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INTRODUCTION

Description of the Report

This staff study was prepared as a summary reference guide on the Soviet economy. The
material in this volume is intended to provide a brief, general overview of the Soviet economy, offering
a basic explanation of factors and developments that have shaped the current Soviet economic situation.
As such, this report includes background information on:

- the development of the Soviet economy in a historical context;

- Soviet economic and trade performance trends in the 1980s;

- relevant U.S. and Soviet laws relating to mutual economic relations;
- an overview of Soviet economic reforms; and

- the potential impact of Soviet economic reforms on U.S.-Soviet economic
relations.

Information presented in this volume has been compiled from a variety of government and
private sector sources. As an overview, this study does not attempt to provide an exhaustive discussion
of the subject material. For more comprehensive explanations and analyses of topics addressed in this
volume, refer to the sources cited.

Disclaimer

This study was prepared by Fred H. Rogoff and Lisa A. Zanetti of the Commission’s Office
of Investigations (Chapter 1), and Peter Pogany and Joseph Pelzman of the Commission’s Office of
Economics (Chapters 2 and 3, respectively). The comments and conclusions set forth herein have not
been adopted by the Commission and do not necessarily represent the views of the Commission or any
of the Commissioners. ' It is being published by the Commission in order to make available to the
Congress, the Executive Branch, and the public, information relating to the economic history and
performance of the Soviet Union that is public but has not been compiled and published in such a
format elsewhere.

! Commissioner Eckes notes the Commission did not formally approve either the substance of the Staff Research
Study or the allocation of Commission resources for its preparation and publication. This is a depaxtune from
the past pracnce of the agency.

- Xi
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- Pasture
- Forest
Coastline

Land boundaries

Shared borders

People (1989)
Population (7/89)
Life expectancy (1988)

Infant mortality

Total fertility rate

Net migration rate

Labor force (1988)

Organized labor
(1986)

Soviet Union

22,402,200 km?
ranks 1st in size
among all states

2,240,220 km’
3,808,374 km®
9,184,902 km”
42,777 km
19,933 km

12 countries

288,742,345
69 years

25 deaths/
1,000 live births

2.4 children/
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0 migrants/
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98 percent of
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United States

9,372,610 km’
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among all states
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2 countries
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10 deaths/
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2 migrants/
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17.5 percent of
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1,730 billion kWh
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metric tons
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1.5 percent

5.0 percent
$575 billion
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United States
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6,365,590 km

41,009 km

3,297

275,800 km (oil)
305,300 km (gas)

32.9 million b/d
oil equivalent

768,349,000 kW
2,900 billion kWh
11,790 kWh

90.6 million
metric tons

$4,864 billion
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4.1 percent

4.1 percent
$976 billion
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$161 billion
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Living standard indicators
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Annual cinema attendance
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1,000 persons

70 kilograms/
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5.9 kilograms/
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United States
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572 autos/
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111 kilograms/
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21.4 kilograms/
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4.6/per capita

Source: Compiled from statistics of the Central Intelligence Agency:
The World Factbook 1989, and Handbook of Economic Statistics, 1989.

Index
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HISTORICAL BACKGROUND ON SOVIET ECONOMIC DEVELOPMENT

This chapter presents a brief, general overview of the Soviet economy. It is intended to
provide a basic understanding of factors and developments that have shaped the current Soviet
economic situation, and to provide information on recent Soviet economic performance in a comparative
context.

The first section of this chapter provides background information on the historical development
of the Soviet economy. The second section provides an overview of Soviet economic and trade
performance during the 1980s. The third section provides background on relevant U.S. and Soviet laws
relating to mutual economic relations.

Geographic basics of the Soviet Union

The size of the Soviet Union is difficult for most people to comprehend, even for those
individuals living in countries of continental proportions like the United States. In order to give a
sense of the proportions of the U.S.S.R., the following information is provided:

The Sowet Unlon is: more than twice the size of: any other country
e area of the Soviet Union exceeds that of South America. i
The United States would fit into Siberia: wnth room to add half of Ganada v

Far Eastem clty of Vladlvostok
‘ west to east the U S S. R extends neariy 10 000 km

Figure 1-1 provides a comparison of the size and the latitudinal extent of the Soviet Union
and the United States. The Soviet Union lies much farther north than the United States, and has a
higher degree of continentality. > The terrain of the country is characterized by broad plain with low
hills west of the Urals; vast coniferous forest and tundra in Siberia; deserts in Central Asia; and
mountains to the south. > These factors, in conjunction with the arrangement of mountains, bodies of

! The terms "Soviet Union" and "U.S.S.R."” are used interchangeably in this study.
2 High continentality refers to the fact that most of the U.S.S.R. is shielded from maritime influences which
normally help contribute to the moderation of temperatures, precipitation, and overall climate.

* The World Factbook 1989, Central Intelligence Agency, p. 273. 1-1
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water, and latitudinal extent, act as serious constraints on access to the high seas and year-round ice-
free ports, agricultural production and productivity, and land that is not subject to permanently frozen
subsoil (permafrost). Figure 1-2 shows the spatial locations of adverse physical conditions and natural
zones of the U.S.S.R.. Figure 1-3 presents a relational comparison of climatic conditions in the
U.S.S.R. and North America.

The U.S.S.R. is both blessed and burdened by its great size. Size has endowed the Soviet
Union with a rich natural resource base; given it the ability to trade space for time during war; and
enhanced its political power through territorial control. However, size has also contributed to
developmental problems by posing obstacles in the form of distance, terrain, and climate. The Soviet
Union must expend unparalleled energy in organizing and managing its economy and overcoming the
great distances between centers of manufacturing and sources of raw materials, between cities and
farms, and between producers and consumers. ¢ Figure 1-4 provides an illustration of these obstacles
by indicating the relative construction costs of developing various areas of Siberia compared to
construction in Moscow. Figure 1-5 gives an example of the distances that materials and components
for the manufacture of automobiles must travel for assembly in the centrally located city of Gorky.
For industrial centers not so centrally located, distances are even greater.

Natural resources and endowments

General characteristics.-- The Soviet Union is rich in numerous natural resources. It possesses
an estimated 30 percent of known world reserves of iron ore and manganese. The country is self-
sufficient in fuels, including crude petroleum, natural gas, and coal; timber; gold; manganese; lead; zinc;
nickel; mercury; potash; phosphates; and most strategic minerals. > Figure 1-6 shows the natural
resource potential of the U.S.S.R.

Agriculture.-- The U.S.S.R. is 2.4 times the size of the United States. However, it has roughly
only the same amount of arable land. Given the comparable arable land area, the Soviet Union’s
agricultural sector has historically performed much poorly than the United States. ° This is partly due
to inefficient management and production, but is also the result of geography. Most of the U.S.S.R.
lies above the 48th parallel (roughly the border between the United States and Canada). Because of the
inherent characteristics of high latitude such as fewer light-days, colder temperatures, and less moisture,
the growing of certain crops is precluded. In addition, some of the most fertile land is water-deficient
or has an insufficient growing season. Many of the better climates have poor soils, and a hot,

“ For a detailed analysis of the economic geography of the U.S.S.R., see Paul E. Lydolph, Geography of the
U.S.S.R. (Elkhart Lake, WI: Misty Valley Publishing, 1979).

* Exceptions are bauxite, alumina, tantalum, tin, tungsten, fluorspar, and molybdenum. The World Factbook
1989, Central Intelligence Agency, p. 273.

¢ See discussions under "Economic Development History" and "Trends in Economic Output and Perfdrmance."
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Figure 1-2
Adverse physical conditions in the U.S.S.R.
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Figure 1-4
Construction costs in the northern U.S.S.R.

(Index: Moscow = 1.0)

Construction costs in the north of the USSR according to Dogayev (1975), p. 32. The
values on the map are the number of imes greater costs are in varnious regions of the
nortn than in the Moscow area (= 1.0). Three construction zones are aiso distinguished
on the map
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Figure 1-5
Distances from the industrial center of Gorky

Places of origin of materials and components used in the manufacture and assembly
of motor vehicles in the town of Gorky
Source: Stroyev (1971) p. 52
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- Source: J.P. Cole, Geography of the Soviet Union, p. 213.

Reprinted with permission.
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Figure 1-6
The natural resource potential of the U.S.S.R.
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The relationship of natural resources to area according to Mints and Kakhanovskaya
(1974). There is a much higher density of natural resources per unit of area in the
western part of the USSR than in the eastern part. Two main reasons may be
proposed. First, the quality of the land resources is much higher in the southwestern
part of European USSR and in the irrigated parts of Central Asia than anywhere else in
the country. Second, aithough many mineral deposits have already been discovered or
are thought to exist in the eastern part of the USSR, they are not considered to be
readily available in the foreseeable future. They are therefore not taken into account

Source: J.P. Cole, Geography of the Soviet Union, p. 107.
Reprinted with permission.
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desiccating wind affects the south. ” Figure 1-7 shows arable land as a percentage of total land area.
Figure 1-8 shows the main agricultural belt of the U.S.S.R. *

The primary unit of agriculture in the U.S.S.R. is the collective farm (kolkhoz). Collective
farms occupy state-owned land which the shareholders (workers) lease permanently by title deed. All
the capital of the farm belongs to the kolhoz; membership is hereditary and governance is by
committee. Compulsory deliveries to the state are paid for at prices fixed by the state, with prices for
some commodities varied from time to time and by region to compensate for differing costs of
production resulting from geographical factors. The surplus produced above state procurements can be
sold at market prices, which are usually higher than state procurement prices (though still controlled).
The income of the farm workers depends on total proceeds, less operating expenses and taxes. While
individual remuneration is often in-kind (e.g., seed and fertilizer), cash payments have grown in
importance and the kolhoz is expected to fix guaranteed minimum earnings. °

In addition to the collective farm lands, each collective farm family is allowed to own livestock
and a small private plot, between 0.15 and 0.50 hectares (ha) *°, with the size of the plot varying by
region. Though less than four percent of total arable acreage, the private plots account for a significant
proportion of the fresh produce and red meat or poultry available to the urban population. They are
also the mainstay of the farm workers’ own food supply. In 1978-81 a series of measures were taken
to encourage private plot production. "

State farms (sovhozy), though similar to collective farms, are distinguishable from collectives
in that they have less formal independence. Workers on a sovhoz are paid mainly in cash, according
to a scale of work and qualifications of the workers. Sovhozy are financed by the government. While
the most common form of sovhoz produces for the market, there are state farms that are essentially
research and experimental establishments. Produce procurement prices for the sovhoz are generally
lower than for kolhoz production. While state farms are generally larger and better equipped than
collective farms, the distinctions in terms of worker remuneration and types of crops grown have
diminished in recent years.

’ The World Factbook 1989, Central Intelligence Agency, p. 273.

* The chemozem or "black soil" region stretches from the western Ukraine to Novosibirsk in central Asia and
is the most fertile growing region in the Soviet Union.

® Leslie Symms, Russian Agriculture (London: G. Bell & Sons, Ltd., 1972), pp. 8-9.
° One hectare equals 2.47 acres.

" Symms, Russian Agriculture, pp. 8-9.
2 Tbid. 1-9
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Figure 1-7
Arable land as a percentage of total land area
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The chernozem (black soil) belt in the U.S.S.R.
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Under experimental, decentralized "collective contract” arrangements introduced in the early
1980s, collective farmers working in small groups or "links" receive a fixed price for as much as they
can deliver, and set their own wage and bonus scales. Further reforms announced in early 1986
attempted to shift the emphasis away from procurement targets toward a more flexible price system,
and allow up to one-third of fruit and vegetable output to be marketed directly by collectives. * In
1988, full cost-accounting and self-financing were introduced. ™

In 1989, agriculture posted a slight 1.9 percent increase in production when compared with
1988. Productivity increases made a better showing: in the public sector of agriculture, productivity
increased by 5 percent, while the number of people employed in the sector declined by 0.7 million.
Over the past 4 years of the current 5-year plan (1985-90), the average annual volume of gross
agricultural output has increased by 9.8 percent over the corresponding period in the previous S-year
plan. The plan’s projected growth rate is 12.9 percent. *

Forestry-- About 42 percent of the land area of the Soviet Union is forest. The Soviet
Union is a major timber producer and exporter, but production has shown no sustained upward trend
since 1980. '* In 1989, the Soviet economy was "undersupplied" by approximately 15 million cubic
meters of commercial timber and over 3 million cubic meters of lumber.

Mining.-- The Soviet Union is a major producer of a number of minerals. Most production
is for internal consumption, but gold and diamonds, and to a lesser degree iron ore, chromium, nickel,
asbestos, and nitrogen fertilizers are foreign exchange earners. '* Uranium is produced in substantial
quantities. * Figure 1-9 shows the location of deposits of selected non-fuel minerals.

Energy.-- The Soviet Union has huge proven and probable reserves of all the major primary
fuels--oil, coal, and natural gas--and has long been a substantial net exporter of energy. In most recent
years, about half of Soviet oil exports have gone to Eastern Europe. The ability of the Soviet Union

® EIU Country Profile 1989-90, p. 21.

" For additional information on reforms and performance in the Soviet agricultural sector, see U.S.S.R.
Agriculture and Trade Report, U.S. Department of Agriculture Economic Research Service, May 1989.

'* Foreign Broadcast and Information Service, Daily Report: Soviet Union (FBIS), January 29, 1990, p. 113.

'* The U.S.S.R. accounted for 34 percent of world exports of wood and wood products in 1988.
7 FBIS, Jan. 29, 1990, p. 113.
'* The World Factbook 1989, Central Intelligence Agency, p. 273.

' No production data on uranium are available, but U.S. Department of Commerce statistics indicate that in
1989, the United States imported some $21.7 million in enriched uranium or related products (HTS subheading
2844.20: uranium enriched in U235 and plutonium and their compounds; alloys, dispersions, ceramic products
and mixtures containing these products). This represented a 92 percent increase over imports in this category in
1988. 1-11
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to supply Eastern Europe with low-cost energy has been an important element of its foreign policy. *
Exporting oil and gas have also allowed the Soviets to earn hard currency, although the direct impact
to date of the Soviet Union on world oil markets has been relatively small. *

Growth of the energy sector has underpinned Soviet industrial growth rates for many years, and
current problems, reflected in declining growth rates, may have serious long-term economic
consequences. Beginning in the late 1970s, supplies of oil and coal suffered setbacks. Energy costs
rose because of the growing remoteness and lower quality of newly-discovered reserves. *

In 1989 aggregate energy production fell 0.4 percent for the first time since World War II.
Production was affected by a merger of the oil and gas ministries in June 1989 that reportedly created
administrative chaos, by the July coal strikes, and an inability by many enterprises to assume the new
responsibilities thrust on them by perestroika.  Wasteful energy use remains a serious shortcoming
of the Soviet economy. * Figure 1-10 shows the location of energy reserves in the U.S.S.R.
Individual energy sectors are discussed below.

Crude petroleum.-- Crude petroleum production began to level off in the early 1980s
after three decades of steady growth. * In 1989, Soviet crude petroleum and natural gas condensate
production decreased by 2.8 percent when compared with the same time period in 1988. Exports of
oil to the West were down significantly, by more than 7 percent. The decline in production was
mostly due to acute shortages of oil-field equipment, pipes, and oil-field chemicals because domestic
suppliers cut the production of unprofitable equipment and supplies for the oil industry. ¥

There are also technology-related factors that have had a negative impact on Soviet production
capabilities. Soviet engineers have not developed advanced techniques for exploring and drilling in
harsh environments, or for recovering larger portions of identified reserves. Certain secondary and
tertiary recovery practices, such as pumping water into the ground to make oil flow toward the wells,
increase initial yields but in fact reduce the total amount of oil that can be recovered over the life of
the site. Much of the indifference to overall recovery techniques can be traced to traditional Soviet
concern with volume rather than efficiency.

