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PREFACE

This paper identifies a basic Soviet problem, that of
social and economic interaction at the lower, or micro,
levels of that nation's existence. It attempts to go be-
yond arbitrary characterizations of process and to look
instead at the dynamic process that operates in any real
setting. The specific case which will be examined is the
series of relationships between various types of transport,
but in a larger sense it will examine the Soviet system
itself and that country's attempt to apply successful cen-
tralized macroeconomic management at the microeconomic
level. This may be the single most important problem facing
the Soviet regime. This paper concludes that there are good
prospects for its resolution.

Knowledge can be a curse. I have recently pondered a
poem written in the last century by Alfred Tennyson, The

Lady of Shallot. It is a tale of a princess held prisoner

in a castle tower by her fear of destruction should she look
directly at the world outside. Longing for that world,
nonetheless, she spent her hours watching it through a
mirror, from whose reflections she weaved pictures. The
tapestry which these pictures combined to create necessarily
contained what she wanted in it, representing her preferred
reality. When she was finally compelled to leave the
castle, reality proved so different from her pictures that

her fear was realized, and she was destroyed.

iii




We are all dealing with this curse. For too many years
we have watched the Soviet Union through a mirror and painted
our pictures in the hues and tones that we found comforting.
Now we are finding it impossible to remain in our seclusion.
At first militarily, and increasingly with political and
economic force, the Soviet Union is intruding on our render-
ings and changing their shapes. This essay is an attempt to
bypass the mirror and look directly at one aspect of Soviet
reality.

1 would like to acknowledge a debt of gratitude to the
U.S. Army's Foreign Area Officer Program which provided me
not only with the opportunity to engage in a year of excel-
lent Russian language training at the Defense Language Insti-
tute but also to utilize the training there to meet pre-
Revolutionary Russians and their children and to hear their
memories and points of view. This most unusual educational
proagram then afforded me a year of interdisciplinary Soviet
studies at Fordham University, where I gained insights into
politica}. economic and cultural histories and attitudes.
The third phase of this program was the most special. It
was conducted in a small town in the German Bavarian Alps,
where for two years I listened to Soviet instructors who
had been separated from their country by the Second World

War present their viewpoints on the Soviet Union in their

native language.
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%A. After four years of this program, which also occasioned
the beginning of my serious study of the Soviet and Western
transportation systems, including visits to major transpor-
tation facilities throughout Europe and travel within the
Communist bloc, I was put to work as an intelligence analyst
with the Defense Intelligence Agency. There I had the
opportunity to look even closer at the Soviet Union, most
interestingly at the hundreds of stories told by Soviet emi-
grees of life in their native country, expressing points of
view ranging from those of truck drivers to those held by
university professors.

Finally, the program's alternation of officers between

area-oriented assignments and those in their basic branches,

mine being in transportation, has allowed me the ability to
retain my dual qualification. I have remained very close to
the professional essence of transportation, having managed
freight movements by air, land and sea in three countries,
and have also consulted on Soviet transportation situations
with the Congress and a special Presidential executive com-
mittee.

1 express my gratitude also to the Naval War College
and its Center for Advanced Research for making the time and

facilities available for this study to be conducted.
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- CHAPTER 1
THE INSTITUTIONS

The Soviet Union is one of the two most powerful
nations on this planet. It has the largest national land-
mass, the second highest gross national product, the third

largest population, and what an increasing majority of

opinion considers to be the world's preeminent military é
capability. Despite these statistics, the United States

’ and many other nations have persisted in giving little cre-
dence to Soviet effectiveness potentials, seeing Soviet i
accomplishments rather as anomalies achieved at inordinate

cost through totalitarian controls. This view believes that

such a fragile situation could presage the collapse of the
Soviet system.
With Soviet diplomatic and military accomplishments a

matter of historical and current record, criticism has

lately tended to focus on economic matters almost exclu-
sively. The Soviet economy is characterized as being grossly
inefficient, beset by difficulties in achieving planned
objectives, and increasingly vulnerable to resource (espe-
cially energy and labor) constraints.

Evidence to support this view comes mostly from compari-
sons of published planning objectives with published and
extrapolated performance data. There is a considerable body

% of Soviet writings critically describing efforts to achieve
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economic rationality which is often called upon to reinforce
assessments of Soviet economic malaise. The final ingred-
ient in such assessments is an inevitable measure of wishful
thinking. The Soviet system is deemed to be antagonistic to
our own, and it is natural to desire its failure, or at least
to relish its difficulties.

The view of the Soviet economy as incompetent allows
for its relegation to lower orders of consideration in our
own planning and decision making processes. The obvious
danger of such a view should it err lies in the deleterious
effect such miscalculation would have on those processes.

A good example of such miscalculation is the recent
emergence of the Soviet merchant marine as a major force in
the world's maritime commerce. Less than ten years ago this
branch of the Soviet transport establishment received little
attention and was looked upon as a second-class operation.
Its ships were obsolescent by Western standards, with little
evidence of the remarkable technology which had become cus-
tomary in Western vessels built in the 1960's. Today the
Soviets carry an ever-increasing share of available world
maritime cargoes on a growing fleet of modern ships, and
this capability (and threat to the international economic
status quo) is currently one of the most hotly debated issues

in the capitals of the Western maritime nations (more will be

said about this situation below).
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Coincidentally, in the light of such Soviet successes,

an obverse tendency to perceive the Soviets as being "ten

feet tall"™ is also growing. This is most discernable in
military contexts, but it is becoming increasingly notice- 1
able in economic areas as well. Such attitudes serve only

to increase levels of anxiety, further deteriorating rational

judgement and the ability to take effective counteractions.

The middle road of Soviet analysis seems to be the
least travelled though apparently the most direct. There
are several reasons for this, the most compelling of which
is that the middle road is the least charted and often can
be navigated only with the aid of well-developed knowledge
of the terrain (Russian language training, understandings
of Marxism-Leninism, comprehension of socialist command
economies, etc.). An equally important barrier to travel on
the middle road is the necessity to view the Soviet Union
evenly, contrasting (and therefore acknowledging) strengths
as well as weaknesses. It is the phobia against such acknowl-
edgements that most inhibits balanced analysis.

The basic strength of a command economy lies in its
ability to concentrate resources on ends deemed important by
central decision authorities. It accomplishes this through
horizontal management integration; that is, through a large
number of functional management organizations directly sub-
ordinate to the central authorities. The Soviet model
reserves most decision authority to these central authorities,

3
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and herein rests also the basic weakness of the system.
Functional organizations must obtain inputs and dispose of
outputs based on instructions from the center. Since there
is normally only slight ability for unilateral action in
these regards, interaction between differently subordinated
economic units is therefore carried on with difficulty.

The Soviets call the weak link in any process an

"uzkoye mesto" (a narrow place). Microeconomic management
is an "uzkoye mesto®™ in the Soviet Union, which finds effec-
tiveness (doing the right things) more easily achievable
than efficiency (doing things right). 1In a command economy
efficiency pays enormous dividends because of the scale of
possible application. There is a constant imperative to
remove any stumbling blocks to its attainment. At the same
time, however, there are ideological and bureaucratic insti-
tutions which complicate the situation. For the purposes of
this paper they are:

1. The Soviet Union is ideologically committed

to Marxism-Leninism and concomitantly to a

system of centralized decision making.

2. The Soviet economy operates on the basis of
interactive planning and maximum growth.

3. The Soviet economy is managed by exception.

4. Soviet managers are opportunistic integrators.

5. Soviet society is highly specialized to conform
to the requirements of the national economy.

6. Thinking and action are usually governed by
necessary adherence to the philosophy of
dialectical materjialism.

4
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Except for the existence of the "private plot" wherein

Soviet citizens may raise certain crops and animals for sale
in farmers' markets, and some highly regulated craftsmen who
ply their trades individually, there is no legal private
enterprise in the Soviet Union. All productive capacity
belongs to the state, which is the only employer. The state
reserves decision authority over resource (capital, materiel,
labor) allocation to the center, relying on subordinate
organs to provide the necessary information on which to base
such decisions. These are the basic tenets of Marxism-
Leninism which enclose the first institution. i
Interactive planning based on maximum growth require-

ments refers to the situation whereby all resources are allo-

cated in a "daisy chain" manner from raw materials to end
products. This process is calculated to make maximum use of
available resources with little or nothing purposefully held
in reserve. Suppliers and customers are tied to each other
by the state and there is no commercial "shopping." Without
alternate sources of supply, it can be readily seen that the
failure of one link in the "chain" can damage--even stop--
one or a series of processes.

