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- Key ?]udgments -

The USSR hasgihcréasingly looked to compch’s"a'tién agfécmerité with

Western firms to repay the costs of buying Western equipment and technol-
“ogy. The exports guaranteed under the more than 45 agreements concluded

" over the past decade i in fact will have a value much largcr than the $8 billion’

“worth of agrccmcnt-rclatcd imports from the West.

Earnings from agrcemcnts signed thus far wxll boost Sov:et hard
currency exports in the 1980s especially. The rise in earnings from compensa-
tion deals—from about $830 million in 1977 to nearly $4 billion in 1985—
will soften the impact of the expected decline in oil production in the early
19805 and the rcsultmg fall in oil exports to the West.

Although Soviet mtcrcst in compensation agreements with the Wcst has
intensified, the rate at which new deals have been concluded has fallen off

-considcrably in the last four years. Intcrnal Soviet problems and Western

disenchantment stand in the way of negotiating new agreements. On the
Soviet side, the policy of committing Soviet raw materials as the price for
Western help in developing Sovict resources has been questioned. The Sovict
burcaucracy, morecover, is ill cquipped to handle compensation agreements,
while Soviet doctrine clearly conflicts with Western demands for cquity
partncnpauon and/or management control. Even if agreements can be reached

“in principle, the pnmntlvc level of Siberian infrastructure and the difficulties

involved in taking on' several large development projects simultanccusly will
slow the prohfcratlon of compensation arrangcmcm

On the Wcstcrn sndc. comipanics arc rcluctant to accept many Sovict
products. Unlike in 1974 when fucl and raw material shortages made long-
term supplics of Sovnct products attractive to Western firins, thcy now regard
compcnsatlon agreements as a disagrecable condition for winning Sovict
contracts. The depressed West European chiemical industry is alrcéady worricd
about the chemical fcrtlhzcrs and pctrochcmtcals that the USSR soon will
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begin to export undcr oompcnsatlon agreements. Deals involving energy- -
based exports, on the other hand, continue to interest Western companies.

. Dcspltc the rcduccd appcal of compensation azrccmcnts the USSR is -
curreatly ncgotlating scveral large deals with Western ﬁrms. If concluded,
they would increase Sovxct raw material production and exports appreciably -
by 1985. The ncgotlatlons now under way center on chcmlcals. wood and
wood products, oil, natural gas, and aluminum. Over the longer term,
compensation agreements tied to Siberian natural gas deposits in Yakutsk
- and -Urengoy, a major stccl complex, copper dcposlts. and cxploxtatton of
offshore onl reserves oould matcnahzc.

But Sovxct ablhty to ooncludc thcsc agrcemcnts wnll turn on:

: i
e Sovnct wxllmgncss to modlfy lts demands - so as to cntice Western
. _. oommcrcxal mtcrcst :

‘s The wnllmgness of ?he Wcst to cxtcnd much largcr crcdtts to the
- USSR. ; | |

¢ The.pace of Sovxct mtcrnal dcvclopmcnt especially in Slbcrna and the
Far East. |

‘o Western rcqmrcmcnts for Soviet raw materials coupled thh a willing-
ness to rely on the USSR as a supplier.

_ Thc expected downturn in oil production and other economic problem:
: may make the USSR more accommodating as it tries to boost ‘domestic
cnergy production and 'develop alternative hard currency exports. The
enthusiasm of Western firms will depend on the pace of cconomic growth and
| ovcrall East-Wcst rclat:ons.
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USSR: The% Role of Compensation Agreemients

. - Background . b

. The major impetus behind the rapid cxpansion
of :Soviet trade with the West ixithe 1970s has
‘been the desire to acquire capital,;;technology.
and equipment to develop Siberia land to expand
production in certain high-priority industrial sec-
tors. The USSR is counting on Siberia with its
untapped deposits of oil, nawral gas, coal,
timber; copper, and. othermetals to support
economic growth in thie 1930s andlbeyond. West-
ern help also has been sought in .expanding
production !in several {important industries—
chemical fertilizers, petrochemicals, motor ve-
hicles, and both ferrous and nonferrous metals—
in.which Soviet technology lags the: West or in
which expanded capacity is needed quickly.

.. Largely because of the extensive use of long-
term Western credits to accelerate the acquisi-
tion of capital goods from abroad, Soviet debt to
the West has grown from less than $2 hillion at
the end of 1970 to roughly $16 billion at the end
of 1977. To provide a large share of the foreign
exchange required to meet debt repayment obli-
gations, the USSR has sought compensation
agreements with Western firms. These agree-
ments cover Sovict exports as well as imports; a
‘Western firm contracts to supply cquipment for a
‘Soviet project, and the Soviets obtain guarantces
from Western firms to purchase Soviet prod-
ucts—often from the output of the. project.!

"Although. Moscow concluded its first compen-
sation agreements in the 1960s,? it was not until

' For a discussion of the definition and mechanics of compensa-
_tion agreements, cco appendix A. These agreements are also cutled
_“product payback” or “product buy-back.” ! ‘'

1The first ones were & West German deal involving Saoviet

shipments of phosphate rock In roturn for phosphorus furnaces
(1966), a gas-for-plpo deal with Austrla (1968), and a timbor
agreement with Japan (1968). Compensatlon agreoments bear little
relationship to the concessions granted to Western firms in the
- 1920s. In the latter case foreign firms—in return for royalty
payments to the Soviet Government—wore allowed exclusive rights
“ to develop and exploit certaln commercial opportunities within the
USSR, investing capital goods, technology, and in some cascs labor.

cchorr

_ In Trade With the West

the carly 1970s that the Sovicts began a major
push. In 1971-72 several massive projects pro-
posed to Western firms called for product pay-
back.? Meanwhile, compensation: agreements
have reccived strong endorsement from the So--
viet leadership. Brezhnev's February 1976 report

* to the 25th Party Congress stressed the impor-

tance of compensation -agrecments in the 1976-
80 plan. In early 1976, a spate of -articles in the
Soviet press pointed to compensation agreements
as a new form of economic collaboration with the
West. Several technical articles have set forth

the theoretical criteria for assessing the effi-

ciency of compensation agreements.! Since 1976, -
Soviet policy statements about trade with the
West have usually given prominence to. the vir-
tues of compensation agreements.: '

Compensation agreements indeed offer several
advantages to the USSR. They arc.an cconomi--
cal way to obtain equipment from the West.
Soviet purchases are financed by long-term gov-
ernment-backed credits with very low real inter-
est rates.’ Since, for a given project, compensa-
tion exports will—at a minimum—roughly
match debt service requirements, the real cost of
the equipment to the USSR is esscntially the
alternative output sacrificed by assigning domes-
tic resources to building the project and—later—
producing the portion of the output used as
payback. ' '

Compensation agrecments also reduce risk.
The heavy reliance of the Soviet economy on

'The product payback form of transaction i not fimited to
Soviet-Western deals. A similar pattern has developed for Soviet
projects in which East European countries are investing. Soviet ald
projects with less developed countries reverse the flows: Soviet aid is
often repaid by later deliveries from the project. -

*V. G. Vasll'yov and V. A. Sorokin, “On th: Question of
Economic Bffectivencss of Compensation Agreemonts,” Dengl
Kredit, August 1976, and V. Savin, “The Effectivencss of Coopera-
tion on a Compensatory Basis," Foreign Trade, May 1977.