* U.S.S.R. Energy Atlas, Central Intelligence Agency 1985, p. 14.

# EIU Country Profile 1989-90, p. 27.

2 Ibid.

2 Ibid.

* FBIS, January 29, 1990, p. 111.

» See generally U.S.S.R. Energy Atlas, Central Intelligence Agency, 1985.
* Ibid, p. 6.

Z For more information on recent performance in the Soviet energy sector, see PlanEcon Report, Planll-.}?gn Inc.,
Nov. 24, 1989, p. 11, and PlanEcon Report, PlanEcon Inc., Mar. 7, 1990.

1-13



ission

.

ABSIUB A JOAIY BUI JO 1S€8 HSSN BY) JO $82IN0S) eupy

‘uorsstwiad yjarm pojuradesy

*Z0T ® 101 °dd ‘uotup 391n0S 9yl jo Aydea8oo99 €afo) °*g°[ :991nog

<
—
-~

ASSIUGA JOAIY BUI JO 1SOM LSS BU) JO SEIN0SEs [eIBUIKY

United States International Trade Comm

Staff Study on the Soviet Economy

s

— siesoun mews y wy * o .

ooot w o oeiopy| ®o 1205 umosq pue ey | 9 000t o o..l.o!_ e — 1903 umosq pue wo3| O
sease seb jesmeu suiseq .ch..u .-.“o .c:.ﬁ 00> Um0 v:u:._uo-w

pue po Jqissog

NOISOAIPRIA
3%

3
) ° -
wsnosequyy §letd

W
.

uiIseg

uneyyes' sAosng

\

u
e yanog

eas
ysioyyo

eyI0yoWwey

’

.

o]
e -

S\
& “a .

oy

wPAdD  Di1d1y

1202 umasg pue |e0)

peoney
Nwy-jexAeg  Wve

peosey
ueeQIG-sUR)  YS)
PROICY wsscasoses Y SII
¢ W Vi
viIsy _\= V Ve
_n:.mowll\lv. . ' "ol 4y snseoney
I 7 R ~

ees yoerg

. o, e e
.\ . . S v..w.no
ueis |  onv-euy eos _—
g ey e o e
o v
L]
o %

Wezey ysey
183 % oyey
%k
Ll

) .
! . 2° .. P )
vu . .-veca!-x . ‘ . ......,A., ssequoQ™-. 3
.\ 0.. Mv.oo '3 0.0“000 .”
/- uoibey f o

P ol

. A [ 2 \ amodsopy O
o \.. .c.o./c % 0% . ! uiseg
™. ..o.. ‘“-7  Aunonsowpog

90 oIPP'W o

e

eag
sivaierg \
eInsuuay
ejoy

*¥4°S°S°N @Yl JOo s$32Inosaa JBIIUTK
OT-T @xInbtg

1-14



United States International Trade Commission Staff Study on the Soviet Economy

Coal.-- Much of the growth in oil and gas has come at the expense of coal. The
industry has faced problems in recent years, stemming from deteriorating conditions in major producing
mines, too little new capacity coming on-line, shortages in labor and declines in productivity, and
poorer quality of newly-discovered reserves. *

Coal production figures in 1989 showed a decline of 4.1 percent when compared with the
corresponding period for the previous year. Gross output for 1989 was 740 million metric tons (mmt),
compared to 772 mmt for 1988. This decline reflects the impact of the July 1989 coal strike and a
general work slowdown, and resulted in decreased exports of coal both to CMEA countries and to the
West. *

Natural gas.-- Natural gas has assumed a growing importance to the Soviet Union in
both domestic energy use and exports for hard currency. West Siberia contains the newest and most
important gas fields and is the source of the Siberia-to-Western Europe natural gas pipeline. The
Soviet Union has been exporting natural gas to Europe since the early 1970s. *

The Soviet Union also possesses large reserves of gas condensate--liquid hydrocarbons that
condense from associated and non-associated gas when it is extracted from the reservoir. Gas
condensate production statistics are included with those of oil production. Reserves are distributed
widely throughout the U.S.S.R. Significant production of gas condensate was not achieved until the
early 1970s. *

Soviet production of natural gas increased 3.4 percent in 1989 when compared with 1988. This
increase is considerably less than the average annual growth rate of 7.4 percent enjoyed in 1981-88,
and is insufficient to offset declines in the production of oil and coal. *

Nuclear energy.-- Following the accident at the Chernobyl nuclear power plant in April
1986, Soviet planners scaled back the nuclear energy program. Introduction of post-Chernobyl safety
modifications delayed installations of nuclear power-generating capacity. A nuclear power station
southwest of Yerevan was dismantled after the Armenian earthquake of December 1988, and plans to
construct a nuclear power station of Azerbaijan were scrapped. Recent revisions of the long-term

# U.S.S.R. Energy Atlas, p. 37.
# PlanEcon Report, Nov. 24, 1989 and Mar. 7, 1990.

* U.S.S.R. Energy Atlas, p. 12.
* Ibid., pp. 15, 23.

* PlanEcon Report, Nov. 24, 1989 and Mar. 7, 1990. 1-15
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Soviet energy balance call for a reduction in planned nuclear energy capacity. * There is evidence that
Soviet public opinion is turning against nuclear power. *

Environment.-- The Soviet Union faces a growing environmental crisis--the product of waste,
carelessness, an emphasis on the development of heavy industry, and lack of controls in production,
extraction, and disposal. Consequently, the state of the environment is generating more interest in the
Soviet Union. Total environmentally-related expenditures grew by over 4 percent in 1989, and
discharge of pollutants into the atmosphere from stationary sources fell by 5 percent. However, high
levels of air pollution are still recorded in many major cities, and contamination of water reservoirs
from industrial and domestic effluent has not been contained. Efforts at more efficient fuel
consumption have met with limited success, with the energy-intensiveness of production falling by only
0.7 percent. ¥

The United States and the Soviet Union made progress in 1989 toward joint recognition and
resolution of certain environmental problems. On May 11, 1989, Secretary-of State James Baker and
Soviet Foreign Minister Eduard Shevardnadze signed an agreement pledging to work out a joint plan
of extraordinary measures in the event of a spillage of oil or other harmful substances in the Bering
and Chukotka seas. In accordance with the terms of the plan, each country pledged assistance to the
other in the event of a major ecological disaster. * In June 1989 the first joint session of the U.S.S.R.
Academy of Sciences and the U.S. National Academy of Sciences Committee on Global Ecology was
convened under the co-chairmanship of the U.S.S.R. Academy of Sciences and the U.S. National
Academy of Technical Sciences. The task of the committee, which includes prominent scientists and
specialists from the two countries in the field of environmental protection, is to determine future
avenues for research on global ecology, to identify priorities in resolving ecological tasks at national,
regional, and international levels, and to prepare scientific recommendations for the world community
on the most pressing environmental problems. *’

% 57th Quarterly Report, Trade Between the United States and the Nonmarket Economy Countries During
1988, USITC Pub. 2176, May 1989, p. 22. Hereafter cited as 57th Quarterly Report....

A recent questionnaire surveyed attitudes toward nuclear power in the Soviet Union. Even among professional
nuclear scientists, less than half were unconditional supporters of nuclear power engineering. Sixty percent of
the experts felt it necessary to slow down or even stop construction of nuclear facilities and concentrate on
solving safety problems. FBIS, Mar. 2, 1990, pp. 39-42.

* FBIS, Jan. 29, 1990, pp. 108-9.
* FBIS, May 11, 1989, p. 9.

¥ FBIS, June 6, 1989, p. 9. 16
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Human resources

General characteristics.-- The following table shows relevant population characteristics for the
Soviet Union as compared with the United States in 1989: *

o ooo populatlonw

79 ears female ]f"“ it
hnldren b°m/Woman

lldren » born/woman o

Nationalities.-- The Soviet Union is made up of over 100 ethnic groups. Fifty-two percent
of the U.S.S.R.’s population is Russian, according to the 1979 census, ** giving ethnic Russians only
a tenuous majority. Demographic trends show the population in the Asian republics and the Caucasus
growing much faster than in the Russian or other Slavic republics. Such a situation contributes to
political instability, uneven distribution of labor, and to many Russians, security risks -- since the areas
of fastest population growth are on the periphery of the country and do not identify with the dominant
Russian culture. Attempts to "Russify” non-Russian republics have tended to exacerbate ethnic tensions.

Roughly 60 percent of the population is estimated to be atheist. Of the remainder, 20 percent
identify themselves as Russian Orthodox, 10 percent as Muslim, 7 percent as Protestant, Georgian
Orthodox, Armenian Orthodox, or Roman Catholic, and less than 1 percent as Jewish. “ Adherents
of Islam, predominantly Shiite Moslem, are the fastest-growing ethnic group in the U.S.S.R.

The country’s 15 republics, grouped very roughly by ethnic identity, have always formed an
uneasy federation at best. Within the past year, however, nationalist tensions have escalated
precipitously. Glasnost and democratization are also leading to regionalization and ethnic divisions
within the Communist Party of the Soviet Union (CPSU). ¢

** The World Factbook 1989, Central Intelligence Agency, 1989.

» Tbid.

“ Ibid.

4 See generally Report on the U.S.S.R., RFE/RL Inc. (Vol. 1, no. 52, Dec. 29, 1989). 1-17
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Theoretically, the Soviet Constitution of October 7, 1977, gives republics the right to secede

from the Union. In an effort to forestall secession attempts, Gorbachev proposed in early 1990 the
creation of a new Soviet federation with increased autonomy for all republics but has offered few
details. The areas of most prominent ethnic unrest are: *

The Baltics.-- Annexed by the Soviet Union in 1940, Lithuania, Latvia, and Estonia have
begun movements toward independence. ©® Cooperation among Lithuania, Latvia, and Estonia
is notable; there are proposals to establish a Baltic common market. On August 23, 1989,
the fiftieth anniversary of the signing of the Molotov-Ribbentrop pact, more than 2 million
Balts linked hands in a human chain extending from Tallinn through Riga to Vilnius in a
unified call to revoke the pact and reverse its consequences.

Lithuania.-- The restructuring of Lithuanian society and political life, led by the
Lithuanian Restructuring Movement ("Sajudis"), gathered momentum in 1989. The
Lithuanian Communist Party has been forced to make radical changes, moving further
away from Moscow’s control. The Lithuanian Supreme Soviet approved changes in the
Constitution making Soviet laws valid in Lithuania only after ratification by the republic.
A law on economic sovereignty went into effect January 1, 1990. On March 11, 1990, the
Lithuanian legislature declared the republic independent of the Soviet Union and elected
Vytautas Landsbergis, a non-Communist, head of state. The name of the republic was also
changed to Republic of Lithuania, dropping the "Soviet Socialist” prefix.

Latvia.-- Influence of the Popular Front of Latvia and other unofficial organizations grew
steadily in 1989. The factionalized Latvian Communist Party is being led by, rather than
controlling, popular opinion. An economic sovereignty law was passed and restrictions
on religious activity were lifted.

Estonia.-- A series of legislative initiatives in 1989 transferred increased power away from
Moscow and to republican institutions. Estonian was made the official language and a
separate currency was introduced January 1, 1990. An economic sovereignty law was
passed. In November, the Estonian Supreme Soviet passed a resolution declaring the 1940
annexation by the U.S.S.R. to be null and void. The independent press is flourishing.

Ukraine.-- Secessionist sentiment is strong in the western part of the republic, which was
seized from Poland in 1939, but only moderate in the remainder of the region. The
Ukrainian national front, Rukh, says it does not favor full independence, and the Ukrainian
Communist Party is conservative.

Moldavia.-- Maintains a common language with Romania; was a part of Romania until

1946. Demands to be re-incorporated into Romania could gain momentum in 1990 following
the events of late 1989 that led to the overthrow and execution of longtime Romanian leader
Nicolae Ceausescu.

“ Summaries offered below are extracted from Report on the U.S.S.R. RFE/RL, Inc. (Vol. 1, no. 52, Dec. 29,

1989).

“ The United States does not recognize the incorporation of Estonia, Latvia, and Lithuania into the Soviet ?'iié’"‘
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The Caucasus.--

- Georgia.-- The political situation is in a state of flux. Violent suppression of peaceful
demonstrators by the U.S.S.R. Interior Ministry on April 9, 1989, served to exacerbate
long-standing anti-Soviet sentiment. So far, however, there has emerged no cohesive
political movement. There are dozens of small parties (including one calling for restoration
of the former monarchy) but little cooperation among them. Much of the top Georgian
leadership resigned after the April 9 violence, and in November the Supreme Soviet of the
republic passed amendments to the Georgian Constitution affirming ownership of the
republic’s natural resources and stipulating that laws passed by the U.S.S.R. Supreme
Soviet are invalid if they are contrary to the interests of the republic.

- Armenia and Azerbaijan.--

Nagorno-Karabakh.-- The most publicized ethnic dispute in this region centered over
the autonomous oblast of Nagorno-Karabakh in Azerbaijan, beginning in February 1988.
The Armenian population of the region demanded reunification with Armenia, and the
resultant violent clashes cost hundreds of lives. The situation has not been resolved.

- Central Asia.-- Ethnic disturbances cost hundreds of lives in Soviet Central Asia in 1989.
Inter-ethnic rivalries combined with poor social conditions in Uzbekistan, Turkmenistan,
and Kazakhstan have created a volatile climate. Though the Central Asian republics are
becoming more self-assertive, the process of perestroika has continued to lag behind other
more advanced regions in the western U.S.S.R. While informal political groups have
begun to proliferate, only Uzbekistan has a popular front similar to those found in western
republics.

Education.-- The Soviet Union claims a literacy rate of 99 percent, with Russian as the
official language. “ In 1987, 76.4 percent of the working population was cited as having at least a
secondary level of education; 12.5 percent had a higher level. Enrollment in higher educational
establishments (VUZs) decreased by 2 percent in 1989; enrollment in secondary special educational
establishments decreased by 6 percent.

Profile of the workforce.-- Officially, unemployment does not exist in the Soviet Union. *
Practically, however, there is a small amount of frictional unemployment -- possibly around 2 percent
of the work force. ¥ There is also evidence of a segment of somewhat longer-term unemployed
(previously, officially designated as parasites and liable to prosecution). Many of these individuals

“ There are over 200 languages and dialects spoken in the Soviet Union; 18 of these have more than 1 million
speakers. These 18 non-Russian languages are taught in schools until the 6th grade; 6 non-Russian languages
are taught until the 10th grade. After 10th grade, Russian is the official language of instruction. All higher
education and technical and scientific literature is in Russian.

* FBIS, Jan. 29, 1990, pp. 107-8.
“ Accordingly, there are no unemployment benefits.

“ Frictional unemployment is temporary unemployment caused by dynamic changes in the economy. It is similar
to "voluntary” unemployment. 1-19
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are occupied in the illegal second economy, and may become recognized as productively employed as
Gorbachev implements further reforms. There is also a strong possibility that official unemployment
will grow as Gorbachev’s reforms eliminate over-staffing of enterprises.

The labor force consists of 151 million civilians, of which 78 percent are employed in industry
and other nonagricultural fields and 22 percent are employed in agriculture. Figure 1-11 shows the
size of the agricultural, industrial, and total labor force for selected years. In 1987, 66 percent of the
population lived in urban areas; 34 percent lived in rural areas. ® Figures 1-12 and 1-13 show the
density and distribution of population in the U.S.S.R. In 1988 there was a shortage of skilled labor.
Ninety-eight percent of all workers are union members. All trade unions are organized within the All-
Union Central Council of Trade Unions (AUCCTU) and conduct their work under the guidance of the
Communist Party. *

Administrative structure

Administrative structure in the Soviet Union is complex and centered around two primary
groups: politico-administrative and economic planning regions. These regions and their functions are
discussed below. Appendix A shows the current structure of Soviet ministries and state committees
and administrative changes in the foreign trade structure of the U.S.S.R.

