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qumicfﬁahgequences:Qf;Staie,Tregty Gordon B;7Gri;

. After years of fruitless negotiation on the subject, t
Governmeht 1ny1ted.representat1ves of the Auqtrlan Governm

i ons - unéer whlch a State TreatJ for Austrla mlght finayn
'fUn pril 15, 1955, an Aide Memoire was initialed by the Russian ar
Lus’ n Govermwents setting forth the conditions (agreeable to 2

under which the Russians would be willing to negotiate with the
three occupying powers on a State Treaty for Austria. These con
partlcularly with respect to economic c¢encessions; are more favora
than those to which Austria and the other Vestern governments conce
were willing to agree at the Berlin Conference of 19543 a Big Four co
ference tentatively scheduled in Vienna early this summer might well
sult in an Austrian State Treaty.

The Aide Memoire initialed in Moscow sets forth conditions under
vhich Russia will give up economic concessions such as the USIA enter—
prises (former German=owned assets now operated by the Soviets in their
zone of occupation), the Zisterdorf oil fields, and the Danube Shlpplng
Companye In addition, both parties agree to enter into negotiations g
looking toward a normalization of trade relations between Austria and the
USSR.

The details of the economic arrangements may not be known until
the forthcoming negotiations on the State Treatye Some 1nformatlon, often
contradictory, has become available through the presse It may be useful,
even on the basis of admittedly inadequate data, to assess the impact of
the Treaty upon Austria's economy, with particular reference to the
balance of paymentse

Withdrawal of occupation troops

Withdrawal of all occupation troops from Austrian territory would
eliminate a "service" item from the balance of payments estimated at from
%LS to 460 million per anhume United States forces in Austria have been
on a "pay~-as-you-go" basis since 1947; the other occupying powers did not
adopt this policy until the summer of 1953

The most significant foreigh exchange loss to Austria would re-
sult from the withdrawal of United States troops, both because receipts
from UsS. forces have been consistently largest, and because the payments
are made in dollarse These receipts have amounted to about $30 million
per year, as compared with a total dollar area surplus of $L5 million for
fiscal 1954 (the last period for which a currency area breakdown is
available)s Important items from Austrials dollar balance of payments
are set forth in the table belows If it is assumed that other items in
this balance of payments would not change significantly, the withdrawal
of the UsSe troops would still leave a substantial dollar surplus in the
balance of paymentse 1

1/ See, however; page 8 «
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Austris

Doller Balance of Paymentc, 1953-5ShL
" {In milifons of dollers)

1 Recsipts | Payments | Balence

5 from dollar area; Ceisfs
to dollar area, fensbs Lhe 9
alance of trade
 Dollar receipts from EPU settlement 53:5
U;S;vexpehditures in Austria 30:0
Tourism (dollar area) 129 0.8
Other 17 03 400
Balance on current account 158,6 6046

Since 1953, the Russians have financed their occupation costs
from the schilling proceeds of the USIA industries and sales of oil to the
Austrianse From time to time, however, the Soviets have found it neces—
sary to purchase schillings from the Austrian National Bank. The extent
of such purchases is not made public; however, an Austrian newspaper has
estimated that such purchases between Jamuary 1, 1953, and June 30, 195,
were in excess of one billion schillings (about &40 million)e 1/ The cur—
rency exchanged is not referred to.

The U.S. Operations lMission in Vienna, in calculating the balance
of payments for fiscal 195k, estimated Soviet purchases of schillings at
$19:L million equivalent against sterlinge Although Soviet purchases of
schillings are not made with sufficient regularity to warrant a projection;
one might assume an annual foreign exchange oss on this account ranging
from $15 to $30 million, probably in EPU cur 'encies.

The British and the French have reduced their forces in Austria
to such an extent that the foreign exchange loss on those accounts would
be negligible.

