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PATTERNS AND PFRSPECTIVES

THE ORGANIZATION FOR ECONOMIC

The agreement establishing
the Organization for Economic
Cooperation and Development
(OECD) ~-signed on 14 December
by 20 North Atlantic countries
-=-has been described as an "at-
tempt to improve the machineryof
international economic cocpera-
tion to meet the broad econonmic
challenges of the 1960s."

Specifically, the QOECD con-
vention is intended to encourage
rates of economic growth in its
member states which will be more
competitive with those prevail-~
ing in the bloc, to channel a
larger proportion of its mem-
bers' resources to the develop-
ment of economically backward
areas, and to promote the growth
of world trade on a multilateral,
nondiscriminatory basis.

The convention does provide
an organizational framework for
approaching these problems in
an orderly, cooperative way.

The document itself, however,
involves few concrete commit-~
ments, ratification by all

COOPERATION AND DEVELOPMENT

members is not certain, and
there is considerable skepticism
whether leading members are will-
ing to make the OECD a major
policy instrument. Moreover,
there are unresolved differences
over the priorities to be as-
signed to major objectives, and
jurisdictional conflicts with
existing organizations are al-
ready in prospect.

Background

The OECD is a successor to
the Organization for European
Economic Cooperation (OEEC),
whose 18 LEuropean members and
two associate members--the
United States and Canada--will
make up the new grouping.

The OEEC, founded in 1948
in conjunction with the launching
of the Marshall Plan, is general-
ly credited with a major contri-
bution to the subsequent econom-
ic recovery of Western Europe.
The recovery objectives of the
OEEC have largely been achieved,
and since 1957 its trade function
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have been progressively taken
over by the Common Market (EEC)
and European Free Trade Asso-~
ciation (EFTA). Moreover, with
the emergence of America's bal-
ance-of-payments problems, dis-
crimination against US exports
~~toward which the OEEC's intra-
European trade liberalization
program is still oriented--has
seemed difficult to defend.

With the dual objective of
discouraging such discrimina-
tion in the future and of ob-
taining a larger contribution
from other free world countries
to the burden of economic and
technical aid in less developed
countries, the United States
took the léad more than a year
ago in proposing the conversion
of the OEEC into a '"modern" or-
ganization. Agreement on the
general outline of a successor
grouping was reached last July,
and since then the necessary
convention has been in prepara-
tion. The resulting document
is brief, and essential to its
meaning is a lengthy Report of
the Preparatory Committee which
describes in detail the proposed
structure and operations of the
OECD as well as the recommended
disposition of the residual
functions and obligations of
the OEEC.

Structure and Operations

The OECD is a typical inter-
governmental organization. The
chief policy-making body is the
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Council, on which all member
states will be represented,
either by permanent representa-
tives or by ad hoc ministerial
delegates. In addition to the
Executive Comnmittee provided

for in the convention, the plan-
ners have recommended several
functional committees, most
important of which are the Eco-
nomic Policy Committee, the
Economic and Development Review
Committee, and Development As~
sistance Committee, and the
Trade Committee. The chief
ministrative officer is the
secretary general, to which
post former Danish Finance
Minister Thorkil Kirstensen
has been designated.

ad-

The OECD may make decisions
generally binding on its members,
make recommendations to them,
and enter into agreements. Un-
less otherwise unanimously de-
cided in advance, decisions
and recommendations require the
"mutual' -—j.e., unanimous--agree—
ment, of the members, each with
one vote. Unilaiteral veto power
is modified, however, to the
extent that abstentions will not
invalidate the applicability -of
any decision to those countries
which have voted for it, and the
entire membership is generally
committed to furnish information,
consult on a continuing basis,
and to "cooperate closely and
where appropriate take c«
nated action." ‘



| policies of the member countries,

| the OECD will lean heavily on

| the experience of the OEELC,

| and the main device will ‘be the

| "economic review." The economic

and financial situations in the

individual countries will be

» kept under surveillance, and

: senior government officials

' will be subjected periodically
to confrontation on national
economic policies, with special
regard to the international ef-
fects of such policies.