' Loans for the projects carry an average interest rate of about 7
percent, roughly equal to the Inflation in world prices of the
products to be delivered by the Soviets as repayment.
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: planning makes reduction of risk important to
?Sovict managers, who have found forcign trade
~with thc West particularly difficult to plan. The
latest. Western recession, for example, hit Soviet

“exports hard. Reduced demand in 1975 virtually

_halted the rapid growth in Saviet hard currency.
- exports, driving home to Moscow the 'dcpcndcncc
-of Sovict cxnorts.on Western cconomic condi-
- tions. Under compcnsauon agreements Sovict
.industrial ministrics and foreign trade organiza-
-tions are guaranteed long-term export markets,
‘providing protection from developments in the
-West that would otherwise reducc .Soviet export
.carnings and hard currency ‘reserves.:

" The Soviet drive to conclude bdmpensatton
=agrccmcnts is an effort to placate those—both at

“home and in the West—who are concerned with

‘the! rapid growth of the USSR’s debt. Soviet
officials have cmphasxzcd the share (about one-
“half, according to one senior official) of the debt
‘that has been incurred to import equipment for
. ‘compensation projects and have pointed to long-
“term export contracts under these. agreements as
'proof of the USSR's ability to service its debt.

: Compcnsatxon agreements, by provndmg for a

guarantccd market, will also help Moscow estab-
‘lish export industrics. Soviet enterprises will gain
-experience in producing for export while Soviet
‘products establish niches in Western markets. In
‘all likelihood, the USSR hopes to rencw export
;contracts aftcr compensation ngrccmcnts expire.
| |

| Rcvlow of !xlstlng Agmmﬂm'
i ,Thc USSR has concluded more .than 45 com-

“!decade.* (The agreements are listed in appendix

Under these agreements, almost :$8 billion in

' 'Sovlel officlals clalm more than 60 oompenutlm agreemonts

i Vor example, the Soviets identify the Moscow World Trade Center,
' financed by US Eximbank credits, as a compensation agreemont
* bocause the complex will be rented to Western firms.
Do o
|

i

2

i pensation agreements with the West: in the past
B; iproject locations are shown in figure 1)_

Western equipment and . technology - will be in-.
stalled in the Soviet Union, In some cases—
natural gas'and coal—equipment, technology,
and plpe were imported to develop export indus-

with Western firms. This number probably Includes some which
{ have not been signed, some very small deals, some contracts which ™ -
i do not fit the definition used in this paper, and some exaggeration.:

trics; cxport carnings guarantecd under onmpcn-
sation agreements far exceed the capitalized cost
of project-associated imports. In other mstanccs :
(chemical plant imports, for example),. the pri- -
mary Sovict goal has been to develop productive
facilitics to meet domestic needs, siphoning off
only that portion of output rcqulrcd to rcpay
pro;cct-assocxatcd dcbt

Natural Gm
The most important agrcemcnts in lcrms of

-boostmg Soviet exports have been the gas-for-

pipe deals, which provide for Western exports of -
large-diameter pipe to be installed in pipelines to
carry Soviet gas to Western Europe. The gas-for-
pip¢ deals will generate Soviet exports worth
many times the $2.8 billion spent on Western
pipe and pipeline equipment. Under some of the
agreements, exports will continue into the 21st
century (sec table 1). The first gas deal was
signed with Austria in 1968, and similar con-
tracts have since been signed with Italy, West
Germany, and France. Soviet hard currency gas
exports under these and supplementary contracts
reached 11.5 billion cubic meters in 1976 and are
scheduled to reach 34 billion by 1985 as addi-
tional pipelines are completed. Hard currency
carnings from gas sales will account for 60 to 75
percent of Soviet carnings from compensation
agreements signed so far (see table 2).

The carnings from natural gas sales will de-
pend on hard-to-predict fuel prices. The con-
tracts call for prices to be adjusted in line with
changes in prices of other fuels, assuring the
Soviets of higher carnings as Western energy
prices rise. Sovict trade data show that prices
received in 1976 were about half the $60 per
thousand cubic meters charged by other gas
exporters. Prices probably rose substantially in
1977, largely because of Moscow’s successful
rencgotiation of a gas contract with Italy. The -

-Italians paid only $18 per thousand cubic meters

in 1976; the newly ncgotnatcd prlcc for the
sccond half of 1977 was $59.

- The Sovncts will probably benefit from large
gas price increases for the next several years.

*The USSR's omission of quantity data on gas cxporu in 1977
precludes an accurate estimate of prices,

seéqs-r-
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Table 1

USSR: Schedulod Noturcl Gos Expom
' ] : . j Billion Cubic Meters

; Austria - France ltnly Wost Gemuny Total
19760 1 28 10 3¢ 40 118
1917 . 238 15 65 - 50 153
. 1978 24 20 70 ¢ 7.0 184

1979 24 20 7.0 L 88 199
© 1080 24 47 0! 90 231
, 198L¢ 27 50 70 105 25.2
" 1982 i 80 - 58 0. 115 27.0
;1983 . 83 60 . 70: ! 128 288
© 1984 38 70 - 701 135 313
cless o 42 17 70 15.0 330
P 1990 42 (A 70 150 339
i 1995 ;28 U7 7.0 ; 8.0 235
1200 | 28 - 47 . 70! 8.0 218

?

{ ' Actual exports reported In USSR trade statistics.

i* Amounts for 1981 and thereafter include Soviet deliveres to
Austria, Frince, and West Germany under a switch agreement with
Iran. Iran will recelve most of the revenues from the gas to Western
. Europe, while the USSR will be paid transit fees. Thus, foreign
. exchange earnings will be considerably lower than for bilateral
Soviet deals with West European gas customeu. .

!
IZ
|
.
i
i

Tauoz"

USSR: Scheduled Componmion Expom
5- Million US a
S : 1977 1980 1985
~ Total 838 1,004 3,033
: Natural gas 566 1,102 29648
‘Chemicals - 135 1 ) 826
_Wood products v 239 . 408 10
iCoal 0 i s, 576 .
,‘Mcull -8 63 - 73

v

: B '
, Thcrc wnll be strong upward prcssurc on gas
prices because of (1) nsmg encrgy pnccs in
general, (2) even faster increases in gas prlccs to
narrow the gap between oil and gas prices, and
(3) Soviet pressure to extract price: increases on
* their gas. Thus, we project annual price increases
of 10 percent through 1980 and 15 percent
thereafter. These prices would earn M iscow $1.2
billion in 1980 and ncarly $3 billion in 1985
" under current gas delivery schedules.