Politico-administrative regions.-- The primary political subdivision in the U.S.S.R. is the
Republic. There are 15 Soviet Socialist Republics (S.S.R.s). ** The S.S.R.s are grouped around the
fifteen major nationalities of the U.S.S.R.  There are two secondary-level political subdivisions,

“ EIU Country Profile 1989-90, p. 20.
“ Ibid., p. 10.
% The World Factbook 1989, Central Intelligence Agency, 1989.

*! The 15 S.S.R.s are Russia, Armenia, Azerbaijan, Belorussia, Estonia, Georgia, Kazakhstan, Kirgizia, Latvia,
Lithuania, Moldavia, Tadjikistan, Turkmenistan, the Ukraine, and Uzbekistan. Prior to 1956, there were 16
Republics. The Kerelo-Finnish Republic was downgraded to the status of an Autonomous Soviet Socialist
Republic (A.S.S.R.) within the Russian Republic (R.S.F.S.R.).

2 According to the current constitution of the U.S.S.R., the criteria for Republican status are: (1) the sharing
of an external border with the U.S.S.R.; (2) existence of a constituent ethnic population of at least 1 million;
and (3) the titular ethnic population must represent a majority in its respective political territory. Two republics
today fail to meet the majority representation criteria in their own Republics--Kazakhstan and Khirgizia. Lydolph,
Geography of the U.S.S.R., pp. 17, 21 and 1984 supplement, p. 10.

1-20
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Figure 1-11

U.S.S.R.: Size of the agricultural, industrial, and
total labor force, for selected years, 1960-87

Million workers Agricultural labor as a % of total labor
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\ 126
125 = - 35%
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25 15%
0] 10%
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Agricultural labor Industrial labor*
Total labor force = % in Agriculture
Source: Compiled from data in the CIA Handbook, 1989. * Includes manufacturing, mining, & construction
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Figure 1-12 ,
Density of population in the U.S.S.R.

Persons per square km 1981

over 48

/41248

s Soviet average

Source: J.P. Cole, Geography of the Soviet Union, p. 244.
Reprinted with permission.
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Figure 1-13
Distribution of population in the U.S.S.R.
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Source: J.P. Cole, Geography of the Soviet Union, p. 245.
Reprinted with permission.
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Autonomous Soviet Socialist Republics (A.S.S.R.s) and Krays ®. A.S.SR.s have no further
administrative subdivision; however, S.S.R.s and Krays are further subdivided into Oblasts and
Autonomous Oblasts. * Oblasts are further subdivided into Autonomous Okrugs and Rayons. *
Figures 1-14 and 1-15 show the politico-administrative organization of the U.S.S.R.

Economic planning regions.-- For the purposes of economic planning and statistical purposes,
the U.S.S.R. is divided into 19 economic regions that do not necessarily coincide with politico-
administrative boundaries. The economic regions serve as a basis for planning regional development
on a large scale and for minimizing regional disparities. The economic regions each have organizing
committees which may suggest, but not dictate, planning priorities. ** Figure 1-16 shows the various
economic regions.

in functions: =

A‘productnon complexes (TPCs)‘ :
dustries in close proxi

Cambndge Unlversn Press, 1984). p. 32. e

% A.S.S.R.s are formed around relatively large and territorially cohesive nationalities not considered suitable for
full S.S.R. status. Though the 1977 Constitution left the administrative units intact, ethnic Russians have migrated
into national areas and diluted the national populations so much over the years that hardly any of the A.S.S.R.s
satisfy the titular majority requirements. Lydolph, p. 21. Krays are only found in the Russian Soviet Federated
Socialist Republic (R.S.F.S.R.), but are equal in administrative importance as A.S.S.R.s.

* Oblasts are similar to provinces and usually formed around a regional center of some size. Autonomous
Oblasts are only subdivided from Krays.

% Rayons each have an average of 80,000 inhabitants.

% During the Khrushchev reforms of 1957-62, the politico-administrative and economic regions were combined
into a system of 104 regional economic councils referred to as sovnarkhozy, which were to have considerable
independence in planning. The reforms were abandoned after several years. See also the section entitled
"Economic Development History." -
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Infrastructure

Though geographically much larger and more populous than the United States, the infrastructure
of the U.S.S.R. is much less developed. The following tabulation shows a comparison of some
indicators: *’

nited States .

extensive

hundreds
85,000,000
162,000,000

4,255,000

The U.S.S.R. has less than one-half the capacity of the United States to produce electricity, and
actually produces approximately 60 percent as much as the United States. The Soviet Union possesses
one-half the railroads of the United States and only one-third of the highways. * Yet, the U.S.S.R.
maintains three times as many inland waterways as the United States, an indicator of the historical
importance of waterways in its economic development. Though the U.S.S.R. has more civil aircraft,
it has two-thirds fewer airports. And despite its greater population and land mass, the U.S.S.R. has

" The 1989 World Factbook, Central Intelligence Agency, pp. 274, 309.

* Many roads in the Soviet Union are unpaved and therefore unusable during certain parts of the year. .23
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only 56 percent as many television sets, 33 percent as many radio receivers, and only about 12 percent
as many telephones as the United States.

Figure 1-17 shows the location of the major airports in the U.S.S.R. Figure 1-18 shows the

Soviet rail transportation system. Figure 1-19 shows the principal seaports of the U.S.S.R. and sea
distances around the U.S.S.R.

Economic _development history

Any assessment of perestroika must be approached with an understanding of the unique
economic development of the Soviet Union, guided as it has been by ideological--and idealized--goals.
Soviet planners have often been forced to find pragmatic solutions to resolve discrepancies between the
ideal conditions described by ideology and the situation as the planners actually found it.

The Soviet economy has continually been plagued by pervasive and persistent problems:
resistance to innovation, inefficiency, poor quality, and supply-oriented policies that create indifference
to demand. Some degree of economic tinkering has been a component of every five-year plan, but
minor adjustments generally have had no effect on such a massive, bureaucratic system. Through the
years there have been a series of identifiable, major reform attempts that alternated between greater and
lesser degrees of centralized control. ¥ These are briefly summarized in the paragraphs below.

War communism (1918-21).-- The Bolsheviks seized from the Provisional Government an
economy already disrupted by the two revolutions of 1917. Workers had spent much time on
demonstrations and little at their jobs. The transportation and communications systems were near
breakdown, food shortages were spreading, and sporadic local seizures of property were occurring all
over the country. ® Wartime inflation was nearly 600 percent, production had fallen to between 30
and 40 percent of 1913 levels, and shortages of fuel were critical. ©

To cope with the chaos and the impending civil war, the Bolsheviks resorted to a collection
of experimental but draconian measures referred to as war communism, designed to mobilize existing
resources and prevent the total collapse of the economy. This three-pronged program involved
nationalization of banking, transportation, foreign trade, and large-scale industry; the rationing of basic
goods and services along with requisitioning of peasant produce; and labor conscription.

* For a comprehensive discussion of the Soviet economy and reform attempts since Khrushchev, see Ed A.
Hewett, Reforming the Soviet Economy: Equality versus Efficiency (Washington, D.C.: The Brookings
Institution, 1988).

© Donald W. Treadgold, Twentieth Century Russia (Chicago: Rand McNally & Co., 1972), p. 162.

st M. K. Dziewanowski, A History of Soviet Russia, (Englewood Cliffs, NJ: Prentice-Hall, Inc., 1979), pp. 132-3.
1-29
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Figure 1-17
Location of major airports in the U.S.S.R.

0 km T e (

©® Man arrports

Main airports of the USSR. Source: Stanislavyuka (1977) p. 33

Main goods carried on
the railroad system in Coal Iron Building
thousands of millions of Total andcoke Qil andsteel Timber Grain Ores matenals Fertilizers
metric ton-kilometers
1980 3.440 629 460 279 252 137 237 457 125
1981 3,503 616 457 281 264 140 242 431 127

Source.  Narodnove khozyaystvo SSSA 1922-1982. p. 327

Goods and passengers
carried by various modes  Goods _ _ .y .
of transport in the USSR Total Rail Sea River Pipeline Road Air
in thousands of millions 44, 1.886 1,504 132 100 51 99 1
of metric ton-kilometers - ;97 3.829 2.495 656 174 282 221 2
and passenr 1980 6,184 3,440 848 245 1,216 432 3
kilome. 1981 6.337 3,503 853 256 1,263 459 3
Passengers
1960 250 171 1 4 — 61 12
1970 553 265 2 5 - 203 78
1980 891 332 3 6 — 390 161
1981 927 345 3 6 - 402 172
Sourcé Naroanoye khozvaystvo SSSR 1922-1962. p. 325
1-30
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Figure 1-18
The Soviet rail transportation system
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Simplified representation of the Soviet rail system indicating the main branches from
the integrated network in the early 1970s. The rail system is not mapped here in detail.
Attention is concentrated on one of its outstanding structural features. The general area
in which the rail system forms a network is shown. From this network the individual
“"branch’’ lines are shown. Within the unshaded area on the map the network is dense
around Moscow and in the eastern Ukraine. The radial layout of the system around
Moscow contrasts with the network in the Donbass coalfield, where there iS no one

dominant urban center
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Source: J.P. Cole, Geography of the Soviet Union, p. 310.
/ Reprinted with permission.
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Figure 1-19
Principal seaports of the U.S.S.R.
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The principal seaports of the USSR

Route Distance
Sea distances around the . fkilometers)
USSR -

Leningrad-Vladivostok via Murmansk 14.800

" Leningrad-Viadivostok via Suez 22.800
Leningrad-Vladivostok via South Africa 30.000
Odessa-Vladivostok 17.400
Leningrad-Murmansk 4,300
Vladivostok -Magadan 2.600

Source: J.P. Cole, Geography of the Soviet Union, p. 314.
Reprinted with permission.

1-32

1-32



United States International Trade Commission Staff Study on the Soviet Economy

By the end of 1920 some 60 percent of Russian industry was run by the State. In 1921 the
task of long-term planning was transferred to a specialized institution, the State Planning Commission,
or Gosplan. Rural workers were forced to supply to the State all produce above the specified
subsistence minimum, ® which helped compel workers toward the collective farms. *

While war communism contributed to breaking down the old capitalist order, it did little to
build a new stable system. War communism failed largely because of peasant resistance, expressed
in numerous uprisings. ® Food and fuel were scarce, the railways were in ruin, and factories had no
raw materials from which to produce needed items. By the end of 1920, total industrial production
had dropped to about 13 percent of 1913 levels, grain output was less than 40 percent of 1916 levels
and falling, and the output of consumer goods such as shoes and clothing was lower still. *

New Economic Policy (1921-28).-- By 1921 Lenin recognized that the transition to a socialist
society could not be imposed overnight on an unready and unwilling population. He launched his New
Economic Policy (NEP) to persuade people to work and to re-establish trade between urban and rural
areas.

The NEP established a mixed economy. Some aspects of the economy, such as agriculture,
were left in private hands with the peasant obligated to pay a specified tax in kind. The government
retained centralized control of the "commanding heights" of the economy: banking, transportation and
communications, the largest enterprises, and foreign trade. Private entrepreneurs were permitted to
resume management of smaller concerns, to hire labor, and to trade. The market and small-scale
private trade flourished, some degree of prosperity returned, and the NEP stabilized economic conditions
for the regime.

The NEP was a shaky compromise between capitalism and communism--a reevaluation of the
practical consequences of seizing power in a backward, agrarian society. In theory, the Communists
and the capitalists were to coexist competitively, and the Communists would eventually demonstrate
the superiority of socialism. In practice, however, the private enterprises showed superior efficiency
and flexibility, while the state-run enterprises were sluggish and inefficient. One effect of the NEP was
a phenomenon that came to be known as the "price scissors,” a graphic metaphor for the growing

® The principle of confiscation of surplus was an essential point of the socialist program.
¢ Dziewanowski, History of Soviet Russia, pp. 133-4.

% In February 1921 alone there were 118 major peasant uprisings in various parts of the country, along with
strikes and riots in various urban centers, culminating with the revolt at the naval base of Kronstadt, located
off the coast of Leningrad (at that time called Petrograd) in the Gulf of Finland. Frustrated with shortages of
food and clothing and generally poor living conditions, the garrison elected a Provisional Revolutionary Committee
and rejected war communism, calling for the democratization of the regime. The revolt was put down, but it
represented a major challenge to Bolshevik authority. Reaction from abroad was to delay diplomatic recognition
of the new Soviet govemment, and domestically, it forced the Bolsheviks to confront the failure of war
communism. Dziewanowski, History of Soviet Russia, pp. 135-7.

% Treadgold, Twentieth Century Russia, p. 200. 1-33
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disparity between the low prices that the government paid the peasants for their produce, and the rising
prices the peasants were forced to pay for the often-inferior products of industry. The difference was
pocketed by the government and went to finance further expansion, mostly of heavy industry, which
was of little benefit to the peasantry.

Forced industrialization.-- Following Lenin’s death in 1924 through Stalin’s consolidation of
power in 1928, the "industrialization debate” raged between the two rival wings of the Party. The
momentum of the NEP had stopped, victim of its inherent contradictions and the struggle to succeed
Lenin. While both the Left and Right were committed to industrialization, they differed in their
approach, arguing about the rate of industrialization and the sources of its financing. *

Under Stalin, the Soviet economy took on the structure that persists today. He instituted the
first Five Year Plan in April 1929, ordering a huge increase in investment in heavy industry and
coercion of the peasantry onto collective farms. Total industrial output was to be increased 250
percent; production in heavy industry was to be increased 330 percent. Output of pig iron was to be
tripled; that of coal doubled; that of electric power quadrupled. Agricultural production was scheduled
to increase 150 percent. Rationing was introduced in 1929 and the internal passport system was
restored in 1932; both were means of ensuring a stable urban workforce. Wage differentials and
piecework payments were sanctioned; working conditions and wages were fixed by the state, and
collective bargaining agreements were abolished. The Soviet financial structure was fixed with the
introduction of the turnover tax in 1930.

¢ Dziewanowski, History of Soviet Russia, p. 188.

® The Right, led by Nikolai Bukharin, advised a more cautious, evolutionary approach. Bukharin proposed to
continue the parallel-sector economy of the NEP, with the State continuing to control the "commanding heights"
of the economy, and the private sector active in small industry, handicrafts, and individual peasant farming. He
maintained that the only way out of the "scissor crisis" was to cut the prices of manufactured goods to encourage
their demand, with accumulated industrial profits enhancing industrial growth throughout the economy. Given
the opportunity to purchase needed and affordable goods, the peasantry would increase their food production and
thereby increase the supplies to the urban population. Surplus goods could be used as barter to import the capital
goods so badly needed for industrial expansion.