This approach, persuasive
rather than coercive, has proved
its usefulness in concerting
national policies in both the
OEEC and NATO, and will be
employed not only by the Econom-
ic Policy Committee but also by

ORGANIZATION FOR ECONOMIC AND COOPERATION DEVELOPMENT
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those on maritime transport,
agriculture and fisheries, and
trade. The Trade Committee, for
example, is authorized to organ-
ize & confrontation on general
trade policies and practices at
regular intervals or whenever
requested by a member; to exam-
ine specific trade problems
primarily of interest to mem-
bers and their overseas terri-
tories; and to consider the
problems growing out of the
EEC-EFTA dispute,

Committee activities will
be carried out under the super-
vision of the OECD's Council--
with the exception of the De-
velopment Assistance Committee,
which for historical and tacti-
cal reasons has been given
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considerable de facto independ-
ence. This committee will take
over the functions of the De-
velopment Assistance Group (DAG)
~—established on an interim
basis early in 1960. The ten
countries to which DAG member-
ship is at present limited
include those especially able
to contribute more in longer
term funds and developmental
assistance to less-developed
countries, Japan--not an OECD
member--is expected to continue
to participate in the work of
the DAG. -

Negotiating Problems

That the OECD convention
was six months in preparation
and has emerged without more
precise commitments is largely
the result of the diverging
national interests of its pro-
spective members. OFf the five
non-NATO countries, three-—--—
Sweden, Switzerland, and Austria
——are neutrals which have been
leery of giving the OECD any of
the attributes of an "economic
arm of NATO." Similarly, US
representatives have repeatedly
had to explain that inclusion
in the OECD convention of: more
far-reaching commitments regard-
ing trade would probably lead
the US Senate to reject it.

The reluctance of many of
the OEEC's members to convert
that organization to new tasks
and purposes has also caused
major negotiating problems. In
part bureaucratic inertia, con-
tinuing devotion to the OEEC
also reflected suspicions--

particularly in EFTA--that France

and the US were principally in-
terested in eliminating the OEEC
as a potential framework of an,
all-European free trade area.
Consequently some of the smaller
European countries exerted
strong pressures to retain as
much as possible of the OEEC,

to give special status to the
CECD's Trade Committee, and to
expand its functions.
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Resistance to these pres-
sures--particularly American
refusal to accept the con-
tinuation of the OEEC's rules
for 1lifting quantitative re-
strictions on intra-European
trade--has resulted in con-
Siderable ill feeling and some
imprecision.

Some functions of the OEEC
will be carried over which in
the American view are not perti-
nent to the new organization;
whereas many of the so-called
"acts''--decisions, recommenda-
tions, and resolutions--of the [ il
OEEC have been discontinued, ;i N
the disposition of others has s
not yet been decided, and still
others will be continued but
will not apply to the United
States and Canada. Moreover,
these "acts" are still subject
to approval by the OECD Councid,
and although former OEEC members
are generally obligated by the
recommendations of the Prepara-
tory Committee, the US and .
Canada are not. ;

Problems Ahead I

Accordingly, some European
members feel that American con-
stituticnal requirements have
resulted not only in a weaker
organization than might :
wise have been the case,
also in an organiz Yifal

o
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growth, and organization and
promotion of trade. Many of

the European members would re-
verse that order. Some of them
feel that preoccupation with
developmental aid has a "cold
war flavor,” and certain neutrals
have implied they may later ob-
ject to technical assistance ac-
tivities in the OECD on grounds
this may involve them in "polit-
ical issues" or compete with
similar undertakings in the UN.

Even those countries which
recognize the gravity of the
problem posed by the bloc's
economic penetration in lesser
developed areas profess budget-
ary problems or are principally
interested in programs of direct
benefit to their own exports.

The tendency to tlink of
the OECD as primarily a “trade
organization" is likely to
persist for other reasons also
--even though European views as
to the exact role it should
play are contradictory. Those
who regard the potential trade
competition between the EEC and
EFTA as the major economic prob-
lem now confronting Europe have
insisted on inscribing "this issue
high on the OECD's agenda. How-
ever, some of those who hold
this view also believe the US
is the major obstacle to an EEC-
EFTA agreement, and recently
there has been a tendency to
try to resolve this issue bi-
laterally or in forums in which
the US does not take part.

Attitudes toward the OECD's
relationship to the General
Agreement on Tariffs and Trade
(GATT) are similarly ambivalent.
Europeans are generally more
skeptical of GATT's ability
to promote and police world
trade than is the US. While
some of them therefore hold
that the OECD must instead
“"take the lead," others profess
to fear that the American tar-
iff system and an alleged tend-
ency to backslide into protec-
tionism will also restrict the
OECD's effectiveness. In any
case, their efforts to convert
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the OECD into a trade organi-
zation has caused some GATT
members to charge that the
industrial nations of the free
world are '"ganging up.”