Withdrawal of the occupation forces will have some effect on employ—
ment in the Province of Salzburg, where the American troops are based, and
in Lower Austria and the Burgenland, occupied by the Russians. The effect
will be numerically largest in Salzburg, where the American forces have been
ehgaged in some major construction projectss It may be more burdensome; how=
ever, in the Russian-occupied provinces, where the rate of unenployment is
already higher than that in the rest of Austria. During 195k, for example,
the over-all ratio of the monthly average of persons seeking employment to
total insured workers amounted to 8.5 per centi In Lower Austria and in
the Burgenland, ths comparable figures were 10.8 per cent and 26.3 per

1/ Die Presse, August 15, 1954
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=3 Austria's State Treaty

pectivelys Unemployment in these areas should, however, be
nal; persons who lose employment as the Russians withdraw might
rbed as new investments are made to rehabilitate the USIA industriess

 The withdrawal of the occupation troops, despite the guarantees

~expected to accompany the Treaty, will make Austria responsible for her
own securitye The draft treaty of 1949 limited “he size of any future
~Austrian army to 53,000 troops, or about four divisions plus supporting
troopse The cost of such an army has beeh estimated at about two billion
schillings annually, or approximately 10 per cent of the 1955 budgets 1/

There is some discussion in Austria at the present time of seek=
ing a larger army. 2/ However, if it is assumed that the estimated expand=-
iture of two billion schillings is approximately correct, the effect of the
army on internal financial stability would be little more inflationary than
receipts from the occupying powers, which added an estimated 1.2 to 1.6
billion schillings to the money supply each year.

The USTIA industrigs

Immediately after the war, the Soviets took possession of all
enterprises in their zone of occupation vhich they classified as "former
German assetse" lNost important of these assets were the Zisterdorf oil
fields and the Danube Shipping Company. They also included approximately
LOO other enterprises, 250 of which were industrial or commercials These
assets had in some cases been established by the Germans; in other cases
the Germans had merely seized title from their former Jewish ownerse

Under Article 35 of the 1949 draft treaty the Soviets had agreed
to return the 400 enterprises to Austria for a payment of L150 million
in fully convertible currencies, over a period of six yearse. According to
the Aide Memoire of April 15 the price remains the same, but it may now
be paid in Austrian goods over a period variously reported at six and
ten years. 3/

In balance of payments terms it may be estimated that the bale
ance of payments will be burdened by unrequited exports to the USSR in the
amount of $15 to $25 million per anhum, depending upon the length of time
over which the payments are mades On the other hand, these exports will
be offset by the return of these industries, either through increased ex-
ports or reduced imports, by an estimated $10 to $15 million per annums

The Soviets have operated these industries for their own account
as a complex knowh as "USIAM (Soviet Industries in Austria). There are ho
reliable published statistics as to the value of production of these in-

1/ Die Presse, April 17, 1955.

2/ New York Times, April 2l 1955.
4 3/ TIn a report to the Austrian Parliament Chancellor Rasb stated that the
‘I’ amount is to be paid over six yearss See New York Times, April 28,

1955, page Se
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dustriess It is known that some of their products are sold on the Aus—
Arian market through USIA shops, while others are exported to Russia and
~ other Eastern European countriese Both the domestically produced and

the imported goods are nowsold in Austria in competition with products
of Vestern Austria and at much lower pricess since the USIA industries
pay no taxes or customs duties to the Austrian Governmente Thus, even
at relatively low prices, the output of the more productive USIA indus-—
tries can be disposed of at high profit to the Soviets.

An Austrian newspaper has estimated the "loss due to activities
of USIA" (excluding oil) at 1,820 million schillings, or $70 million over
a five-year periods 1/ If this estimate may be taken as a rough approxi-
mation of the total resources lost to Austria through Soviet operation
of these enterprises, an improvement of $ll million per annum in the bal-
ance of payments might be expected upon the return of the industries to
Austrias However, since 1t is known that most of the industries have
become progressively less productive in the past few years, a maximum
estimate of $10 million per arnum might be more realistice

The USSR has also agreed to return the Danube Shipping Company,
at a reported price of 2 millions This will have a one-time impact upon
the balance of payments which may be made up in later years by receipts
from shipping.