S*RET

SEC}?ET
Chemicals '

Thc_ Soviet chemical industry has been the
main customer for Western cquipment .over the
past scveral years, and $3.2 billion of the orders -

. have been delivered under oompcnsauon agree-. -

ments.* Unlike the gas-for-pipe deals, chemical.
compensation agreements usually call for exports -
approximately equal to the value of imports or.to
the value of crcdtt repayments plus. mtcrcst

In the only major oompcnsatxon agrccmcnt
with the United States, [_ 4
—\ ar¢ helping to build
four ammonia plants at Tolyatti, an ammonia
pipeline to Odessa, and port facilities to ship
ammonia from Odessa to the United States.’
Part of the $400 million project is financed by
US Eximbank credits. (... 2 lxgan accept-
ing ammonia carly in 1978; the port facilities
were dedicated in August 1978.

Most Soviet chemical compensation agree-
ments, however, are with West European and
Japanese firms. Italy, Japan, and France will
also receive Soviet ammonia as the export com-
ponent of compensation agreements for several
ammonia and other chemical plants. There are
also a number of West European—particularly

West Germar—compensation agrccmcnts for

petrochemicals.

Other Major Agresments

There have been a few large deals in other
industrics, particularly three timber agreements
with the Japanese. Under the first—signed ir
1968—Tokyo exported $166 million in bulldoz:
ers, other timber-processing equipment, and con-
sumer goods in exchange for 8 million cubic
meters of Soviet timber, wood chips, and pulp
that were delivered during 1969-73. This was
followed by a 1971 agrecment for another $50
million in Japanese equipment and Soviet ship-

TSe L 7 Soviet Chemical Equipment Purchases
From the West: Impact on Produc(lon and Foreign Trade, October
1978, Unclassified,

*Under 8 senareta acreement (not counted as & compensation
agreement), [ will -exchange superphosphoric acid for
deliveries of Soviet ammonia, potash, and urca. This counterpur-
chase agreement is to run from 1978 to 1999 and could be worth §i
billion annually in two-way trade.




’SEC T

i mcnts of wood chips and pulpwood Aocordmg to

'the. third agreement, signed in 1974, Japan wnll
cxport $500 million in oqunpmcnt and $50 mil- -
' lion in consumer goods in 1975-79 and will take
i delivery of 17.5 million cubic meters of logs and
900,000 cubic meters of wood products from the

USSR

" million worth of" cquipment- in cxc“nangc for

 coking coal. Scheduled . coal deliveries include 1

million metric tons per year from the Kuznetsk
deposits in 1979- 98 and 3.2 million metric tons
- per: year from Yakutsk beginning in 1983 (when
"the completion of the Baikal-Amur! Magistral
(BAM) rallway is scheduled), rcachmg 5.5 mil-
lion tons in 1985, and conunumg at ithat- level
' through 1998. o

In the only major compcnsat:on agrccmcnt for
a metallurgy project, Pechiney-Ugine-Kuhlmann
of France agreed to supply an alumina plant and
will receive 100,000 tons of aluminum bars annu-
ally when the plant begins opcratton, probably
about 1980. . ' ;

Role of Compcnwtion Agmmonh in Total
Soviet Expom :

Several of the projects ﬁnanced under com- -

‘pensation agreements are now under way on
.roughly coincident timetables. Thcy were pro-
~posed in the carly 1970s, signed in the mid-
1970s; and arc now in the nmport-constructlon
‘stage. Production and exports from most of these
. projects will begin in one or two ycars Because
;compensation exports in most cases will not
- displace traditional Soviet exports, they will add
ia substantial layer to the export base. As these
' compensation agreements come on strcam. they

-wnll therefore provide a major. boost to Soviet :
"hard currency exports. Compcnsatlon exports
zfrom signed: deals _will risc .from |about $830
| million in 1977 to $2 billion in 1980 and ncurly
$4 billion in 1985 and will constifute a major

sharc of hard currency exports by 1985 10

'
v
{

: - All figures ln current dollars. ’ ;!

6‘

i

Japan in 1974 also agrcod to’ hclp the ‘Soviets
: devclop the South Yakutsk coal fields with $450

| -An analysis of oompcnsatlon agrccmcnts in :
! |solatnon shows that revenues from the deals will |

" far exceed costs, yiclding Moscow substantial
increases in import capacity in the 1980s (sce
figure 2). Largely because of the profitable gas

and coal deals, the Sovicts will net nearly $4 -

billion annually by 1985, when most of the debt

associated with Sov:ct lmports wnll have bccn_._.'i- B

repaid.

Moscow will. dcpcnd hcav:ly on compcnsatlon '
exports in the 1980s. Soviet hard currency ex-
ports increased rapidly in the early 1970s;-how-
ever, recent export growth has been slower—the
annual increase-in 1975-77 was about onc-half
the 36-percent average annual growth from 1970
to 1974. The Soviets increased hard currency oil
sales to about 1.1 million barrels per day in
1977—nearly 10 percent of production. The
amount of .oil available for export to the West
should fall absolutely in the early 1980s because
of an expected decline in production. Although
prospects for other raw material exports are
brighter, they are unlikely to offset the loss of oil
revenues.

Some Tonstraints on Soviet Uu df
Compensation Agreements

The impact of the looming oil crisis on forcxgn
trade thus heightens the importance of compen-
~ation agreements. In the carly 1980s, the in-
Creas¢ in compensation exports will be 2 sizable
offset to the decline in oil exports. Nonetheless,
the growth of hard currency export carnings will
probably be lower than in the past. Despite
greater Soviet interest, few major compensation
agreements have been signed since 1974, In that
year, $2.4 billion in such agreements were con-
cluded[ )

two major rcsourcc development prOJccts
with Japan, and three natural gas deals with
West Germany and Austria. In the following
threc years the annual average of deals con-
cluded was roughly $1 billion. The decline is a
function of bnth internal Soviet problems and
disenchantment in the West.

Domastic Comtm&nh
Compcns.mon deals that require a contmumg
Western presence, Western ownership, or West-

ern control over production are alien to Sovict
doctrine. The USSR is reluctant to allow any

SEGRET
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form ui Western ownership within the USSR
and, to date, has been unsuccessful in attempts to
satisfy Western equity demands by offering to
structure jointly owned holding companies in the
West.!! While the equity problcm can- theoreti-
cally be circumvented, other issues associated
with Western participation cannot. iMoscow has
yet to accede to on-site managerial and quality
controls demanded by Western firms. It has also
rcfused Western presencs of any!form in sensi-
tive arcas, making it difficult to take advantage
of Western know-how associated with oil and gas
cxploration or to satisfy insistence on confirming
Sovnct oil and gas reserve ﬁgurcs ; ;

Thcrc is still hlzh level resistance w1thm the
USSR to mcrcascd dcpcndoncclon the West.