The Soviet economic system is run on an extensively
codified body of rules and regulations, which stipulates in
elaborate detail the procedures and processes that management
must follow. This is an absolute necessity in order to keep

management decisions at the center to an absolute minimum.
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There is little ability to manage the Soviet economy exten-
sively through the central authorities, and intensive
methods--management by exception--are instead practiced.

Since the Soviet economy is centrally managed and
highly integrated (interactive) in nature, opportunities
which serve to promote the national interest can be exploited
effectively. The only brake on such exploitation would be
the inflexibilities which characterize an interactive plan-
ning cycle during its operation. Since the Soviets normally
follow five-year planning cycles, that period of time is the
maximum delay that full opportunity exploitation would likely
suffer. Once exploitation begins, however, its scale can be
impressive. A method which allowed a one percent reduction
in labor force within the Soviet transportation industry,
for instance, would free 170,000 workers and save some 340
million rubles per year (based on average wages of 2000
rubles per year per work.r).l

The Soviet Union has three categories for its laborers.
These are worker (blue collar), peasant (farmer), and
people's intelligentsia (white collar--university trained).
The latter group is differentiated by profession and obtains
work through analogous professional unions. Union membership
is open only to persons who have appropriate university
degrees. Job mobility within the first group is easiest,
and employment changes are increasingly common. Until re-

cently, peasants were tied to agriculture but have lately
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been given more freedom to find nonagricultural work. Pro-
fessional people are usually mobile only within their pro-
fessions. This high degree of specialization is a mixed
blessing, tending in some cases to prevent natural talent
from being properly employed, but more often enhancing pro-
fessional development.

Dialectical materialism is a very complex philosophical
system which originated in the early nineteenth century with
the German philosopher Hegel, was elaborated by Marx and
Engels, adopted by Lenin, and modified by Stalin and his
followers. As a tenet of Marxism-Leninism, it should be
included in the first institution. For purposes of emphasis
it is treated separately. The dialectic basically holds that

change is an innate process:

Every phenomenon in the various orders of being
contains in itself opposing elements which are
mutually exclusive, and yet also presuppose and
interpenetrate one another: the conflict between
them conditions all development; within the
bounds of the unity of any given thing a contin-
uous accentuation of the contradiction between
the opposites is always going on; once this
opposition has reached a certain level, condi- j 8
tioned in each case by the specific quality of ;]
the thing in question, the contradiction is :
resolved, and the previous quality is thereupon
replaced by another one, with new internal con-
tradictions.?

Understanding of the dialectical process is a prerequi-

site to comprehension of the rationale for much of Soviet

word and action. It explains why the Soviet government can

accept the presence of microeconomic management shortcomings




as inevitable and believe that their resolution is equally
inevitable. This is a sort of "power of positive thinking,"
Soviet style.

The dialectic, especially its law of the unity and
struggle of opposites, encourages criticism to "accentuate”
contradictions and speed the process of change. These con-
tradictions are considered to be (a) nonantagonistic,

(b) related to growth and occur throughout the whole forma-
tion of the socialiat order, and (c) leading not to an
eventual collapse of the production-relations of the exist-
ing (socialist and communist) order but to a continual per-
fecting of the same.

These three traits are paralleled by the specific
manner in which such contradictions are resolved under
socialism: (a) they are settled, not by a violent upheaval,
but gradually, by means of a planned development of social
production; (b) they are disclosed and dealt with, not by
way of the class struggle, but through criticism and self-
criticism and the establishment of new driving forces for the
development of Soviet society; (c) they are eliminated, not
as in capitalism, by a revolutionary destruction of the
existing order through mass pressure from below, but by
degrees, without "explosions,” but with the initiative pro-
cess proceeding from above, from party and qovornnont.3
This paper will attempt to demonstrate the validity of

the six above enumerated institutions in the Soviet economic
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system through the examination of intermodal transportation;
that is, the interworkings of the seven freight carrying
transport modes.

The Soviet transportation industry, employing some
17 million persons (thus making it the largest sphere of
economic activity), constitutes the system of arteries,
veins and capillaries which nourishes the nation. Each of
the seven transport modes is bureaucratically independent
of the others, though they are to varying degrees operation-
ally interdependent. The state of relative efficiencies in
their interworkings can serve as an effective barometer to
measure general trends in microeconomic managerial improve-
ments in the Soviet economy at large.

This paper will introduce the general Soviet economic
system first. The transportation industry will be integrated
into that system, and the situations relating to intermo-
dality will be discussed. Very recent innovations which are
attempting dramatic improvements in microeconomic coordina-
tion will then be outlined. Finally, the paper's conclusions

will be presented.
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CHAPTER II
THE ACTORS |

The Soviet Union is a federation of 15 republics, each
with a different predominant, separate (or, in the case of | 9%
the Baltic states which have become Russified, at least an
historical) nationality. There is a profusion of languages,
races, traditions, and histories--many of them with less
than friendly past relationships with prerevolutionary and
postrevolutionary Russia. The actors are from all of these

groups across the Soviet Union and belong to one or both of

the two bureaucracies which regulate the country's existence.

The Communist Party of the Soviet Union (CPSU) controls
very little and it controls everything. The Soviet govern-
ment, on the other hand, controls everything. This seeming
contradiction is resolved with the knowledge that the actors
in both bureaucracies are often the same. The President of
the Soviet Union is Leonid Breznev, also the Chairman of the
Politburo of the Central Committee of the CPSU. Alexi Kosygin
is Chairman of the Council of Ministers of the Soviet Govern-
ment and also a member of the Politburo. Marshal Dimitri
Ustinov is head of the General Staff of the Soviet Armed
Forces and a member of the Politburo as is Yuri Andropov,
head of the Soviet State Security Committee (KGB).

A much-used Russian question, ascribed to Lenin, is

‘ : "Kto-kogo?" (pronounced kto-kovo), which means "Who's doing

10




what to whom?" It is this question which defines the diffi- ]
culty in the characterization of the Soviet system of govern-
ment into simple process diagrams. The "doer" and the "doee"
are often interchanged, and the question then arises of who

in fact is running the store. This dichotomy becomes clearer ]
the lower down into the hietarchy one travels. What can be
said with certainty is that the system is one of perpetual

conflict between the actors in a dialectical process which

is the justification for the dictatorship of the vroletariat
in the first plqce.

It wasn't always so. Under Stalin's one-man rule (there
is even a Russian word for this--"edinonachalye") there was
true totalitarianism. Solzhenitsyn describes this period

poignantly in Gulag Archipelago. A gun to the back of the

head or the camps, regardless of rank or standing. This was

< the penalty for even suspected disloyalty. Among the first
to go in the Great Terror of the late 1930's were railroad
workers accused as "wreckers" of the five-year plan targets
for the transportation sector. They were shot or imprisoned

for their crimes--not moving enough freight. The last man

known to have suffered a summary execution in this manner
was Beria, the man who attempted to seize Stalin's power from
his deathbed and continue its exercise in the same form.
Among his executioners were the top leadership of the Soviet
Union for the next decade, who agreed to sacrifice excessive
controls so that all could have some measure of security.

11 s
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Thereafter, fallen leaders were demoted rather than shot;
negligent railroad workers fined or sent to work camps, not
to their deaths.

This is not an apology for Soviet internal policies.
Others argue that question. What is important to know is
that the Soviet Government has lost some of its arbitrary
powers. What remains is a series of checks and balances
which extend down to the very bottom of the Soviet hier-

archy, designed to ensure that the will of the CPSU is fol-

lowed. To understand the conflict between the interactive
elements requires knowledge of how the political and eco-
nomic systems work.

The Soviet political and economic systems are really
one system. In fact, for purposes of simplification the
best way to tell this story is to use a familiar analogy--
that of a corporation. Imagine a board of directors, with
members appointed from various industries, some from within
the corporation itself. This body gives general direction
to the corporate management which handles the planning and
operation of the business. There are vice presidents in
charge of operating divisions, to whom report the managing
directors of the factories and service centers controlled
by the respective divisions. At the same time there are

stockholders in the corporation, some of whom work in the .

various parts of the company, others who do not. The stock-
holders are very concerned over the proper operation of the

12




corporation; many attend the annual meeting and others
write letters to the board of directors to inform them of

malpractices at the lower levels.