The Jurisdictional line
between the OECD and other
organizations seems certain to
be troublesome for some time,
as evidenced by a heated dis-
cussion provoked in NATO last
month by a paper submitted by
Secretary General Spaak which
to some NATO countries seemed
to set forth a conception of
NATO's economic role that im-
pinged on the OECD, In response
to criticism of his paper, Spaak
declared it "unacceptable'’ that
NATO should leave fulfillment of
parts of the NATO treaty to an-
other organization and stressed
his doubts that "the impelling .
forces of the cold war could
be met by OECD action, with
neutrals as members."

Out Look

Once the OECD convention
has been ratified, the organi-
zation's major problem is there-
fore likely to be the precise
definition of its role and the
establishment of its collective
authority with the comparatively
limited resources it has been
given. The OECD may become a
useful instrument for exerting
pressure on the 1nereasing1y
prosperous European cou
to assume part of the b
heretofore borne by the
economic assistance t
underdeveloped ¢
may prove even more
a mechanism for
nomic @oiici s
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CHINA'S INDUSTRIAL DEPENDENCE ON THE BLOC*

Communist China has re-
celved substantial help from
the Soviet bloc in achieving
its rapid rate of industrializa-
tion. The core of Peiping's in-
dustrialization program--in-
tended to make China self-suf-
ficient in such basic fields as
coal, electric power, metallurgy,
and machine-building——consists
of 291 large industrial instal-
lations equipped by the USSR
and about 100 smaller installa-
tions supplied by the European
satellites. By the end of 1959,
$1.35 billion worth of equlpment
for these installations had been
delivered and 130 projects had
been completed.

Equally important, the So-
viet bloc has provided substan-
tial amounts of technical aid
to China. It has (1) supplied
a vast quantity of blueprints
and technical information with-
out charge; (2) sent advisers
and technicians to perform a
wide variety of tasks, includ-
ing supervising the installa-
tion of machinery, trouble- .
shooting, advising Chinese min~
istries and planning commissions,
and teaching in Chinese institu-
tions; and (8) trained Chinese
technicians and researchers.

By October 1959, according
to Chou En-lai, about 11,000
Soviet and 1,500 satellite tech-
nical experts had worked in Com-
munist China. Over the past
11 years China has sent about
7,000 students, including 1,400
postgraduates, to the Soviet
Union for study and 8,000 workers
to Soviet industrial establish-
ments for on-the-job training. -

With bloc. support, Com- .
munist China expanded production
of heavy industry from 1952 to
1959 at an annual average rate
of about 30 percent; without
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this aid, it is cstimated the
rate would have fallen to about
20 percent, Outside support also
had a vital effect on the quality
of industrialization, enabling
China to produce such '"prestige"
items as jet aircraft, submarines,
tractors, trucks, and television
sets,

Chinese Self-Reliance

Peiping's recent claims
of economic self-reliance prob-
ably reflect uncertainties over e
the future of bloc assistance. ! L O
Its assertion that it can do e
virtually all its own design- ‘ ‘
ing of new factories and make
most of the necessary machinery
is probably an overstatement,
The Chinese claim they produced
90 percent of their new machin-
ery and equipment in 1960, com-
rared with only 60 percent in
1957; however, much of this is
simple machinery for small
plants. Concerning the more
sophisticated Soviet aid proj-
ects, the Chinese have said
they will produce 45 to 50 per-
cent of the required machinery, :
whereas the proportion equipped =
by China during the First Five- i
Year Plan period (1953-57) was
reportedly 30 to 50 percent.

As a proportion of tatal
investment, the bloc role i
Chinese industrial dsy )
has been gradually d
Nevertheless, the\

actually much )
the First Fi




through the next five years. In
this category are the process-
ing stages of aluminum and
steel, large electric power sta-
tions, cement, certain chemicals
(nitrogen fertilizer, plastics,
and synthetic fibers), heavy
and complex machine tools, se-
lected electronic equipment,
naval shipbuilding, jet air-
craft, heavy artillery and tanks,
and nuclear energy., The degree
of development dependence varies,
some industries requiring im-
ported capital equipment for
further development, others
needing only technical assist-
ance, still others--such highly
complex industries as naval ship-
building, aircraft, missiles,
and atomic energy--depending on
both imported knowledge and
equipment,

