JPRS-UIA-87-036 2996095

9 SEPTEMBER 1987

FOREIGN
BROADCAST
INFORMATION
SERVICE

JPRS Report—

Soviet Union

International Affairs

DISTRIRUTION STATEMEWNT A .

Approved ior pobiic roloase; E
Digtribution Unlimited s

REPRODUCED BY
U.S. DEPARTMENT OF COMMERCE
NATIONAL TECHNICAL
INFORMATION SERVICE ;
SPRINGFIELD, VA 22161 ‘ / D

/123
AD G

DTIC QUALITY INSPECTED 8



JPRS-UIA-87-036
9 SEPTEMBER 1987

Soviet books and journal articles displaying a copyright
notice are reproduced and sold by NTIS with permission of
the copyright agency of the Soviet Union. Permission for
further reproduction must be obtained from copyright owner.

SOVIET UNION
INTERNATIONAL AFFAIRS

CONTENTS

ARMS CONTROL

"Polemic' Critiques Soviet Attitudes, Propaganda on Arms
(Aleksey Pankin; CENTURY AND PEACE, No 5, May 87) .......

WORLDWIDE TOPICS

Appointments to Gosteleradio, APN Positions Announced
(ZHURNALIST, No 6, JUN 87) tuuienvenernennennnennennnnnas

EAST-WEST RELATIONS

Commentary on Toshiba-Kongsberg Affair
(Yuri Bandura; MOSCOW NEWS, No 31, 9-16 Aug 87) .........

SOCIALIST COMMUNITY, CEMA

Czech View of Increasing CEMA Integration
(Jaromir Matejka; CMEA, No 1, 1987) +.ivevirnenenennnnnnns

Economic Mechanisms of European CEMA Countries Analyzed
(S. Shavleyev, 0. Ivanovskaya; PLANOVOYE KHOZYAYSTVO,

No 3, Mar 87) ...viirinnennens et esasertasiaseacecencenaes 12
Role of Price Formation in CEMA Trade Cooperation
(V. A. Uspenskiy; DENGI I KREDIT, No 4, Apr 87) ......... 23
Positives, Problems in CEMA Joint Ventures Discussed
(Viktor Durnev; FOREIGN TRADE, No 6, 1987) ...cevernennnn 37
—a—




Importance of Investment Bank to CEMA Integration
(Vadim Zholobov; FOREIGN TRADE, No 6, 1987) ............ .

New Procedures for Interbloc Travel Outlined
(SOVETSKAYA ROSSIYA, 30 Jul 87) triierrrreneannnn ceeeceeen

GENERAL ECONOMIC AFFAIRS

U.S.-USSR Dialog on Joint Ventures
(J. Goldman Interview; MOSCOW NEWS, No 29, 26 Jul-2 Aug 87)

MFA Party Secretary on Combatting Foreign Trade Abuses
(Sergey Vadimovich Ozmidov Interview; MOSKOVSKAYA
PRAVDA, 20 Jun 87) .eeeeerenncsercnassonscnssoncsncns e
Leningrad Firm's Experience in Foreign Trade
(V. Danilyevsky Interview; EKONOMICHESKAYA GAZETA,
NO 21, May 87) teveeeenennonnacasnsecansosnonacsscsnsenns
UNITED STATES, CANADA

APN Chairman Falin Describes Conversation With Charles Wick
(Valentin Falin Interview; MOSCOW NEWS, No 24, 14 Jun 87)

Pentagon, White House Use of 'pDisinformation' Assailed
(V. Selikh; ZA RUBEZHOM, No 28, 10«16 Jul 87) ..c.eueenen

Historians Report on Meetings With U.S. Sovietologists
(Leonid Shkarenkov, Yuriy Igritskiy; SOVETSKAYA
ROSSIYA, 17 Jul 87) ...veevernns ceseseeneanane Crereseseaen

Jack Kemp's Presidential Campaign Viewed
(Melor Sturuaj; IZVESTIYA, 1 Aug 87) ...... eressseananans

Russian Americans Open Firm in Moscow
(Valery Dyomin; MOSCOW NEWS, No 31, 9-16 Aug 87) teiionnen

WEST EUROPE

Turkish Colonel Reported Fired for Stating U.S. Controls Base
(A. Stepanov; PRAVDA, 5 Jul 87) ...ivvvvvnnecnnncnnennnns

Role, Status of Italian Communist Party ’
(V. N. Dakhin; VOPROSY ISTORII KPSS, No 4, Apr 87) +oev...