The U.S.S.R. has been described as the world's largest
corporation, and with few modifications the above scheme
* can describe its structure. The Politburo sits at the head
of U.S.S.R., Inc., and dictates the policy directions for
the Council of Ministers, which handles the planning and
management of the country. The operating divisions are a
collection of 48 ministries, each with a large number of ,
economic enterprises, whose managing directors report to the
ministry chief. The stockholders are the members of the

CPSU, who elect representatives to the periodic Party Con-

gresses and who write letters to the Party newspapers (Pravda
papers are Party-published, Izvestia ones by the Government

E ¥ organs) or report malpractices through the Party chain of

command. There are some 16 million "stockholders," whose

membership is earned through work for the CPSU without pay,

in addition to regular jobs.

The actors, then, are Party members and non-Party mem-
bers, and this represents the first level of conflict. Party
members are theoretically loyal to the "board of directors,”
non-Party members to their operating divisions. This lower
form of loyalty is known as departmentalism or regionalism
or, in more understandable terms, "preoccupation with the

trees rather than the forest." To complicate things, Party
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members themselves can demonstrate departmentalism and

regionalism, further categorizing Party members into "good"
and "not-so-good," a sublevel of conflict.

There is one other personnel stratification. Soviet
adults are classified as either workers, peasants or people's
intelligentsia. Theoretically there is unrestricted mobility
with regard to achieving these tags, but in fact children
tend to adopt their parents' status. Status, not wealth,
is the major discriminator in the Soviet Union. And there
is constant conflict among the three strata.

Regardless of one's status, however, everyone undergoes
a similar socialization process. In grade school all join
the Young Pioneers and wear its symbol--the red kerchief.
Here children learn that individualism is bad and the group
all-important. Grade school is a long group-therapy ses-
sion. As members of the Young Pioneers, children often get
their first taste of military training in summer war games
held throughout the country. They are encouraged to join
the Young Communist League (Komsomol) and the Armed Forces
Auxiliary (DOSAAF). In high school all children take basic
military training, and the great majority of males continue
to serve two years of active duty.

Two motivations are constantly present with regard to
membership in the social-political organizations. One is
ideological and the result of a subtle and pervasive patri-

otic thread that is woven throughout a young person's
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upbringing. The second is pragmatic, for membership in
these organizations is possibly a prerequisite for higher
education and the status of people's intelligentsia, for
better jobs, and therefore for a better life. But it would
be a mistake to consider the two motivations as mutually
exclusive. The Soviet people tend to be patriotic and
nationalistic and to accept the ideals of Lenin. At the
same time they dislike bureaucrats, Party members or not,
and consider them as distortions of what Lenin promised.

To summarize the cast of characters, there are good
Communists vs. bad Communists; Communists vs. non-Communists;
workers vs. peasants vs. the people's intelligentsia; and
everyone vs. the bureaucrats. According to the dialectic,
it is the role of the dictatorship of the proletariat to
fuel these conflicts, allowing the historical process to bring
about the inevitable synthesis. It must be understood that
the CPSU acknowledges this situation, encourages it, stirs
it up, aggravates it--all premeditatively. For, if the con-
flict were absent, by definition Communism would have been
achieved, and the CPSU could be disbanded.

There are institutional actors as well. The Soviet
economy is run under a system of "centralized pluralism.”
The center is comprised of the Politburo and Council of Min-
isters, which combine forces to develop "perspective"
(usually twenty-year) and medium-term (five-year) plans for

the development and operation of the national economy. These
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plans are issued in the form of instructions to the system
of 48 economic ministries, which in turn pass them to sub-
ordinate enterprises in operational forms. This is an
incredibly complex process whereby the State Planning Com-
mission (Gosplan) aggregates resources into 300 groupings,
balances these with the medium-term and perspective plans,
and disaggregates and allocates some 20,000 items to the
ministries, which in turn must allocate them to their sub-
ordinate enterprises. All to achieve the output stipulated
by the Politburo and Council of Ministers.4

Enterprises are told from whom they are to obtain in-
puts and to whom they will sell outputs. They are told in
what quantities to produce, with what levels of efficiency,
and at what cost. There are rewards for success and penal-
ties for failure. Ultimately, each enterprise is dependent
on other enterprises--for, if inputs are not received,
there is little recourse and outputs will not be produced.
This domino effect can hamstring the entire economy.

The cast of institutional actors and their conflicts
are therefore Politburo vs. Council of Ministers vs. minis-
tries vs. enterprises vs. other enterprises. The conflict

widens and is particularly insidious. At each level in this

hierarchy management wants the ability to fulfill its plan.
As a hedge against uncertainty it will tend to hide capacity
or overrequisition inputs. At each successively higher

level this is recognized by setting plans slightly higher
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than the apparent ability of achievement, but not high
enough to be demoralizing or threaten actual plan fulfill-
ment (for which the managing level will be judged). Not
even the Politburo is immune to this pressure, for the world
judges it and the Soviet Union itself on the ability to
achieve the plans which are now openly published.
There 1is another cast of characters whose acting is
of a dual nature. We have seen their primary roles in the
persons of Party and non-Party, worker, peasant, and people's
intelligentsia. The second role some 36,000,000 of these
peocple play is as members of the Soviet compliance mecha-
ﬁism.s Distributed among organizations including the People's
Control Commission (10 million), Soviet deputies (13 million),
trade union inspectors (10 million), and Young Communist
League members of "Searchlight" (4 million), these are the
people set into motion--dialectically--to keep the pot
stirred. They are expected to muck about, with legal privi-
lege, and uncover the distortions caused by all the conflicts
above enumerated, reporting them to their parent organiza-
tions and to the 7,973 Soviet newspapers which publish
streams of critical material on such distortions.6
With all of the individual and institutional actors
identified, it is time to look at the specific cast of the
transportation sector. Following the scheme of centralized
pluralism, transportation planning for long and medium terms

is accomplished by the Council of Ministers under the guidance
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of the Politburo. The CPSU Central Committee maintains a
small transportation advisory group as an independent source
of situational information, while Gosplan's Institute for
the Study of Complex Transportation Problems remains the
Council of Ministers' most competent source of information.
It is at this level that national priorities are weighed to
determine the extent of investment in new and existing
transportation facilities.

The four principal transportation operators are the
rail (Ministry of Ways and Communications) and maritime
(Ministry of the Merchant Fleet) ministries subordinate to
the U.S.S.R. Council of Ministers, and the river and
automotive transport ministries subordinate to each of the
15 Soviet republics.

The rail ministry is the mo=t important, both histori-
cally and situationally. 1Its name and organization remain
much the same as in Tsarist days, and railroads remain the
center of Soviet transport activity. The most important
reason for this fact is geographical. Set well into the
northern latitudes, the Soviet Union is beset with winters
which deny use of river transport for an average of five
months, impede truck transport by snow and make it nearly
impossible during spring thaws, and hamper the relatively
small flows of intercoastal maritime commerce that is allowed

by the Soviet Union's largely landlocked location.
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Some 60% of all Soviet freight (ton-miles) moves on the
railroads, which have carried as much as 80% in the recent
past. This freight movement is the most intense in the
world, and half of the world's total rail truffic is carried
over Soviet railroads, which account for only 10% of the
world's rail track. Compared to the United States, the
Soviets move twice the amount of freight over two-thirds of
the track.7

In order to accomplish this gargantuan task, the rail
ministry is organized into 26 railroad authorities, each of
which has a number of rail departments, which total some 167.
The ministry also operates a system of 15 technical colleges,
providing three- to five-year education in every technical
and administrative rail discipline imaginable, to provide
staff for its operating divisions. There is also a system
of hospitals, vacation resorts, and clubs. 1In all, the min-
istry employs some 5 million persons, of whom a third are
engaged in actual rail operat:ion.8

The rail ministry manages one unique institution as
well. The system of railroad courts administers military
justice to railroad operating personnel. This is tacit
recognition of the importance of near-optimal performance
of rail transport and the discipline that is required to
maintain that performance. Railroad operating personnel

constitute a paramilitary service which is in a constant
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state of warfare with its enemies--weather, inefficiency

and incompetence--to achieve rapid and reliable transporta-

RSN AR

tion.