The Left, led by Leo Trotsky, advocated a more rapid and ambitious investment program in heavy
industry. The Left insisted on speedy industrialization above all else. Recognizing that investment would have
to take place at the expense of consumption, the Left planned to have the peasantry, particularly the kulaks, bear
the brunt. The program advocated by the Left eventually won out, although the leaders of the movement did not.
Stalin, jockeying for position, appeared to support the Right, using Bukharin in the struggle against Trotsky. The
Right was misled by the fact that, at least on the surface, Bukharin’s moderate theories fitted better with Stalin’s
"socialism in one country” plan. Once Trotsky and the Left Opposition were defeated, however, Stalin
consolidated his power and launched into the five-year-plan economic model that has come to characterize the
Soviet economy. Dziewanowski, History of Soviet Russia, pp. 189-201. See also Alexander Erlich, The Soviet
Industrialization Debate 1924-28 (Cambridge: Harvard University Press, 1960).
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Collectivization.-- Under Stalin’s plan, 20 percent of the peasant farms were to be collectivized.
The kulaks ® were to be "liquidated as a class” while food production increased 150 percent. Any
person opposed to collectivization, or to the Soviet regime in general, was denounced as a kulak. At
the peak of collectivization the destruction assumed such massive proportions that it crippled the
productivity of Soviet agriculture for at least two decades. The effort brutally uprooted millions of
peasants, destroyed a fairly large class of prosperous farmers, and caused terrible damage. Dispossessed
peasants fled to the cities or were deported to labor camps and compulsory settlements.

Conservatively, five million persons perished in the collectivization process. In 1928 there had
been more than 25 million individually owned farms; by the end of 1930 the land had been redivided
into some 250,000 collective farms and 4,000 state farms. In 1928 nearly 96 percent of the land was
in private hands; by 1938 over 94 percent was controlled by the State. Opposition was so widespread
and fierce that even the local militia were unable to cope with it and Red Army units had to be
dispatched. In some localities, the resistance came to resemble a civil war.

Post-World War II (1946-53).-- The "Great Patriotic War" united the Russians and helped
create a more liberal political atmosphere. ™ After the war the economy was in a shambles. The war
had been financed by printing presses and currency was practically worthless. Stalin in 1947 forced
a 1,000 percent devaluation to wipe out wartime cash savings and force idle persons to re-enter the
labor force. Labor discipline and political controls were re-tightened. The fourth five-year plan,
launched in 1946, offered the ambitious goal of exceeding the 1940 economic performance levels by
following the well-established tradition of emphasizing heavy industry. Though industry recovered,
agriculture was ignored and did not show signs of recovery until long after Stalin’s death in 1953. ™

Khrushchev's reform attempts (1957-64).-- In the years following Stalin’s death it became
apparent that his attempts at autarky had led to high production costs and vast inefficiencies. In 1957
Khrushchev, having consolidated his power, instituted reforms designed to give increased power to the
regional economic councils (sovnarkhozy). The sovnarkhoz reforms were designed to correct the
inflexibility of the central ministries, which were either disbanded or greatly scaled back. The

® The term kulak literally means fist. Kulaks were the hard-working, more prosperous peasants who owned
more land than they could cultivate and consequently had to hire labor. They also frequently served as local
moneylenders. Kulaks were generally very efficient producers and much of the market grain came from them.

The government, ever fearful of "creeping capitalism" and of peasant power in a country where 80
percent of the population lived in the countryside, made kulaks the scapegoats for food shortages. Soviet
propaganda portrayed kulaks as fat, prosperous usurers eager to exploit their less fortunate fellow villagers,
accused them of withholding food production from the urban populations, and sought to make them "disgorge"
their "surpluses” through collectivization. Dziewanowski, History of Soviet Russia, pp. 188-191.

™ EIU Country Profile 1989-90, p. 4.

" Dziewanowski, History of Soviet Russia, pp. 283-4. During the immediate post-Stalin period, the U.S.S.R. was
governed by a collective leadership and it was only in 1957 that Nikita Khrushchev clearly emerged as the
dominant leader. EIU Country Profiles 1989-90, p. 4. 135
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sovnarkhozy were to assess production in their individual regions, eliminating redundancy and improving
efficiency. ™

The sovnarkhoz reforms were unsuccessful. Rather than boosting productivity and per capita
consumption, the reforms had the opposite effect. Local ministries tended to favor their own
enterprises rather than support the enterprises of other regions, and the country seemed in danger of
splitting into 100 or so separate economies. Within five years, the number of sovnarkhozy dropped
by half and a central ministry was revived to coordinate planning at the union level. ™

On the agriculture front, Khrushchev in 1954 began his "virgin lands campaign." This program
was to ease the chronic grain shortage by sending thousands of young peasants and Party workers to
transform the available arable land of North Kazakhstan and West Siberia into the "new granary of the
Soviet Union." ™ Initially the program was successful, and the 1956 harvest was the best in Soviet
history. Khrushchev was fascinated by American agricultural technology and was determined to rescue
Soviet agriculture from its persistent backwardness by using selective capitalist technological methods,
including extensive fertilization. ™

By 1960 the economy was slowing down. Harvests were bad in both 1959 and 1960, and
livestock were starving to death. After the initial success of his virgin lands campaign, Khrushchev
poured manpower, machinery, and resources into the region to the neglect of the older producing
regions such as the Ukraine. Hasty cultivation of the open steppes also caused massive soil erosion
and the region was an ecological disaster by the early 1960s. The country’s 1963 harvest was so
disastrous that the Soviet Union had to negotiate two enormous purchases of grain from Canada (6.5
million tons) and Australia (1.6 million tons).  The extent of the grain purchases reflected the
magnitude of the failure of the Soviet collectivized system and resulted in a catastrophic setback to
Khrushchev’s prestige. ” He was removed from power in 1964.

Brezhnev era (1964-82).-- In 1965, the Brezhnev/Kosygin government instituted reforms that
introduced limited demand and cost sensitivity by including sales and profit levels as major indicators.
Corresponding changes were made in prices, and an incentive system was introduced (though never
fully implemented). While a limited degree of decentralization was allowed, the focus of the program

” Hewett, Reforming the Soviet Economy, pp. 223-7.
 Ibid.

™ One of Khrushchev’s chief supporters in the virgin lands campaign was the then-First Secretary of the
Kazakhstan party, Leonid Brezhnev. Dziewanowski, History of Soviet Russia, pp. 308-9.

s Khrushchev intended to surpass the United States in production of meat, milk, and butter by 1961--a highly
ambitious and nearly impossible goal. Ibid., p. 332.

’ Ibid., p. 349. The Soviet Union tried to purchase 5 million tons of grain from the United States, but U.S.
insistence that the grain be transported in U.S. ships, along with difficulties in arranging long-term credit, scrapped
the deal.
7 Ibid.
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was re-centralization. The reforms were unsuccessful because too little market responsiveness was
demanded, and the sales and profit indicators became, in essence, no different from the old output
targets. In addition, partial decentralization proved destabilizing when complementary sectors were not
similarly decontrolled.

Brezhnev’s main objective, however, was stability. ™ In the early 1970s the impetus for reform
mostly subsided. Brezhnev tried to streamline the administrative hierarchy in 1973; six years later
he issued a decree proposing changes to the incentive system and calling for the introduction of
performance indicators. But rapidly rising oil prices produced windfall gains and the gold market was
strong, a combination of factors that again allowed the Soviet Union to show economic growth without
facing fundamental problems with the centralized system. By the latter part of the decade, however,
the problems resurfaced. Brezhnev, by then old and unimaginative in his governing, did little to
address or avert the growing crisis. ™

Transition to perestroika.-- Brezhnev’s successor, Yuri Andropov, put in motion an industrial
planning experiment beginning January 1, 1984. Mikhail Gorbachev was instrumental in developing
the experiment and retained control of economic policy through the brief Chernenko period.
Andropov’s plan called for increased discipline, stronger linkage of bonuses to performance, and
aligning supply with demand. It was less a new approach to economic reform than a series of new
tactics for pursuing previous, unsuccessful attempts. Andropov welcomed debate, which continued
under Chernenko and has reached new heights under Gorbachev. *

The main weakness of Andropov’s experiment was that it sought to make the system more
sensitive to quality and technology by issuing more targets, rather than relying on market mechan-
isms. Once he assumed the position of General Secretary, Gorbachev set in motion a process of
sustained radicalization--termed perestroika--which continues with varying degrees of success.

Though sharp disagreements remain over the precise extent and pace of the reforms, and the
outlook for the reforms is far from clear, the main goals of perestroika as it had developed through
1989 are as follows: *

- General decentralization: The principle has been established that mandatory output plans
should be abolished altogether for light industry and agriculture, and should be used only
selectively in heavy industry.

™ EIU Country Profiles 1989-90, p. 4.

 Ibid., p. 4-5.

® See Hewett, Reforming the Soviet Economy, pp. 257-275.

* Taken from EIU Country Profile 1989-90, pp. 15-16. 1-37
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- Self-financing: Enterprises and even republics should pay their own way, and
should be allowed to retain all profits, subject to a stable system of rental payments
and profits taxation.

- Wholesale trade: There is to be a gradual transition, in the period up to 1992,
to over-the-counter trading for a substantial proportion of industrial supplies.

- Prices: There is to be a comprehensive price reform, with the goal of producing
a reliable set of signals for a more decentralized system.

- Incentives and flexible manning procedures: Workers should be paid strictly for
what they do; considerations of social justice may demand more rather than less
inequality; over-manning must be eliminated.

- Selective privatization: Under the rubric of new legislation on cooperatives and
lease-holding, independent service and ancillary enterprises and family farms are to
be allowed to play a major role in the reconstructed system.

- Foreign trade reform: All Soviet enterprises may now, in principle, engage in
foreign trade; there is talk of setting up Chinese-style Special Economic Zones, and
even ultimately of a fully-convertible ruble.

- Reform of the banking system: The strategy is to develop an active banking
system which would play a major role in allocating resources.

Gorbachev’s program is ambitious and will require sacrifice from the Soviet citizenry in order
to be successful. Few difficult measures have actually been taken to date. It is important, however,
to note that debate on economic reforms has moved out of academic circles and into the public policy
arena. For a more thorough discussion of the direction of perestroika, see Chapter 2. *

2 See also Friedemann Muller, "Economic Reform in the Soviet Union," in Economic Reform in Three Giants
(New Brunswick: Transaction Books, 1990).
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SOVIET ECONOMIC PERFORMANCE IN THE 1980s

Assumptions

Certain precautions must be taken into account when evaluating Soviet economic performance.
Reliability of data, the role of prices, and the definition of national accounts are factors that make
interpretation of Soviet economic performance data difficult and require Western analysts to reconstruct
reported data carefully. These three factors are discussed briefly below.

Reliability of data.-- Official Soviet statistics are known to be less reliable than Western
official economic statistics. They are generally poorly documented and many of the data sets have
limited validity as indicators of the underlying situations to which they refer. ® Several concerns can
be identified: *

1) Soviet planners have historically stressed the pace of economic growth,
particularly gross volume indicators. Such an emphasis has distorted planning
and forestalled balanced development.

2) Stressing the pace of growth has led, not surprisingly, to inflated long-term
output series which prevent the real situation from emerging.

3) Distorted long-term time series based on the pace of growth of domestic output
have led to unrealistic or contradictory estimates of the comparative net material
product (NMP) and gross national product (GNP) levels of the Soviet Union,
especially when compared with the United States. On the basis of officially
reported NMP * growth rates of the Soviet Union and GNP growth in the
United States, the Soviet Union should have overtaken the NMP level of the
United States by now.

4) While doubts regarding Soviet economic statistics have existed for some time,
it was assumed that the degree of distortion had remained largely unchanged.
Therefore, it was assumed that relative relationships could be trusted, even
though absolute numbers could not. Recently, however, this assumption has
been questioned in view of statistical reporting in recent years that shows higher
growth of NMP at constant (rather than current) levels, implying an absolute
decline in the relevant price deflator.

¥ Hewett, Reforming the Soviet Economy, p. 36.

% Summary taken from Economic Survey of Europe in 1988-89, Economic Commission for Europe, United
Nations, pp. 120-22.

* The output of products of services in the Soviet Union is measured by NMP, which is roughly equivalent to
the Western concept of national income. Since 1987, the Soviets have also reported estimates of their country’s
annual GNP--an international standard for measuring economic performance. Both these measures, along with
their component parts, contain an unknown degree of inflation; therefore, they overstate growth in real terms.
Soviet authorities, themselves dissatisfied with the quality of official statistics, reorganized the upper stratum of
the country’s statistical apparatus in mid-1988. 57th Quarterly Report. . ., p. 22. 1-39
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While it is accepted that Soviet statistics are upwardly biased and hence somewhat unreliable,
it is unclear whether this situation is the result of deliberate falsification. A more probable explanation
is the persistent application of unreliable or inaccurate methodology. ** It appears that the current
Soviet leadership is aware of the shortcomings of its statistical reporting and recognizes the value of
a realistic assessment of the economic situation. There is evidence, however, that when the Soviet
leadership does not like a number it ceases to publish the statistic. ¥

Prices.-- The major source of distortion in Soviet real output statistics has been the failure to
reflect price changes adequately in the calculation of real output growth. The calculation for consumer
goods considers only the officially sanctioned prices and changes in the price listings. * Official prices
are meaningless and do not reflect relative scarcities. The implication is that any changes in prices
not subject to state control--such as those in the cooperative sector and private kolkhoz markets--are
simply ignored. * Of course, the existence of a black market for many consumer goods distorts
official price statistics even further. The Soviet leadership has now conceded that a certain degree of
inflation does exist and is not accurately reflected in official statistics. *

National accounts.-- Soviet official statistics are generally reported in terms of NMP. NMP
approximates the Western measure of GNP less depreciation and the output of most services--similar
to the concept of total final domestic expenditure, but with replacement expenditure and most spending
on services omitted. * In the 1987 plan fulfillment report the state statistical committee gave, for the
first time, a gross domestic product (GDP)-type indicator calculated using United Nations (UN)
methodology. *

Trends in economic output and performance during the 1980s

This section presents a general overview of Soviet economic performance during the 1980s.
It is intended to provide a basic understanding of trends in Soviet economic growth and production,
comparing, where possible, Soviet performance with that of the United States and other industrialized
countries.

* Economic Survey of Europe, p. 122.
*” Hewett, Reforming the Soviet Economy, p. 8.

* Economic Survey of Europe, p. 121.

* Ibid.

* Ibid., p. 121, notes 199, 202, 203.

%' Spending on transportation and distribution of products is included. EIU Country Profile 1989-90, p. 17.
% Tbid.
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Gross national product (GNP) % .-- The value of Soviet GNP for 1988 is presented in Figure
1-20. The Soviet economy ranked second in terms of gross national product (valued in U.S. dollars)
compared with all other countries in 1988. Soviet GNP was valued at $2,540 billion dollars in 1988
--approximately 52 percent of U.S. GNP and 44 percent greater than the GNP of Japan. ¥ A
comparison of U.S. and Soviet GNP for selected years from 1960-88 is presented in Table 1-1 and
Figure 1-21. Throughout the 1980s, Soviet GNP averaged 54 percent of the U.S. output.

Soviet GNP growth is presented in Table 1-2 and Figure 1-22. Annual GNP growth averaged
4.9 percent during the 1960s, 2.6 percent during the 1970s, 1.9 percent during the first half of the
1980s, and 2.3 percent during 1986-88. Soviet GNP growth outpaced U.S. growth in 1980, 1982, and
1986.

Soviet GNP growth by sector is presented in Figure 1-23. The Soviet agricultural sector
showed the greatest volatility during the 1980s, showing negative growth in 1980, 1984, 1985, 1987,
and 1988. With agriculture factored out, aggregate GNP figures for the 1980s would have been higher.

The share of contribution to GNP by sector of origin is presented in Figure 1-24. In 1988,
the industrial sector accounted for 34 percent of GNP, services 19 percent, agriculture 18 percent,
transportation 10 percent, construction 8 percent, trade 7 percent, and communications 1 percent. Since
1960, the Soviet economy has undergone a substantial shift in sectoral contribution to GNP. This shift
is evident in the contribution factor of the agricultural and industrial sectors. The agricultural sector,
which accounted for 34 percent of GNP in 1960, dropped to only 18 percent in 1988, while the
industrial sector’s share grew from 26 percent in 1960 to 34 percent in 1988.

