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CHAFTER V

External Impact of Soviet Econcmic Pover

I. Introduction
Upon completion of its post-war industrial recovery the
USSR emerged from the ecomomic isolation that had characterized
its behavior through most of its history and since the mid-1950's
has increasingly perticipated in the world economy. The con-
tinued emphasis given to economic growth by the Soviet leaders
can be e#plained in terms of their desire to achieve economic,
and especially technologie independence of the West. By the
mid-1950's the Soviet were themselve using up-to-date techni-~
ques to pmd.uce the ravw me.ferials, fuel am equipment necessary
for the sectors of industry whi.ch they d.céined most important.
-;Since they had already achieved the basiuoomic‘independence

uhich vas the goal, ot *bheir earlier: autarE!.cal _liciea, they
were now prepared to shift from an mtem_gtimal econcnic
policy that had been eséentially pessive and defensive to one
uhicl_x vas active and eggressive. Whereas in the pre war period.
they bad imported in order eventually to eliminate the
necessity for imports, in the post war period they sttained

sufficient strength to engage on an increasingly larges scale in




trade for political purposes in order to enmhance their influence
or achieve some noneconomic goal in some other part of the world.
m:lnmasinguseof international economic relations as
atoolofchiet 1nternatiom1 policydoes not,oreourse,iqply
.ﬂzatthedomeaﬁceeommyhad attained eouplate economica.ul
.teehmlogiealinaepmenoeor_tneweat. o the.contrary, the
”cu-taumdustrm:naterxalaor

eopied, adapted and perheps even improved at some mtune date.
Althougx Soviet resource endoment 48 not all-encoupassing and al~"
» .thnugh Soviet techn:lqma of’ producﬁon in mmr ﬁelds are at:lll
014~ fashianed as Wﬂw the' Vest; ‘the USSR has achteved




"equa.lity with" end therefore technological independence of the
West in those sectors of the economy vhich it considers of vital
1mportance- nilitary output and much of heavy industry

E:cternalLvtheburgeoningofSovieteconcmicpduerInsbeen
‘manifest_ in a volume. of intermtima.l trade uhieh’. A

" mpim.tmn'ezther Soviet production of total world: trad.e Al-
thdugh' stillof mmor szgnneance in the. 'bctal "'the vorld

tmnsactions with other countries of the cmmist Bloc

e.ccounted for 80 percent of total Soviet commodity trade, exchanges

uith the Fnee World a.ccount:l.ng fox- a‘bout one-f:l.rth Between 1955

rapidly than trade with other Bloc members, the share of the Free

ho'uevar, because trade with Western countries grew more

World rose from 20 to 30 percent, and in 1961 even reacbed one-

third of total trade. Thus, between 1955 and 1961, while total




trade was growing at about 11 percent a year, trade with th;e
Commmnist Bloc rose by only 7 psrcent, but trade with the Free

World expanded at an annual rate of 20 percent. fhis waétvard
entst in the orientation of Soviet internaticual exchange was a
measure bpih of the succass of its new foreign §qonom1c poldcy
~ end of ‘the impartance of imparts from the West to the pe-
 vatling Soviet econoutc plan (1959-1965). |

6
¥ 138 a2 hose

9T 15 235 - 18

23
Countries na na 354 5 1,7%9 15
Unaccounted for na na 51 1 30 1

&. Because of rounding, components uay not add to the totals
shown.




II. Trade as an Xdsological Weapon . \
A. m ¢ the Foundation
Before World War IT Soviet intermatiomal ecomomic
_ relations vere almost exclusively determined by their ability to.
contribute to &ma infustriel strength; the mnner in “hich.
c mrrm@'mmmmmmmmma
4' _'by the Souei; desire m intermtional respectahﬁ.tty. Tnfeed

. thelrrespeetabmw. ‘The Soviet Uanlon was aa'upnlous 1n
. metinga]loritscomdmntsontimeandatpero It
| 'purchasedalmstmtirelyforceah,exportinggoldtoneetits
debta vben its. oxport receipts were Lnsurﬁcient ‘When legal

"disptrbea arose over international comnerce, Soviet courts

strave for complete objectivity in their treatment of foreigners
and in the matwre of their decisions. By 19%0 as e result of




diliaant and mcnmzloue measures to mobilize domestic
resources, the USSR had. achieved an mprcssivn measum of

industrial strength " And through diligent and scmxpulous
cultivation of its mtemati.onal comnercial rcputation, it

i.n attaining a position of oommrcul respecta‘buity

s on the baaia of long-tem cmdits, 'and pmvided technical

aid to these countries, but such activities were necessarily

li.mited 'by 1ts own compelling domestic requirements. o -
' m tulldevelopnentoftmdgasanideologicalvcapm

ava.ited the crouth of Soviet econcm:lc pover. : Whex_x, after quld

Wer II, through the use of subversion and armed force the USSR

succeeded in creating an empire of Satellite states in Eastern




Europe, it wvas for the first time in & positiom of influence in
an international market. The Soviet Union was therefore sble to
use comodity exchange es the chief means of consolidating and
extendms its podition of pover in Eastern Eurcpe. The creation
of & Conmmist state mmmmcm in 1949 further extended

a f‘_the scope,bf'the mteme.tioml mariet orgenized cn the basis of

 Soviet Angtitutions. - Becsuse the USSR vas the largest trading

partner' in:this Socialist uorm mrkat its transactions could

ionof its lnternaﬂcml eoowui'c x’ela'.'_-

'besi ‘Sovi fbmign econmic policy. The role _
' socialiet a.nd. capitalist comtriea

both to extract a sizesble import surplus in its trads with the
European Batellites and to effect & complaté reomntatién'ot

}. the intemational commerce - of these countries, avay fram former
other Commmist sta.tes. Through reperation deliveries and war

'”m:westem Europe tovard the Soviet Unfon and

booty the ussn acquired machinery and equipment estimated to
have amounted to upuard of 10 billion dollars. Pseudo-legal




techniques further emabled the USSR to arrange a redistribution
of former German gssets in Eastern Europe in such a way that it
acmﬁ:edachhtoasmchdsom-hﬂiofthﬁcmntmduce
tion of certain Satellite countries. By pmcmg orders for

f.cquipnentaxﬁ.mteruls mmstemnm»pe the msxmableto

Coomundst chﬁa' voz?e @overned vy & policy of mrtual accamodatim
Chinese agricultuml pmdu.ets and raw mteriala uem exchanged
for Sovist industrial goods; the Soviet Union provided several
-mg-tem cnd:ts" or n:rpoaea“‘éf manstrm dewlopmnt and

the scrvicea of acientists 3 technicians, and specia.usts of
various kinds to edvise the Chinese in their economic development.

-8 -




. From the Soviet viewpolnt the expeunsion of trade with China

provided en efficient end econamic contribution to the economic
developmant of the Soviet Par East.
B. Mm Weapon
The ahirttoanamssive foreign economic policy in
| flthe195o'sappematobeabnmt,butactmmtmrm@w

- position to ‘inaugurate an aggressive ‘progrem of ecanomte diplmcy. |
. Offers of foreign atd "without strings" to underde- .
'_._velm countries b-gan <o mltiply in 1954 and 1955, and
although a foi :mm- credits vere extended in these years, the

" goviet aid offensive vas on the whole shsptically received. The
conclugim ofgmjormﬂitaxfyaidammtvtthkgypt in late

-9 -




1955, and the prompt delivery of the equipment and techmical
persconel contracted for, gave the program its first real mamntm.
In the second half of the decade under the leadership of the USSR .
credits ma.mtsienexma-byom:mbem of the Commmist
memmmmmtmawmnuqmmmm
'.pm.'poaes n 1ncmas1n¢volum In ﬂunﬂitary spherc, the: fom.

the 'basia for expsmnng mlations v.tth a large mmber of othcr
countries. At the mts.meexovut offers of scholarships for
'Mcmumcutmgmmussnmdmmmasmg
‘ﬂ.ovofstuuntsandtrumeaﬁmmstofthcmderdemloped '
countries ofAeia, AMea.and Iatin America.

¥ Although the Bloc sigmfbry partner was Czechoslovakie, the
materiel provided vas primarily Soviet.