Traditionally, all other transport modes have served
auxiliary roles to the railroads. Since rail transport is
most reliable, all schedules have been set to those of the
trains. Any transfers between other modes and rail must
first consider railroad requirements. The rail ministry
thus exercises de facto control of Soviet domestic transpor-
tation. |

Second in transport significance to the Soviet Union
is the merchant marine. Its ministry controls the operations
of three territorial administrations (Baltic, Black Sea and

Far Eastern), which in turn direct the operation of seven

shipping companies. There has been little historical need
for the merchant marine to interface in serious ways with
other forms of transportation. Ship schedules were known
well in advance, took days--even weeks--to discharge and
reload, and freight seldom carried the urgent priorities

characteristic of that traveling on the domestic transport

network.
This last statement is absolutely false . Because of
the interdependencies of Soviet planning, everything has an

urgent priority, and herein lies the importance of the mer-

chant marine. There are three ways in which Gosplan can
achieve its material balances--produce more, do with less,
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or import. Once an import decision has been taken, the

foreign material becomes part of the balance, is included
in the plan, and becomes a "domino" in the interrelated
manufacturing process. Delays become as critical for these
materials as any others.

In many ways the maritime ministry has lately over-
shadowed the rail. The Soviets are in the midst of a con-
siderable merchant marine development program, which has
added some six million tons of capacity to the fleet in the
last ten years, which now ranks eighth among world maritime
nations.? The stated purposes of this expansion are the
achievement of independence from an industry which they
describe as a monopoly of the West and to earn hard curr‘ncy.

The Soviets can now carry some 85% of their import-
export cargoes on domestic shipping, up from 50% ten years
aqo.lo There have been times in the last twenty years during
which Western boycotts were imposed against the carriage of
Soviet freight. This is an intolerable situation given the
planned nature of the Soviet system, and their goal of inde-
pendence from such a situation should be understood in this

light. The Soviets see this as a dialectical approach, the

thesis being the threat of Western control of Soviet mate-
rial acquisition and the accompanying uncertainty, the
antithesis being the creation of an independent Soviet mer-
chant capability, and the synthesis expected--the end of

Western control of maritime transport.
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> The Soviets now earn considerable amounts of hard cur-
rency from maritime commerce and are moving towards inde-
pendence of the Western monopoly. Many see the Soviet
maritime buildup as a declaration of economic warfare or an
attempt to gain its own monopoly. Both of these views dis-
regard both the dialectic and the basic interactive nature
of the Soviet system itself, which cannot accept any end in
itself, save one--Communism. In order to maintain motion in
that direction, each of the dialectic processes must be com-
pleted so that the ones following may begin. The Soviet

view holds that, when the Western monopoly of maritime com-

merce is no longer threatening, and when sufficient hard cur-
rency incomes are present, the planned attention to the
merchant sector will shift to another dialectic problem.

There are few more emotionally-charged economic issues
on Western agendas today than those relating to Soviet mari-
time commercial expansion. It is the tip of an iceberg ;
whose breadth we are likely to be increasingly exposed to
into the next century.

The maritime commerce of the world is dominated by

cartels--called shipping conferences--which were designed

in the last century to avoid destructive competition. By
allowing shipowners to fix rates for transport, it was hoped
that rate wars would be avoided and that extra cost would be
outweighed by more reliable service. This principle was
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recognized in the U.S. situation by the Shipping Act of
1916, which excepted these cartels from antitrust prohibi-
tions.

Conferences are composed of shipowners who share the
trade on mutually-agreed-upon formulae based first on
seniority, then on economic power. Rates are set to provide
minimum profit levels for the high-cost carriers. Thus, in
a conference to which, for instance, a U.S. and a Taiwanese
carrier belong, the same freight rates would be charged--
but the profit margin would be widely different due to dif-
ferent levels of overhead and capital costs.

Independent shipowners can operate on small scales and
charge rates below conference levels. Practically, when
their operaticn becomes threatening to the conferences, they
are usually invited to become members with small initial
trade shares commensurate with their very junior status.

The capital requirements for this industry are so great and
the rewards for conference membership so lucrative that,
until very recently, this mobility has precluded major
threats to the conference system.

This all changed with the entry of the Soviet merchant
marine. The Soviets first tried unsuccessfully to join con-
ferences, then operated as independents, and finally began
joining conferences on a selective basis. Operating as inde-
pendents, they charged freight rates slightly above the
lowest independent rate in a particular service. So
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& effective has this economic incentive to shippers been that i‘
the Soviets now carry some 4t of the total maritime commerce
of the U.S. and in some trades as much as 20%.

The conference system has at last been threatened.
There has, since 1973, been a draft Code of Conduct for Liner
Conferences in the U.N. Committee on Trade and Development
(UNCTAD) which would weaken conference control and which will
enter its second five-year iteration this year, on the way
to probable world acceptance. The Congress has been the
scene of much debate on this issue, with contradictory
opinions emanating from the Department of Justice (anti-
trust), Maritime Administration (regulation of trade), Fed-
eral Maritime Commission (regulation of rates), and Depart-

ment of State (precedent). Bills are pending that would

limit the operation of all "state"-owned carriers. Nowhere

in this debate is there any recognition of the primary dia-
lectic purpose which the Soviets take every opportunity to
describe.
These debates center around one topic above all others--

! profitability. Their contention is that the Soviet Union

is operating its merchant fleet in an unprofitable manner,
which by definition constitutes a form of economic warfare.
The opportunity costs to the Soviet economy of such a prac-

tice would be so high and any possible short-term gain (less

than 10 to 20 years) so remote as to make such an argument




ludicrous. The Soviets are, if anything, preoccupied with
profits.

The problem comes in a difference in definition of
profit. Nearly every Soviet enterprise is formed on the
basis of economic cost accounting (Khozraschyot). This
means that income from sales must cover costs of operation
and overhead, to include limited investment and incentive
payments. Excess profits are returned to the state. The
main goal of profit in the Soviet Union is the maintenance
of financial equilibrium, precluding the need for subsidi-
zation. Since most trade turnover is between state enter-
prises and not with private individuals, there is no reason
to earn profits over the level of equilibrium. Only in com-
merce with private individuals (where most Soviet revenue
originates in the form of the turnover--a value added--tax)
and with non-Communist nations is excess profit justified.

In international trade, the Soviets do not measure
profits only in terms of currency. Barter arrangements
trade Soviet raw materials, goods and services for necessary
inputs to their economy. This can take the form of other
raw materials, goods or services, of complete factories, or
of Western currency which allows purchase of hard require-
ments.

As the West characterizes some of these barter arrange-
ments as "uneconomic"” and constituting "dumping," the Soviets
(and other command economies) countercharge Western subsidy,
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tax advantage, and loan guarantees to selected industries
(especially maritime) as even worse examples of "uneconomic”
operation and "dumping." A middle ground is certainly
needed!

Returning to the transportation cast, the river and
truck ministries of the various republics, of which those
of the Russian Soviet Federated Socialist Republic (Russia--
RSFSR) are most important @due to the fact that most of the
rivers and roads are located in that republic), serve very
different roles than do the rail and maritime ministries.

River transport is a bulk carrier, attractive because
of its relatively low cost of operation and overhead, but
often shunned because of its sensitivity to the vagaries of
the weather. Most rivers can be used with confidence only
from May through September, and even the unlikely advent of
ice at either extreme of this window gives rise to "hydro-
phobia"--the Soviet transportation planners' fear of water.
Once trapped in the ice, cargo must remain so trapped for
the duration of the winter, with imagined effects on the
interactive planning process. Nonetheless, major capital
inveatment is continually made to this sector in the form
of interconnecting canals; hydraulic systems to raise water
levels, allowing increased drafts of ships; and modern ships
and barges. There is an almost plaintive manner in which
river ministries attempt to sell their virtues to a very
suspicious and untrusting body of potential shippers.
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Truck transport carries more tonnage (80% of the total
tonnage carried nationally) than does any other modo.u
This is not to be confused with the statistic of 60% of all
cargo (ton-miles) carried by the railroads. Soviet trucks

12 and this fact defines

average trips of less than 16 miles,
their role in the transportation process.

Because of an underdeveloped intercity highway network,
a lack of trucks, and an unfavorable rate structure com-
pared to rail transport, trucks perform what is primarily
a shuttle function. They shuttle cargo between rail, river
and ocean terminals and warehouses. Most of the trucks are
small by Western standards, mostly in consideration of the
condition of Soviet roads. Specially designed heavy-duty
highways are required for the 40-ton loads that move over
our highways. Too many potholes can seriously shorten the
life of truck and semitrailer chassis. As anyone familiar
with highway systems in Canada and Alaska can confirm, it
is difficult to maintain these in good condition because of
the effects of freezing and thawing.