Per capita GNP and per capita consumption for the Soviet Union and selected countries in
1985 are presented in Figure 1-25. Based on an index with the United States equaling 100, Soviet
per capita GNP was approximately 45 percent of the United States, and Soviet per capita consumption
was approximately 32 percent of the United States. Soviet per capita GNP in 1988 was $8,850. *

World rank in output of the production of major industrial products *.-- A comparison of the
world ranking of the United States and the U.S.S.R., according to output of major industrial products

* For a detailed analysis of Soviet GNP through 1986, see Laurie Kurtzweg’s article titled "Trends in Soviet
Gross National Product,” in Gorbachev’s Economic Plans, Vol. 1, Joint Economic Committee, Congress,
November 23, 1987, pp. 126-165.

% GNP data in this section are compiled from Central Intelligence Agency (CIA) estimates. All GNP estimates
are based on ruble values expressed in 1982 factor cost prices. For a detailed explanation of the procedure used
for calculating values of Soviet GNP in U.S. dollars, see Handbook of Economic Statistics, 1989, CIA, p. 31.

% CIA Handbook of Economic Statistics, 1989, p. 25.

% This section was compiled from data presented in A Comparison of the U.S. and Soviet Industrial Bases,
CIA, May 1989. 1-41
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Figure 1-20

The gross national product (GNP) of the seven largest
economies, 1988
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Figure 1-21

U.S. and U.S.S.R.: A comparison of estimated real GNP,
for selected years, 1960-88

Billion 1988 U.S. dollars U.S.S.R. as a percent of U.S.
$5,000 60%

$4,500

$4,000

$3,500

$3,000

$2,500

50%

$2,000

$1,500

$1,000

$500

$0 40%

1960 1970 1980 1984 1985 1986 1987 1988

US.S.R. i US. —— US.SR.asa%U.sS.

Source: Compiled from data in the CIA Handbook, 1989.

1-45

1-45



Staff Study on the Soviet Economy United States International Trade Commission

Figure 1-22

The annual rate of growth of real GNP of the U.S.S.R.
compared with the U.S., E.C., and Japan, 1980-88
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Figure 1-23

U.S.S.R.: The growth of GNP, by sector of origin, 1980-88
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Figure 1-24

U.S.S.R.: Share of contribution to GNP, by sector of
origin, 1960 and 1988
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Figure 1-25

Per capita GNP and consumption for the U.S.S.R. and
selected countries, as a percent of the United States, 1985
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for the years 1970 and 1986, is presented in Table 1-3. In 1986, the Soviet Union ranked first in
the world in the production of oil, natural gas, iron ore, steel, tractors, mineral fertilizers, synthetic
rubber, lumber, and granular sugar. The Soviet Union dropped in ranking from 1970 to 1986 in the
production of coal, metal-cutting machine tools, television sets, paper, cement, and meat. The United
States ranked higher than the Soviet Union in 1986 in the production of electricity, coal, aluminum,
automobiles, television sets, plastics, sulfuric acid, chemical fibers, paper, and meat.

A comparison of industrial production performance in the United States and the U.S.S.R. for
the years 1970 and 1986 is presented in Table 1-4. The U.S.S.R. showed the greatest average annual
rate of growth from 1970 to 1986 in the production of automobiles, natural gas, plastics, mineral
fertilizers, chemical fibers, sulfuric acid, and electricity. The only major product for which the
U.S.S.R. showed negative production growth was lumber.

Industrial production.-- Growth of Soviet industrial production, compared with the United
States, West Germany, and Japan, is presented in Figure 1-26. Soviet industrial production increased
at a pace comparable to other industrialized countries since 1960. Soviet industrial output was 19
percent greater in 1988 than in 1980. U.S. industrial output was 27 percent greater over the same
period. ¥

Distribution of industrial investment.-- Distribution of industrial investment in the U.S.S.R.,
compared with that of the United States, is presented in Figure 1-27. Soviet and U.S. investment
levels in the fuel and machine building sectors were comparable.

Agricultural production.-- Growth in Soviet agricultural production, compared with that of the
United States, Canada, and Eastern Europe, is presented in Figure 1-28 and Table 1-5. Soviet
agricultural output was 15 percent greater in 1988 than in 1980. U.S. agricultural output was 7 percent
lower in 1988 than in 1980. **

Unlike output growth in the United States and Canada, where output gains were a result of
higher yield seeds, Soviet growth stemmed from the extension of growing areas, and more intensive
use of fertilizer. The Soviet Union has increased the amount of chemical fertilizers applied per hectare
tenfold between 1960 and 1987. ¥

9 CIA Handbook of Economic Statistics, 1989, p. 36.
* Ibid., p. 35.
# Ibid., p. 75.
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Figure 1-26

U.S.S.R.: Soviet industrial production growth compared with
the U.S., F.R.G., and Japan, for selected years, 1960-88
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Source: Compiled from data in the CIA Handbook, 1989. * C.I.A. adjusted value
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Figure 1-27

U.S.S.R.: Distribution of industrial investment
compared with the United States (in percent), 1985
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Figure 1-28

U.S.S.R.: Agricultural production growth compared with
the U.S., Canada, and E. Europe, for selected years
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Soviet grain yields compared with the United States, China, Hungary, Poland and Yugoslavia
are presented in Figure 1-29. Despite continuous Soviet efforts to increase grain yields and
productivity, Soviet grain yields have remained virtually flat since 1960. '® In 1987, U.S. grain yields
were 2.5 times greater per hectare than in the Soviet Union. Hungarian grain yield per hectare was
2.7 times greater than in the Soviet Union.

Economic performance in 1989

Soviet economic performance in 1989 was discouraging. Some experts claim that a recession
began in 1989 and will worsen in 1990. ™ Inflation reached record levels, industrial production
slowed for the eighth consecutive quarter, the "inflationary overhang" '* worsened, and the size of the
Soviet internal debt reached 43 percent. '®

Table 1-6 presents a summary of Soviet official economic statistics for the years 1985-89. The
table provides a relative indicator of economic performance in the years shown. However, some 1989
data may be preliminary or insufficiently analyzed, and thus are subject to revision. Accordingly, the
data presented in table 1-6 should not be compared directly with data presented elsewhere in this
report.

'® Low Soviet grain yields may be a reflection of infrastructure problems such as the variability of supplies of
high quality seeds, machinery, equipment and spare parts, and motor fuels; storage facilities for harvested crops;
fertilizer types; transportation; and low worker incentives.

9" PlanEcon Report, Feb. 21, 1990, p. 1.

2 The terms "inflationary overhang,” "monetary overhang," or "ruble overhang" are used to denote the excess
of financial resources available from personal or enterprise accounts relative to the availability of consumer and
investment goods.

' Ibid. 1-57
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Figure 1-29

U.S.S.R.: Grain yields compared with the U.S. and
selected countries, for selected years, 1960-88
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Source: Compiled from data in the CIA Handbook, 1989.
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_Table 1-6
Summary of official statrstics for the Sovret Economy, 1985-89
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SOVIET FOREIGN TRADE

Orientation of trade

Direction.-- Figure 1-30 shows total Soviet trade turnover and the direction of trade by
region. In 1988, Eastern Europe accounted for 51.5 percent of total Soviet trade, the OECD accounted
for 23.8 percent of trade, the less developed countries (LDCs) accounted for 10.9 percent of trade, and
China for 1.4 percent of trade. '*

Commodities.-- Figure 1-31 shows the U.S.S.R.’s exports as a share of total world exports in
1987. As a share of total world exports by commodity, the U.S.S.R. exported 28 percent of world
petroleum exports, 27 percent of natural gas exports, 34 percent of wood and wood products exports,
and 28 percent of chemical exports. Overall, Soviet exports accounted for 27 percent of total world
exports. '®

Figure 1-32 shows the U.S.S.R.’s imports as a share of total world imports in 1987. As a
share of total world imports by commodity, the U.S.S.R. imported 80 percent of world grain imports,
69 percent of rolled ferrous metals imports, 63 percent of chemical imports, and 7 percent of consumer
good imports. Overall, Soviet imports accounted for 23 percent of total world imports. " The value
of Soviet agricultural imports for selected products is presented in Figure 1-33. '’

Hard currency trade '

Sources of hard currency.-- The Soviet Union has traditionally earned the vast majority of its
hard currency earnings from the sale of primary resources -- in particular oil, natural gas, gold, and
selected minerals. In 1987, oil exports accounted for 35 percent of total Soviet hard currency export
revenues of $29.1 billion; natural gas exports accounted for 9.4 percent; machinery and equipment
exports 7.3 percent; and wood and wood products for 4.1 percent.

Crude petroleum.-- Before 1973, Soviet hard currency earnings from energy exports
comprised 20 percent of the U.S.S.R.’s total yearly commodity export earnings. By 1977, the share
of hard currency earned from oil and gas sales to the West had grown to more than 50 percent. 19
Oil is by far the U.S.S.R.’s most important source of hard currency revenues. In 1988, 31 percent of

14 CIA Handbook of Economic Statistics, 1989, p. 159.

1% Ibid., p. 162.
1% Ibid.
17 Compiled from statistics of the USDA, Economic Research Service.

1% Hard currency trade is trade for U.S. dollars or other convertible currency. This form of trade is distinguished
from soft currency trade (trade for rubles or other non-convertible currency), or countertrade.

1 U.S.S.R. Energy Atlas, CIA, 1985, p. 8.
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Figure 1-30

U.S.S.R.: Total trade turnover and direction of trade,
by region, 1988
Billion U.S. Dollars
$120.0 ~ $112.2

$100.0

$80.0

$60.0

$40.0

$20.0

E. Europe OECD LDCs China Other Asian

Source: Compiled from data in the CIA Handbook, 1989.
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Figure 1-31

U.S.S.R.: Exports as a share of total world exports,
by commodity category, 1987
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Figure 1-32

U.S.S.R.: Imports as a share of total world imports,
by commodity category, 1987
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Figure 1-33

U.S.S.R.: The value of selected agricultural imports,
for calendar years 1980-88
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the U.S.S.R.’s $107.3 billion of imports was financed from the sale of oil. ' Table 1-7 and Figure
1-34 show Soviet crude oil production, oil exports, and oil export revenues from 1980-88. !

Natural gas.-- The sale of natural gas for hard currency has been growing. In 1975, natural
gas provided only 3 percent of hard currency earnings. By 1982, natural gas earnings had risen to
almost 14 percent of total hard currency earnings. The Soviet Union anticipates even greater increases
in revenues from natural gas deliveries to Europe from the recently opened Siberia-to-West Europe
pipeline.

Gold.-- Figure 1-35 shows the Soviet Union’s production of gold, gold reserves, and hard
currency sales. The U.S.S.R.’s gold reserves were 74.56 million troy ounces in 1987, with gold
production of 10.98 million troy ounces in 1988. Hard currency gold sales, which were $200 million
in 1960, $0 in 1970, $1.58 billion in 1980, rose considerably during the 1980s to $3.8 billion in
1988. '

Hard currency balance of payments.-- Figure 1-36 shows Soviet and East European hard
currency debt per capita. At the end of 1988, Soviet gross hard currency debt per capita was $170.
Compared to other CMEA countries, the U.S.S.R. ranked seventh in debt per capita. The U.S.S.R.’s
debt per capita was only one-tenth that of Hungary, and one-fifth that of Poland. Only Romania had
a lesser per capita debt. '

Table 1-8 and Figure 1-37 show Soviet hard currency balance of payments. The Soviet
trade balance was $2.65 billion in 1988, following a $6.16 billion balance in 1987; the hard currency
current account balance ' at the end of 1988 was $1.27 billion, while the capital account balance '
was $1.89 billion. ¢

'° Hypothetically, the U.S.S.R. could have financed its entire hard currency imports in 1988 ($28.5 billion)
through the sale of oil to the West.

' CIA Handbook of Economic Statistics, 1985, pp. 92, 132, 134. and CIA Handbook of Economic Statistics,
1989, pp. 96-98.

12 CIA Handbook of Economic Statistics, 1985, pp. 72-73, and CIA Handbook of Economic Statistics, 1989, pp.
69-70.

' PlanEcon Trade and Finance Reviews, July 1989.

4 Cumrent account balance is defined here as trade balance, plus net interest, plus other invisibles such as net
receipts from tourism, transportation, and official transfers. :

s Capital account balance is defined here as current account plus changes in gross debt, changes in assets,
estimated exchange rate effect on debt and assets, net credits to LDCs, and gold sales.

s CIA Handbook of Economic Statistics, 1985, p. 72, and CIA Handbook of Economic Statistics, 1989, p. 69.
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Figure 1-34

U.S.S.R.: Crude oil production, oil exports, and
oil export earnings, 1980-88
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Figure 1-35

U.S.S.R.: Gold production, reserves, and hard currency
gold sales, 1980-88
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Figure 1-36

U.S.S.R. and East European hard currency debt per capita
(as of December 31, 1988)
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Figure 1-37

U.S.S.R.: Hard currency balance of payments, 1980-88
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Commercial borrowing.-- Figure 1-38 shows the major creditor countries in commercial
lending to the Soviet Union. As of December 31, 1988, France ranked first in lending to the U.S.S.R.
with nearly $8 billion. The United States ranked eighth with lending of $480 million. '

Hard currency debt to the West.-- Table 1-9 and Figure 1-39 show Soviet hard currency debt
to the West by debt type. Since 1980, Soviet government-backed borrowing has remained near $10
billion per year, while commercial borrowing has increased substantially. In 1980, Soviet commercial
debt stood at $11 billion. In 1988, Soviet commercial debt was $31.5 billion, a 186 percent increase.
The U.S.S.R.’s debt-service ratio has increased since 1984. From 1980 to 1984, the Soviet’s ratio
ranged from 15-19 percent. From 1985 to 1988, the ratio reached a peak of 25 percent in 1986 and
fell to 22 percent in 1988. '™

Hard currency trade with the United States.-- Table 1-10 and Figure 1-40 show the

U.S.S.R.’s hard currency trade with the United States in 1987 and 1988. In 1987, the U.S. trade
balance with the U.S.S.R. was $1.01 billion. In 1988, the trade balance was $2.38 billion. '°

Composition and sources of Soviet trade

From 1948 until the early 1970s, there was very little growth in either U.S. imports or exports
to the Soviet Union. Figures 1-41 and 1-42 show U.S. trade with the U.S.S.R. from 1948 to 1988.
In 1972, U.S. exports began to increase substantially but fluctuated around this trend. U.S. imports
followed a similar trend, but at consistently lower levels. '*°

More recently, during 1984-89, United States-U.S.S.R. trade continued to fluctuate widely.
Two-way merchandise trade between the two countries declined from $3.9 billion in 1984 to lows of
approximately $1.9 billion in 1986 and 1987 before rising to $5.0 billion in 1989. Even at its highest
level, U.S. trade with the Soviet Union accounted for less than 1 percent of total U.S.-world trade.
U.S. exports to the Soviet Union dominated the trade relationship, creating a surplus, which also
fluctuated widely during the period.

Composition of trade.-- Figure 1-43 compares the composition of all merchandise exports of
the U.S.S.R. and the United States. The export of energy products accounted for more than 50 percent
of total Soviet exports, while in the United States, machinery and equipment exports accounted for

7 PlanEcon Trade and Finance Reviews, July 1989.

* CIA Handbook of Economic Statistics, 1985, p. 73, and CIA Handbook of Economic Statistics, 1989, p. 70.