The shift from a defensive foreign ecamomic policy was
&l50 evident {n Soviet relations with the European Satellites.
In contrast to the eaﬂy post-var period when the Satellites
ueﬁ forced to contribute beavily to Soviet econamic recon-
stmcuon, in the late 1950's the Soviet Union provided sizesble
quantituaotbothemrganqmaevelomtaludtoother
Commanist countries. mmmmm sucktothe

creditaandgrants forEastGoxwwandtheCmmischrEast
vere pxw_o'bably at an all time h:l.gh

K | Sovut e.dvantnms 1n intemtimnl finance havu not
been canfined to the aew of their foreign aid progrem,

forinreeentygmthewanhasbunactiwnot‘om;aaa




l.énder of long and medium term capital, butvalso as a bozfmuer,

" In eontmt vith ite earlier histary wben Soviet trade with
Western countries was conducted almost exclusively on a cash
basis, ai.nce the initiation of the current seven year plan
(1959-65) Soviet purchasing missiona in Western mmpe, Japan
amthembawbargaimdasvimmlyoverthetemsofthc
'sahascverthepriceofthep]mtandmchimryforuhichthey
) uere negoti.ating With heightening eunpetition emng the
cnzineeringindnstrieaoftm mtrializedcmm‘triesofthe ‘
Fme World, the difﬁrence 'betvm uinning or losing a aiuable
contmcthasortenbeendetemimdmthebasuofmchﬁnancm

* terms. ThetBSRhnsemsewlybeenabletoﬂmnceaeim-

L ﬁ.ea.:rb portion of Soviet. importsfmthase comntries aince 1960
" on the basis of 5 and even 7 year credits. By the end of 1962
§ netSov:lat indebtedness to the Inds trm West orauchcmdi t

comnitment. Soviet goods and services delivered to underde-
veloped countries amount to about cne-quarter of aid commitments,
or to less than one billion dollars for.the entire period sincs
' 1954. Considering the aggregate of Soviet borroving and lending
activities with ncn-Carmmist eo\mtries for the same period the
USSR has delivered unreqifted exports to the tmdendew}.oped West




end bas received unrequited imports from the Industrial West.
On balance net Bovict international capital mvoxnnnta with
non-Commnist countries have repmaénted a net outflow of Soviet
gosis enl services to' the Vest of only about one-quarter of &
bm.mn doliars.

Perxnps“tha mst ‘drm‘b:l.c use of mternauoma. 'm‘k

that the USSR has ach:l.evad in the mtematioml anm. Altbough
Smriet :I.ntemati.onal tra.de accounts for on:l.y 3 ‘baxvly signiﬁ.
- cemt porbion or tote.l uorm tmde, 1ts abmty to mﬂ.uenoe the

¥ Although a sTzeable decnm in Sino-Soviet exchange would
have occxmainaweventbemseorthe seriouseecmmi.c
difficulties in China, the unilaterel withdraval of Soviet
technicians by itself fostered mistrust end caused a. diversi.on of
China's trade susy from ‘the UBSR.




ecanomies of certain countries and the behaviar of tsrtain

comodity markets has been impressively demonstrated.
III. Trade with the Commmist Bloc
: A. The Institutions of the Soctalist World Markt
S oL Insulation of the Domestis Econouy
L ma couletaly controlled eecmwtnvmh zeo-

1 theiig!rt of Commmist goals, §t mst-be insulated and Laolated

fzm fomign influsnces. For example, in order to restrict the
demmlforconmrgoods in Bloe emmtr:l.es, z%]ative):hiah

~_',ﬁpr£cea axe set for such comod.tties. Ina free economy, high -

puces_umm direct & mjor part of commodity imports to the
consumer sector, a development which would thwart Bloc military

- 14 -




and industrial growth imperstives. Strict controls over foreign

_trade, accowdingiy_, are ngcessary in e Commmist country.

Vriters in the Commnist Bloc bave long pointed
with pride to the fact that the;&éemies mpmtecteam
the vo]atm and. emti.c pri.ce mvnmnta that elmacterm

R ; Hestem narkets. ::naorar as thurpa-uc 1s Justiﬁ.cd., 1 1s

naticnal purchases and sales ave "eondncted. in priees and’

: dmimted in currencies which am d.irfex'ent rm those m-

| mmgmumalm 'I.‘!nsepar&timofthetvopriee systems has
-been achieved and mmtamed vy a.n_.eh:borate systen of artificial
exchenge rates and ‘tudgstary supports As & result Bloc
‘currencies are purely national ct_xn'encies uith_’no, intsrmaticnal

-15 -




uses. The zloty 4s usable only within Poland, the forint only
 within Bungary and the Soviet ruble only within the USSR. Eco-
pomic intercourse between a Commmist cmmtryandaémmtryéf
the Free World is negotiated in a Western monetary unit. Bi-
lateral payments accounts are also minta.ined ins Hesberxi
monetery unit end balances are settled in Western exchange. Trade
among menbers of the Commmnist Bloc themselves, bowever, are con-
‘ducteds.ntems of en accounting unit temed & ruble.

2. Fore Exchangs Ruble andm.oc Fomim Trade
ces -

. ' The Tuble used in intra-Bloc comodity transac-
tions, whichcanbetérmdtbs foreign exchénge ruble or the
devisa mbu; 1s purely en accownting wnit. It is not Tepre-
sentedbyaweertmcateorpuccofmtalorpaperasisthe
mtemal Tuble. The devisa ruble is solely a ecncepmal standard

' for masuring vaJ.ue and need he.va po more relst.ton!to-vthe rna.l

the quart which s the unit of dry measure
fp:m:l@ tra.de prices are different from Soviet internal prices
for the same comhodity, the value of the foreign exchange ruble
uaiffemntfmtuemmofthesmrubn.

a. Rature of Bloc Trade Pricing Practice

Trade agrcemnta s Oor protocols to existing
agreemsnts, are negotiated among countries of the Bloc annually.

- 16 -




These agreements simply list the commodities to be exchenged and
the total value of trede to be achieved. It is left to trade
delegations to tiecide in conference the details of price and
quantity for each specific commodity to be exported or imported.
These meetings ave maried by stremuous bargaining end vigarous
competition between the negotiating pertners. Tha exporters of
comodities for Which the demand is strong -- for example, moat
Czechoslovak mcumgy, Folish cosl, Rumanian oil and timber,
and Soviet mtrmgooas and materials -- can command not
cnly good prices but also "han!." cormodities in exchange. In
fact, because of the pervasivemsa of shortages throughout the
Bloc, astrongbar@.nnngpoeition is usedmore omntoacquim

-‘searee comodit:l.es than to achieve a more favorabln price.
e ‘I.‘be negutiating pe.rtmers go to these meetin@e
amxga.v'vith dnc\mentation abotrt. vorld‘mg.rhgt pr:l.ces. This in-

West. In fact, in the Ministry of Foreign Trade of most Bloc
countries, there is a division which does nothing exceprt collect
such price information. Thus world market prices do form the
bégis for Bloc foreign txade prices. These prices (the dollar
pﬁce multiplied by the official exchange rate of the ruble for
the dollar) are the point at which bargaining begins. Strictly,

-17 -




hgvewr, there is no such thing as a single world markat price.
The price at which the UK buys bacon from Demmark for example,
may be quite different from the price it pays for bacon from
New Zealand or Argentina. Thus the Bloc exporter can alvays
£ind & relatively high Weitern price-to support his clainm, but
mmrmmaomtfmmewormmti his claim
toalmeryrice. Thepriceﬁnsllymedondependsontb
mhtiwbarga.intngatmgthofthetwo cmmtriesaaoolmdby
theirneedsanaavaihhmms. _

Once tlnprice bhas been agreed on, it
 remsins in force forthemtirem,mdoftmfor several years.
It not--inrreqmnﬂ.y ha.ppens, ‘however, that no agreement on prices
can Teached. Then trede contimis, being recorded at ]ast
mar grices, subject to final adjustment when agreement isiat
. - langth reached. In fact it eppears that the difficulties e atten-

‘purposes in keeping prices constant over several ysars
b. Historical Course of Bloc Trade Prices

Although Bloc trede prices have been determined
at baraai.ning sessions since the end of World War II, the relative

Mofthobargaintngparmrsmscm@d Imediately
afurtmmtheussnmmdtmteomoditieammw




exchanged within the Bloc at werld merket prices. At this time,
‘Satellite trade representatives, who had no way of knowing vhat
these prices were, could only take the word of the Soviet
representatives. They began to realize, however, that the pnces
ofSavietexportsmm veryhighandtlmttheprlces of their own
a@oﬂsmm Mthmnselmsrmdertookmmrhetnwarch
and tbem&fter vent to the ncaotiations poaseesed -of docunentation.
Inthiswawthesatellitcs pz'o'bab]qhawre gradually forced Bloc
_trada prices totheir vorldmrkat szals. Thcre is some evidence
'ﬂto Mcate that 1n the late 19ko'a most Bloc trade prices were
“‘feommemms above world market prices, with Soviet export prices
‘being higher than Soviet import prices. Since then, Bloc trade
}prices seem on. the avemge to have declined. .

