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Soviet Borrowing from the West

Background

Prior to 1964 the USSR was unable to get anything better
than medium-term credits (1-5 years) from the West, but in

1964 the United Kingdom broke with the Berne Union guidelines,

which called for a five—yedr ceiling on export credits to

Communist countries, and providéd the USSR with a $280 million
line of credit with a repayment period of up to 15 years.
Competition soon forced all other West European nations and
Japan to also drop the Berne Union accord, and long-term
credits (averaging 8 years) soon became the rule (see Table 1).

The Soviets were quick to use their good credit rating
and their ability to channel large contracts to desired sup-
pliers to foster credit cgggétition among potential suppliers.
As a result the French, Italians, and '‘Japanese have all pro-
vided especially preferential credits in support of Soviet
purchases. The United Kingdom extended large credit lines to
the USSR at normally competitive rates, but the West German
government has yet to subsidize export credits in support of
Soviet purchases.

The US played a very minor role in financing Soviet trade

until 1972, and reported claims of US banks and other businesses
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-against the USSR prior to 1972 were $10 million or less an-
‘nually, all on a short-term basis. Soviet purchases of US
equipment and technology from ﬁs—based firms were limited,
-2s? a result, to thoseviteﬁs not obtainable elsewhere. How-
ever, US subsidiaries in Egrope and Japan which are able to
utilize'éovérnment subsidized credits did a substantial amount
>of SbViet business. In some inétanceé, the Ussk was able to
secure fdreign»government—backed credits which covered pur-
ghases of‘US—produced goods required for larger projects
being undertaken by the USSR and its European partners. In
1967, for example, the Soviets'prevailed upon the Italians
to provide a $2$—30 million loan to cover Soviet puréhases
of cértain equipment and technology from US-based firms in

support of the Soviet-Italian construction of the FIAT plant

at Tolyattigrad.

The Emergence of the US

With the beginning Qf deténte, however, the US quickly
became a major supplier of credit tb the USSR. 1In 1972-1973,
US commercial banks acting without Eximbank participation pro-
vided $lb8~million in long-term loans (sée Table 2) to cover
Soviet purchases of tractors and pipelaying equipment. Sinée
the opening of the US Eximbank window in the fall of 1972,

Eximbank has approved $290 million in long~term credits in
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Table 1

Selected Credit Lines Craated to the USSR 1966 - 1972 -

-

Financial Terms for Selected Soviet Purchases

.Dwu;

Leagth of
Contract Value Interesc Payoent Credic
(Mi1lfon US $) (Percent) _(pexcent) _(years)
ta) : 1966 - 20 5.6 K.A. 11
Italy o k)
' Japen - ' 1970 &0 6.0 12 7
Frence ’ 1970- 1240 5.97- N.A. 7-
1975 6.25 8
West Germany 1972 40 6.0 N.A, 8
Uaited Kingdom 1972 500 6.0 H.A. Sk
. 8
Icaly 1973 550 6.~ N.A. 8-
6.25 10
Self-Liquidating Credit Arrangeoents vith the USSR
. ) . Bepayment
Contract Value Interest Schedule
Venture Countg’ Year (Millfon US §) (percent) (Years)
Siberian timber Japan 1968 133 5.8 S
developaent
Pipe (natural Italy 1969 ' 196 Soacvhat Possibly
gas) wore thaa 8-10
5.6 .
Pipe (oatural Weat Germany 1970 328 6.25

gas)

beucrigt!on

Covernment line of credit ex-
tended to finance Soviet pur~
chases for Fiat plant at
Toliactigrad.

Credic extended to cover Soviet

. imports of Japanese technology

and equipment for the develop-
ment of Vraagel' Pore.

Covernmeat line of credit to
cover Soviet purchases of na-

' chinery end equipmeat for. per-

{od of 1970-1974 Soviet-French
trade agreecent, Original
credit of $930 million was coo~
pletely utilized by the end of
1973 and an additional $310
million was granted to cover
Soviet purchases during 1974.