EAST EUROPE

Western Media Coverage of Pope's Visit Criticized
(Moscow World Service, 17 Jun 87) ....evvvnrrevnnerennnns

CSSR-USSR 'Robot' Association Experiencing Problems
(L. Kornilov; IZVESTIYA, 15 May 87) ..... Ceeesaveceansann

- b -

45

50

52

54

59

62

65

70

71

73

74

75

94

95



Bulgarian-Soviet Joint Enterprise in Heavy Machine Building
(V. Zhuravlyev; EKONOMICHESKAYA GAZETA, No 22, May 87) .. 98

Joint Enterprise No 1 Registered
- (F. Lukyanov; IZVESTIYA, 20 Jul 87) t.vvrevnvnvennnn. e 100

LATIN AMERICA

CEMA-Latin American Economic System Ties Discussed
(Vyacheslav Sychev Interview; NEW TIMES, No 28, 20 Jul 87) 101

CHINA, EAST ASTA

USSR Academician Abalkin Appraises Japan's 'Economic Miracle'
(L. I. Abalkin Interview; KOMSOMOLSKAYA PRAVDA, 26 Jul 87) 103

DPRK Army To Demobilize 100,000 Servicemen
" (PRAVDA, 1 AUE 87) wuvenrineenneneennonneneenesonannenns 107

PRC Emergency Measures To Cut Unemployment Noted
(PRAVDA, 4 AUE 87) tivvrenreeennroneonennnsneonnns cevens 108

NEAR EAST & SOUTH ASIA

U.S. Blamed for Israeli Silence on Anti«Jewish Acts in Iran
(Moscow Radio Peace and Progress, 2 Jun 87) ....evvn.. .. 109

U.S. Congressman, Indian Editor Debate Indian-Soviet Ties

(PRAVDA, 22 JUl 87) tevvenvenennnnnnonennnenns eseersenn 111
Congressman's Article, by J. Courter 111
Indian Author's Rebuttal, by V. D. Chopra. 111

India-USSR Coﬁsular Convention Renewed
(VEDEMOSTI VERKHOVNOGO SOVETA SOYUZA SOVETSKIKH

SOTSIALISTICHESKIKH, No 29, 22 Jul 87) ....... ceesene N 114
Soviet Political Officer's Work in DRA Described

(I. Korotkikh; KRASNAYA ZVEZDA, 11 Jul 87) eeveerenennn. 111
Tehran's Claims to Central Asia, Georgia Called Absurd

(ZARYA VOSTOKA, 26 May 87) uveveveevenes e, 117
Briefs

Hydropower Complex for India 118

/9987
—C-—




ARMS CONTROL

'POLEMIC' CRITIQUES SOVIET ATTITUDES, PROPAGANDA ON ARMS

Moscow CENTURY AND PEACE in English No 5, May 87 pp 29-33

["A Letter to the Editor" by Aleksey Pankin under the rubric "Poleﬁic":

"New Thinking, Openness and Soviet Peace Movement"]

[Text]

During Gorbachev's visit last year to
the Volga area, a remarkable episode was
shown on TV: at a meeting with workers
Mikhail Gorbachev told them about the
Soviet approach to international affairs,
about the Soviet conception of security
and the importance the USSR attaches to
strengthening its defence. One of the work-
ers present said: "That's right. Let them
be afrald of wus!" Mikhail Gorbachev
replied that we will not forego our se-
curity, but at the same time we do not
want to frighten anyone, we do not even
want anyone to be afraid of us.

1 was not surprised by the way Mikhail
Gorbachev presented the security problem
to his listeners. During my lectures on the
international situation or during talks with
friends 1 noticed more than once that
public concern about the world affairs is
constantly growing. Under openness, So-
viet people are becoming more aware of
the bitter and cruel truth about the Great
Patriotic War. Lately we have witnessed
a good deal of information about the ca-
tastrophic consequences of nuclear war.

Paradoxically, all this new and rather
antiwar information in combination with
mass media news about the aggressive ac-
tions and intentions of the Reagan admi-
nistration, NATO bloc and growth in in-
ternational tension create the notion in a
considerable part of our public that we
are living, so to speak, in a 'prewar
world"'. Many people seriously expect a
surprise attack and are afraid of a repeti-
tion of 1941, and react accordingly. I, for

example, was frequently asked whether
our defence efforts were sufficient if we
spent 20 billion roubles, and the Ameri-
cans—about 300 billion dollars? A great
dea! of anxiety was evoked by the pro-
longed unilateral moratorium on nuclear
tests. The Soviet proposals at disarmament
talks are sometimes taken as a concession
to the West. In other words, more often
than not you can meet people who think
“let them be afrald of us”, i. e, strictly
speaking, they approch "peace from the
position of strength’.

This way of thinking in our soclety is
quite explainable and even natural. In the
long run, we (even those who were born
after the war) well remember how we
were attacked and how we were unpre-
pared.... But we must understand that
such notions came from the prenuclear
era and are in contradiction with the new
political thinking. In no way do they help
remove the fear of the “Soviet military
threat”" in the West—the main reason why
a considerable part of the people in the
West still vote for an arms buildup.