In Harch 1950*‘by an apympuate deﬁniticn of 11:8

mi.ntamed. this oﬁ’icial ezclnnga rate until’ 1Jamm:y1961. i At
this mutmr&bumemmmuonmlmmmmmt
25¢ in the US would buy much more than would one ruble in the ..
USSR, A rate which overstated the value of the ruble vas
probebly chosen for purposes of yrestige. That the rate vas
purely arbitrary bad no significance to the trading partners of
the USSR, however, for those in tbe Free 'Horl_.d never had ocee.si.m




touseit,*andthoaeintheﬁlocusé@itm]yfcraccoﬁm&g

purposes. Other Commmist countries similarly determined at an

arbitrary level the rates at which their cwrrencies were to be
measured against the dollar and the ruble.
' Table 2
wmn@mmwcmmmm

for Currencies of the Soviet Bloc
:95&—60@1961—62

b

| .‘ Bats of Exchangs _
19560 196162

Unitof Intmnsoflntemotlntemsoflntemsof'

Lek' | 50.0' 12.5 5040 55:56
Iav 6.8 1.7 1178/ 138/
Crowm 2 1.8 72 8.0

2,22 3_:/

20,‘7 y

Rumania Leu 6.0 L5 6 ' 661
USSR "  Ruple - ko . 09 . »
a. KEifective as of 1 Jammrylséé Official rates during 1961: \

6.8 leva per US$l, 7.56 leva per 1 ruble.
" Do Althw@thisistbeofﬁ.cialra‘be,ﬁerateeinusesinoeﬁ%
vareasfquows: k.anlﬂpervs& 4.6T DME par 1 ruble.

¥ he exceptiomal case of non-comnodity transacticns 1s discussed
below.




Beméc these official exchange rates wers set with

the intention-of insulating the internal economy from external
influences with no regard to relative price levels, the conversion
of export Teceipts or import payments into the demestic currency,
en ad.austmnt necessary for maintaining domestic accounts, resulted
in foreign trade prices which bore no relatiocn to.'d'méutiéprices'.
In general mtenw.l Bloc prices when couverted at offictal rates
were higher - 'bnt higher by va.rymg dagrees -- than Hest'«ern
Ilrlees. Conuquent]q, the dmatic equivalent of export rcceipba
vas mmst mea conaiderablybelov the internal price ot the
coumodity,andtheomoai‘bevastmeofinwortpamnts 'l‘hase

v priced.irremtnuttmsrcsultedinpnce loasucnexportsnnd.
pmﬁts on mports uhich:vcu ebsorbed by the country's budgat.

Bemn 4or 'tbe existence ot theae pnce diftemntiala,

of an arbitrarily high foreign exchangs rate. Moreover, exports
to other Bloc countries as well as exports to the West would be

"subsidized” by CGnunist countries in this sense, and neeessaruy
80 as long ag Bloc foreign trade prices remained lower thq; mter-

nal prices of hmbcr countries.
The only Bloc exports which would not be subsidized
because of the artificially high exchangs rate would be exports

- 21 -




of those commodities whose internal price in the exporting
country was_equal to or lower than the export price comverted
muotuedamucw“omm}ates. Shus 4f the legal
mofmmmtmauzmntmussnmmomm'm
ton and 17 this comodity were exparted by the USSR at $20, or
~eomm;es,per1=onap:-1eex.oasofaorum,asmnmbemmlvea.
mmumumammnmmmo:aay
mmnummmatmmuwu
-mmmwumtmmwsmmwmdom,wzoﬁ.
| W&emamuuﬁmmm
wmwu@wwmmmwwmts«m
-on‘tbes‘h'udhmof:ﬁaMMeesmotﬁncmmat
emmtryasmnasonmfmotthem@mte. Ir'ua
4salated tnternal price aysten 1 such that, at the official
exciﬁngemte, th‘e.'pm‘ehasing:pomofthecmisover-

world market. Under such conditions -~ which seem to characterire
the intermal price systems of Commmist countries -- a change in
theaxchapgeratebyitselfeoulddgcreasethegrossprica
a1fferential loss and profit, but would not eliminate a net
profit or loss. AMiaﬁce:mhgbgemtesmu]ﬂbecm




representing the average relationship between internal ruble prices
end world prices in dollars or sterling for goods entering -.'mtor-
pational trade. Given a distorted internal price structure, hov-
ever, the variation of individual ruble-dollar pricé relaticaships
around the averages would be hrge &nd probadbly akawcd, resulting
in some net pricc difrmntin.l Zor the m of yrice losses and

proﬁts on trade.
m1961nm1onortheotﬁcmexchangemteor
the mble, which uasﬂostensfbl.y an eppreicaticn of the ruble “in

terms of Western 'mu-renciea, vas probably undertaken for the pur-
pose ‘of rcducing the ma price dirremntul profit and loss to
~ be borne by the Soviey :lmdoet on accom'rt of foreign trade. - By
redefining the gold ‘ t-of the mble, its relationship to
the dollar was chamdfmtheequiva]mtor25¢to$lu or
ﬁ'anhn\bleato .9rnb1estothedonar OStenaiblythem _

pricesbylo,thcexchmgemteortherubhasamasmor

relative purchasing pauer vas in fact depreciated. The new
exchange rate, however, l.ppem to be more realistic as a
measure of relative pme levels. Wnile considerations of
pmst:lge vere probebly not absent m setting the value of the
ruble higher thau the dolimr, the degree of overvaluation has

certainly been considerably reduced if not vholly eliminated.

-23 -




In setting the forelgn exchange rate of ths ruble
atamreangﬁc level, the amount oi’brl«:e1 differential pro-
fits collected on imports bythe‘btﬂget,andprioediffarenual
lossgspaidbythebudgetonexpcrts,mmmoonsideram;r
reduced. In fact, st the naw exchange rate differences between
Mandextemlprieesvinreﬂectalmstmwly
diatoruonsiqwg_smtpueeatrqcttme. Bov:.etplamamare
mmrmmamﬁmwmmmuéymoaum&m
foreigntrademminvolmtbemstmpueediffmm
andtomminethemsmsfortheoediﬁmnﬁmmmtntemm
of economlc efficiency and miximm profuctivity. Although in the
_pastsouetphnmrshawbeenntﬂecmdu&mhﬁw,
'mmdemmmthoeomoauonoftheirfmipm,

all consistent with one another and with the rate of 4 rubles
to the dollar. !herates‘umapplicabhtobo'thcomruaiand




cormodities a:xl scrvices exchanaed vith scmeone outside the
country and tmaa.ctions mvolv:lng goods and services 30ld to
and consumd by a roreigner within the country's borders.
Commercial transactions include the international purchases and
sales of commodities and commodity transport.. Boﬁcmrch.l,

~ transactions include receipts and expenditures by international

tourists and by embassies, receipt-a and expenditurés for
ressenger transportation ana. Memt:lonal telephone and
telagra.ph services, and ind.ividnal and. institutional remittances.
Because que credit transac.tions -- borroving and tending -- relate
to goods and are direct]y cffectéd; in goods, commercial exchange
rates apply both to the receipt of the credit and to the payment
of interest and principal.®