{4 In the mid-1970¢ the USA Institute of the USSR Academy of
Sclcnoc: attempted to design & legal framework which would
permit de facto forelgn capital and management participation In
what must de jure remain wholly Soviet enterprises. Ono approach
to the problem called for establishing jointly owned firms abroad
which would hold controlling blocks of stock In domestio Saviet
entorprha N

Traditionalists like Suslov show much less enthu-
siasm than Brezhnev for a large-scale expansion
of technological links with the West. Even Pre-
mier Kosygm, the leading advacate of expanded
economic ties in the late 1960s, appears discom-
forted by the extent of economic interdependence
promulgated by Brezhnev and has been reported
by a high State Planning Committee (Gosplan)
official as being strongly opposed to exporting
Soviet resources in return for Western assis-

tance.'? Soviet policy in general clearly ‘has fol-

lowed the views of the advocates of acquiring
Western help, but the opponents have won some
individual victories. In carly 1976, for example,
rumors circulated that Minister of the Gas In-
dustry Orudzhev would be replaced because of
his resistance to forcign participation in gas
projccts. Two years later, however, Orudzhev is
still in officc and Moscow rcmams cauuous

“ Soviet Technological Progress and We.ﬂem Technoloxy .
Trantfer to the USSR: An Analysis of Soviet Attitudes; prepared

for the Offico of External Rescarch, Burcau of Intelligence and
Research, US Department of State; July 1978; pp. 21-23.
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regarding new gas export deals pending a funda-
mental review. of cnergy policy. i connection
with the long-awaited 15-year cconomic plan. At
this point, the Soviets cannot be sure’ that they
‘will have enough gas to enter into a Wid’c"rangc of

_new agreements. B

' Aside from differences over the desirability 6f
compensation deals, the Soviet economy can take
on only so many major projects at the same time.
Soviet officials have estimated that compensation
projects require three or four rublés ijin Soviet
resources per ruble of imports. Construction bot-
tlenecks apparently have contributed tb a slow-
down iri new agreements. The plan for. construc-

‘required to build and opcraté major production

facilities. _ ‘ _
Finally, the Soviet foreign trade bureaucracy .

docs not handle compensation agreements easily, -
The major preblem is coordination: all foreign .- -

trade organizations (FTOs) responsible for Sovi-

- et imports and exports related to the project miust

tion: of compensation projects in 1978 is ‘1.3

billion rubles, 164 percent greater than actual

construction on projects in 1976. Construction
efforts have not kept pace. A Soviet construction
official blames poor planning, leading to a lack of
coordination among construction | enterprises,
end-user ministries, and foreign suppliers for the
poor performance.” After _construction. is fin-
ished, pro<uction often starts slowly because
supplies have not been organized properly. In
some cases supply problems will persist because
of shortages of high-quality Soviet jhuman and
material resources required by advanced West-
‘ern technology and equipment, | : :

. " All of these problems stemin part, from the
‘undeveloped nature of the Soviet economy, par-
ticularly‘in Siberia. The Soviets obvidusly believe
that an accelerated construction of the BAM and
iits-feeder lines will permit more concrete discus-
sions on large resource development projects; yet
the ‘line is not scheduled to be icomipleted until
§l983.; Even where a transportation: net exists,
'requirements for infrastructure ! investment will
{be: formidable, sometimes raising the rroject-
‘associated costs above the potential ' economic
.value ‘of a project. In particular the lack of
iadequate housing and consumer amenities makes
‘it difficult to attract and retain thf’:; manpower

LA Bystrov, “Special Attention for dmmdn{ldﬁ Construc-
i tlon Projects,” Promylennoye Stroltel'stvo, No. 4, 1978, Moscow.

‘ly told. French officials concerned about the low level of Soviet ; h _ -
+ has cxperienced slower economic growth, and

+ ; orders that the situation would persist for at lcaution’e or two more
: years.- . ' ‘ C -
R b
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be brought into the agreement. One factor that

‘has limited the range of projects proposed by the
" Soviets is the desire to keep compensation agree- -

ments within a single industry so that the minis-
try which uses the imported equipment also
produces the export goods stipulated in the

- agreement. In 1974, the Ministry of Foreign

Trade created a department headed by Deputy
Minister Vladimir Sushkov 0 promote and co-
ordinate compensation agreements. Some in-
crease in flexibility has resulted, but agreements
cutting across industry lines still present formi-
dable difficulties. It is too carly to predict wheth- .
er the current reorganization of the Soviet for-
eign trade system will have any impact on the

. handling of compensation agreements.

Coolness in lh§ West

For their part, Western firms show little en-
thusiasm for most of the compensation deals

-+ proposed by Moscow. Western firms compare the -~

~ potential projects in the USSR with similar deals

available clsewhere where conditions regarding
equity participation and managerial control are
far more favorable and where the negotiating

| process is far less cumbersome. In addition, the
. Soviets have often tabled harsh financial de-

mands including.(1) long-term credits to finance
equipment required to develop related infrastruc-
turc as well as the production facilities, (2)
medium-term credits to cover consumer goods
purchases nceded to defray local costs, and (3)
deferred payments on the credits during the full
period of plant construction.

The largé numbeér of agreements signed in
1974 reflected in part the cagerness of Western

- firms to ensure long-term access to raw materials
i Citing simllar problems, Foreign Trade Minister Patolichev reoent- ¢ X 18cc

at a time of shortages. Morc recently the West

. €Xcess capacity has appeared in some of the
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- industries’ that produce products ‘the’ Sovxcts

would like to export. As a result, many firms are

Lunwﬂhng to enter into oompcnsatlon agrecmcnts
; those that do view them as competitive necessi-
" _ties. Soviet negotiators make nt clear that if other
. -factors ‘arc roughly equal, {thel: ‘Westeen firm

wxllmg to; sign a compensation agrecmcnt wnll
wm the Sovu:t order. : . !; it ;

! The W&stcm oompan"'s pcrccxvc a numbcr of
pltfalls in agreeing to accept: dchvcnm of Soviet

. .products over a long pcnod.,Wcstcrn lmporters
; mslst on favorable contracts undcr which prices
© are discounted and also adjustod annually or
. semiannually in concert with changw in a pre-
" 'viously agreed-upon Western markct price. Al-
i though guaranteed access to. raw materials and

‘semimanufactures is thus attractlve during

- periods of commodity shortages, it can become a

disadvantage when demand is :slack and the
Western firm finds it hard to market the prod-