Salzgitter Industriebau (parc of
the Salzgicter Steel owned by the.
West Cerwan government) coatracred
to deliver a plant to produce low—
density polyethylene. It is not
clear who {s financing the dezl,
but it may be Salzgitter itself,
in vhich case the lov interest
Tate 1€ probably offest by a
higher eale price.

Cencral credit line extended by
British merchant baoks to pro~
wote UK exports to Kawa; under
goverument guarantee,

Covernnent line of credit to
cover various Soviet machinery
and equipment purchases. Credit
vill be extended in three anncal
tranches during 1973-197S.
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Description

Financed through suppliers®' credit
guaranteed by government and sup-
plied by a cocbination of funds
from the Japancse Export-lcport
Baok and private banks. Repaynent
to be from a scparate contract for
Soviet deliveries of wood products,
1969-73,

Financed by the Italfsn government
through Instftuto Mobilisre
Italiano (IMI). Repayment tied to
scparatc contract for Soviet de-
Iivery of natural gas, 1973-92

Financed by a consortium of 13 Vest
Ceroman private banks with 507 of
finaucing guarantecd by West
Cerman goverameat. Repayment ticd

© ecparate contract for SQvic¢t de—
ivet'; of nitural gaa, 197?\-}J>




support of $743 million in Soviet imports.

In addition,

Eximbank has given preliminary commitments of $198 million

in support of an additional $440 million in potentlal US ex-

_pqxts

SOV1et requests for further Eximbank credits,

e, g’./

$49 million for exploration of natural gas reserves at Yakutsk

- are currently under con51derat10n

The USSR also drew down

$500 million in three-year CCC credits during 1972 and 1973

to cover a portion of the $1.8 billion in Soviet grain pur-

chases from the US during this period.

Product

Tractore, Pipelayers

Machinery and Equipment for
Kaza Truck Plant

Pipelayers .

Subzersible elecctric
Punping units

Kuicting vachines

All other Eximbank supported
loaans

Description

Bank of America led a consortium ~
of 13 banks to finance 1972 sale.
Losan was nade prior to opening of
Eximbank window to the USSR and
involves an ingerest subsidy de-
vice whereby ICaterpillar will
Teivburse the banks in the event
that prevailing market rates for
ianterest exceed 6X.

The USSR was {nitially granted a
$192 million credit line in March
1973. Eximbaok financed 45X of
this ewount at 6, vith the com-
wercial portion provided by Chase
Hachattan Bank. The line of
credit vas subscdquently extended
{a March 1974 to $342 million,
vith Exicbank'e portion in this
case financed at 7X. The como-
mercial portion of the additional

~$150 million was financed by a
_ Chase VMachattaa<led consortiua.

Finance provided by a cousortiuc
beaded by Wells Fargo Bank.' The
{interest rate throughout the 1ife
of the loan 1s to have a caxicum
average value of 7.5Z. No
Eximbank partfcipation involved.

Table 2
Finsaciel Terms for Selected US Credits to the USSR 1972 - 1974
Length of
Contract Value “Credit
(M11lion US §) Interest (years) Deferment
$68 6.0% 1.5 Koue
$342 See de- 12 Payments
scription begin 1in
October
1977
$40 5/82 8.5 None
above
prime
$26 6% Eximbank 7 Noae
7% Cotmercial
$5.6 Exiobank 7 Payzents
port{on at begin fn
6X February
1915
$268, 62 Ex{wbank «

Includes direct authorizations
only; pending applications end
preliminary comnitments cover
an additfonal '$170 millfon in
potentisl US exports.
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Debt Composition

The Soviet debt structure has continued to lengthen
during recent years., During the iate 1960's the léngth of .
cggﬁits extended to the USSR averaged 8 years, but longer
credits are now 5eing offered with increasing frequency. The
increased credit lengths are due, in part, to the type of
goods the USSR is seeking to import as well as to the increased
competition among Western nations to provide credits to the
USSR. The USSR has requested credits of over ten years with
payments deferred for sevéral years tb support imports of
plant and equipment for tﬁe large scale development projects --
Tyumen o0il, Chulman coal, Yakutsk natural gas -- currently
beihg discussed with Western firms. The US has proven to be
particularly accommodating to Soviet requests, as evidenced
by $154 million in Eximbank-direct credits granted to support
Soviet purchases for the Kama river truck plant. In this
case the USSR secured a 12 year credit, with payments of prin-
cipal deferred until 1977. Recent British and French credit
lines, in contrast, have a maximum repayment period of roughlv