Truck transportation is receiving major attention in
the current five-year plan. New hard-surfaced road systems
are being widely introduced and truck production is sky-
rocketing, mainly through the building of the new Kama River

Factory, with a planned output by 1983 of some 150,000 trucks

per year.l3
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There are three other modes of transportation which
must be mentioned. Only the last will impact on this study.
They are air, pipeline and industrial. Aeroflot is the ﬁ i
largest airline in the world and devotes most of its atten- v
tion to domestic routes, where rates are favorable compared
to those of railroads. Pipelines stretching some 36,000
miles carry oil and natural gas as far west as Bavaria and

northern Italy. Although both air and pipeline modes are

exploring the potentials for moving large quantities of con-
ventional freight, they do not now do so and will be excluded
i from the scope of this paper.

Industrial transport is another story. This is an

unofficial mode, without separate ministry direction. It

represents the combined capacity of all Soviet economic

: enterprises in terms of intraplant transportation capability.
The Soviets include in this category rail sidings and switch
engines, enterprise truck assets, specially constructed con-
tainers, pipelines, conveyor belts and overhead trolley
systems. Recalling an earlier statement that the majority
of trade takes place between State enterprises, it is inter-
esting to note that 80% of all Soviet rail transfers take
place on industrial sidings.

The cast of characters is finally completed. The con-
flicts among the last group can be characterized as follows:
rail and maritime neutral before 1967 and rail vs. maritime
after, and rail vs. river vs. truck. The reasons for these,
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and all above enumerated conflicts, will become clear in

following discussions of intermodality.
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CHAPTER III
THE TRANSPORTATION CHALLENGE

The one piece of information about Russian railroads
that is most commonly known is their difference in gauge
(the distance between rails) from other European roads.

This difference is attributed to Russian preoccupation with

security and the attempt to deny potential enemies access

to Russian territory via the railroads. This misconception

is a good starting point from which to introduce the trans-

portation challenge facing the Soviets and to further high-

light the perceptual difficulties facing the West which were
described at the beginning of this paper.

In 1842 James Whistler journeyed to St. Petersburg
with his wife to consult with Tsar Nicholas I's Special
Committee for the Construction of the St. Petersburg to
Moscow Railway.l‘ Whistler was a noted railway construction
engineer, and his wife would be the subject of a famous
American artist's painting of his mother. One of the pres-
sing problems facing the committee was the selection of
rail gauge. The Russians had built two railroads previously.
The first, between St. Petersburg and the Tsar's summer
residence, with 6 ft. gauge, and the second, between Warsaw
and Vienna, with 4 ft. 8% in. gauge. The committee was in
favor of the 6 ft. variation, believing it would allow
heavier and more stable loads. Whistler convinced them
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that 5 ft. would be the optimum and could very well be the
standard long-distance gauge for cther parts of Europe.
The committee accepted his advice. Whistler was wrong
and the Soviets wound up with the only major 5 ft. rail net-
work on the continent. While this slowed Hitler's invasion,

his forces had only to lift the rails and replace them

4 ft. 8% in. from the static ones, with no other modifica-
tion of the railroad superstructute.ls

Whistler's visit to Russia came at a turning point in
the history of that nation. Two outstanding facts punctu-
ated that history: that Russia had remained in a state of
siege for most of its thousand-year history (the most recent
incursion by Napoleon a boyhood memory of the Tsar) and that
Russia had insulated herself from the world so well that,
when German engineers were building Peter the Great's new
city on the Baltic in the previous century, the Russian
people misperceived their inability to communicate with the
Germans because of lc-guage difficulty, naming them
"nemtsy"--deaf people. Tsar Nicholas I, with the motto
"orthodoxy, Autocracy, National Unity," was attempting to
follow Peter the Great's direction: to maintain Russia's
national integrity while keeping pace with--even leading--
the rest of the world technologically. Railroads were
destined to remain a key factor in that effort. |

The Moscow-Leningrad line was built, using the 5 ft.
gauge, and the construction was used as an excuse to
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stimulate native iron production. American and British
technicians worked side by side with Russians in factories
to build engines and other necessary equipment. Imports
were kept to a minimum. Investment capital was welcomed
from abroad and French, German and Dutch money paid for

much of the new right-of-way. The first city trolley system
in Kiev was built by a German firm, and German employees of
the company rode the cars as conductors.16

From the ranks of railway workers towards the end of
the nineteenth century rose one Sergei Witte. He became
Minister of Finance with the Tsar's adoption of his program
of rapid Russian industrialization through extensive rail-
road development, a further elaboration of the theory that
intensive iron and steel production would stimulate all of
the associated sectors of heavy and light—industry, helping
propel Russia into the twentieth century as an equal among
nations. The Trans-Siberian Railroad was one of these
projects. Railroad building flourished.

Let's examine a collage of Russian transportation situa-
tions in the nineteenth century, for in many ways these
fragments are timeless in nature. Readers of Pushkin will
remember the stationmasters who were the bane of a traveler's
existence, changing horses for the carriages traveling the
great distances between Moscow and St. Petersburg and the
country estates where serf labor worked the land. Lovers of

music might recall the song of the Volga Boatmen, those
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cooperatives of laborers who pulled barges upstream on that,

and other, Russian rivers. And from Tolstoy's Anna Karenina

remember the trains which ran eternally to some unseen desti-
nation, like the nation itself. All of these existed in a
terribly harsh climate where ice blocked rivers for months
every year, snowdrifts could bury trains, and where roads
turned to mush in the springtime, cutting the farm estates
off from the outside world.

Under these conditions the railroads were the only
reliable form of transportation. The Russian Ministry of
wWays and Communications, also the guardian of stagecoach
travel for the Tsar, ran the railroads with uniformed ser-
vants of the government and their work was hard. The rail
network grew and became an important wartime ally which,
though inadequate during the Russo-Japanese War, nonetheless
linked Moscow with the Sea of Japan.

Boris Pasternak's Dr. Zhivago also described these
railroads, which carried the living to the battlefields of
the First World War and the dead and wounded home. It also
demonstrated the effectiveness with which the Bolsheviks
used the rails to prosecute their war against the Tsarist
regime. In fact, Leon Trotsky, first commander of the Red
Army, led his forces from the railroads, defeating his
attackers by the ability to move rapidly from one breach in
the lines to another. Among the forces opposing him were

contingents of French, British, Dutch and American soldiers
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attacking in a north-south axis from the North Sea ports of
Murmansk and Arkhangelsk and on an east-west axis from
vliadivostok, along the Trans-Siberian Railroad towards the
Urals.

Much of the Allied concern, especially that of the
French, British and Dutch, was railroad-rclated. The osten-
sible excuse for the invasion had been the plight of the
Czech Regiment, a force which had been in transit across
Russia to the Sea of Japan on a circuitous journey to jecin
Allied forces fighting the Germans when the Bolsheviks
seized power and made a separate peace with the Kaiser. The
invasion was designed to bring them safely out of Russia.
This "intervention" also hoped to help the White Armies
replace the Bolshevik government and return Russia to the
war. Another reason for the interest of these countries in
a return to non-Communist rule was the existence of the
railroads themselves. Much of the investment for them had

come from stock issues to their own people, creating obliga-

tions which the Bolshevik government had immediately abro- ﬁ
gated. The invasion fajled, as did the White Armies them-
selves. The invasion was, in fact, very much forgotten out-
side of the Soviet Union, which regards "the Intervention"”
as one of the most important facts in its history of con-
flicts.

The disorganization and chaotic conditions which char-
acterized the first 15 years of Soviet rule resulted in a
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constant state of crises management. Only the largest
economic fires were fought; other, smaller, blazes were
simply controlled. The rail system was one of these small
blazes. Well developed by the time of the Revolution, it
required little attention during the following 15 years,
and it wasn't until Stalin's Five-Year Plan that the leader-
ship began to realize how inadequate the railroads were for
the program of rapid industrialization that was being under-
taken. New rail lines would require resources which had
been allocated elsewhere. More importantly, construction
would take time--which there simply was not enough of. Some
way had to be found to squeeze extra capacity out of the
existing rail plant.