: ucts or to use them in its own p!ants

‘ Some Western ﬁrms are also ‘reluctant to
conclude compensation agreements because they
do not want to sponsor additional oompctmon in
their markets.. This is already a serious problem
for the depressed West European :chemical in-
dustry, which has been hurt by chemical exports
from the East even though- the largest-increases
in chemical exports from the USSR are still two
to three years away. Soviet exports of ammmonia
to the West, for example,: arc scheduled to
exceed 3 million tons in the 1980s—an amount
roughly equal to total free world trade in ammo-
nia in recent years. The European chemical
industry has rcqucstcd help from the. Europcan
Commumty, at a minimum, a systcm to monitor
compcnsatnon agreements wxlh probably be
established. . - '1 A4

.On the other hand, W&stcmI c’onccrn over
excessive dcpcndcncc on Moscow for energy sup-
plies has lessened in recent years, largcly because
of Western Europe's desire to ﬁnd alternatives to
oil of .the Organization of Pctrolcum Exporting
Countrics (OPEC). About 4 percent of Western
Europe’s total natural gas. supply,now comes
from the Soviet Union; by 1985 the share will
rise to about 11 pcrccnt. Of thcllargcst Sovict

! : : b
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customers, only Austria will depend substantxally
on Soviet gas (see table 3). The USSR will

probably continue to be Austria’s only foreign
source of gas, whick by 1985 will constitute 14 °

- percent of Austria's total energy needs. For other

Soviet gas customers—Italy, France, and West -
Germany—the USSR will provide an estimated -

one-fifth of gas supplies in 1985 but only3to4
percent of their total energy. The degree of
danger in this dependence’ depends on (1) the

likelihood of a Soviet cutoff of supplies and ()

the avallablhty of alternatives. The size of Soviet.
gas exports in the 1980s means that an embargo

on gas to W&stcm Europe would not have much

impact on total energy supplies in the affected

countries, although a Soviet cutoff would cause a

substantial reduction in gas supplies which would
be difficult to replace in the short run.

Technical nroblems pose a greater threat to -
Moscow's reputation as a dependable source of
gas than the possxblhty of an embargo. Italy and
Austria did not receive the Soviet gas they were
promised .in 1977 and 1978—presumably be-
cause of declining production in the Ukrainian
gasfields that are the principal source of the gas.

Table 3

Selected- West European Countries: Dependence on
Soviet Natural Gas Imports

Percent Share
Natural Natural Total
Gas Imports  Gas Supply Energy Supply
Austria .
1975 100 47 6
1980 100 48 2
198% 100 76 14
Italy
1978 22 9 2
1980 41 23 . -4
1985 27 18 3
Franice : .
1975 0 0 0
1880 21 28 2
1983 16 22 3
West Germany :
1975 11 7 1
1980 18 13 2
1985 29 2 4
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Moscow promised to make up. for thééshor(falls
by increased future deliveries. | | :
T R
" The Climate for New Deals ' ! 0o
- “The USSR'’s: mounting economic |problems
clearly incline the leadership toward compensa-
tion:agreements. The.néed to develop,Siberia and
push up productivity incréases! requircments for
_Western capital, technology, and equipment. The

USSR's export base and the hard currency need-

‘ed for. p_u;ch"ascsj from the West, The number and

scope of projects now under negotiation attest to

ments as;the:preferred solution to theé problem of
But the pace:at which new deals will be made
will ‘depend on how effectively the USSR and ts

potential partners in the' West overcome the
problems discussed abovq.'z S

HA

i If the Soviets are to undertake and complete
the projects now under discussion, they will first
have to show a stronger and more general com-
~ mitnient within the Soviet Government to attract
Western participation. Moscow will have to over-
come bureaucratic inertia, cut negotiation times
(possibly by abandoning the past hard line on

price, guarantees, credits, and_other contract

terms), and soften restrictions on the Western
presence in the domestic economy.’ The latter
condition is particularly important. in energy
projects.  Without on-site inspection by Western
experts, exploration times to prove !up reserves
will be longer than necessary, and Western firms
will .refuse to participate. Although!the Soviets
“seem to be moving in this direction, they are not
moving decisively or quickly. L !' I.' _
The Soviets also will nced a great deal of
Western financing. The credits for the projects
now considered likely could run between $10

billion and $15 billion; credits for projects that
have been suggested would perhaps amount to _

another $20 billion. The Soviet hard currency
debt is now about $16 billion. The $30 billion to
$35,billion in credits necessary for these projects
spread over a 10-year period compares to the
level of export credits the Sovicts!’ l‘lavc been

tox
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receiving for all of their equipment purchases.

" Although the West would thus have to provide
- the Soviets with greater amounts of credit than

in the recent past, private bankers and govern-

ment lending agencies appear to be more recep- -

tive to Sovict credit requests that are backed by
export agreements. ' _} L

The current state. of certain Soviet bilateral

same cconomic problems, however, tut into the refations complicate . Soviet attempts (o move

ahead on compensation agreements in a special

. way. For cxample, the Soviets would like the .
* United States to take the lead in many compen-
S et vt OrTAE i sation agreements. Despite the greater distances

the Sovict commitment ta compensatiéh agree- * involved, Moscow views the United States as a
o 08, L i . - huge potential market for Soviet compensation
financing imports from the West in'the 1980s. exports. Moreover, the United States possesses
- unique technology and production capacity in a
. few areas—particularly oil exploration and drill-
" ing—that the Soviets badly need. The Soviets
- want US Government approval implied by the
- granting of Eximbank credits, and other sources
~of capital are insufficient to finance the multi-
billion dollar projects the Soviets want. Without
. Eximbank credits—the US Eximbank window
“has in effect been closed to the Soviets by

- legislation since 1974—the prospects are poor for

conclusion of major compensation agreements in

the near term. Moreover, uncertaintics regarding
“'the control of oil and gas equipment exports to

the USSR cloud the prospects for energy projects

_that the Sovictszl‘;ave discussed with US firms.

Soviet-Japanese relations also pose obstacles to

 Moscow's development plans. Japan is a natural

partner for the USSR in the development of
Soviet resources because of its proximity to
Siberia and because of its own weak raw materi-'
al resource base. The Japanese, however, have
hesitated at times to cooperate in a big way in
the development of Siberia because of China’s
opposition and Tokyo's desire to avoid depen-

“ Lenders tend to overlook the fact that the USSR's debts are
obligations of the state as a whole, not of the individual project or
enterprise which receives the goods on credit. Exports from the
individual project receiving the financing, while covering the
repayment of project associated debt, make only a small contribu-
tion to ovcrall Soviet' export potential—the key element of

SRQT

-creditworthiness.
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= dencc on.thé USSR for raw xnz{tcrials. The $20
billion eight-year trade agrecment signed by

éjjJapa,n’ and China in February 1978 calls for

: fChiq‘a to export oil and coking coal—two of the
' imajor commoditics the Soviets would like to ship
. from Siberia.” SRR ETT I
Outlook f

D§als I.Ikol'y in _tbo Near Term | !