The return of these properties will have diverse effects upon
the internal financial situations Economically, the recovery of taxes
and customs duties which are not now paid by the USIA enterprises may
cover a substantial portion of the expense of an army. Politically, the
dual problems of ownership and the source of investment funds necessary
to rehabilitate these industries may exacerbate the coalition arrange-—
ments The People's Party has advocated a minimum of nationaligzation and
the return of a majority of the properties to private ownership, with
hecessary investments to be made gradwally and financed by private capitale
Such a program would require the reorganization of the banking systenm
and the capital market structure, as recommended by an international banke
ing commission in 1953; to date, the two parties have been unable to
agree on these recommendations.

The Socialists advocate the complete nationalization of the
USIA enterprises and inmediate and large investments from the public bud-
gete The debate has already begun in the party presses and in public
addresses of high party leaders; it is certain to become more bitter be-
fore the issue is finally settleds

The Zisterdorf oil fields

Under the draft treaty of 1949, the Soviets would have retained
control of 62 per cent of the Zisterdorf oil fields for a period of about
30 years. According to thetext of the Joint Communique issued in Moscow on

L/ Die Presse, February 23, 195k
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April 15, "The Soviet Govermment agreed further to cede to Austria the
01l fields and refineries » » o in exchange for the delivery of crude
0il in amounts agreed to by the partiess" This "agreed amount" is not
" yet known; early press reports set the time over which deliveries would
have teo be made from six to thirty years..;/ It now appears, howevery
that annual deliveries of one million tons of crude oil over a period
of ten years may be correct. 2/ :

Oil production in the Lower Austrian oil fields during 195L
was reported at 3.2 million tons, worth about $Ll million at cuvrent
world pricess Of this'amount the Soviets allocated (against payments
in schillings) about l.2 million tons to the Austrians. The rest presum-
ably was shipped to the East. .

The allocation of 1.2 million tons in 195l apparently filled
the needs of Austria, since imports of crude oil were hegligibles There
were, however, imports of some refined products during 195i; amounting to
about 46 milliohe

Assuming a future level of consumption of 1.5 million tons
(to allow for a demand which seemed to be growing towards the end of
195L), assuming an annual reparation rate of 1 million tons, and assuming
a production rate at or near the 195l levels the Austrians will have
about 700,000 tons of crude oil available for exporte Al present prices
this would improve their balance of payments by almost %10 million per
anhume In addition, recovery of the refining capacity in Lover Awstria
might permit a reduction in imports of petroleum products, or a conver=
sion of crude oil into an export product of higher value. Net improve-
ment in the balance of payments should be' 4,10 million at a minimun and
might be as much as {15 million per annume

Trade with USSR

It is difficult to estimate what effect a "normalization
of trade," as provided for in the Aide Memoire, may have on the balance
of paymentse In 1937, East Europe (excluding Yugoslavia) provided 32
per cent of Austria's imports and tock 28 per cent of her exportse Rus-
sia's share of this total, however, amounted to less than 1 per cent of
both imports and exports.

In 195L, despite the fact that Austria has clearing agreements
with most East European countries, Bast Europe's share of trade had
dropped to 9 per cent of both imports and exportse Russials share of the
total amounted to about G2 per cents A return to the pPrewar position
would not greatly increase the volume of trade between Austria and Russiae

Even if the "normalization" is extended to all of Eastern
Europe there is reason to doubt that trade volume would be significantly

1/ New York Times, April 16, 1955,
2/ New York Times, April 17, 1955, Die Presse, ipril 17, 1955
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affecteds Austria has been eager, within the limits prescribed by con-
sideration of strategic materials, to renew trade relations with the
countries of Eastern Europes The difficulty has been that the complemen-
tarity that formerly existed between Austria and the then predominantly
agricultural Balkan countries no longer existss These countries are
still eager to import Austria's manufactured products btut have little
(exeeptscval in the case of Czechoslovakia and Poland) which they can
offer in return. As of December 31, 195k, Eastern European countries
with which Anstria has clearing agreements owed Austria 3.1 million,
net, under the swing arrahgementse This was despite the fact that Aus~
triin imports during 195k, at $S1 million, exceeded exports by about 5
million.