Deginning in early 1957 Bloc menbers wvidmny
announced nev official exchangs rates for noncommercial transac-
tions. 1‘n~ most cases, thase new. rb._tes represented a depreciation

h{’}-ﬂ -
Western ctu'renciea (for example,

otthaBloc cumncyinteraﬁ'_‘

Western tourists were able to -Boviet fubles a.t thé rate of
10 to US $L compered with only 4 to US $1 before 1957) and,
except for Foland, an appreciation of Satellite currencies in
terms of the Soviet x;lxble. Sana 8atellite currencies were
appreciated, others depreciated, in terms of other Satellite

currencies. The reason for the new rates for noncommercial pur-

poses in relation to the West seemed to lie in an attempt on the

¥ "Bloc credit transactions almost alvays are credits to finance

the exports of the lending country. The commodities involved are

usually valued at the prices prevailing in the trade agreeasnt be-

tween the two countries concerned. Similarly, repayments are /
effected in goods at the prices of thc current trade sgreement.
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_example, the Polish zloty exchanged at & rate of 24 to US $1 for

rart of all Bloc members to increase earnings of Western currencies
by enmgmg'mists from the West. The new rates ih relation
to other Bloc countries seemed to represent an attempt to make

intra-Bloc settlements of noncommercial accounts more equitable

by relating the cost of currencies to their various purchasing

pouers.
Whereas Bloc: cmi-cm exchange rates were all
internally consistent vith one anothér and vith Free World
cnrhenciqs » thosenev noncomnexrcial rates in themsalves 1_ﬁvolved
each Bloc mr in a system 6fAdual rates. The noncamercial

exchange rates proclaimed by any one country represented one

‘{ntermally consistent.set in relation to all Free World countries

and a second intermally consistent set for all Bloc countries,
but between the Bloc and the West they vere not cousistent. For

1.5 zloties to the ruble rather than 2.k zloties which would be
consistent with the dollar rates. These disé:repancn-.,s could be
maintained only because of st;‘ict controls over the uses of
domestic currencies by all Bloc members.

‘A1l transactions among Bloc countries are finally
settled in goods. When, for example, Soviet specislisis or
technicians are sent to a Satellite comt;'v, the ntteii“pays the




USSR for their services eventually by exporting canmoditie‘q to
the USSR. Each Bloc country maintains with every other member
& noncommercial acéo‘mt.thro'ugh 'Jhich the value of these non-
comnodity transactions is recorded. At the end of each year
these accounts are balmced_aMt one another, .the net dg‘bit
or credit being transferred to the commodity account for settle-
‘ment.

Because of their nature noncommercial transactions
involve purchases and sales at domestic prices rather than at
foreign trade prices and becsuse the internal price lev‘eis of
-individual Bloc members are not only wnrelated to ome another but
vary considersbly, the previous system of ci.u-u.g noncommércial
balances at commereial exchange rates put at a disadvantage those
countries whose currencies were least overva]md c;r uh;ose-' inter-
nal prices were relatively low. Since the ‘Soviet ruble was
(..;-,appa-ecmted in terms of only 1 Satemt&.cm but; depreciated

1n ‘bems of 5, it seems lﬂnely that»the e _9 ect mm:loc

commodity flows or the the mncoumercial exchange rate nviaions
would have been a reduction in Soviet purchasing pover in the
Satellites. ' |

- . In 1961 after the revision of the Soviet official
exchange rate, the distinction between a commercial and non-
commercial rate for transactions with Western countries was

eliminated, the new rate applying to tourist and embassy




expcaditures as well es to commodity transactions. The ordginal

schedule of noncommercial rates vis-a-vis other Eloc Wes vas

retained, however, the only change bedng the appreciation of the

rublebjwﬁmstomﬂectthewinmmwmm@s.
' . Table 3

Foreign Exchange Rate for Non-Commercial Transactions
for Currencies of the Soviet Bloc

Rate ofﬁ:change

- umtor ‘Intemsof In terms of
Country _ Currency Us$L 1 Ruble a/
Abenta | Lek 150y 200 ¢/
Bulgsria | - Iev 1Aty o.& g/
Czechoslovakia Crown 3k d/ - 1.6 ¢f
East Germany © ostmrk  ka2af 3.9 ¢/
Bmgary o Forint 238 cz/ ool
Poland . nloty 24,00 g/ 15.0 ¢/

9.7-¢/

" 8 mwiﬁémmry of these

rates. b. Asofl.TuJy 1957. c. Afs‘5'36f1Jémxary 1961.

. As of 1 Jammary 1962. e. As of 1 January 1958. ...As of.

1 April 1957. E.AsofllFQburaryI%’(rh. Asoflluay1960'
~ The 1957 adJustment of mtra-BJ.oc noncommercial rates

remesentedtbeﬁrststeptakenbymoccountriestomhte

exchangemtasotrelaﬁvepmhasingpovera. Assuehitalso

represented a retreat from the philosophy of "insulation and isola-

tion‘* and fmm the concept of en absolute internal economy unrelated
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‘to that of the outside world. The 1961 revicion of the basic
commercial rate of the ruble in tems of Wesfem currencies was
the second step in the same direction. At the least these moves
are evidence of & m@tim of the impossibility of absolute
mmtion without completa cessation of all eMc intercourse.
Settlanant of noncommercisl transactions on an cquitable buia
requuvea the use of an excban@e rate which reﬂzcts relative pur-
cha.s:lng power. . A ma.ningi’ul exchange rate can serve'mny other
useml furp_osés, bowever, and is essential for.éeteiminmg the
relative merit of an expansion of dcé‘mstic' output as opp:)sed to
an increase in imports of a g:lvengood. An ‘economy coumi.t‘bed :

~ to high growth rates must beinm:éaainsly concerned with all
aspects of economic efficiency, 1ncluding the efﬁ.cimcy ‘of 11:8
fomign trade operationm.

B. Trade with Eastem Europ from the Stick to: the Can'ot

1.

The. Period of the Stick

policy was dominated by tvwo related goals the ra.pid restomti.on

of domsstic economic strength and thg creation in Eamrn Europe

of a Soviet-controlled buffer area to protect the exposed ﬁ;:ntierf.

The immediate post-war years vere & period of plunder, the USSR

taking es the victor's spoils in former enemy countries productive
equipment of all kinds, dismntling factories , transport facilities,and

vworshops for transfer to the Soviet Union. In addition to such




war booty, the USSR took as reparstians title to much German

property located in Hungary, Rumanis and m@m, thereby

obtaining control over several hundred producing .-nt'erprises.

| Thase former German -8s6ts provided the basis for the Soviet-
Satellite Joint-stock companies, formed in 1946-1948, through

' which the USSR acquired control over a major share of Satellite

mining, mnufacturmg, transportation and ﬁnance. Repa.ratims

denveries from the wrrent» output of these and other plants

of Soviet treatment shifted to cne
long-run goel of consolidating its domination of the area.

Through reparation deliveries and export orders, Commmist party __
pressures and the presence of Soviet sdvisors in key ministerial
am'pm;iuctm,;‘posis, Satellite trade was redirected from its
traditional Western orientetion into Soviet Bloc chamnels.




Satellite ecdnomies were developed in such a vay as to make them
dependent on the Soviet Union for markets and rew materials.
Priority development of heavy industry and neglect of treditional
agricultural consumer goods production narroved the basis for
Satellite tfade with the West. Ths economic reo:ientatioﬁ of
Esstern Europe was formalized by the formation in 1949 of the
Comicil tof Mutual Economic Assistance (CEMA) to - coordinate 1n-
-teml ecommic plans and foreign economic relatitms of the Soviet
' Bloc. |
' Theshiftinthepsttemoftmdeandproducticnof

Eastem Europe subjected tiae Satellite economies to severe strains.
" In additian Soviet exploitative policies and sutaridc dawlopnent

* plans overta:ned._tbe productive resources of the area and ewscd
'mmhmumma@mstlomlmmntsaswuua@imt :
‘USSR In 1953 the new Kremlin leadership, reeomizing :

vere ﬁiimmwn, aﬁmw.pﬂcmg_pﬁéucgs were reviséd end
the dissolution of the joint stock companies vas initiated. The
Soviet mﬁmp glso urged some modifications in Satellite
ecmzomicjplaﬁx’;s to provide some concessions to consumer dcmnd
The adjustments made in Soviet-Satellite relatioms
vere not sdequate, Bdueve'r,' to reverse the groving disproportion
betveen the industrial capacity being created in Eastern Euvope
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andA the rau materials, fusl, and power resources necessary to
support 1t. The Soviet Union thus either had to divert increasing
quantities of its ovn ravw material resources to bolster the lagging
Satellite economies or risk Sctellite economic reorientation toward
the West. The Sovist Union chose to do neither, and as a result,
the mtmmmamummmmaeqmﬁ to avert the
further deteriorstion in the economies of the Satellites which
co:rtri'bubeddlrect];totbc Polishandmmgarianupheavals in the
£al1 of 1956 .