. Negotiations between Western firms and the
USSR are far advanced on several important
projects. These deals could be signed within the
next year or two, Given the lead times on these
projects, some could be operational (and generat-
ing exports) by the early 1980s and almost all
could be on stream by 1985. The large compea-
sation agreements most likely to be under way

‘befora the start of the next five-year plan in 1981
include the following (see figure 3)._

i
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Yenesei River Timber. The existing forestry
development agreement with Japan, due to ex-
pire in 1980, will probably be followed by an
agreement for a pulp and paper project on the
Yeresei River. The Soviets have discussed this
project with Japanese and US firms for several
years. Moscow originally wanted to include the
project in the 1976-80 plan, but hard currency
stringencies forced postponement until the next
five-year period. .

i New Gas-for-Pipe Deals. A recent energy fore-
cast indicates that Western Europé will need an
additional 35 billion cubic meters of natural gas
annually by 1985. Morcover, the! expected de-
cline in Dutch gas exports in|the ‘mid-1980s
(which now supply one-fifth of the West Europe-
an gas market) will provide the Soviets even
greater opportunities for gas sales. The USSR
could conceivably supply another 5 billion to 10
billion cubic meters per year more than the 34
billion already scheduled. But Moscow has re-
sisted recent efforts by a number of West Euro-
pean countries to boost Soviet deliveries because
of current uncertaintics regarding future domes-
tic requirements. Nonetheless;: Moscow: has
found gas-for-pipe deals to be extremely profit-
able and the need to boost nonoil exports in the
1980s should rekindle Soviet intcrest in compen-

SEC}iET
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sation agreements for natural gas once the long-
run energy picture is clearer. Valves and com-
pressors, rather than pipe, will constitute the
major bottleneck in pipeline construction, and
the Soviets will have to turn-to ‘the West for
L
Sakhalin Oil. In 1974 the USSR and Japan
agreed to joint development of oil deposits off-
shore from Sakhalin Island in the Okhotsk Sea
north of Japan. The agreement also called for
development of natural gas in the area, tut the
project has concentrated on oil sofar.C. 71
has a small share in the company established to.
carry out the project. Japan provided -a. $100
million credit for exploration; if reserves Justify
full development several billion dollars in credit
will be needed. Japan would receive one-half of
the oil production—at an 8.4-percent discount
from world prices—possibly beginning about the
mid-1980s and continuing for 10 years after the
credits are repaid.” According to a provision
unique among compensation agreements, the So-
viets need not repay the credits if recoverable
reserves are not found. The area was surveyed in
the spring of 1976, and test drilling began in
August 1977. Two months later the Japanese
and Soviets announced a promising oil strike off
the northeast coast of Sakhalin, claiming that
four test wells flowed at a. combined rate of 700 .
b/d of high-quality crude.. Recently the Soviets
have appeared anxious to push the project for-
ward; a stepped-up exploration effort in the

. summer of 1978 yielded one commercially

promising gas discovery.

Tomsk Chemical Complex. The biggest
chemical deal now under negotiation is a refin-
ery-petrochemical complex at Tomsk in Siberia.'
The project has been recently stretched out
because the Soviets now plan to have only 50,000
b/d of Siberian crude oil available as feedstock
rather than the 200,000 b/d originally planned. .

’ N A the discount will end when the
accumulated profits from the discount double the value of credits
extended for exploration. | - :

" An carlier proposal called for construction of a pipeline from
the Tyumen ollficlds to a Soviet port to ship 800,000 b/d to Japan.
The deal scomed close to fruition in 1972, but the Soviets reduced
the amount of oll offcred from 800,000 to $00,000 b/d; and the
Japanese backed out. '

11
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The current five-year plan allocates unds for one
" 600,000-ton-per-year piant probably worth about
$1 billion. The Sovicts hope to build a second
cthylcnc plant in the latc 1980s when more crude
oil is available. Another problem is that the Japa-
nese and German firms bidding on the oroject

do not want the chemical products thc SowctsA ,

are offcrmg to' export.

Sayansk Aluminum Smelter. Thc ‘Soviets’

- want to build a 400 OOO-ton-pcr-ycar ‘aluminum
smeltcr at Sayansk in Siberia. Pechiney-Ugine-
K:.ulmann of France and a oonsortlum of
Klocckncr of West -Germany [~

are the leading contenders for the
$500 million to $600 million. contract. The
Scviets may award the contract by the end of
1978. The deal would involve annual; exports of
about 100,000 tons of aluminum bars to Western
Europe and the United States. Do

On balance, we think new agrcemcnts might
add more than $2 billion per year to the estimat-
ed $4 billion of compensation exports already
contracted for in 1985. The calculation assumes:
sales of an additional S billion cubic meters of
gas to Western Europe ($600 million to $700
million); a third timber agreement with Japan
($300 million to $400 million); oil exports of
about 100,000 b/d to Japan from the Sakhalin
project ($! billion); several smaller deals—the
chemical plants at Tomsk, the Sayansk alumi-
num smelter, and a few other plants.

Possible Development Projects

The Soviets are pushing several other projects
that are either less likely to come to anything or
less imminent than those discussed above. These
additional projects, which could boost export
earnings by scveral billion dollars per year, are
concentrated in the energy area. But othcr possi-
bilities include development of metal ore deposits
and timber resources. With many of these pro-
jects located in Siberia, their implementation is

likely.to be ticd to the completion of the BAM -

railroad, which is still about ﬁvc ycars away.

LING: Yakutsk. In the carly 1970s. thc Sovncts

proposcd that the United States join Japan in the
Yakutsk liquefied natural gas prQ]CCt As pres-

| e
2 R

ently envisioned, the project would require a.
3,700-kilometer pipeline from Vilyuisk to the
port of Olga on the Sca of Japan, liquefaction
facilities, and three LNG carriers for Japan and

cight for the United States. Japan ‘and. the.
. United States cach would receive 10 billion cubic.

meters of gas dnnually. Aooordmg to estimates’
presented:at.a -March 1978 mceting' of the' US,

- Japaneseq<and-+Soviets: partlcmants machinery

and equipment will cost $4 billion (split equally

‘between the Japanese and US firms), and the - -

carriers and regasification facilities, $2.9 villion.
 Yakutsk gas reserves must be confirmed be-

fore dcvclopment can begin. Proved reserves are

now about 800 billion cubic meters, and the 1
trillion cubic meters requlrcd for- full develop-
ment will probably be proved i 1979. The three
parties will then decide whether to undertake the
development phase. Delivery of Soviet gas prob-
ably could not begin until the late 1980s. The
Japanese have indicated that they will rot con-
tinue with the Yakutsk project unless the United
States participates.