9 CIA Handbook of Economic Statistics, 1989, p. 163.

120 J.S. Intemational Trade Commission, Survey of Views on the Impact of Granting Most Favored Nation Status
to the Soviet Union, U.S. International Trade Commission Pub. 2251, January 1990. Much of the following -,
discussion is taken from this source. Hereafter cited as MEN Survey.
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Figure 1-39

U.S.S.R.: Hard currency debt to the West, 1980-88
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Source:

Figure 1-40

U.S.S.R.: Hard currency exports, imports and trade balance
with the United States, 1987-88
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Figure 1-41  United States trade with the U.S.S.R., 1948-70
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Figure 1-42 United States trade with the U.S.S.R., 1970-89
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Figure 1-43

U.S.S.R.: Composition of merchandise exports compared with
the United States (in percent), 1986
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nearly 50 percent of exports. Table 1-11 presents U.S. trade with the U.S.SR. by Schedule B and
HTS sections for 1987, 1988, and 1989.

Agricultural and agricultural related products (SIC sections 01, 20, and 28) dominated U.S.
exports, accounting for almost 87 percent of the total value of exports to the U.S.S.R. in 1988. Figure
1-44 shows the quantity of U.S. agricultural exports to the U.S.S.R. from 1980-88. '* The primary
agricultural and related products exported were corn (excluding seed), wheat (excluding durum wheat),
soybeans and soybean oil products, animal fats, grain sorghum, and almonds. Other leading exported
items included fertilizers, rolled iron and steel, oil pipe and tubes, and certain food processing
machinery. Figure 1-45 and Table 1-12 show the leading items exported to the U.S.S.R. from the
United States. '*?

U.S. exports that showed significant gains during 1984-89 were concentrated in construction,
farm machinery and equipment, and scientific and professional instruments. Some of the specific
exported items showing large increases were printing machines, air and gas compressors, fans and
blowers, radio and television sets, phonographs, motor vehicle parts, environmental controls and parts,
orthopedic, prosthetic, and surgical equipment, and blast furnace, steel works, and rolling mill products.

U.S. imports from the Soviet Union also fluctuated widely during 1984-89. These fluctuations
largely reflected a considerable decline in imports of refined petroleum products during 1985-87. The
increase in imports in 1986 is explained by very large purchases of Soviet gold bullion, valued at
$154.3 million in 1986. The sale of gold bullion in that year occurred at a time when Soviet hard
currency earnings were reduced owing to a decline in the price of oil. There were no imports of gold
bullion in 1987. U.S. imports from the Soviet Union increased by 23 percent between 1988 and 1989,
owing to substantial increases in imports of petroleum products, rthodium, enriched uranium, and works
of art. Figure 1-46 and Table 1-13 show the leading items imported into the United States from the
USSR. *®

Market share of imports in the Soviet Union, by source.-- Other major trading partners of the
Soviet Union include Eastern Europe and the European Community. China, Latin America, and
Canada account for a much smaller proportion of trade. Figure 1-47 shows the market share of
imports of non-fuel goods from the United States and selected countries. Figure 1-48 shows the
U.S.’s market share of imports of non-fuel goods from the U.S.S.R. and selected countries. '

2t Compiled from statistics of the USDA, Economic Research Service.
2 Compiled from statistics of the U.S. Department of Commerce.

'® Tbid. ‘

' CIA Handbook of Economic Statistics, 1989, p. 157.
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Figure 1-44

United States agricultural exports to the U.S.S.R.,
by quantity, 1980-88

Million metric tons
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B2 Wheat Soybeans and meal
Source: Compiled from statistics of * In 1985, there were no soybean exports to the U.S.S.R.
the USDA, Economic Research Service. ** In 1986, there were no wheat exports to the U.S.S.R.
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Figure 1-45 Leading items exported to the U.S.S.R. from the
United States, by HTS subheadings, 1989
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Figure 1-46 Leading items imported into the United States from the
U.S.S.R., by HTS subheadings, 1989
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Figure 1-47 U.S.S.R.: Market share of imports of non-fuel goods from
the United States, and selected countries and regions, 1987
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Figure 1-48  United States: Market share of imports of non-fuel goods
from the U.S.S.R., and selected countries and regions, 1987
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Source: Compiled from data in the CIA Handbook, 1989.
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UNITED STATES LAWS CONCERNING TRADE WITH THE U.S.S.R. '#
Tariff schedules

In 1962, Congress enacted the Tariff Classification Act of 1962, ** which simplified the
structure of the tariff schedules that had been established by the Tariff Act of 1930. The 1962 act
provided for eight schedules plus an appendix, collectively enacted as the Tariff Schedules of the
United States (TSUS). ¥ The TSUS codified the former "Reduced rate" column as "Column 1" and
the former "Full rate” column as "Column 2." The TSUS also codified, in a general headnote
(headnote 3(d)), the list of countries that were subject to the rates of duty in column 2; all other
countries were eligible for column 1 (MFN) rates. A discussion of the differences between column
1 and column 2 rates of duty is contained in Appendix B.

With the enactment of the Omnibus Trade and Competitiveness Act of 1988 (OTCA), Congress
restructured the U.S. Tariff Schedule in order to harmonize this country’s tariff nomenclature with that
of our major trading partners, including the U.S.S.R. ' Effective January 1, 1989, the Harmonized
Tariff Schedule of the United States (HTS) replaced the former TSUS. The HTS retained the two rate
columns entitled "column 1" and "column 2" in the TSUS. Imports continue to be subject to column
1 or column 2 rates depending upon the current status of the country of origin of the goods.

The Trade Act of 1974

Products entering the United States from the Soviet Union and certain other nonmarket
economy countries are currently not accorded most-favored-nation (MFN) treatment and thus are not
eligible for the generally lower rates of duty accorded to products originating in countries whose
products receive such treatment. In addition, certain U.S. Government trade-related insurance, loan, and
loan-guarantee programs apply only to trade with countries receiving MFN treatment. Thus, U.S.
exports to the Soviet Union, for example, are not eligible for Ex-Im Bank loans or OPIC insurance.

Since the mid-1930s the United States has substantially reduced most of its rates of duty,
initially through bilateral trade agreements and since 1948 as a result of GATT-sponsored multilateral
trade negotiations. The United States has applied these lower rates to products originating in countries
to which the United States accords MFN treatment. These generally lower MFN rates of duty are set
forth in column 1 of the U.S. tariff schedule. Rates of duty applicable to products from countries that

' This section was excerpted from USITC, MFN Survey, USITC Pub. 2251, Jan. 1990, pp. 1-1 through 1-5.
See also, U.S. Laws and U.S. and EC Trade Agreements Relating to Nonmarket Economies, Vol. 1, USITC Pub.
2269, April 1990.

'% Public Law No. 87-456, 76 Stat. 72 (1962).

719 U.S.C. 1202 (1963).

'# Public Law No. 100-418, 102 Stat. 1107, 1147-1163, Title I, Subtitle B (1988).
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do not receive MFN treatment, such as the Soviet Union, ' are set forth in column 2 of the U.S.

tariff schedule. These rates are generally the same as the 1930 (Smoot-Hawley) U.S. rates of duty and
are generally substantially higher than column 1 rates. The term "most-favored-nation" treatment as
used in U.S. trade law and in international trade agreements such as the General Agreement on Tariffs
and Trade (GATT) generally refers to the practice of providing nondiscriminatory treatment in the form
of customs duties and other charges imposed in connection with the importation and exportation of
products.

Title IV of the Trade Act of 1974 contains provisions concerning trade relations with countries
not receiving nondiscriminatory treatment at the time of enactment. Except as otherwise provided in
that Act, the President is directed under section 401 to continue to deny nondiscriminatory, i.e. MFN,
treatment to the products of countries that were denied such treatment as of January 3, 1975 (the date
on which the statute was enacted). ° On the date of enactment, the TSUS listed the following
countries or areas as those whose products were subject to tariff treatment under column 2 and,
therefore, ineligible for MFN status at that time:

Albania, Bulgaria, China (any part of which may be under Communist domination or
control), Cuba, Czechoslovakia, Estonia, Germany, (the Soviet zone and the Soviet
sector of Berlin), Hungary, Indochina (any part of Cambodia, Laos, or Vietnam which
may be under Communist domination or control), Korea (any part of which may be
under Communist domination or control), Kurile Islands, Latvia, Lithuania, Outer
Mongolia, Rumania, Southern Sakhalin, Tanna Tuva, Tibet, [and] Union of Soviet
Socialist Republics and the area in East Prussia under the provisional administration
of the Union of Soviet Socialist Republics. *** **

The Trade Act of 1974 set out two requirements which must be met by any of the countries
listed above, before becoming eligible for MFN treatment. First, the President must determine that the
country complies with the freedom of emigration provisions of section 402 of the Trade Act and
submit a report to Congress indicating that this is so. ' Second, the President must complete a

12 The terms "U.S.S.R" and "Soviet Union" as used in this section are interchangeable and generally refer to
all of the areas controlled by the Soviet Union, including Estonia, Latvia, and Lithuania. However, each of
these areas is treated, for U.S. tariff purposes, as an area separate from the Soviet Union. An action extending
MFN treatment to the Soviet Union would not apply to these areas unless they were specifically named.

12 19 U.S.C. section 2431. Prior to enactment of the 1974 Act, nondiscriminatory trade treatment was denied
to all Communist countries, except Poland and Yugoslavia, under section 231 of the Trade Expansion Act of
1962, as amended by section 402 of the Foreign Assistance Act of 1963.

! General headnote 3(e), TSUS (1975)

32 The following countries currently remain subject to tariff treatment under column 2: Afghanistan, Albania,
Bulgaria, Cuba, Czechoslovakia, Estonia, German Democratic Republic, Kampuchea, Laos, Latvia, Lithuania,
Mongolia, North Korea, Romania, Union of Soviet Socialist Republics, [and] Viemam. General note 3(b), HTS
(1989).

13 19 U.S.C. section 2432(a), (b). 1-89
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bilateral commercial agreement that meets the requirements of section 405 of the Trade Act, discussed
in more detail below. **

A decision to grant MFN status to the "Soviet Union" under Title IV raises a question as to
the geopolitical areas to be covered by the grant. At the time of the enactment of this statute, Estonia,
the Kurile Islands, Latvia, Lithuania, Southern Sakhalin, Tanna Tuva, and "the area is East Prussia
under the provisional administration of the Union of Soviet Socialist Republics” were all listed
separately from the Union of Soviet Socialist Republics for tariff purposes. '* Under the HTS,
Estonia, Latvia, and Lithuania continue to be listed separately, although the other areas are not
specifically referenced. '**

Jackson-Vanik amendment.-- Section 402 of the 1974 Trade Act is commonly referred to as
the Jackson-Vanik amendment. Under its provisions, products from a nonmarket economy country may
not receive MFN treatment, and the country may not participate in U.S. financial credit or guarantee
programs, if the President determines that the country:

(1) denies its citizens the right or opportunity to emigrate;

(2) imposes more than a nominal tax on visas or other documents
required for emigration; and

(3) imposes more than a nominal levy, fine, fee, or other charge
on any citizen as a consequence of the desire to emigrate. *’

Products of nonmarket economy countries (NMEs) may be eligible for MFN treatment and for
U.S. financial programs, and the President may conclude a commercial agreement with an NME
country, only after the President submits a report to Congress indicating that the country is not in
violation of the conditions listed in the preceding paragraph. Such report must include information
as to the nature and implementation of emigration laws and policies and restrictions or discrimination
applied to persons wishing to emigrate. ** After initial submission of the report, the President must
submit updated reports biannually, before June 30 and December 31 of each year that the MFN
agreement is in effect. ™

The President may waive by executive order the application of the above requirements if he
reports to Congress that (1) he has determined that the waiver will substantially promote the objectives
of the freedom-of-emigration provisions, and (2) he "has received assurances that the emigration

19 U.S.C. section 2435,

135 General headnote 3(e), TSUS (1975).
136 General note 3(b), HTS (1989).
2719 US.C. § 2432(a)(1), (2), (3).

%8 19 U.S.C. § 2432(b).

¥ Tbid.
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practices of that country will henceforth lead substantially to the achievement of the objectives of this
section." '¥

Sections 404 and 405 of the Trade Act.-- Sections 404 and 405 of the Trade Act authorize
the President to enter into, and effectuate by proclamation, bilateral commercial agreements providing
for MFN treatment to the products of countries listed in HTS headnote 3(d). ' As explained above,
the President must comply with the reporting requirements of the Jackson-Vanik amendment as a
precedent to concluding such an agreement. Any such bilateral commercial agreement must be limited
to an initial period specified in the agreement, which period shall be no more than 3 years from the
date the agreement enters into force. The agreement may be renewable for additional periods, each
not to exceed 3 years, contingent upon a satisfactory balance of trade and services concessions and
satisfactory reciprocity. '“

In addition, the bilateral commercial agreement must include provisions for: suspension or
termination for national security reasons; safeguards against disruption of domestic markets; protection
of intellectual property rights; settlement of commercial disputes; consultations for the purpose of
renewing the operation of the agreement and the relations between the parties to the agreement; and
arrangements for the promotion of trade and other appropriate commercial arrangements. '

Before a bilateral commercial agreement negotiated under section 405 and the President’s
implementing proclamation under section 404 can take effect, they must receive Congressional approval
by the adoption of a concurrent resolution. “ The procedures to be employed by Congress in
introducing and adopting such a concurrent resolution are set forth in section 151 of the Trade Act. '
Under the provisions of that section, the responsible House and Senate committees have 45 days after
introduction of the resolution to report it; after the resolution is reported, or after 45 days expires
without committee action, the full House or Senate has 15 days to vote on final passage. '*

If the country entering a commercial agreement under section 405 has entered an agreement
with the United States regarding the settlement of lend-lease debts, MFN treatment will not apply in
periods during which such country is in arrears on its obligations under the lend-lease agreement. '’

% 19 U.S.C. § 2432(c)(2). The President must renew his waiver authority annually, ibid., § 2432(d).
1119 US.C. §§ 2434, 2435.

2 19 US.C. § 2435(b)(1).

' Ibid., § 2435(b)(2)-(10).

19 U.S.C. § 2435(c).

45 19 US.C. § 2191.

19 US.C. § 2191(e).

719 US.C. § 2434(b). 1-91
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However, the Soviet-American lend-lease settlement agreement conditions the Soviet Union’s fourth
and all subsequent lend-lease payments upon the extension of MFN treatment to the Soviet Union. '

Credit

In addition to making the Soviet Union eligible for MFN treatment, waiver of the Jackson-
Vanik amendment would also waive the prohibition (of sec. 402 of the Trade Act of 1974) against
Soviet participation in U.S. financial credit or guarantee programs. * There are, however, various
other statutory provisions, within and without the Trade Act, that regulate the availability of credit for
business with the Soviet Union.

Stevenson Amendment to the Trade Act of 1974.-- One explicit restriction on the extension of
credit for exports to the Soviet Union is contained within the Trade Act of 1974. Section 613 of the
Trade Act, commonly referred to as the Stevenson amendment, prohibits any agency of the U.S.
Government, other than the Commodity Credit Corporation, from approving any loans, guarantees,
insurance, or any combination thereof, in connection with exports to the Soviet Union in an amount
exceeding $300,000,000, without prior congressional approval "as provided by law." '*°

Johnson Debt Default Act.-- The Johnson Debt Default Act (1934), as amended, makes it a
criminal offense within the United States for any "individuals, partnerships, corporations, or
associations other than public corporations in which the United States has or exercises a controlling
interest through stock ownership or otherwise," to purchase or sell the bonds, securities, or other
obligations of, or make any loan to any foreign government (or a political subdivision thereof or any
association or organization acting on its behalf) that is in default of its obligations to the U.S.
Government, unless that government is a member of both the International Monetary Fund and the
International Bank for Reconstruction and Development. '*' Regarding the Soviet Union, this
prohibition applies in that the Soviet Union is in default of its debts incurred during World War I
under the Lend-Lease Act and of earlier debts incurred by predecessor governments. '*

¢ Agreement Between the Government of the United States of America and the Government of the Union of
Soviet Socialist Republics Regarding Settlement of Lend Lease, Reciprocal Aid and Claims, Oct. 18, 1972, 23
U.S.C. 2910, 2913, T.I.A.S. No. 7478.