2. ,The.&riodorthev_.cs}iivt | ,

Folloving the 1956 uprisings the USGR sought to

restore political and econamic stability to the Batellites by

orrering major economic concossions and by removing the more
. 'blata.nt inequities in Soviet economic dealings vith savaral of
the 'Sqte;.litea'_. COncessions_g;;pched dedbt canceuatims,

in overcoming dislocations caused by the Folish' and Humgarian

emts and generally to assist their economic recovery. Thus,

the Soviet Union extended lairea emergency credits in the form

of camodity deliveries and foreign exchange (see discussion on
credits below). It also negotiated supplementary trade agreements
notably with East Germany and Bulgaria, assuring those countries
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of additioual markets for the products of depressed industries
and gmranteemg‘then additional supplies of industrisl raw
materials and foodstuffs general]y in sho:t supply.

Following the attaimient of relative econcmic
stability in the Satellites, the USSR in 1957 and 1958 renewved
its e'f'fotts-fo achieve economic coordination in f:astem ‘Europe.
New long-term economic plans of the Satellites for the perfod
1961-65 vers to be dovetailed with the new Soviet seven-year
plan (19‘59‘-196’5’)‘ Econcmic coordination vas to be effected on a
sector-by-sector basis, vith priority going to the d.eveloment,
on a na.tional or: ng:loml ‘scale as. apwopria.te, of an adequate

rav mtemlf-‘base ror the Soviet Bloc as a whole. In support

ﬁ.ve-year (1961-65) trade agreements with each of 'the Satellites,
4n which ,_1t_:pndert;ook to be the principal supplier of Satellite

The USSR has since made continued efforts to

strengthen the Satellite economies within the framework of the

. CEMA mtegration p'ogmm, increasing supplies of rav materials,
:t'ux’liishing econauc developmant loe.na and emsrgency oredits vhere
negded, encouraging Joint Satellite investment projects, etc.
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That the Soviet leaderahip i.s nov fer from satisfied with the
progress of the Satellite econcmina and the tn‘begration program

is evident in the decision in June 1962 to create a new Executive
Directorate to oversée CEMA and the appointment to that body on

& full-time basis of the men uho have been the chief ecanamic
plamners of the USSR and some of the Satellites. Indeed, the
appointment of top-level plauners ‘would appear to indicate that

a major effort will be made t0 correct the tmpmdnctim expendi-
tures ofmfcrlal Tesources [hich7!uld'back .« s sgrovth . . .,"
to mssist the- l:lnping.agricnlttml economies of the Wm |
Bloc, and to strengthen the Soviet Bloc econcmy 1n general,

Given Kbmshchev 8 self-imposed economic compétition betveen Bast
a.ndWest, the taskofmkingths CEHAeconomic grmxpingmm viable

becomes even more urgent :ln the faee of the rapid strides :bei.ng
" made by the Buropean Cm;.mrht-.- R

vith respect to its izuropean Satellites 15 'gﬁaerhépé bast empuﬁed
by its economic sssistance policy (or lack thereof). During the
first decade following World War YT vhen wnrequited Soviet imparts.
(reparations payments, war booty, profits from Soviet-Satellite
Joint-stock companies, etc.) could be counted in the tens of

billions of dollars, the USSR sporadically extended credits to
the Satellites as an ad hoc response to particular situations.
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The bulk of the cconomic assistance extonded by the Soviet Union

during the period 1045-1955;, waich amounted to about $1.5 billien,
consisted of credits to Poland and Edast Germany, in the latter
case, apparently in responsé to the unrest in East Germany in 1953.

. ‘During the year of the revolts and in the succeed-
ing years, (1956-57) the USSR provided ecomomic aid to the Satellites
axwunting to about $1.2 billion,* or almost as much as that
provided in the previous decade. In addition, the USSR wrote off

o "' - Table b |
Soviet Eeommic cmd:l.ta and Grants Extended
-to the: Etu'opea.n Satellites
o the 19!‘5_19&
MillMon UB3 . -

19hs ss 1.956 1957 1958 1959 1960 1961 1962 Total

93 . 247

162 568

- &
475 8/ 1,353
.

0 . 914
L6 B 66 ;b 93 16 M5 e/ 3,7k
a. ‘ﬁnussaextendedacmuttoﬁaetoemnymfebmrym@mw

at $310 million. It 48 believed that this was part of the $475 million
credit extended in 1961.

¥ Excluding Soviet credits for the purchase of Soviet holdings
in Joint-stock companies.
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various debts for Soviet 2id extended before 1956 amd for the
repurchase of Soviet shares in the Joint Soviet-Satellite companies
estimated at & value of $1 billian. Also, the Soviet Union agreed
to renegotiste to the advantage of the Satellites previous agree-
ments concerning prices for “commercial and noncommercial
serﬂega," costs of Sovist troop maintenance, and certain

- trenafora of éamc property. The estimated value of these
ad.ditionsl coneeaaicns vas. a].mst $1 bilifon. Other beneﬁts
which have accrued to the Satemtes since 1956 include move

The i956-57 :period thus represented the pimnacle
of Soviet largesse ui.th reapect to Eastern Europe, and it was
essentially e rescue ope 5 tdon: Neverthaless, despite the decnne
re , ';A’Satemtea since that tine, these |

mcmditatothe

the cxeayum of aid to East Gemany, mct:lcauy- Soviet
ecmmdcassistaneetothaﬂocaincethisp}’lodhnsbeeninthg
form of economic dévelomant credits to the lesser developed
cou‘ul:ries.v |

L. Trede |

~ Spurred by the “closed Bloc" policy of Stalin,
Soviet trade ui.th the European Satellites increased rapidly in
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. ‘ tha@rl;ypostwexpuiod-~ﬁ~omapprodmtaly$&00mlﬂionin
1946 or 1ess than cne-third of total Soviet trade to more than
$3 billion in 1953 or more then half of total Soviet trade of
$5,T00 million. More importantly, the crientation of the
Satellite mu',@esmmwmwmd the USSR. By
11953, the chare of the USSR ranged from cne-thind of the forelgn
"trade of Hungary and Foland to nearly three-fifths of Bulgarian
'aniAJhanianh‘ade(seemleQ. mm:.mottuesmv.et
memwmmwrw&mumwa

-zij;mnabhemmofmmtmlsumwinthedemneof
| the shere ofthew_ussamms‘ Satellites' trade between 1953 and

1955. Since then, however, ‘Soriet-Satellite trade Has undergons

".;zigammim,avmyngmmnpmentmmny
"ﬁﬂn‘m@m‘_m:tm%sum@(mms) The

growth of sm«t-smemu:tmde has besn purticularly reptd

Soviet Trade with the Ewropean Satellites

1955-61
Million US$
Exports 1,792 1:768 2,550 2,320 2,950 3,118 3,420
Tmports 1,663 1,815 1_0915 2,206 2,519 2,819 3,066
Fotal o/ 355 3,583 Lk65 4,506 5,470 5,931 6,486

&. Because of rounding, components may mot add to the totals shown.
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Toble 6

Soviet Share 1n European S8atellite Trade
1953, 3!955: 3960, and 1965

53 Y
53 54
K0 38
B3 L5
29 %
30 35
%0 oY

Pgel wnyl
EW R BELEKS G

*

 In recent years, the bulk of Soviet trade with tae

vide the USSR with about three-fourthis of total Soviet imports of
machinery and equipmént. These imports supply a substantial
share of total Soviet Tequirements for the plan goals of cartain
sectors, @.g., transport, metallurgy, chemicals. By the some

- tolten; fheaaare ‘the-countx1s3 which accomnt for a large dhave
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of the Soviet fuels and rav meterials exported to the Satellites.