The answer lay in containerization. The standard rail
cars had two axles and loading capacities of 20 tons. Stat-
isticians found that their average loadings used only 608 of
that capacity, and transportation engineers set about design-
ing a box in which cargo could be placed, which could enable
the full utilization of the car's platform. The box was
designed with a capacity of 2% tons and dimensions which
allowed eight to be loaded aboard a flatcar. In 1932, test
runs were successfully completed on the Moscow-Leningrad
route, and the system began general introduction. By 1940,

50,000 of the boxes were being handled by some 33 rail sta-
17
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This container transport system had advantages other

than merely efficient flatcar loadings. Freight could be

loaded at factories and moved by truck to rail stations or
to river ports without the necessity of rehandling the con-
tents, allowing labor savings to be used elsewhere. A
necessary requirement was the installation of hoists and
cranes wherever the containers were to be used, but the
relatively small weight of the package reduced the com-
plexity of that task. When the Second World War reached
the Soviet Union, the container transportation system
became a major asset in enabling supply efficiency and
reducing manpower requirements.

The system continued to grow and spread to other
areas of the country and, after the war, outside of the

country as well. By 1955, there were in the Soviet Union

over 800 stations handling some 600,000 of the containers,
which were also widely used in eastern Europe. The

Soviets had created a Council for Mutual Economic Assis-

tance (CMEA, COMECON, or SEV), in which members' (Poland,
Czechoslovakia, Hungary, East Germany, Bulgaria, Rumania,
and U.S.S.R.) national economic development plans were i
coordinated, to include transportation activity. The co-

operative nature of the various economies was such that

there was a constant cross-traffic of each other's rail cars,

with one notable exception. Since Soviet rail gauge was
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wider than its allies', freight had to be transloaded
between Soviet and east European cars at borders, for fur-
ther transportation east or west. The containers facili-
tated this transloading. The most significant expression

of the universality of these containers' use was seen in

the formation of the Common Railcar Fleet by the CEMA coun-
tries in 1963, to which member countries gave a number of

rail cars and containers with the right of free use of an
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equal number at any time.
In the mid-1950's production began on a new flatcar. !

It had four axles with a 50-ton capacity and represented

the dialectic negation of the entire Soviet and CMEA con-
tainer transportation system. It, and the heavier rails
which allowed correspondingly heavier trains to operate,

. questioned the rationale of a system with upwards of three-
quarters of a million containers, thousands of loading ;
facilities--in short, estimated capital assets of some half-
billion dollars.

It has taken 20 years to begin to resolve this problem

with the combined efforts of planners, scientists, economists,
and engineers.

Dialectically, the national and transportation planners
knew that their immediate roles lay not in finding a solu-
tion--that would be the end result of the dialectic process--
f but in stimulating the contradictions. This stimulation,

- pragmatically, took the form of attempts to optimize the sub-

optimal situation.
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Gosplan and each of the transport ministries have an
extensive organization of research institutes which study
problems ranging from cybernetics to the design of special-
ized pieces of equipment. The rail ministry institute
charged with container design developed three separate alter-
natives for different parts of the problem. The first was
the expanded use of a small lk-ton container on wheels,
designed to fit through the doors of boxcars, lending some
handling and capacity utilization advantages to their use.
The second was the redesign of the 2k-ton container into a
3-ton variant, adding some six tons of capacity to a flat-
car loading, which on a national scale was a considerable
measure. The third innovation was the wide introduction of
the S5-ton container, which improved the situation but still
did not allow optimal flatcar loadings.

Meanwhile, the dialectic synthesis to the Soviet problem
was in the process of birth far from the U.S.S.R. In the
United States a trucking executive with a novel idea was
attempting to break into the maritime shipping business. His
name was Malcolm McLean, and his new company was called Sea-
land Services. The name was derived from his idea to make
the cargo vans of his trucks' semitrailers demountable,
allowing them to be lifted vertically from their chassis
and loaded on ships. These could carry them to destinations
where the process would be repeated in reverse. Cargo could
move from the warehouse of the shipper by land and sea to
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the warehouse of the consignee without ever leaving the
cargo van--and without tying up the capacity of land trans-
portation equipment. "“House to house" movement was born, to
the dismay of longshoreman unions, and to the delight of
steamship companies and shippers--who saw transportation
savings, shorter shipping times, and major reductions in
pilferage and handling damage.

McLean's experiments were conducted in 1956, about the
time that the Soviets were beginning to realize their diffi-
culties. By 1966 the Western container revolution was in
full swing, Sealand Services was one of the giants in the
maritime industry, and the large-ton freight container (as
it came to be called in the Soviet Union) was internation-
ally standardized. This container revolutionized the world's
transportation systems. Ship owners who had converted ves-
sels to carry the boxes could now turn their ships around
in matters of hours, rather than days. With ship days
measured in tens of thousands of dollars, and with the extra
trips made possible, the combination of economy and added
income netted enormous profits. Railroads and trucking
firms quickly adapted their operations to the handling of
the containers, which began moving quickly and effortlessly
among inland locations in scores of countries.

This activity could not possibly have escaped the thou-
sands of researchers in the Gosplan and transport ministry
institutes. The question must have been what to do with the
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knowledge of the new Western container system. While a good
solution for the problem of rail car loadings, there was no
way to lift the boxes at rail stations (all the cranes there
having maximum capacities of just ten tons), no way to trans-
port them by truck over the poor Soviet highways, and no
ships to carry them in. The new technique was continually
studied, but efforts were confined to further improving the
existing system in the manner outlined above.

By 1965, it was clear to the Soviet transportation plan-

ners that the new container system was an international fact
of life and that in its use lay the synthesis to the dia-
lectic problem. They also realized that the obstacles which
would be associated with its introduction in the Soviet Union
were considerable. These problems can be listed in order of
their required solution as follows. First, Gosplan would
have to table the concept within the Council of Ministers,
which in turn would have to obtain policy guidance and approval
of the general concept from the Politburo. The concept would
then need to be fitted into the perspective plan and its
impacts weighed. These impacts would most seriously affect
the planned development of shipbuilding, rail car and truck
manufacture, handling equipment development, container manu-
facturing, and highway construction. This, in turn, would
require rough restructuring of material balances.

Once the concept was integrated into the perspective

plan and space made for it in appropriate five-year plans,
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the various transport ministries could be instructed to
begin determining the actual requirements which Gosplan
would eventually have to arbitrate.

Before proceeding further with this story, a word of
caution is appropriate. It would be a mistake to assume
that this transportation situation had suddenly loomed large
as a major concern of the Soviet political and governmental
hierarchy. There is no evidence for that. The process
described above must have taken place at some time between
1965 and 1969 in order for events to be described shortly to
have happened. But at the time the review was undertaken,
the situation was very probably routine and but one of
scores relating to various development projects under con-
sideration, all of which received similar disposition.

That this is so is evidenced from a lack of any special
interest in large-ton containers in Soviet transportation
writings before about 1968. The earliest mention was found
in a 1966 publication, its only reference being to develop-
ment and testing of 10-ton containers in the coming years
and feasibility studies of the possible use of large-ton
containet|.19 Since increasing references to Soviet publi-
cations will be made, a few words about them are in order.

To a reader of Soviet writings the most important page
is often the last. At its bottom are two fascinating pieces
of information which Western readers are denied. One is the
"tirazh® or press run. A glance at this figure tells the

41

e




reader how many books have been published, which in turn
gives indications about the scope of application of the
subject matter. The second important piece of information
is the time between submission for editing and submission
for printing. The average is about 18 months. Shorter
times can indicate special priority for publication.

A personal judgement is also in order. Over the past
ten years I have read hundreds of Soviet books and articles.
They are written dialectically:; that is, they first of all
describe the "synthesis"--the way reality should be. It is ]
at this point that most Western readers get lost. This is 3
the obligatory "preaching to the choir." Following this
obligatory "opening," however, there is usually a discussion

of the "contradictions"™ ongoing in the dialectic process.

These are clear messages directed at Soviet audiences. The
" first part tells them where their efforts should be directed,

the second how those efforts are falling short. While it

cannot be denied that there are Soviet writings that are
directed principally at Western audiences to achieve some
sort of effect, I will maintain that these are special, highly
restricted cases, and that the general bulk of literature
emanating from the Soviet Union is informative and invaluable
in understanding that country.
In the last chapter, 1967 was set as the year in which

neutrality between the rail and maritime ministries ended.

The rail ministry had continued to lead the other modes in
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container development initiatives, with these others follow-
ing and copying its initiatives. In 1967, however, an agree-
ment between the Soviet Ministry of Foreign Trade and two
Western firms, one Swiss and the other American, became the
catalyst that would change the face of the Soviet transporta-
tion system.zo

This agreement created the JEURO (Japan-Europe) Corpora-
tion to administer a highly unlikely commerce--the movement
of capitalist manufactures between western Europe and Japan
across the Soviet Union. The Trans-Siberian Landbridge, as
the route became known, copied the successful U.S. transcon-
tinental landbridge which connected the same two areas. Land-
bridge movements are managed by shipping companies and for-
warding agencies (the latter called non-vessel-owning common
carriers--NVOCC) which charge single-factor rates for "house-
to-house" movements on mixed land-water routes. The land
portion is arranged and paid for in bulk by the shipping
company or forwarding agency.