19 US.C. § 2432.
%19 US.C. § 2487.
' 18 U.S.C. § 955.

%2 The principal additional indebtedness consists of cash advanced by the U.S. Treasury during World War I,
under the Liberty Bonds Act. For a more detailed discussion of the Johnson Default Act as it applies to the
Soviet Union, see generally, Prince, "The Johnson Debt Default Act: How to Comply with What’s Left," Banking
Law Journal vol. 98 (1981) p. 147; Starr, "A New Legal Framework for Trade Between the United States and
the Soviet Union: The 1972 US-USSR Trade Agreement,” American Journal of International Law, vol. 67, (1973)
p.- 63, 81; Berman, "The Legal Framework of Trade Between Planned and Market Economies: The Soviet-
American Example," Law_and Contemporary Problems, vol. 24 (1959) pp. 516-17.
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Since 1934, the U.S. Attorneys General have issued eight opinions interpreting the Johnson
Debt Default Act. The most recent, and most relevant for purposes of this study, were issued on
October 9, 1963, and May 9, 1967. The 1963 opinion addressed the act’s applicability to the
proposed export sale of agricultural commodities to the Soviet Union and Eastern European Bloc
countries. '*  Attorney General Robert F. Kennedy opined that federal corporations, such as the
Commodity Credit Corporation, are exempt from the act’s coverage. He further concluded that neither
sales transactions by private American exporters on a deferred-payment basis nor credit transactions
involving the assignment of commercial obligations constituted "loans" within the meaning of the act.
In 1967, Attorney General Ramsey Clark ruled that the Johnson Act does not prohibit transactions by
United States firms or banking institutions for the financing of export sales of particular goods or
services. ** Specifically, he found no distinction between the types of financing previously determined
to be permissible and the types of financing arrangements which were the subject of the inquiry before
him--lines of bank credit, barter arrangements, and deferrals of payments pending earnings.

Export-Import Bank Act.-- The Export-Import Bank of the United States (Ex-Im Bank) is
statutorily exempt from the Johnson Default Act. '* However, other statutory provisions restrict the
Ex-Im Bank from loaning money for transactions involving the Soviet Union. In addition to the
restrictions imposed by the Stevenson amendment to the Trade Act of 1974 (discussed above), Ex-
Im Bank loans are further restricted by the Export-Import Bank Act of 1945, as amended (Ex-Im Bank
Act). The Byrd amendment to the 1974 amendments prohibits the Export-Import Bank from providing
any loan or financial guarantee, or any combination thereof, in an amount exceeding $40,000,000 for
the "purchase, lease, or procurement of any product or service which involves research or exploration
of fossil fuel energy resources" in the Soviet Union. "*

The 1986 amendments to the Ex-Im Bank Act placed a blanket prohibition on any Ex-Im Bank
guarantees, insurance, or extension of credit for leases or products purchased by, or for use in, a
Marxist-Leninist country. ' This prohibition does not apply to transactions which the President
determines are in the national interest. '**

OPIC provisions of the Foreign Assistance Act.-- The Overseas Private Investment Corporation
(OPIC) is likewise statutorily constrained from providing insurance and guarantees for projects in the
Soviet Union. Section 620(f) of the Foreign Assistance Act of 1961, as amended, prohibits assistance

1% 42 Op. Att’y Gen. 229 (Oct. 9, 1963).
1% 42 Op. Att’y Gen. 357 (May 9, 1967).
%12 US.C. § 635h.

1% 12 U.S.C. § 635¢(b).

57 12 U.S.C. § 635(b)(2)(A). The Soviet Union, is, of course, included in the statutory definition of a "Marxist-
Leninist country.” Ibid., § 635(b)2)(B)(i).

' Ibid., at’§ 635(b)(2)(DX1). 1-93

1-93



Staff Study on the Soviet Economy United States International Trade Commission

under that act (which includes OPIC funding) for Communist countries, including the Soviet Union. '*

Export _control

The Export Administration Act of 1979, as amended, provides the authority for controlling the
export of goods from the United States. ' The policy articulated in the Act is to use export controls
"only to the extent necessary" to protect the national security, to further U.S. foreign policy and
international obligations, and to protect the domestic economy from the drain of scarce materials. '

The act directs the Secretary of Commerce to establish a "commodity control list" (CCL)
stating license requirements for exports of goods and technology. ' The CCL divides the world into
seven country groups for licensing purposes. The group to which the destination country belongs

1% 22 US.C. § 2370(f). The provisions of this section may be waived only if the President finds and reports
to Congress that--

(A) such assistance is vital to the security of the United States;
(B) the recipient country is not controlled by the international Communist conspiracy; and
(C) such assistance will further promote the independence of the recipient from international communism.

The President also may remove a country from the prohibitions of this section, for any period, if he
determines and reports to Congress that such action is important to the national interest. Ibid § 2370(f)(2). The
statute specifies that one factor to be weighed is "whether the country in question is giving evidence of fostering
the establishment of a genuinely democratic system, with respect for internationally recognized human rights."
Ibid. As a corollary, the OPIC provisions themselves explicitly prohibit assistance to any country "which engages
in a consistent pattern of gross violations of internationally recognized human rights." 22 U.S.C. §§ 2199(1),
2152(n).

As a further prerequisite to operation in a particular country, OPIC must have entered into an investment
program agreement with that country. 22 U.S.C. § 2197(a). After MFN was extended to China, Congress
amended the OPIC provisions of the Foreign Assistance Act to allow for OPIC programs in that country. See
22 U.S.C. § 2199(f); Public Law 96-327, 94 Stat. 1026 (1980); S. Rep. No. 840, 96th Cong., 2d Sess., reprinted
in 1980 U.S. Code Cong. & Admin. News 2455. Subsequently, OPIC and China signed an agreement permitting
OPIC to operate there.

% 50 U.S.C., app. §§ 2401-2419 (supp. 1989). The act contains a sunset provision, which has been amended
routinely to re-authorize its implementation. Currently, the authority granted by the Act is to terminate on Sept.
30, 1990. Ibid., app. § 2419.

't 50 U.S.C., app. § 2402(2) (supp. 1989). See Ibid., § 2404 (National security controls), § 2405 (Foreign
policy controls), § 2406 (Short supply controls). The Export Administration Amendments of 1985 include a
Congressional finding that--

The acquisition of national security sensitive goods and technology by the Soviet Union and
other countries the actions or policies of which run counter to the national security interests of
the United States has led to the significant enhancement of Soviet bloc military-industrial
capabilities. This enhancement poses a threat to the security of the United States, its allies, and
other friendly nations, and places additional demands on the defense budget of the United States.
50 US.C. § 2401(11).

'2 50 U.S.C., app. § 2403(b) (supp. 1989); 50 App. 2404(c) (supp. 1989).
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determines the applicable licensing requirements. ' The types of transactions regulated include exports
from the United States of goods or technical data; exports and reexports from a foreign country of
foreign products containing U.S. parts and components or based on U.S. technology; and reexport of
U.S.- origin products and technical data from one foreign country to another. '* The Department of
Defense is authorized to review certain applications for national security purposes, while the
Department of State reviews specified license applications for foreign policy purposes. '® The
Department of State’s Office of Munitions Control also conducts a review under the Arms Control Act
of 1976. '*

Those countries listed as "Communist” countries under section 620(f) of the Foreign Assistance
Act of 1961 ' must be included on the list of controlled countries, unless the President determines
that the export of goods or technology to such country would not make a significant contribution to
the military potential of that country or a combination of countries that would prove detrimental to the
national security of the United States. In determining whether to add or remove a country from the
list, the President is directed to take into account a variety of factors, such as the adversity of the
country’s policies to U.S. national security, and the present or potential relationship with the United
States. '**

The 1985 amendments formally authorized U.S. participation in the Coordinating Committee
on Multilateral Export Controls (COCOM), ' an informal multilateral export-control body consisting
of Japan and all NATO countries except Iceland. COCOM members meet periodically to regulate the
export control policies of the members with respect to Communist countries, with the aim of insuring
that the Communist countries do not obtain products that have significant military uses.

' The Soviet Union is listed in Country Group Y. Also included in that grouping are Albania, Bulgaria,
Czechoslovakia, Estonia, German Democratic Republic (including East Berlin), Laos, Latvia, Lithuania, Mongolian
People’s Republic. Although the countries in Group Y are subject to stringent controls, the countries in Group
Z -- Cambodia, Cuba, North Korea, and Vietnam -- are subject to the most stringent export controls.

' 15 CFR § 770.3 (a); 15 CFR §§ 774.1-774.9.

' 50 app. 2404(a)(1) (supp. 1989); 50 app. 2405(a)(5) (supp. 1989); 15 CFR § 770.13(f).

%22 US.C. § 2278 (1982+ supp. III 1985).

17 See above, discussion in the section entitled "OPIC Provisions of the Foreign Assistance Act."

% 50 U.S.C., app. § 2404(b)(1).

'® 50 U.S.C., app. § 2404(i). 1-95
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U.S.S.R. LAWS CONCERNING TRADE WITH THE UNITED STATES ™

U.S.S.R. tariff structure

Applicability of duties.-- The Soviet Union employs a two-column tariff structure for levying
import duties. ' The schedule lists duties for 317 items, '™ all of which are calculated on an ad
valorem basis using CIF prices at the Soviet port of entry. The two columns display most-favored-
nation (MFN) and non-MFN tariffs. Soviet MFN tariffs are applied to imports originating in or
imported from countries that grant Soviet goods MFN treatment in assessing customs duties, and non-
MFN tariffs are applied to all other imports. MFN import duties range from free to 50 percent, for
a few items, with the vast majority of items listed at free or very low duties. Non-MFN duties range
from free to 70 percent. '™

Non-tariff measures.-- Few sources identify Soviet non-tariff measures. A recent publication
of the U.S. Department of State detailing economic policy and trade practices in foreign countries '™
lists inconvertibility of the ruble as a significant barrier to U.S. exports.

Exemptions from duties.-- The tariff schedule states that goods originating in and imported
from developing countries are exempted from customs duties. The schedule does not, however, define
developing countries. Foreign goods in transit across the U.S.S.R. are also exempted from customs
duties, as are materials imported into the U.S.S.R. from Soviet institutions abroad. Also exempt from
duties are films, videocassettes, and recorded videodisks that receive funding from the Soviet
Government and other goods as provided for by the Soviet legislature.

' This section was excerpted from Survey of Views on the Impact of Granting Most Favored Nation Status to
the Soviet Union, Report to the Senate Committee on Fmance, Investigation No. TA-332-280, USITC Pub. L2251,
January 1990, pp. 1-5 through 1-8.

' An English translation of the tariff schedule is published in "U.S.S.R.," International Customs Joumal, No.
23 (January 1983).

'” These items fall into the following nine general categories: (1) machines, equipment, and transportation
equipment; (2) fuel, raw mineral materials, metals; (3) chemical products, fertilizers, and rubber; (4) building
materials and components; (5) raw vegetable and animal materials and products therefrom (other than raw
materials for the manufacture of foodstuffs other than those specified hereunder); (6) live animals; (7) raw
materials for the manufacture of foodstuffs; (8) foodstuffs; and (9) industrial products of current use.

% The Soviet tariff structure is different from that of the United States in that while U.S. tariffs may be viewed
as a form of a barrier to trade, the Soviet tariff structure may not. The real barriers to trade often arise from
Soviet administrative measures and shortfalls in hard currency.

' U.S. Department of State, "Country Reports on Economic Policy and Trade Practices." Report submitted to
the Committee on Foreign Affairs, Committee on Ways and Means of the U.S. House of Representatives, and
the Committee on Foreign Relations and the Committee on Finance of the U.S. Senate by the Department of
State, in accordance with sec. 2202 of the Omnibus Trade and Competitiveness Act of 1988, March 1989.
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Planned new Soviet tariff schedule.-- The Soviet Government plans to implement a new tariff
schedule, based on the Harmonized System, effective January 1, 1991. '”* The schedule reportedly will
have two basic levels of duties--MFN (column 1) and non-MFN (column 2). Non-MFN duties, under
the new system, are planned to be 2 1/2 times greater than MFN duties. Revised non-tariff measures,
the bulk of which are expected to be limitations on Soviet exports, reportedly will also be introduced
at that time.

Prohibited goods.-- The importation into the Soviet Union of the following goods is
prohibited: (1) weapons of war of all kinds and ammunition therefor; (2) narcotic and psychotropic
substances, including accessories for smoking opium and hashish, although certain exceptions are
provided for; (3) publications, negatives, exposed film, photographs, cinematographic reels,
videocassettes, videodisks recorded with cinematographic films, manuscripts, phonograph records and
the like, drawings and other printed or illustrated media containing information likely to undermine the
political and economic interests of the country, the security of the state, public order, protection of
health, and public morals; and (4) other goods prohibited by decisions and regulations of the Council
of Ministers of the U.S.S.R. '

The new U.S.S.R. joint venture law

It is only 3 years since the issuance of the "Decree of the Presidium of the Supreme Soviet
of the U.S.S.R.," published on January 13, 1987, in which the Soviet Union first recognized the joint
venture as a legal entity. " That brief decree addressed the issue of taxation of joint ventures,
granting them a 2-year tax exempt status and authorizing the Ministry of Finance to grant additional
tax exemptions. The decree also provided for the resolution of disputes between joint-venture partners,
either in Soviet courts or through arbitration agreed to by both parties to the joint venture, and
authorized joint ventures to access the Soviet Union’s natural resources.

The U.S.S.R. Council of Ministers Decree '™ elaborated further on the procedures governing
the establishment and registration of joint ventures. '’ It contained a provision requiring consultation
with all Ministries and government agencies affected by a proposed joint venture and, ultimately, the

75 Albert Axebank and Richard Lawrence, "Moscow Threatens Tariff Hike," The Joumal of Commerce (Nov.
29, 1989), p. 1A.

1% The tariff schedule also lists a variety of goods whose export from the Soviet Union is prohibited.

' Decree of the Presidium of the U.S.S.R. Supreme Soviet, "On Questions Concerning the Establishment in the
Territory of the USSR and Operation of Joint Ventures, International Amalgamations and Organizations with the
Participation of Soviet and Foreign Organizations, Firms, and Management Bodies,” No. 6362-XI (Jan. 13, 1987).

' The U.S.S.R. Council of Ministers is the senior executive and administrative body of the Soviet Union, chaired
by the prime minister, with several deputy ministers and nearly 100 deputy ministers.

'® Decree of the U.S.S.R. Council of Ministers "On the Establishment on the Territory of the U.S.S.R. and
Operation of Joint Ventures with the Participation of Soviet Organizations and Firms from Capi@i;t and
Developing Countries,” No. 49 (Jan. 13, 1987).
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approval of the U.S.S.R. Council of Ministers. This decree also included measures that described the
legal documents necessary to enter into a joint venture, as well as the mode of conducting daily
operations. The decree also contained a provision limiting a foreign partner’s ownership interest to 49
percent and the requirement that the Chairman of the Board, Director General, and management be
Soviet citizens. The decree confirmed the granting of the 2-year tax holiday to joint ventures and the
authority of the Ministry of Finance to grant additional tax breaks. Appendix A provides a diagram
of changes to the Soviet foreign trade administrative structure.