Soviet trade with the lesser developed Sutellites of Rumania and
Bulgaria s of a different nature, involving generally the export
of Soviet manufactured goods in-exchangs for rav materials.
Generally speaking, however, Soviet:Satellite trade can be re-
presented as an exchangs of Soviet fusls and rav materials for
Satellite machinery and equipment end finished consumer goodse

c. meeutncm | From the: Carrot to the Btick
Fmthevary ‘;'gimmgorcmutmmmcm,

Saviet-Chimu"tndcincmas;ci‘atarapidpace Thwosghout most
ottlndewdeotthe&SO'sChimmtmwSR'smstW

tradingpartmrmdchut ecommiepoltcytowanl(:himm
:oflecte«_l mthe econap_ic, tachn;cal, andnili.ta.ry assia_tanoe

SuchSavietsupportashs‘beenpravﬁedforChim'
_drivetobecom a major mdustrulandpoutwalmrmuen,
motivated by a desire to bolster an alliasnce designed to enhance

the shnngthandworhmrmsitimotthesdmtmam
the Bloc as a vhole. Thus, until recently, the economic relation-
ships between the two countries cohldbe characterized as one of
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matual accomodation. The intrusion, howewr, of ideolog:l.cal and
political differences into Sino-Soviet economic rehticm led to -

the mass vithreval of Soviet technicians from China in mid-1960.
{Mmmltmgmtmatbetmthetmtmmm, conbined
vith rapidly worsening eccncnic conditions in Chim and the .
qwmmaudmmmmmnmthgngm&
eeonmucaasutanoe, (or thie refusal of China to meke the
ﬁeologicalobciaaneeaihichnighbbethemtceotmchud)
i,cmeass.m-Sov:.ettradetodscnmsmrpn In 1961 this
mmmmywo-mwmlmm B
Invizvotthaubitionsmﬂnsmm:atimm
envuaaedbytha Chinese hadership,ﬂcmtﬁmncm aas:l.s‘bance
Chma. camnot be characterirad as havingbeen extenstve. While
thevalnc of the equiment involved in the. projected 291 indua-

SO

ass;gtanee s oaly part of vhich was designated for eccma:lc pur-

Poses. Practically all of these credits had been utilized by -

,mcm“WI%mtb&thMMMMrm
“tachnical assistance progran since that time has bad to be

financed out of current Chinese export earnings. No othcr
~assistance was provided until 1961 when the USSR, recogniring




_ ‘“hab Chima could mot settle 1ts scommlated trade fadebteduoss of $320

: illica, i\mdedthis.d.ebt.qmaperiodqt five years. Apart from
_ providing $40 millfon worth of sugar on credit, howcver, the USSR a1d
mtbm to facilitate Chim's aequisition of badl&-medea commodities
and foodstuffs in 1961, Thus, the total of Soviet credits extanded to .
Ciima stuce 1950 has amounted to sbout $1.7 billion, & sun roughly
equivalent to Soviet credits and grants extended to the amll asian
mm‘“ of Mongolda, mm,mmm.i

| Table T

Soviet Mﬁﬂx&gnmﬁ Caton

332
4k

951 476

W15

578
7138

10100 : 2:055 T T'.-l?&5
818 665 . - -3
551, 918 . -18%

L
¥ Ammumofmtsmmw
mumieswmmm(mmmmmmm&)m '
Chiga (about $300 million) may have been atiributable to Sino-Soviet
competition for the fealty of these countries.. The ocutcome of the
competition with respect to Mongolia appearstohawbeenmsolvedin

mwmmasmumwmmwxww
CEXA,
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The statistics of Sino-govist trade reflact the
vagariesof Soviet-cmnese econcmic reh’cicna (see Table 7) Thege

show & relatively steady increase in the volume of trade betueen
thue tvo countries until 1959 and thsn a sbarp dacline begmning
in 1960. As indicated in the table, the uwlortmmm
; ‘ marked & 10-year low in Sino-Soviet exchange. Bafucminthe
. trade balance figures uthecm::esautmzaucnorsovut credits
mthnmlypnodandnmmtsbegmmng%G Am:ording
to cmmse.iwt figures, repayments by the end of 1960 amounted
e to some $800.ﬁ11110n, leaving ebout $500 millicn Fet to be repaid.
m eomodities exchanged in Somt-chimsc trade re-
present esaentm.ly an achanga of Soviet mchinery and eq.uiment
ror Chimse rav materials and consumer goods. m patter re-
- ﬂects Boviet-Chinese ‘trade thronghout the period w1 1961
mmtmofewmcmmmortm

chmdroppeabyaauaashoomlmamamtea than 30
Percentoftotalexportavhihsmnexportsotpetrohm,
'mintuudatthesamabaohm linit,msetoalnost%pereent.
"oftomsmtexpom Soviet imports of £ood dropped almoot
touro. Inportsormm:tacmmmrmodsmodecnmd
somewhat, but accounted for almost two-thirds of the total in &

smaller volume of total imports from China.




"IV. Trede with the Free World
A. The Traditional Pattern

1. th Comodity 0@311:10(1 of Trade with
Hest

Soviet eeoma © intercourse with industrialived
norn-Commiet cozmtrles has always represented a time-saving
d.evice, tortradehasmdapoaaiblaampmshiﬁrmman
obsolete to a modarn, more pm(bxct!.ve technology ina hraa nurbear

"of industries. Solongu soe. p-.rtoftbe Soviat eeomcuwlags
o technologlcauy behind thea_Weat, the USSR i1l alvays tave available
| __._fa Teady device for buoying 1ts grauth rate. In shifting to & nore
:’:aavanced -- 1.e., more prodnctive —- teckmology, the Soviat Union

bcm'mws all. the Tesources, including ‘time, that must go into the

warch'and. dzvelopnant of more erﬁcient techniquea.
| - Boviet trade vith the Industr:l.al West > today- con-
“pruosthesamvt:peotexchanaa‘ : o

In addition Soviet exports mist earn suffictent foreign exchange

to pay for the services of Western transport facilitfes and certain
infiustrial rav materials not produced in sufficient quantity within
the USSR. - Any eé@m whose rescurces amx;conaistentl.y.hs-im
utilized as are those of the USSR is subject to overt or repressed
inflationary. pressures. In. the. vco.se,.‘.of the .USSR- repressed fa-
flation has long beea .mites,t in the chronic tendency of mporba.
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fiow & much larger proportion of total product then it vai'3

to outrun exports with the acccmpanying chronic necessity for

an export of gold.
'I'ho fact that the commodity composition of Soviet
trade with the Indnstrhlﬂeathas minedvirbual]yumltemd

‘overthe past three decades, despite great chsnges in the volum

and ccmpoait_ion of domestic outmt, is’ m:lrectly the msult:ot

~ these chronic mtimary pressures. The Soviet ecomnv, subdect

to mn resource ntmzation, high nmasmnt and repid gm'wth,

18- tam;; it uancoowotahowtaees, one vhich we uwId.dza-

cribe as a eemrs' mrhet. . Because of pervaaive and perauunt

"'sho:rhges, no energ‘ ‘need be davoted to selling or marketing;
.ra.ther, bunrs mk out sellers, oi‘ben on a black mrhet vith the

‘_ octrer ‘ngmympmea. Although the Soviets have proven

.t!maselvas 'bo ‘be ‘experienced be.ry.mers in a situation of " bmtenl
y, they remain inexperienced sellers in a competitive

- decades ago, their exports to the developed countries of the West

continue to be composed almost entirely of raw materisls. The _
camposttion of their exports bas been stable becsuse they are
unable --ortmvﬂling-- todeveloythe sellingandserviee
orgmization negessary to market ‘their highly fabricated products.
It is easier, and therefore in the short-run yields a greater
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retursi in net foreign exchangs Yeceipts, for the USSR to ccatinue
to export the great staple raw materials.
2. Preference for Predictable Markets

There are in the West highly organized marksts (for
umtorcotton, rorennph) wheye the totalvolnmofthz commo-
u‘tymmsadmdaomiseomt, andthemmberaofb\qaraand
seuereactiw inthemxinotaolarmﬂntsovietexpoﬂam
'nommgbe absmgdvithmrbmmgaflm. In dealing in such
mlnetaﬂcuet semngeostsmkapt to @ mintmm and their net

fomign ; changa mceipts are that much larger. lionovar, because

mamllprtotthetotalaupplnstndedon
these mrkets, ‘the tBSBcan expand significantly the smount 1t
offers tor ' there vithoul: dem'easing price. These mrhetc
nally attractive to the USSR because the ebility to
pmdict wmxm cemmtythe mnntitythatmt‘besomm

Thts same stabtltty oot predletabiitey characterisos
the market for petrolewm, umim, tin, and dlsmonds, commodities
offered in incressing quantities by the USSR in recent years.