Under the JEURO scheme, Soviet ships would pick up
freight containers in Japan, transport them to Soviet far
eastern ports (either Vladivostok or Nakhodka), where they
would be loaded onto flatcars for the long trip west over
the Trans-Siberian Railroad, either to Leningrad for further
water transport to northern Europe or to one of the Soviet
border rail stations for further rail or highway movement
to central and southern Europe. The first test shipment
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was a dismal failure, taking 55 days for the east-west
trannit.zl The promoters of the route knew, however, that
potential savings in money and time over the conventional
water route through the politically unstable Suez Canal or
longer route around the African Cape justified attempts to
make the landbridge work.

The maritime ministry had little experience indeed in
the movement of unitized cargo. In 1966 the Baltic Shipping
Company had moved packaged freight for the first time on the
Leningrad-Rotterdam route.22 The ships designated to move
containers between Japan and the Soviet far eastern ports
were conventional freighters, and the containers were tied
down on their decks. For the first time the powerful Soviet
rail and maritime ministries faced a routine commerce in
which they would have equally important roles, requiring
their interaction on a basis that would define ships, rather
than trains, as the critical link. In this situation was
found the genesis of conflict and the end of neutrality.

Foreign exchange (hard currency) is one of the resource
balances maintained on the Gosplan ledgers. The JEURO Agree-
ment promised large potential flows of such currency. Small
initial movements of no more than 200 containers in one
direction per week would provide some $10 million annually
{based on a rate of $1000 per container), and further devel-

opment of the route could easily foresee ten times those




earnings. These were the projections which suddenly changed
the routine status of the containerization problem.

Though the Soviets generally reject conventional
Western economic theory, they apparently considered the

23 jnvolved in operating the Trans-Siberian

opportunity costs
Landbridge. Since their planning is based on the "ratchet"
principle--that is, the accomplishment of what was done the
year before plus a percentage of growth--the JEURO traffic

would have to be in addition to, rather than replace, exist-

ing traffic. The Trans-Siberian Railroad is probably the

24 .nd this in itself

most intensively used in the world,
would be no small problem to deal with. Equipment would
have to be installed to handle the containers at the ports
of entry and exit and at the rail stations where transload-
ings would be necessary. Additional rail cars and shipping
capacity would be required. All of these items would have
to be found in a system where there is little or no excess
capacity.

It is likely that the JEURO Agreement caused the mea-
sures which had been roughed into the perspective plan for
dealing with the containerization problem to be prioritized
and expedited. Soviet intentions became crystal-clear as
the number of newspaper and magazine articles and books on
the subject of containerization in general, and specifically
dealing with large-ton containers, increased significantly
from 1968.

45

™)

- ’

T T e—

et s




R

+ ol e

There was literally nothing of a substantial nature
which could be done with either the Trans-Siberian Landbridge
or the container problem itself until 1971. Prior to that
time, the ninth Five-Year Plan would have to run its course, ;
it being nearly impossible to make major changes in the
middle of a planning period. The JEURO Agreement was kept
in a caretaker status, with small movements which remained
inefficient but which gave operators along the route experi-
ence.

To clarify, nothing substantial could be done domesti-
cally. Thus far the Soviet relationship with her east Euro-
pean allies has been only briefly mentioned. The CEMA organ-
ization has its own integrated development plans, which
recognize the comparative advantage of the various countries
to the whole. Thus, for example, in the transportation area
Bulgaria might produce mechanical handling equipment, Poland

and East Germany ships, and Czechoslovalia and Hungary rail

equipment .
Three of these countries had already taken steps to
begin the use of large-ton containers. East Germany was
ahead of them al). having initiated a container route with
England in 1967, coupled to the introduction of large-ton
container equipment throughout the major rail terminals of
its country. By 1972 the scope of these operations compared
favorably with west European levels of sophistication.
Hungary began shipping fruit to the United States in the
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large containers in 1967 and expanded their movement with
West Germany, Great Britain, Scandinavia, Canada and Aus-
tralia. Poland and Bulgaria had some small experience
before 1968 as well.

In 1970 the CEMA countries met in Warsaw for the 36th
Session of the Permanent Commission on Transport. The Com-
mission approved an earlier decision by the Permanent Com-
mission on Containerization to adopt the large-ton container
as the basis of an integrated CEMA system, provided for
favorable tariffs to encourage wide use of the system, sim-
plified documentation through the use of a single transpor-
tation document for intermodal movements, and provided for
landbridge facilitation. Also created were two organizations
to continue these directions. They were the Temporary Work-
ing Group of the Executive Committee for Joint Planning of
the Container Transport System and the Temporary Working
Group on Container Transport Systems under the Permanent
Commission on Tran.port.25 Though long-named, these organi-
zations were taking steps on a CEMA-wide basis which would
soon be formalized in the Soviet Union itself.

On March 31, 1971, before the CPSU 24th Party Congress,
Chairman Brezhnev made the following statement: "In con-
nection with the long-range development of all modes of
transport, it is necessary to ensure greater coordination of
work, and to create a unified, highly effective transport
system for the country."26 This reference was buried among
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scores of others on every aspect of Soviet existence as

affected by the 9th Five-Year Plan which Brezhnev was intro-
ducing.

Kosygin, speaking a few days later as head of the
Council of Ministers, enlarged on Brezhnev's statement as
follows: "The immediate task of workers on all modes of
transportation is the mechanization of freight handling and
the development of container transport.'27 The final reso-
lution of the Party Congress summed both statements up by
stating the goals of ". . . raising effectiveness of trans-
portation work, achieving improvement in the use of trans-
portation facilities, improving the coordination between
modes of transport, eliminating irrational transport, and
widening container and packaged transport with the introduc-
tion of large-ton containers. "8

Gosplan published the complete version of the 9th Five-
Year Plan in 1972, the first time a plan had been circulated
in such detail. The Plan called for "the increase in volume
of container transport not less than two times . . . and
also the initial introduction of a container system based on
large-ton containers of 10-, 20-ton and higher capacity on
definite domestic and international transport routes, allow-
ing cargo movement to be speeded, and savings to be realized
in packing, dunnage, and handling vork.'29

Gosplan expanded this statement into a basic working
document, "On Measures for the Long-Range Development of

48




Containerized and Packaged Transport of Carqo.":’o It
outlined the following specific tasks:

a. Beginning in 1972 the manufacture of large-ton
containers by factories of the Ministry of Heavy, Industrial,
Energy and Transport Machine Building in quantities of up to
16,000 per year by 1975.

b. The manufacture of medium-ton containers up to
and including S-ton capacity in quantities of up to 175,000
per year by 1975, by the rail ministry.

c. The manufacture by other agencies of 3000
special rail container flatcars, 13 sea container ships, 41
river container vessels, 1000 truck tractors and 1500 con-
tainer semitrailers, and 415 cranes with automatic container
couplers.

d. The creation of facilities for large-ton con-
tainer operations at 67 rail terminals, 18 river stations,
and 14 seaports.

e. The provision of yearly plans of container
transport by ministries and departments of the Russian
Republic, and by the councils of ministers of other republics.

These various statements by the Chairmen of the CPSU
and the Council of Ministers and by Gosplan reinforce some
of what has been described. There is a clear statement of

the dialectic synthesis--a unified, highly effective trans-

portation system--through improved coordination between modes,

improved use of transportation facilities, and the further
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development of containerization to include introduction of
large-ton containers. There is also, both implicitly and
explicitly, the list of "contradictions"--inadequate coordi-
nation, insufficient mechanization, inadequate use of trans-~
port facilities, irrational transport, slow cargo delivery,
and excessive packing, dunnage, and handling costs.

While the dialectic process is seen by the Soviets as

immutable and historically inevitable, some dialectic pro-

cesses have greater imperatives for their resolution than

do others, especially those processes which become part of

a five-year plan. Once a problem is afforded that status,
its resolution becomes an interactive necessity for the
successful accomplishment of other plan objectives. So it
became for the dialectic process of the Soviet container
transportation problem. It was no longer simply a container
problem. The scope had been widened to include the entire
Soviet transportation structure. And resolution was now
stipulated by timetable.