The departure of Soviet
technicians last autumn puts
Peiping's claims of self-reli-
ance to the test by placing a
heavy strain on China's own

chnicians

/all,
or virtually all, of the So-
viet technicians in China were
ordered home by Moscow as a
result of political disputes
with the Chinese. The conse-
quences are not yet clear, but
it seems likely that the with-
drawal will disrupt work in at
least those technically compli-
cated industries where Soviet
experts have been concentrated,

China has suffered a se-
vere shortage of petroleum
since September, In contrast to
past dependence on the bloc for
all PCL imports, China now is
arranging to buy significant a-
mounts of petroleum outside the
bloc, Chinese purchases and in-
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quiries involving Middle Eastern
and Indonesian oil have totaled ,
about 150,000 tons since 29 {

geptember[ 25X1 ’

This strongly

‘and of diesel and fuel

suggests that the deterioration
in Sino-Soviet economic relations
has not been confined to a
withdrawal of technicians,

Consequences of Aid Withdrawal

The elimination of bloc '
material and technical assist-
ance would result in short-run
dislocations to China's economy
and ultimately necessitate a
scaling down of ambitious plans
for rapid industrializationm, =
The Chinese could probably find )
nonbloc sources for much of
the petroleum products, metals, i
and machinery and equipment they ’
now import from bloc countries,
but pending such a readjustment,
many economic activities would :
be severely slowed by short-
ages. y

Transportation would be
affected by a shortage of
motor and aviation gasoline

ships. The current P
indicates how the ec
affected by- '
cient dom
important c



China need not depend on
the bloc for petroleum products,
heavy machine tools, and anti-
friction bearings, since these
commodities can be readily pur-
chased from nonbloc sources.
However, China's hostile atti-
tude toward free world indus-
trial countries and its desire
to preserve economic secrets
will probably keep it from tak-
ing full advantage of opportuni-
ties to acquire technology and
equipment outside the bloc.

If all bloc aid ceased,
Chinese industrial production
in 1961-65 would probably grow
by 10 percent per year, instead
of the 16 percent currently
projected. Many sophisticated
development programs now sched-
uled would have to be canceled.
The annual production of steel
in large, modern combines, now
expected to reach 28,000,000
tons by 1965, would probably
reach no more than 20,000,000
tons. Generation of electric
power would be reduced from
current estimates of 195 billion
kilowatt-hours per year by 1965
to 150 billion kilowatt-hours.

The bloc has played an
important role in helping de-
velop China's fertilizer indus-
try, with East Germany, Poland,
and Czechoslovakia reportedly
scheduled to supply equipment
for additional nitrogen fertili-
zer plants by 1962, Because
nitrogen is the principal nu-
trient deficiency in Chinese
soil, these planned imports
of equipment are a key element
in the Chinese program for ex-
panding agricultural output.

Without bloc equipment it
is estimated that production
in 1965 of synthetic nitrogen
fertilizer would be only about
65 percent of the production
now projected--i.e., 3,600,000
instead of 5,500,000 tons. If
bloc aid ceased, the Chinese
might increase their imports
of nitrogen fertilizers and try
to obtain plant equipment and

technical aid from nonbloc coun-~

tries, but any transfer of
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contracts for building complete
plants would inevitably involve

long delays.

In the electronics indus-
try. the Chinese have depended
on the Soviet Union and East
Germany for most of the capital
equipment in their new plants.
With substantial technical aid
from the bloc the Chinese have
begun manufacturing radio and v "
television receivers, naviga- 0 -
tional aids and radar, and com-—
munications equipment. Chinese
laboratories have produced high-
speed electronic computers, some
types of semiconductor devices,
including transistors, and a
fairly wide range of more ad- .
vanced communications equipment, ‘
such as medium-capacity miecro- -
wave sets.

Further development of the
electronics industry will de- 2
pend mainly on continued re- e
ceipt of design information, 5
either from the bloc or other
foreign sources, until the Chi-
nese can develop an independent
design capability. Despite a
high priority given electronics
in their long-range scientific
program, it will be many years
before the Chinese have this
capability.

By 1955 the Chines

producing large naval e

~under a program closely !
e
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submarines could continue, al-
though production probably
could be resumed when the Chi-
nese learned how to produce
the now-imported components.

Following a decade of heavy
reliance on Soviet technology,
spare parts, and equipment,
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China now faces the prospects of
either coming to a new agreement
with the USSR--probably on So-
viet terms--or curtailing many
of 1ts more advanced industrial
projects and accepting a slow—
down in the rate of industrial
growth.[ — ](Pre-
pared by ORR)
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