These are adniniatered. markets where prices remain stable over
relatively 1ong periods of time and vhere the qua.ntities ‘of the
comodity handled an_e-aubdect to fairly rigid direct or indirect

.. controls sdministered by the aeliere. In order to gain access
tosuch markets, the USSR has often had to lover prices enough
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to attract marginal buyers. These bargain prices have caused con-
‘siderable concern in the West that tke USSR vas attempting to
disrupt the order of the market. Actually, hovever, a careful
study of Soviet bebavior in these cases indicates that after
Soviet sales at bargin prices bave attained the dssired voluns,
the USSR has quietly raised its prices to the mloftumket.
Itsemquite lihelythatnommmre surprlaed.tlanchiot
exporbersvbninlSSBSovutasalzsotﬂ.nuexv 80 la.raaasto
 catise the tewparary sus pension;of the Internationial T4n Agree-
_mnt m ecntmt, Somgmrht research in such f1elds as

Qiality, Additioml qwmtﬁ:iu of these and: other materials have
: 'been mceessmny mr!mted‘_ m the West, either with no depnasing

forced to sell nearly 2 billica in gold to settle its interna-
tional accounts. Soviet gold holdings and Soviet gold pmductim are .
state ucreta ot the highest order, known pmbably only to & very

fow otthe Kremlin l.emrs. Although Soviet spokeemen pave: done
noth:lng to diacmra@ Western apeculation of en imwense hoard of

-lif -




_goldin'Moacouvhichiganmml]yenrichndbyamfmm.

current output, the fact remains thet Soviet behavior in interna-
tional warkests is not that of a country possessed of a large
resarve. The essiduousness with which they have cultivated their
reputation in {nternational comnercial circles, the promptuess
with vhich they have filled contracts, the ea@erzﬁtss with vhich
they bave pursued new tisds cantacts bespeak their loag-mun
interest in internstional trade with the West. ‘l‘hsv'lgor of their
bargatning over prics, their attempts to tie imports fo exports,
their recent search for mediun-term credits of incressingly long:

duraticn, their pressure for most-favored-ation featwent from .
the West, abm all the \mpmedic‘bablz eoqpos:ltion of thsir rav
mmrmmmchsuggestsmmmmmgmrchfor
additimnl rmim exchmge ea.mcra all these beapeak an attempt

expensive isans of settling internatiooal accomrtss
It thua appears that Soviet eagerness to sall more
to the West 18 a genuine concern sbout the means of financing
their 1nports. Despite this concern, houever, Soviet trade
officials have given no Mutim-;:r knowing wkat to doa.boutit
The only devices for increasing sales in the industrial cointries

of the Free World of vhich they seem to be avare are participation
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in momopolistic agreements ox bergun prices. 'J.‘hey bave givun
no Mcation of & Htllin@ass to ma.ke the investmxrt ‘in tim and
: resources necessary for suceessful mrbeting of their highly
ta:brieated goods at canpetitive re.thsr than cut-throat prieea.
| Onthe otherlnndthe proqptness withvhichtheyhsve ra.:l.sed
'prioeaoncethisdevieehaspmdmedthedcsmdmsultiaa
‘ strong Mmtionottheir :lnterest mninimizing the cost of
ecquiring fonei@ exchange. a
NS m Econmie Offensive
Since the m:ld-1950's the expansion of Soviet econcmic

rela.t:lons 'Hith tln nnderdeveloped. cmmtries of the Fme World has
been the nost dra.mtic of the mm' dynanﬂ.c developnents cha.ree-
terizmg tota.l Soviet forei@ trade  Until the shift frcn a
defensive to an eggressive fomi@ econanic poliw, Soviet. mde
ui.th these .areas ammted. to only'ebout five pereent ot total

T8 0icne<g "ttraaeumxtheme

1. 2, Bovever, trade" s areas bad grown to
lSpereentoftote].mae, andtonearl,thpercentofSoviet-
Free World trade. The rapid expa.naion of comodity ‘exchange
betweenthe tBSRandtheseareasuas aecanpanied'bya.nequally
re.md expansion of other conte.cta, econmie, culturl.l and
political The nunber of Soviet technicians vorking on varicus
developnental projects in underdeve]nped countries has grovn to
nea.rly 7,000 while the mmber of studsnts and trainees fran theseA




areas in schools or institutes in the USSR han sinilarly mush-
rocmed Whole armies bave bsen provided v:lth Soviet mﬂitary
eq,ui.phent and trained in Soviet military techniques, and dehga-
: tims of various sorts eomtantly tra.vel back :md forth between
th& Bloc and the undemeveloped cwntriea. '

All this iz a nry great ctnnge -Berozﬁ the onslaught
of the economic orfensive, Soviet mterest in these arua was -
pmbably eqmu,y great, but 11:8 abmty to mplemnt the mureat
was limitad by domestic pﬁ.oritha. Eccnomic eontacta wera
hraelyeontinedtocmrce, andcamercewasprimrnythe '
purchaae of certain materials —- rub'ber, cottcu, voo]. - to:r
caéh_. AnexportsurplusinSavietmdeuthtbe Imlnstrial
Weatmmedtoﬁmnoe ﬁzpocrta primruyfrantheouter
mrling area.

‘I.'he Soviet eoomuuc offenaiva i.a an mtegml po.rt of

Soviet forc:l@ poncyto extend. Som
. a.nd. pontieany metebll ountrle the :
vhich have meently emergad from coldnial rule vith s um of

} a.nti-Weatem sentiment, have otfered the Cammiata the “weahest
linka" through vhich the pontical am ecommic encirclemnt of
Europe and the political uontian of the us could. be accamplished.
Tha immodiate Soviet anbiti.on lna been to era.dicahe Westem
influence in these newly maependent areas and similtaneously to
zvnder them increasingly vulnera.ble to Commmism. At the same

i




time the Commmists have hoped to create economic pressures in
Western industrialized countries which are presumed to be depen-
dent on unﬁemeveloped. areas for markets and sources of supply.
The economic offensive has employed a'miety- of
teclniques to accomplish its ends. It has dDeen characterized
‘By & pragmatic ec:lecucm in vhich offers of trade and various
forms orammebeenembimdvithm@.ndn mmversimmd
politicalsuppm't It has: ‘provided a wide varietyofamsand
mﬂ.i.‘barye(mipnntoncmt, the. aiguingofthenﬂitaryagree
'mntsbeing tomvedverypwcuptlybyths shixnnntont‘the equip-- -
, mentanddispatchofSovuttechnicunstotm.nthemcipimts -
1n1tuusc mmmsofremdnmaofmuttowecomnie
"daveloment, tm«m&mmmma%mtwmm
mst o:t Sov:let foreigl aid. bas s;peciﬁed repayment in either the
exportcofﬂn countryor:lnomerttbln cumnqr, the form to

" modest as smll cement plants or vwork shops. A significant
proportion of total ald expenditures to date has been used to
finance the services of Soviet technicians and specialists of all
kinds. 'Soviet'eéeoiogiats have surwyed the natural resources of
countries from Ghasa and Egypt, through Iraq, Afghanistan and
.India to Nepal; Soviet advisors have been active in key govern-
mental Ministries and Soviet engineers have erected a gresat
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variety of industrial instaliations and trained indigsnous popula-
ticns 1n their use. | | |
Thsecmmicvoffex}siwhaabeenmppdrtedbyam’opam
bamgaeq‘mxyuvemmm'c‘&pommn Radio broadcasts in
the tanguss of Africa, the Middle East, Asia and Iatin America
have rialtiplied in mmber, printed mtter has been distrituted
~d.1mctlyto ldterate populations, books and periodicals in native
langmaeahavabeenmadeevulabhtolocaldaalersattohenpnees
andmvspnnthasbeeneomtomushrsatpueesvhichcoumme
m1tocnrryfavor Inadditionap'ogranofschohrshipatorr
sttﬂyinthetBSRhasbmnghtMarIJG,OOOat\nentatmuh,‘
ArrimammtmmncatothemSRaineeitsimptm
Althoughthetlssxhusemdaatbkadgrmdprim
'mr,thiapromtovintheunderdevelbpedcmzesfmtha
Westisamoc-wideefrort ‘J.'hst.BSR “emmta: ‘orabarbthme

uwdmamnerronm'mmofitsm,m@n'
restricted to Southeast Asia.. Thecountriesor&stemmrope
appurtoparticipateintheaidprogrmhothontheirovn
"accmmtandaasubcontractmanasuppneratothem