There is an indicated export to the USSR on reparation account,
including oil, of {30 te $4O million per annum over the next six to ten
vearss If this export is made from new production rather than a diversion
of present exports (or if such a diversion is made good within the period),
and if Russia continues to take such goods upon the expiration of repara-
tions, the volume of exports might be increased by the indicated amounte
The net effect on the balance of payments, however, would depend upoh the
ability of the USSR to provide goods which could be used by Austria, or to
pay in a currency which would provide such poods. As indicated above;
in the light of the direction of economic developmert in Eastern Europe,
there seems little likelihood that the prewar pattern of trade will be
reestablished.

Summary and cohclusions

The information at hand does not lend itself readily to a
quantitative analysis of the effects of the State Treaty on the domestic
economye For example, it would be necessary to make assumptions with
respect to the timing of the effects in relation to the cyclical develop-
ment in Austria, the outcome of the debate regarding the source of new
investment funds, etce This summary, therefore, will confine itself (ana
even here with great reservation) to an estimate of the direction and
range within which the balance of payments might be affected. The as—
sumptions are as fellows

l. Withdrawal of occupation forces. Assumes loss of dollar
exchange at $30 million and loss of foreign exchange from schilling pur-
chases by the Russians ranging from $15 to (25 million per annume Total:
loss to Austrian balance of payments might range from $L5 to {60 millions

2 Return of USIA industries. Assumes improvement in balance
of payments resulting from Austrian control of production ranging from $10
to 415 millicn per anmum. Loss through unrequited exports in the form of
payments for return of the USIA industries would range from $15 million
per anhum over a ten-year period to «25 million per annum over a sixeyear
periods 1/ Net effect oh balance of payments might range from zero to z loss
of {15 million per annum.

1/ See footnote 3/, page 3 «
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3+ Return of oil fields. Assumes an export surplus of 700,000
tons of crude oil worth about %10 million abt current pricess. Another 45
million might be added By substitution of domestically refined products
fovapro&ucte imported last yeare Net improvement might range from $10
to %15 million per anhume

, Le Increased trade with USSR, No assumptions have been made
regarding the possible outcome of trade negotiations with the USSR.

The net effect of these assumptions are swmmarized in the fol-
lowing tables

Change in Balance of Payments Following
Conclusion of State Treaty
(In millions of dollars)

| Tinimum | Loximam

ls Withdrawal of occupation troops -5 =60

2+« Return of USIA industries 0 -15

3« Return of oil fields 15 10

be TIncreased trade with USSR no estimate  no estimate
TOTAL ~30 -55

These estimates are extremely tentative, particularly with
reference to the value of production of the USIA industries. Also, it
may well be that the Austrians will not wish to maintain oil production
at the level achieved by the Soviets in 195L. These figures, however,
should be an indication of the direction and the magnitude of the in-
flueace of the State Treaty on the Austrian balance of paymentse

The Ausvrian valarce of payments for 195 shows an over-all
surplus on current account of {68 million. Assumihg continuation of
this favorable development in the year following implementation of the
State Treaty, this surplus might be cut in half or almost coupletely
wiped out by the assumptions made with regard to the Treaty.

However, the trade deficit during the first two months of
1955 amounted to the equivalent of {30 million, or an annual rate of
%180 million, as compared with an anwal rate based on the £ rst two
months of 195l of about $23 million and a trade deficit for 195l of
only 4Ll millions The trade deficit with the dollar area during January
and February 1955 amounted to almost .9 million as compared with a
deficit for all of 1954 of $10.9 million.

Balance of payments statistics for the first quarter of 1955
are not yetv available; however, the EPU position, which may ve taken
as an indication, showed a deficit of about $38 million as compared with
a surplus of $17 million during the same period of 195l
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