-
10 years. _

Other Sources of Funds

The USSR has also made increasing use of the Eurodollar

market in financing its trade with the West. Operating through




ité European banks, the USSR has been able to attract Eﬁrof
currency deposits at prime rates. The USSR made particularly
gogd use of this source in 1972 -- tapping the Eurodollar mar-
;;t‘for several Qundrédvmiilion dollars in both medium-term
and short-term credit to finance imports_of machinery and
grain. The burden of these loans was considerably lightenéd'

by subsequent dollar devaluations and the ability of the USSR

to sell large amounts of high-priced gold in 1973..

Soviet Debt and Debt Service

Tﬁe increased use of medium-term and long-term Western
credits has led to a rapid increase in the USSR's debt to
the West, which reached an estiﬁated $3.6 billion by the end
of 1973 (see Table 3). ng_ﬁcﬁual burden of the debt is a
function of debt service, the percentage of total hard cur-
rency exports committed to the annual repayment of interest
and principal on outstanding qredits, The Soviet position
in this respect has also worsened, however, rising from 11%
in 1967 to roughly 25% in 1973. The debt service ratio

would have been even larger had the USSR not been able to ob-

tain Western credits at such favorable terms.




Table 3

. Estimated Soviet prawings and Scheduled Repavments
on Western Governcent-Guarantced ¥edium-Tern anc Long-Ternm Credits

_x. 2 ) ) . Million US S
o Outstanding
. Scheduled Net Debt at the End
Year Drawincs Revayments Credits of the Year
: - Principal ’
and Interest -
1966 275 170 105 505
1967 305 181 124 658
1568 s10 255 " .255 951
1969 630 . 322 309 1,316
1970 "~ 700 379 321 1,717 .
: 1971 700 463 237 2,057
19722/ 1,030 562 468 2,639
19733/ b/ 1,690 895 795 3,612 .

5. Incluces crawinrgs on J-yezr CCC credits.
b. Prelininary.

Prospects

Soviet orders for Weé&grn plant ahd equipment have risen
sharply in recent years, reaching more than $2% billion in
1973, up from about $800 million two years earlier. Long-term
Soviet debt should rise substantially as these orders are
filled and as other éurchases are made. If the Soviets are
successful in concluding some of the developmental projects

\

currently -under discussion, long-term debt could approach $10
billion by the end of the decade.

The ability of the USSR to manage this larger debt, how-
ever, will be significantly enhanced by the record.incréases

in Soviet export earnings which are exbected during the next




twé or three years. Major price increases for traditional
Coviet raw maierial exports -- 0il, coal, timber, diamonds, -
chigicals —-- along with expanded deliveries of natural gas

- _ _ - .

could push total Soviet exports to the developed West to
pérhaps $6 biiliqn ir 1974 and $7 billion in 1975, giving the
USSR substantial export surpluses. In contrast, Soviet hard
currency export earnings were about $2.7 billion in 1972. As
a result, by 1975 cdebt service -- depending on prices —-
would be no greater than in 1973, and perhaps even less. In
the longer'térm the outlook is less favorable,lérgely de-
cause of an expected leveling off and eventual decline in
the volume of crude oil exported to the West during 1977-
1880. .

A rapid increase in export earnings may affect Soviet
cebt management practices. As a deronstration of the antici-
pated strong Soviet financial condition, the USSR recently
corcluded a rmajeor ceal with West Gerrman firms calling for a
cash paymént of roughly $800 rmillion in plant and equipment
for a pélletization plant and steel rill at Kursk. The Soviet
cdecision’ to pay cagh was partly notivated bv the refusal of
the ﬁest Gerrans to provide low interest credits, but it is

unlikely that the USSR would have had such an alternative

even a year ago. The irprovecd Soviet financial position will




clearly erhance the USSR's bargaining position vis-~a-vis
Western suppliers, and thereby increase its ability to play
off potential suppliers against one another.
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