LNG: North Star. The North Star deal calls
for development of the Urengoy gasiield in west-
ern Siberia, which (unlike the Yakutsk dcposits)
already has adequate proved reserves. The origi-

_nal proposal called for a 2,400-kilometer pipeline

to Murmansk, a gas liquefaction plant at Mur-
mansk, and purchase of 20 LNG tankers to carry
10 billion cubic meters of gas annually to the US
east coast for 25 years. North Star first was
conceived as a US-Soviet compact. When US
Government approval and Eximbank financing
were not forthcoming, the US consortium in
1976 turned to Western Europe as a source of
financing and as a customer for 25 percent of the
gas, which would be shipped by pipcline. By that
time, howcvcr. it was too late to include the
project in the 1976-80 plan, and in early 1977
the Soviets and the US partics agreed to shelve
the project mdcfimtcly Although both sides arc
still interested in seeing the project through,
further progress will be contingent on the will-
ingness of the US Government to allow largc-

“scale imports of Sovict LNG.

Kursk Steel. A consortium of West German
firms signed an agreement with the USSR .in

SE}Q\ET
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1974 to supply an iron orc pelletizing plant, a
direct reduction plant, two rolling mills, and an
clectric steel plant at Kursk. The deal originally
called for the Soviets to pay cash for the $1
billion project, and supply West Germany with
unspecified amounts of sponge iron pcllcts and

semifinished steel in the 1980s. The project has -

barcly limped along: design changés and infla-
tion have pushed the cost to between $3 billion
and $4 billion so that the project will probably be
scd:ed down drastically; the first major equip-
ment contracts were not signed until late 1977
and then apparently on a cash bas:s. and thne

Germans now show httlc interest in exports from

the project. Even if final agreement is reached
soon, the first stage of the pro;oct could not bc
completed before 1983. S :

Udokan Copper Thc Sovncts have dtscussed :

development of the copper resources at Udokan
with Western firms since the mid-1960s. In
1975-76 the Soviets requested proposals for a
pilot copper processing plant from US, British,
and Japanese firms. Then in 1977, Moscow
decided to postpone the entire pro,)oct——tstnmat-
ed to cost $2.5 billion—until the BAM is com-
pleted. Thus. the Soviets may include the Udo-
kan project in the 1981-85 plan.

Offshore Oil:The Soviets are also mtcrcsted in
developing offshore oil deposits in the Caspian,
Barents, and Kara Seas. Activity. so far has
mainly involved straight equipment purchases
rather than compensation agreements that would
provide for oil exports to the West. A recent
proposal by [ ...

calls for exploration and dcvclopmcnt
of ‘Artic and offshore oil reserves and exports of
oil to the West as repayment. The Soviets have
also held discussions with British and French
firms concerning the joint development of oil
resources, but apparently no concrete proposals
were made. Moscow wants to keep Western
personnel away from some of these areas for
sccurity recasons, and tcchnology to develop off-
shore Arctic deposits is not yct ava:lablc cven in
thc Wcst : P

: Extonﬂon to Manvufactured Goodt? i

‘Moscow has touted compcnsatlon agrccménts
as a new form of collaboratlon thh thc West. So

. .\ : K : l
secn{er - : : 'if;
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far, the projccts are being carried out a
turnkey basis, in which the participation of the
Western firm is essentially completed once the
equipment is installed and production is under
way. The plant and facilities are owned, man-
aged, and staffed by the USSR. The . Western
firm has a claim on part of the output but no
equity’ m the prOJcct or control ovcr product

~quality. -

The Soviets have expressed mtcrest in comperi-
sation deals involving manufactured goods, but
have failed to conclude such agreements. Al-
though mcrcasmg manufactured goods exports
for hard currency is a longstanding Soviet goal,
manufactured goods still represent only 6 percent.
of Soviet exportz to the West. This disappointing
performance has been the result of several fac-
tors: insufficient incentives for Soviet enterprises
to produce for export; shabby quality; poor mar-
keting know-how; inadequate distribution and
servicing systems; and inability to adapt quickly
to changing Western tastes. These problems also
apply to exports ~avered under possible compen-
sation agreements, and to them must be added
the skepticism of Western firms regarding their
ability to market the products on a long-term
basis.

The Soviets thus far have refused Western
demands for continuing participation to ensure
quality. The question, however, is clearly still
being considered in the Soviet Union, with strong
support for each side. Deputy Minister of For-
cign Trade Sushkov and the leadership of the
Institute of the USA and Canada are apparently
heading a drive to win Council of Ministers
approval for increased Western participation
while some sections of the Ministry of Foreign
Trade oppose such a move."”

If approval is given, the test case could be a
Joint venture to design and produce a new Soviet
automobile. Sushkov led a Soviet delegation to
the Big Three US automakers in carly 1978 that
proposed that the Western partner provide the
design and production technology (with continu-
ous updating) for a modern small front-wheel

" Ye. S. Shershnev, “Soviet-American Economic Cooperation:
Problems and Prospocts,™ USA: Ecomomics, Politics, Ideology,
May 1976, and V. Sushkov, “Compensatory Long-Term Trade and

Industrial Cooperation Between the USSR and the I[ndustrial
Capltalist Countrics,”™ Foreign Trade, May 19717.
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drive. car to be produced at the Moskvxtch auto

plant. A portion-of the output would be sold in

- the West—presumably; in Western Europe—

~ through the Western firms® marketing system.
- Sushkov, ;who prcscntod the proposal,iacknowl-
. edged that the deal does not have the full support -

: of the Sovnct lcadcrshlp, and at lcast onc of the

The author Qf this paper uC
Office of Economic Research. Comments and
-queries are welcome
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combanics has already withdrawn from discus-
sions. Other deals proposed to US firms for joint
ventures to produce and_export spark plugs
diesel engines, truck axles, and computer equip-
ment have foundered largely because ‘of Mos-
cow’s failure to agree to Western firms’ dcmands :

~ for an. ongomg role at a Sov:ct cntcrpnse
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APPENDIX A

chPENSATiON A_GREEMENTS: WHAT T’HE’Y Aﬁ? AND HOW THEY WORK

i o
. .