Since the issuance of the initial decrees, the Soviet legal environment governing joint ventures
has continued to evolve. A September 1987 Resolution of the Communist Party of the Soviet Union
(CPSU) simplified some of the legal requirements for establishing a joint venture. ** This decree, for
the first time, established the authority of the various Ministries and departments, as well as the
Council of Ministers of the Union Republic to independently approve the establishment of joint
ventures. The resolution also streamlined the procedures for registration of joint ventures, expanded
access to foreign currency credits, and clarified the scope of the 2-year tax exemption described in the
January 1987 decrees.

In December 1988, the U.S.S.R. Council of Ministers further amended the joint venture laws
in an effort to address those issues that they believed were most troublesome to the Western business
community. ' Among the important changes that this decree makes is the further decentralization of
the authority for entering into joint venture agreements. Under the December 1988 decree, the consent
of the local ministry or other entity that supervises the Soviet partner alone is sufficiently legally
binding to permit a joint venture enterprise to commence. This decree also made fundamental changes
in the daily governance of joint ventures, allowing the Chairman of the Board and the Director General
to be foreigners and removing the prohibition on ownership by foreigners of a greater-than-49 percent
interest. The requirement that the board must consent unanimously to all "fundamental" business
issues, however, guarantees a continuing strong voice for Soviets in the management of joint ventures,
no matter how small the ownership percentage of the Soviet partner.

The December 1988 decree '** also established the right of all enterprises, cooperatives, and
associations to import and export goods directly themselves, rather than to deal through a Foreign
Trade Organization, except for those products in which the Council of Ministers specifically restricted

'™ Resolution of the CPSU Central Committee and the Council of Ministers of the U.S.S.R., "On Additional
Measures to Streamline Foreign Economic Activity in the New Conditions of Economic Management," No. 1074
(Sept. 17, 1987).

! U.S.S.R. Council of Ministers Resolution, "On Further Developing the Foreign Economic Activity of State,
Cooperative, and Other Public Enterprises, Association and Organizations," Ratified by the U.S.S.R. Council of
Ministers, Dec. 2, 1988.

'*2 The Resolution of the U.S.S.R. Council of Ministers, "On the Regulation of Various Types of Activity of

Cooperatives in Accordance with the Law of the U.S.S.R. ’On Cooperatives’ (Dec. 29, 1988). 108
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trade. " Several participants confirmed that more than 8,000 entities are now authorized to do
business directly with foreign companies. The 1988 decree and its implementing regulations are
probably the most important to the understanding of the legal environment in which United States-
U.S.S.R. joint ventures currently operate.

In a further effort to create a new economic environment, of which joint ventures are expected
to be a major component, the Soviet Government is reportedly considering additional legislative
initiatives, which may be proposed in the near future. ' Proposed topics for such initiatives include
private property rights, both personal and commercial; taxation; environmental protection; cooperatives;
the economic independence of the republics; pensions and benefits; banking practices; and continued
modernization of the ministries. '*

The experience of American businesses with these new joint-venture laws remains limited. In
fact, as of June 1989, there were only approximately 1,000 registered joint ventures between the Soviet
Union and all other countries, * of which approximately 200 are thought to be operational. *” The
rate of establishment of joint ventures has been increasing since the Soviet Union first permitted joint
ventures 3 years ago. Only between 1 and 9 joint ventures per month were established in 1987,
whereas 5 to 17 per month were registered in the first 10 months of 1988. '** The number of newly
registered joint ventures increased to 30 and 48 in November and December 1988 respectively. '* The
first 3 months of 1989 saw the pace of growth continue, as 41 joint ventures were registered in
January, 45 in February, 53 in March, and 80 in April. ™ Appendix C gives a listing of the first
100 U.S. joint ventures in the Soviet Union, along with statistical information on Soviet joint ventures.

= Although the May 1989 decree regulating foreign economic activity by Soviet citizens is beyond the scope
of this report, it is also a fundamental piece in the changing perspective with which the Soviet Government views
foreign trade. U.S.S.R. Council of Ministers Decree, "Concemning the Development of the Economic Activity of
Soviet Organizations Abroad,” (Decree 412) (May 18, 1989).

'* Statement by Leonard Vid, Deputy Chairman of the State Planning Committee of the U.S.S.R., Conference
on "The Soviet Joint Enterprise Decree: Law and Structure”, Nov. 13, 1989, jointly sponsored by the Russian
Research Center of Harvard University and Heron, Burchette, Ruckert & Rothwell, (hereinafter "Conference of
Nov. 13, 1989").

' Ibid.

15 Statement by Marshall Goldman, Director of Russian Research Center of Harvard University.

' Statement by Yuri Erzhov, Deputy Director of the Institute of External Economic Relations, State Foreign
Economic Commission, Conference of Nov. 13, 1989,

' "Changes Made in Soviet Joint Venture Law, More in the Works, Soviet Tells Conference," Regulation,
Economics & Law (BNA), No. 93 (May 16, 1989) p. A-9-10 .

* Ibid.
' Tbid. 1-99

1-99



Staff Study on the Soviet Economy United States International Trade Commission

About 30 percent of all existing joint ventures are in the services sector. '*' The limited nature
of the capital investment made by the vast majority of foreign joint-venture partners further represents
the limited scope of joint-venture activities currently being undertaken in the Soviet Union. As of
June 1989, the vast majority of joint ventures had a capital investment of less than $5 million. '*

Through June 1989, West Germany had the most joint ventures with the Soviet Union, with
a total of 89 registered. Finland, with 71 registered joint ventures, also had more than the United
States. As of July 18, 1989, U.S. companies were partners in 64 registered joint ventures, '* making
it the country with the third most joint ventures in the Soviet Union. Italy, Austria, and the United
Kingdom were fourth, fifth, and sixth, with 36, 35, and 33 respectively. ' One Soviet source advised
the staff that the number of United States-Soviet joint ventures had increased to 97 as of October 1,
1989, although this number was still reportedly third, after West Germany, with 153, and Finland, with
110. ¥

The rate of growth of Soviet joint ventures with U.S. partners has been similar to that of all
countries’ Soviet joint ventures. Although U.S. companies were partners in only three registered joint
ventures in 1987, Americans registered 10 joint ventures in 1988 and 51 through July 18, 1989, of
which 29 were registered between April and June of that year. '** Further, although United States-
Soviet joint ventures have undertaken such varied activities as the sale of imported goods and the
production of building materials, the majority of American joint ventures are in the services sector.
This latter group mostly involves the servicing of computer hardware and software but also includes
consultation on marketing and advertising needs, consultants and lawyers to assist foreign companies
considering business opportunities in the Soviet Union, management consultants, hotel operations, and
tourism-related services.

Like companies from other countries, most American companies have severely limited their
capital investments in Soviet joint ventures. The investment by American companies in joint ventures
with the Soviets has fallen mostly in the range of investment of $100,000 to $500,000 or $1 million
to $5 million. ¥ Fewer than 20 percent of the United States-Soviet joint ventures have involved
investment of more than $10 million by American companies. **

9! Statement by Yuri Erzhov, Conference of Nov. 13, 1989.

12 USITC, MFN Survey, USITC Pub. 2251, Jan. 1990, appendix K.

1% Statistics provided by United States-U.S.S.R. Trade and Economic Council.
' Tbid.

' Data obtained from the State Foreign Economic Commission of the U.S.S.R. Council of Ministers, Oct. 19,
1989.

1% Statistics provided by U.S.-U.S.S.R. Trade and Economic Council.
¥ Ibid.

% Tbid.
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The largest join venture project to date was recently announced by Combustion Engineering. '*
On November 28, 1989, an agreement was announced by Combustion Engineering and a Finnish
company, Neste Corp., to join with Tobolsk Petrochemical Company, a subsidiary of the Ministry of
Chemican and Oil Refining Industries, in building a complex at Tobolsk to turn Soviet oil and natural
gas into a variety of petrochemicals, including propylene, polypropylene, and thermoplastic
elastomers. ** It is expected that the initial phase of this project will cost $2 billion, although the
partners plan to expand the complex later. Initially, Combustion Engineering and its Finnish partner
will only own 15 percent of the joint venture, but the agreement permits the two companies to
increase their equity participation at a later date. *"

Even in this project, however, the role of both the American and the foreign partner falls
primarily in the services sector. Combustion Engineering will be responsible for overall project
management, including design, procurement, and foreign currency financing, while its Finnish partner
will be responsible for marketing the share of the petrochemical production to be sold outside the
Soviet Union. The plan is to export 60 percent of the output during the first 4 or 5 years the
complex is in operation in order to service debt incurred in foreign currencies but to reduce exports
significantly after that.

Combustion Engineering’s limited equity participation is not typical of the usual ownership
distribution in United States-Soviet joint ventures. Although the U.S. partner holds the minority
position in most such ventures, ** this may be because Soviet law required this relationship from
January 1987-December 1988. Further, the American partner holds a 49-percent interest in
approximately half of the approximately 38 joint ventures in which the American partner has minority
ownership. ** Once the legal limitation barring the foreign partner from having a greater-than-49-
percent interest was dropped, the 50:50 arrangement replaced the 49:51 ratio as the most common
arrangement. **

'% "Foreign Companies Flood Soviet Union’s Opening Gates,” Washington Post, Nov. 29, 1989.
* Tbid.

*! Ibid.

22 Statistics obtained from United States-U.S.S.R. Trade and Economic Council.

* Ibid.

¢ Ibid.
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Export controls

Soviet export controls break down into two categories. Controls that aim at restricting the
exportation of commodities--particularly consumer goods--in short supply; and controls that aim at
protecting intellectual property, enforcing national security policies, and preserving art treasures.
Controls under the first category amount to export quotas, restricting foreign sales beyond a certain
quantity limit. ®* Controls under the second category intend to keep a close central tab upon the
exportation of inventions and other results of research. These controls formally prohibit any shipment
abroad of weapons, nuclear items, militarily useful technology, narcotics, poisons, antiques, and "other
objects of significant artistic, historical, scientific or other cultural interest." **

The overall Soviet export list contains 28 categories. These include fuels, ores, and precious
metals; a variety of basic chemicals, grain, cement, cotton; and "inventions and other results of
research.” ®” Soviet officials indicated that currently 58 organs can issue export licenses in the Soviet
Union. The Ministry of Industry and the Council of Ministries at the Republic level are the principal
authorities involved in export licensing.

Appendix D provides a chronology of U.S.-U.S.S.R. trade between 1974-1984.

= A worsened balance between the population’s money balances and the availability of consumer goods in the
Soviet Union had necessitated the introduction of stiff new restrictions on exporting consumer goods during 1989.
(Decree No. 203 of the U.S.S.R. Council of Ministers, Mar. 7, 1989.)

¢ Philip Hanson: "The Soviet Export Control List,” RFE/RL, Report on the U.S.S.R., Vol. 1, No. 15, April 1989.
7 Ibid.
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ECONOMIC POLICIES DURING 1985-1989

By 1985, Soviet leaders knew that the country’s economic problems posed a threat to its
domestic tranquility and superpower status. ' During 1976-85, the Soviet economy registered a slower
economic growth than during any decade since the War, and efforts to improve economic performance
after Brezhnev’s death in 1982 proved to be inadequate. > Strong and open criticism of traditional
Soviet economic policies and major efforts for renewal began with the election of M.S. Gorbachev as
General Secretary of the CPSU Central Committee in March, 1985. *

Following his election, Gorbachev explained in a number of speeches the need for economic
renewal. * He proposed the creation of a high-technology, consumer-oriented society with a
democratically-run, dynamic, innovative economy. * To achieve this goal, Gorbachev suggested a
reallocation of resources from the economy’s stagnant sectors into those that would meet consumer
demands--mostly into high-technology manufacturing. He further suggested that the country’s economic
system be decentralized to free individual and enterprise initiatives--a precondition for making the
system more efficient--and that the Soviet Union would have to be more active in the international
economy. ° He believed that a synergistical interaction among improvements in the economic structure,
management, and the process of overall social democratization was vital to the reform’s realization and

! See "Prepared Statement of the Central Intelligence Agency," in U.S. Congress, Joint Economic Committee,
Economic Reforms in the U.S.S.R., (Washington, D.C., U.S. Gov’t Print Off., 1988), pp. 213, 214.

* According to CIA estimates, the Soviet Union’s GNP grew by just over 2 percent per year during 1976-85.
The technology gap with the West widened during that period, increasing the economic burden of military
spending. The consequent slowdown in the improvement of consumer welfare, in tumn, increased the gap in living
standards with the West. A malaise, characterized by bureaucratic corruption, low worker morale, and the average
citizen’s growing alienation from the system, spread through Soviet society. Both the appeal of the Soviet
economic model abroad and the Soviet Union’s ability to provide economic aid to other nonmarket economies
declined. For details see "Prepared Statement of the Central Intelligence Agency,” in U.S. Congress, Joint
Economic Committee, Economic Reforms in the U.S.S.R., (Washington, D.C., U.S. Gov’t Print Off., 1988), pp.
213-240, and USITC, 45th Quarterly Report to the Congress and the Trade Policy Committee on Trade Between
the United States and the Nonmarket Economy Countries During 1985, p. 64, hereinafter 45th Quarterly Report.

> See Ed. A. Hewett, Reforming the Soviet Economy, Equality versus Efficiency (Washington, D.C.: The
Brookings Institution, 1988) pp. 450-462, and Herbert S. Levine, "Gorbachev’s Reform Program: Act II" Joint
Economic Committee, Economic Reforms in the U.S.S.R., (Washington, D.C.: U.S. Government Printing Office,
1988), pp. 450-62.

4 45th Quarterly Report . . ., p. 64.

* For details see Hewett, Reforming the Soviet Economy, and Levine, "Gorbachev’s Reform Program: Act
H."

¢ For details see Hewett and Levine, U.S. Department of Commerce, U.S.S.R. Division, Editorial Research
Reports, February, 1989, pp. 78, 79, and FBIS, Feb. 21, 1990, pp. 111. For more on this subject,,s¢e also
Chapter 3.
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that this interaction would set economic institutions and the individual on the path of self-improvement,
accelerating the process of social and economic transformation. ’

Many top political and economic leaders were replaced as the debate over economic reform,
which started under Andropov and Chernenko, expanded and intensified. * Expressions like glasnost
(openness) and perestroika (restructuring--a catchword for economic reform) became household words,
even outside the Soviet Union, in a widening public debate over economic and social issues.

The leadership indicated that the period of the 12th five year plan (12th FYP), (1986-90) would
serve as a preparatory stage for the reform. ° The 12th FYP codified targets and prescriptions for the
modernization of the machine building sector, considered crucial in the overall scheme of economic
renewal. '° The plan’s growth targets mirrored the leadership’s belief that the proper course on which
it had embarked would re-accelerate economic growth already in the earliest stage of the reform
process. ' Appendix E gives a summary of Gorbachev’s reform initiatives.

The 12th FYP called for a 4.1-percent annual increase in national income and a 4.6-percent
increase in labor productivity. Investment in the machine building sector was to increase by 80
percent, and the rate of retirement of old machinery was to be doubled. > A 23-percent increase in
the investment of the agro-industrial complex and improvements in housing were also included. Real
income per capita was to grow by an annual average of 2.7 percent. Although this growth in per
capita income was far below that in the early 1970s, it significantly exceeded that of the previous 5-
yea<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>