' ‘ Sincel959an41960,ﬂhepeakyearsoftb80viet
emcmpmm,mmumsmnmmmm
shifted beck to military aid and tecknical training. From the
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Amletviewpointmnmryudmtsmwmwmxﬁmmm
vith mintmm costs. Firat, countries secking arus are often
mmwmauspm,»mmc&fm,mmm
in the state of twwoil in which Commist agitation gains most
adherents. Second, the sale of arms, on cwrrent or deferred
payment terms, costs the USSR little. If the mlitary equipment
'solazsobsmmtuemsa,asmsomuentmme,m
oppcwtmitycostiam,forithaaa]mdybeenawsededby
'animm-ovedmdel Ifﬂueequpmntisinmmtproductim,
mmmmﬁwmmmopeamxam
tobeamhaM»»mcuonof:tomoutputtmt its opportuity
cost 15 slight. In comtrast, theopporhmities for domestic use
of the resoufeea»going in%o a modern integrated steel plant, which
areforegommentheplantissoldoncmdittoawthercamtxv,
'-muldbemmhmresigxﬂ.ﬁcantto&uetecommmphwa

Rrhapsorprimimortameisthepotmﬁalmpactof

the Soviet viewpoint fortworeasons. The first is Britain's
neeentlyevidmed Jimn@esstoplaoeﬁeswiththesixeon-
timmlcomtriesoftheEln‘opeanEeononﬁc Commnity ahead of
ead.sﬂngtieswithmmbersoftheeoumomalthandthemn'opean
Free Trade Area, both of uhich were created by the British.




British participation will me.n e more potent European Commmity,
- ecopomieally end politically. The second 1lies in the fact that
Oommistpartiesanovertbomm”edeeplydivm@dintoa
groups: those who favor traditiomal, Stalinist policies exd those
neo-classicists of the Cowmmnist movement who support Khrushchev's
’mﬁszénéftbepomm. The approach to Western unity could mot
matammmmuummtmmuadm,
~mmuwmumamm-wurmm-mnmc
. body politic. mnbem,muacungtorunroreotueeMc
::,mmummwmummw,mma
'mmmmmmwmmm
diﬂmmssamngthewesw'nauiea Irthepramimorarm»
St Indomaia could so axsoerbate the West Irian issue as to cause
aputmenimnmmmmmm,mmm
mmw"'mmmmmtomaum And

Sovietm.ocmntbﬂn\mderdevelopedcomui.esw
mwmwwwmsmofsmwm

and the fact of more extensive cantacts and directly by Soviet
m&w&ﬁoﬁm.wmammm&mmw
exports of these countries. The Soviet Bloc has sometimes
~eontracted to buy nearly the entire ewmmal production of the single
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ormstimporbantezmortofaethwdepenﬂentonm;pcrbm&ipts,
and has timed the offer to coincide with a pericd vwhen the world
price of the commodity was especially depressed. In this way it
hasbeéomtbamawmding'mofm,w,mw
Cuba. It bas further signed long-tern trade and payments agree-
hnntsprovidingfortheharterofrwmteriale:qportsagainst
Sovietfuelandeapitalgoods Sudzagreemntsmespeciany

attracﬂvetothe@udevelwedcmmtﬁesuhoseimtsofcapimi '

-‘andcmsm:ergoodsaredepmnentonmtreeeiptsm&hwe
fluctuated frather v-.tolenuyuithtnemm price of their export
_As a result Soviet commodity exchange-with the underde-
velopeﬁcdﬁtrieshumwixatafateormperoéntayearm
1955 com,nmne:MswmwaSWofm

,,/

Smrietimorts ﬁ.'omfhe comrl;ries Sovietmtsahcwa

mmﬂngmtmudmmmaboutmﬁ‘m“
Soviet imports represents repayment of past credits, mainly




Table 8
USSR Trade with Underdeveloped Countries in 1961

Millicns of Dollars and Percent
Value i Percent

 fotal Exports S 819.2 7 100.0

. Machinery and Equipment R 1. . .8
Complete Flants , 9 = AT

Petroleun end Fetrolewn Products  119.8 w6
Rolled Ferrous Metals , ko.k S | 6.0
Wood and Wood Products 58.8 S 7.2
Food | 83.6 T 10.2
Offier Merchanditee 2061 . ma

2.0 . isg
BRllg - © 236
w32 T 3
00 32
. 170,7 - 18.0

mmmof&ﬁﬁmummmwm
i.n pa.rt reﬂects the concentration of the Swiet economic ottensive.

l?ive ‘countries have reeeived ™ pereent of tom Soviet economic
ald wtile the entire program embraces two dozen recipients. The -

« 55 &




Table 9

EcmomlcCreditsandGranéa'Medjytheﬂssato
Underdeveloped Countries a
January 195%«June 1962

5

waveast [ aBell § 85 l§§s

10

370
35

15

&. Data are romnded to the nearest five.

.56 -
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greater impartance of latin Amrica in trade than in afd reflects
thelackofreeeptivityonthepaicofcountrmeinthe;ma .
(excepting Cuba) to Soviet aid offers. Soviet interest in the
area, however, i8:ifndtcated in the volume of commerce. The cone
centration of aid and trade emong 1nAfvidual couritries 1s in part a
reflection of 8 few large aid contracts. During the years (1,956-58)
meovietmterd.alsmrebeingdenw for the canstruction of
the Butlat steel plant, Inita fmports from the USSR more than
tripled 4n'value. e period of heavy deliveries of Soviet goods

for the Aswan Dam began in 1961. _ : -
. Wablelo -
Distributicn of Soviet Forelgn Trade in 1961 and Afd

with Free World Underdeveloped Countries
, in 195462

100
Iatin America 66T 38 52 6
Middle East 368 21 269 30
Africa 122 7 68 8
Asin 502 28 118 47
Europe 109 6 75 9

a. Baeauseofrotmding,couponentsuaymtaddtothetotalsahom,




Caoncentration of Soviet aid in a few countries reflects
alsoanincmasingselectiﬂtwonﬂmpartqum. Although
aidhasahqaysbeenooncenmtedemongafewreeipients, in the
early years of the program, its scope and distribution were

. probably more limited by lack of receptivity on the part of the
- underdeveloped countries than by Soviet choice. Aatheprogram

has grown, as projects havebeensuccessmny-implegenbed with
mmthanmrmldelagaandndastéps,anﬂaboveallaime
the Soviet sputniks have endowed the USSR with a new aura of

-:‘tmngthandreapectabmty,themmberoreo\mtriesuiningto

accept Soviet aid has also grown. ‘e degree of concentration,
hovever, has remained sbout the same. At present the Soviet aid
program is conceéntrated in countries of strategic geographic
location 1ike Afghanistan, strategic international significance
like Tndta, or countries considered ripe for “socialisn” like

_cuha Foremmple,sineemmenthecastroregimin&ma

adopted an !

anu" duperdalist foreagn poncy and naticmalized
produetion, move than m-qmm of total Sorviet
ald extensions has gne to Cuba slone.

 Bovlet foreign aid has Bécoms an accepted fact of life Grcanas LuUSSH
in the underdeveloped vorld; in fact, 1t is generany,’abmtym’d’”’:”’“.”wa::
to provide up-to-date industrial’ equipment and training of all
kinds. Since 1t hes established ftself, the USSR can now afford

s




to be more selective in dispsnsing 1ﬁs~mm1ﬁcence. It seems
likelythatintbefimmetheSovietecmomicaidprogmmvln
eﬁb end flow in intensity, continuing at less than peak levels
untll the USSR sees & new opportunity for an'iﬁlportant potential
addition to the Commmist fold. '
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Table 12

:Mty cmiition of N

Exports '

1955-1961

(continued)
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Table 13

Imports

1955-1961

. (Continued)
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1958 1959

. 1955-1961
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Comodity Compositicn of Soviet Exports to European Satellites
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Table 16

Cammodity Composition of Soviet Exports to Commmist China

1555-1961

1961
Value Percent

1956 1957 1959
Voluwe  Percent
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Commodity Composition of Soviet Exports to Industrial West
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Commodity Composition of Soviet Exports to thnderdeveloped Countries - .-
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Commodity Composition of Soviet Imports from the Underdeveloped Countries
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1955-61

Trends in Yoreign Trade Between the USSR and Selected Free World Countries
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