The results of the individual transport ministry
efforts to identify requirements were clearly outlined in
the five measures listed above from the Gosplan working
document. It is interesting to note that these figures do
not appear to be rounded, as evidenced by goals such as 41l
river vessels and 415 cranes. Gosplan cannot deal with
generalities outside of the perspective plan. Each of the
items on its list becomes an output goal in a series of
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productive processes which begin at the lowest levels of raw

material extraction and build upwards.
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CHAPTER 1V

REAPING THE BENEFITS

We have seen the problem concerning the underutiliza-

tion of 50-ton flatcars by 2k-ton containers evolve through

capacity problems of the entire rail system, the discovery

of an alternative (the large-ton container) which was not

amenable to the Soviet environment, a chance opportunity
to earn hard currency, and finally to the transmutation of
the problem of the 24-ton container into a planned, cen- }

trally directed major restructuring of the entire Soviet and

East European transportation systems. While not an everyday

Soviet occurrence, neither is this example an outstanding
exception. The ability to exploit such opportunities is
one of the major strengths of a central planned economy. A
corresponding weakness, on the other hand, is the difficulty

in implementing the resulting programs on the lower level.

In the transportation example this level is where inter-
modality must flourish. Before we examine this difficulty,
some explanation of how the Soviets went about reaping the
benefits of their decision is in order.

By 1973, a year after the plans had been announced,

one containership was in service and others were under con-

struction. Various research institutes had produced experi-
mental and prototype models of containers, handling and

; transportation equipment, and factories were beginning to

3

g | 52




retool for their production. The bulk of this equipment
would become available by 1975. In the meantime three
problems faced the transportation planners. The first was
how to proceed with the traditional, small- and medium-ton
container system. The second was how to achieve an inte-
grated container transport system within the framework of
CEMA while retaining the future option of integration with
the West European system. The final question was how to
develop large-ton container operations, with emphasis on
the Japan-Europe route, pending the availability of Soviet-
manufactured container handling equipment in 197S5.

We have already seen the faults of the traditional
container system and evidence that there was no real way
to make it efficient for contemporary use. But with a
capital plant totalling nearly a million containers with
over 1400 handling facilities’! dedicated to their use, the
Soviets were unwilling and unable to move directly to a
universal large-ton system. As indicated by the 10th Five-
Year Plan program which called for continued production of
these containers, their use would continue with a gradual
shift of emphasis to the new types.

Efforts would be made to maximize the efficiency of
the traditional system through a shift in reliance from the
3-ton to the 5-ton unit. The larger container would now
account for 60V of total manufactures. In an effort to
"confound the gods," reactionary critics continued to call

for increased production of the smallest, lh-ton container,
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One other avenue towards increased efficiency of the
traditional container system was opened through increased
use of the special-purpose container. These are not common
carriers but are the "mavericks" of the system, belonging
to Soviet enterprises which maintain sole user rights. 1In
1971, with as many as 200,000 units then in circulation,
nearly four million tons of industrial cargo were shipped
in special-purpose containers, with transport concentrated

in ferrous metal ores, other dry powdered cargoes, sheet

glass, plate metal, construction materials, and chemicals.32

The importance of the special-purpose containers lay
in their ability to provide flexibility not available in
the small- and medium-ton containers, and not yet available
in the large-ton units. There is, however, an inherent
inefficiency in their use. The special-purpose box is good
for one-way transportation only, both because of its special
configuration and its private ownership. And, because they
operate in an environment set up to service universal,
carrier-owned equipment, they often get lost or fall into
disrepair en route.

The answer, then, to the first question is that the
traditional container system was continued, with attempts
made to improve capacity through use of larger and special-
ized boxes.

Much has already been said regarding the question of
achieving an integrated container transport system within
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CEMA while retaining tho.future option of integration with
the West European system. The Common Railcar Fleet had
established procedures for interchanging containers in
1963, the volume of which had reached 130,000 per year by
1969.33 The basis for an integrated large-ton container
system had been laid in 1970.

The next step in this process was taken at the 25th
CEMA Congress in Budapest in 1971. A long-range plan to
1985 was outlined, which called for scientific and technical
cooperation, joint development of route facilities, central-
ized operation of the integrated system with the computer-
ized data processing facility to be located in Prague, and
the management organization in noscov.3‘

An integrated large-ton container transport system
within CEMA would assure future integration with the West
European system. East Germany, Czechoslovakia, Hungary,
and Bulgaria were already members of the European corpora-

tion of 22 national railroads called Intercontainer, estab-

lished to provide maximum efficiency and favorable tariffs
for international rail container movement. This associa-
tion, once the CEMA large-ton system was completely on
line, would interconnect all of the European continent by
a modern, efficient, and mutually profitable freight trans-

portation system. At the same time, Central Europe would

become a potential landbridge between countries on and
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around the North Sea and southern trading centers in the
Middle East, Persian Gulf, and beyond into South Asia.

The question of how to develop large-ton container
operations with emphasis on the Japan-Europe route pending
the ability of the Soviet economy to catch up with equip-
ment requirements was the most pressing.

It is time to give a more complete introduction to the
large-ton container and to change its name. As adopted by
the International Standards Organization (ISO), there are
four variations, in 10-, 20-, 30-, and 40-foot lengths
(Malcolm McLean's container was ironically 35-foot and non-
standard). Containers are usually referred to in 20-foot
equivalents (TEU), the 20-foot model being the most popular.
ISO calls these "Series I" containers., Series II are West
European rail boxes and Series III are the Soviet and East
European small- and medium-ton variety.

The primary advantage of the Series I container lies
in its adaptability to mechanical handling. The standard
20-foot unit has fork pockets on its sides for forklifting
and corner castings on each of its eight corners which can
be automatically engaged by twist locks on lifting devices
and locating pins on carrying platforms. Cranes can be
fitted with spreaders (automatically adjustable couplers)
whose twist locks quickly couple with the container's
corner castings, speeding handling operations. Spreaders
can also be fitted to forklifts, straddle carriers (which

56




move, tunnel-like, over stacks of containers up to three

high), side loaders and self-loading semitrailers.

This means that with the proper equipment a crane (or
other equipment) operator can, without assistance, pick
the container up, move it, and put it down very quickly.
With conventional handling equipment the crane operator

must be assisted by a hookup man, a ground guide, and

another person to unhook the container at point of rest.

This slow and cumbersome process is the one the Soviets

were forced to use as an interim measure.

Once the container has been unloaded, it must be moved
inland. Special transportation equipment incorporates
locating pins which engage bottom corner castings of the

container, which can then be locked firmly into place using

. twist locks. On special long flatcars these locating pins

are moveable, allowing different length containers to be
carried. Semitrailer chassis are designed to minimize
weight and achieve maximum efficiency and safety of con-
tainer and tractor hookup. In the Soviet Union this equip-
ment was not available and conventional equipment use gave
rise to further inefficiency. One 20-foot Series I con-
tainer carried on the standard 4-axle, 50-ton flatcar
achieves an even lower (40% vs 65%) utilization than the
smaller Series III units. When truck shuttle was required,

the Series I units would have to be carried on the beds of
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- conventional trucks, an inefficient and potentially dangerous

practice.

All of this information helps to explain the difficul-

ties facing the Soviets as they prepared to move major flows

of Series 1 containers through their country before adequate
facilities were available. One of the interim solutions
they sought was through foreign trade. Manufacturers of

all sorts of container transport related equipment were
invited to show their wares at an exposition in Leningrad

in 1972. A hundred and forty firms came and deals were

signed, one British firm earning an estimated 15-million-

dollar order.35

Another solution was through help sought from CEMA
partners. 1Initial orders of as many as 8,000 containers
were placed with East Germany, as were orders for ships from
East Germany, Poland, Rumania, and Bulgaria and handling
equipment from East Germany, Hungary and Bulgaria. A final
ploy was through lease-buy arrangements with British and
American firms, allowing rapid procurement with options to
purchase if there was a future need.

To complete the answer to the question of how to
develop larao-ton container operations, the Soviots con-
tinued low-efficiency handling operations with Series I
containers using existing "jury-rigged" equipment. Special
handling equipment from abroad was employed at critical
transfer facilities along the Japan-Europe route when
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necessary to keep traffic moving at an acceptable tempo.
Series I container assets weore judiciously distributed,
with the bulk dedicated to hard-currency-earning routes
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