A legal analysis af compensauon agreements shaws thal :‘t is very difficult to
.give them a precise and versau'le defi nm'an because Qf thelr great vurlety aof

sripulatlons. iR )
S : a
. |§ :
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.+ As Belov's remark indicates, there is some
- confusion in the USSR about how to define
' compcnsatxon agreements. The confusion in the
-~ West is even greater, with the usage:of a number
of  terms to describe and differentiate among
various types of agreements: countertrade, =
general term often used synonymously with com-
pensation agreethents, usually refers to transac-
tions which .call for both exports and imports; in
counte; nurchase deals, the cxchanges are made
- more or less simultancously and on a cash basis;
barter is a primitive form of oountcrpurchasc in
Wthh the exchanges are balanced and no curren-
cy: paymcnts are involved; product payback ar-
rangements are compensation agreements which
spccxfy that: ‘exports come from thc project which
receives the imports. These terms | ‘are often used
mcorrcctly or mtcrchangcably '; § :

In thls study, all of thc abovc arc dcscnbcd as

clthcr counterpurchase or oompcnsat:on agree-.

ments. : Although countcrpurchasc arrangements
are most prcvalcnt in Eastern Eumpc, the USSR
has some major countcrpurchasc agreements, of
which the best knowri'is the barter:portion of the
- .agreements.: Two othcr prominent
‘ones-are. the Pepsi Cola deal, mvolvmg shipments
of  Pepsi concentrate to ithe USSR in exchange
for equal quantitics of Russian vodka for ‘the
Umtcd Statcs. and a 1974 agrccmcnt with Fin-

\ . | {
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A. Bclov Dcputy Chlcf of the Treaty
and Law Department, USSR Minis-
try of "'orelgn Tradc. in March 1076.

sider of Italy under whlch Fiusider exports
500,000 tons of large-diameter pipe to the USSR
each year during 1975-80 and receives Soviet
coal, iron ore, and steel scrap.

In contrast compensat:on agreements provide
for Soviet cxporis 'well after the imports to the
USSR have been delivered. The exports usually
(but not necessarily) originate in the project for
which the Soviets are buying Western equipment

- and technology. The Soviets view the purpose of

the exports at least partly as repayment of the
credits extended to ﬁnancc Wcstcm equipment
imports. :

A oompcnSation agreement gcncrally‘includcs
three separate contracts. An equ1pmcnt contract
is negotiated by the Soviet importing . foreign
trade organization and the Western firm supply-
ing ‘the equlpmcnt and whatever other licenses,
training, and services the Sovicts choose to pur-
chase. A credit contract, a common but not
essential component of a compensation agree-

- ment, definesithe transactions between the Soviet

Foreign Trade Bank and the Western creditor,

" either a commcrcnal bank or credit agency of a
-Western govcmmcnt The third contract, the

export contract, is the dxstmgunshmg feature of a
compensation agreement. Under the export con-
tract a Western firm—often different from the

17
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*onc provxdmg the- cqulpmcnt for thc pro;cct— :

Aagrccs to accept long-term deliveries of Soviet
products The export contract in most cases is not

8|

!' "l 1o

“ment. of credits. The first siage usually takes
: scvcral years. The comiplexity of negotiations, the
scale of the projects, and the number of parties
involved on each side, together with frequent
changes:in Soviet specifications, all oomphcate
and prolong the negotiations. :

|formally linked to the credit contract, the repay-.
ment of the credit is not conditional on fulfill-
- Iment of ithe export contract, and Sovxct cxports :
- ido’ not’ dxrectly pay for the |mports ‘Moreover, :
"'thc length and -value of. the' ‘export contract
' usually do not oomcndc w:th thc crodlt rcpaymcnt -

‘- Compcnsatlon agreements gencrally progrcsséa-
gthrough three distinct stages: (1) proposals and ‘.
nnegotiations leading to. contracts, (2) imports and
,mstallatnon of equipment - during iproject con- -
struction; and (3) exports of goods and repay-

~The second stage—from contract signing until
production begins—usually takes three to five
years. The Soviets. prepare the site, erect ‘the
plant shell, and install imported Western equip-

ment—often ‘with the help of Western techni- -
cians. The Sovncts draw down Wcstcrn crrdlts as, :
~ the equlpmcnt fis dclwcred o :

Onoe productlon bcgms. a substantlal sharc

(20 to 30 percent according to Soviet statcmcnts) -

is cxported to the West while:the rest is available -

for usein the Soviet: economy.' The exports
' gcncratc the hard: currency the Soviets need to

repay the W&stcrh credits and more since the
value of the export stream is often much greater
than the interest and’ principal payments. The
export contract can run for as long as 20 years

“but usually corresponds roughly with the length

of the credit.
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APPENDIX B
USSR: £ OMPLNSATION AGREEMENTS WITH THE WEST
. Anocmenti lmpom . T Opemtioml .o
ST Date. . (Million US §) Tmports Location Date - Exports
Natural Gas Projects L b 2830 See natural gas _ .
‘Austria’ £ 1868 - 140 Pipe ~ plpelines In figure 1 - 1965 Natural gas'
: Ttaly ;- logg i 100 . Pipe and other equip- . 1874 Natural gas
xWést Germany 1970~ ! - __' -" Pipe 1973 . Natural gas -
| West Germany 1972 500 - Pipe 1873 Natural gas
France . 19726\0)_.9 250 Pipe 1876  Natural gas
. W& Cemaqv_. - 1974 B I600 Pipe and plpeline equip- 1678  Natural-gas
.-_‘ S .' ;5'.'|:='5 _ment ' _ ’ o
Franee 1974 || NA' Pipe 1980 © Natural gas
© West Cemuny. Au- 1975 . 800  Pipe and other equip- 1981 . Natural gas
 trla, France : i meént o
Austria : 1974 NA: NA® 1978 - Natural eas
Austria 1675 NA NA® 1878,  Natural gas
Austria 1975 NA. NA® 1978,  Natural gas
P i i 1681
1 ‘
Chcmlcnl ) 3.344
, th Ccrmmy (Uhde) 1963 515' Phosphorous furmnaces  Chimkent 1967 Phosphate rock
@ -
. West Gcrmany (Salzv 1972 189 Polyethylene plant .~ Kazan 1975 Polyethylene
L gitter) ' b ! ‘ .
France (thwln) 1973 {88 Styrene-Polystyrene Omsk 1978 Polyethylene
W, st Ccrmmy (Salz- 1873 162 Polyethylene plant Severodoncuk 1976 Polyethylene
| witter) - ' : i
France (Creusot- 1974 220 Ammonia plants (4) 2 at Corlovh. 2 1978 ~ Ammonla
i Loire) - _ i at Odessa . o
~ United Kingdom- 1874 i50  Polyethylene plant Budennovsk 1978 Polyethylene
. United States[_ | :
: o L
_ ] |
Lo
;Wut Germany 1974 x4() Vinyl chloride plant Zima 1978 Vinyl chloride
i (Hoechst) : b o '
United States |~ 1974 400 ° Ammonia complex Tolyattl, pipeline to 1978 Ammonla
: J I : ~ Odessa and port fa- '
o " cllities at Odessa
. : P and Ventspils
Japan (Asahi) 1974 10 Acrylonitrile plant Polotsk . 1978 Actylonitrile
Ttaly (Montedison- 1974 .60 Acrylonitrile plant Saratov 1978 Acrylonitrile
! Tecnimont) Lo o :
Italy (ENI-Snam Pro- 1674-1075 150 Urea plants (3) Tolyatti 1877 Ammonia
! ogettl) P :
Ttaly (Pressindustria) 1875 - ' 9 Detergent plant NA 1977 - Monethylene glycol-
: : ' ' and other chem-
leals

3
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