi th  which a l a rge-sca le  and  long- 
t e rm t r ade -and  sh ipp ing  a g r e e m e n t  exis ts  and  which 
as coun te r -cons ide ra t ion  appl ies  the  min imum ra tes  
of its cus toms tariffs {comprising m a x i m u m  and  
min imum tariffs), and  Hungary ,  tha t  g ran t s  Aus t r i a  
the  f avou red  ra tes  of its cus toms tariff  h a v i n g  
b e c o m e  ope ra t i ve  on ly  on J a n u a r y  1, 1968. The  
o the r  two are  the  fu l l -members  of GATT, Czechoslo- 
v a k i a  and  Poland,  b o t h  of which h a v e  no cus toms 
tariff. Thus  it  is he r e  a ques t ion  of un i l a t e ra l  A u s t r i a n  
pe r fo rmances  w i t h o u t  any  reciproci ty ,  which a im at  
an  expans ion  of the  t r ade  v o l u m e  also wi th  t h e s e  
two countr ies .  Owing  to the  a b o v e - m e n t i o n e d  agree-  
men t  w i th  GATT Poland  of course  pa r t i c ipa tes  also 
in the  A u s t r i a n  tariff  r educ t ions  wi th in  t he  f rame- 
work  of the  Kennedy  Round. 

Conce rn ing  l ibe ra l i sa t ion  all  East-bloc count r ies  a re  
also benef ic ia r ies  of an  A u s t r i a n  "free l ist" of goods 
wi th  a wor ld-wide  appl icat ion,  i.e. goods t ha t  m a y  

be  impor ted  in to  Aus t r i a  w i thou t  any  l imi ta t ion  and  
formal i ty  wha t soeve r .  Beyond  tha t  A u s t r i a n  impor t  

l ists h a v e  b e e n  con t r ac tua l ly  f ixed w i th  Czechoslo- 

vakia ,  Po land  and  Hungary ,  app ly ing  to goods,  t ha t  

m a y  b e  impor ted  from these  coun t r i es  w i t h o u t  a n y  
q u a n t i t a t i v e  l imitat ion.  W i t h  Albania ,  Bulgaria ,  Rou- 
man ia  and  East  G e r m a n y  h i the r to  no  l i cences  to 
t rade  h a v e  b e e n  nego t ia ted  ne i t he r  on  the  tariff  
sec to r  no r  in imports.  However ,  e v e r y t h i n g  is con- 
t inuous ly  in a s ta te  of flux, as a n y  new  nego t i a t i on  
of a con t rac t  may  br ing  abou t  changes.  
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The unilateral de facto liberalisations vis-a-vis 
Czechoslovakia, Poland and Hungary are advances 
made in the hope that with a progressing easing 
of economic policy in these countries, counter-con- 
siderations will become possible some time. True, 
this exemption from any quantitative limitation of 
imports does not constitute a true bilateralisation e.g. 
as applies to imports from OECD countries. What 
takes place is a licencing after a previous examina- 
tion, above all of prices, thus being similar to the 
different formalities of the import system used in the 
other West European states. This price control proves 
to be necessary in view of the volume of the quasi- 
liberalised imports from the four countries in order 
to avoid serious market distortions caused by low- 
priced foreign products. To what extent this main 
reason for licencing will cease to exist, if in the 
course of economic reforms also the East-bloc coun- 
tries will work with comparative costs and thus 
with true export prices, of course cannot be predicted 
at all today. 

The operation of the licencing system is sufficiently 
informal and short-term, and this way does not effect 
a delay of the flow of goods. The level of quasi- 
liberalisation is about the same as the West Euro- 
pean one, with Poland it amounts to 70 per cent, 
with Czechoslovakia and Hungary to 66 per cent in 
each case. The French quota that even compared with 
the German one with 90 per cent is very high, should 
be highly influenced by political optics. The Benelux 
countries, too, liberalised extensively vis-a-vis the 
East-bloc, and Italy intends to increase its present 
quota of approx. 40 per cent to about 70 per cent. 

Little Interest in Barter Transactions 

Apart from clearing transactions the barter and 
package deals as formerly practised frequently in 
business with the East-bloc have declined much, 
although Eastern partners like to force them by 
giving that Austrian supplier the preference over 
others, who is in a position to link up at least 
part of his supplies with return deliveries. This 
attitude is caused by the partner's wish to save 
foreign exchange used for clearing transactions. 
Austria, however, is little interested in these business 
transactions, since they are quite probl.ematical for 
the import market and do not improve the partner's 
chronical debtor position. They remain essentially 
confined to such large-scale skeleton transactions as 
e.g. are carried through by VOEST in its steel 
deliveries to the Soviet Union in order to receive 
regularly iron ores in return. More frequent is the 
form of package deals in the so-called "switch ~, in 
which the placing of import goods in the domestic 
market or in a third country will be made easier as 
regards pricing by a premium to be paid by the 
exporter. There exist the most differing variants: in 
case the export goods originated from a third coun- 

t ry--and there must be paid in freely convertible 
foreign exchange, while it yields only clearing 
do l l a r s - t he  Austrian National Bank itself imposes 
the requirement of a switch-premium. 

Austria's position at the line of intersection between 
East and West predestinates this country to act as 
intermediary for the export oriented economy of the 
West. It is therefore understandable that the transit 
trade via Austria plays a major part. Moreover, in 
Austria the West itself is establishing points of 
contact with the East. It is quite significant that 
recently also the Chase Manhattan Bank established 
itself in Vienna by purchasing the majority of a 
Vienna commercial bank in order from here to 
provide its American clients with information on 
trends and chances of business with the East-bloc. 
Vice versa the Hungarian economist, Professor Bognar, 
recently suggested the establishment of an East-West 
bank in Vienna. This city also plays a major role 
as a market for free trade with Eastern currencies, and 
the turn-over of East-bloc currencies, above all for 
tourists, is estimated to amount annually to 50 million 
Austrian shillings. 

No Model for the West 

If now, considering everything that has been stated 
above, the question arises whether Austria's East-bloc 
trade would be a suitable model for the Federal Re- 
public of Germany and other EEC countries, too, 
this question should be answered in the negative. 
For one thing, the prerequisites to the relatively 
large share of business with the East-bloc in Austria's 
total foreign trade are quite particular ones and 
cannot be transferred to other circumstances. For 
another, although the applied clearing system is rather 
expedient in the present situation, it nevertheless 
opposes the general endeavours aiming at a worldwide 
multilaterality of trade, into which the East-bloc 
countries are supposed to be integrated. Its acceptance 
by other Western countries would be a step back- 
ward. The reahsation, however, that only the best 
possible opening up of one's own market to goods from 
the East-bloc creates the prerequisites to the ex- 
pansion of one's own deliveries to this area, has 
become common knowledge in the West. This is 
proved by the EEC countries' progressing efforts 
for liberalisation vis-~l-vis the East-bloc. For the 
rest also the chances of Austria's Eastern trade should 
not be overestimated too much. The general obstruc- 
tions impeding an expansion of East-West trade are 
of course valid for Austria, too. The future develop- 
ment of this trade does certainly not only depend on 
the West's continuing the elimination of all differences 
between trade with the East and that with other 
countries, but also on the problem to what extent 
the East-bloc will meet the West halfway by a 
gradual adjustment of its foreign trade practices to 
those of the West. 
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