In addition, this so-called syndrome
of mistrust among the USSR population
greatly restricts the freedom of the So-
viet government's foreign policy manoeu-
vre. For example, it is difficult to say
whether the Soviet public will support
today, especially after the US refusal to
join the moratorium on nuclear tests, new
unilateral measures such as the reduction
of Soviet nuclear arsenals or even their
freezing for a certain period. Such steps,




to my mind, would favour strengthening
our security since they would be the signs
of the confidence in our own power and
would mean a final break with the defec-
tive logic of the arms race, to say nothing
of the fact that they would bring confu-
sion in the ranks of militarists exploiting
the "Soviet threat” and help strengthen
the positions of the Western sober-minded
forces.

What should be done with such moods?
Maybe the Soviet peace movement wants
less openness in order not to frighten peo-
ple and even to embellish the world si-
tuation? Of course not! The answer lies
not in less, but ih more openness. And
I want to think about this as an ordinary
peace movement member and as a special-
ist in world affairs.

If the Soviet peace movement wants to
form public opinion in the spirit of a new
political thinking, the first thing it should
recognize is that views in the country on
the problems of war and peace are very
complicated, contradictory and dissimilar.
Their systematic study employing socio-
logists must be the primary task. Only by
understanding the reason of real fears and
hopes of Soviet people, their attitude to
Soviet foreign policy and determination
of the level of knowledge and compre-
hension of international problems will it
be possible to cultivate a new political
thinking purposefully and not at random,
to provide the results sought, not those
which are counterproductive. Such infor-
mation is also useful for foreign policy
propaganda-—the West should finally un-
derstand that public opinion does exist
in the Soviet Union, too, and that the pea-
ceful initiatives of the Soviet leadership
are quite a job for it

Of course, the degree of understanding
or incomprehension of nuclear-age realiti-
es by the population can be revealed
only by concrete researches, but even in-
direct signs can show that “nuclear illi-
teracy” in the country has not yet heen
overcome. Let's remember the documentary
“Parity’" shown just before the Gorbachev-
Reagan summit in Geneva. Most of the
people polled by the authors of the film
could not say what military-strategic pa-
rity is. Note how ‘people from street”
speak keenly and interestingly on the TV

programme "Vremya" (Time) about home
affairs and how dull they are about, for
example, the moratorium.

But parity, as well as the moratorium,
are the key notions of the nuclear age
and present historical situation, These
words are used dozens of times over ra-
dio, on TV, in newspapers and magazines
every day. I noticed that speeches by So-
viet analysts in international affairs add-
ressed to a mass audience about a new
thinking, security concept, parity and even
denials of some Western fabrications are
very often carried out in a general way.
That means that it is directed at an au-
dience that does not possess proper know-
ledge, and this is quite natural, of prob-
lems and concrete realilies used for gene-
ralizations, is frequently conducted in the
manner which the audience does not
understand. And this happens not because
our analysts in international affairs are
bad (on the contrary, I think that almost
all of them are more qualified and have
a broader outlook than thelr counterparts,
say, in the USA) but for other reasons. Let
me tell you about my experience. When
I am asked during my lectures on the in-
ternational situation about military pari-

ty, it s always difficult for me to find
a proper angwer. There is not much
official data about the Soviet Armed

Forces (though, the volume of the publish-
ed military statistics has increased during
the last 5-7 years). Of course, there are
Western evaluations, but, first, are they
correct, and, second, have 1 the right to
reveal them to a broad audience? (in ge-
neral, sometimes the matter in this sphere
runs into absurdity: We better know So-
viet missiles by names given to them by
the West). As for me, I as a rule answer
cautiously and in a general way.

1 think there is another reason of our
tendency for general, and that means not
very convincing, talks. The matter is that
when we begin to ground the correct
principles of a new thinking, we discover
that maybe our country’'s leadership did
not always proceed from them. But it is
not yet a custom to recognize our mistak-
es. In 1983 the USSR left the negotiations
on the reduction of medium-range missiles
in Europe and began the deployment of
an additional number of SS-20 missiles in




response to the appearance of American
cruise and Pershing-2 missiles in West-

_ern Furope. Some time later we renewed

the negotiations and dismantled the addi-
tional number of missiles. One question
suggests ltself: does this mean that reta-
latory measures proved to be unnecessa-
ry? Now the USSR has agreed not to take
into account for a relatively long period
of time the nuclear weapons of Great Bri-
tain .and France and conducts talks on
removing American and Soviet medium-
range missiles from Europe, i. e, in fact,
on returning to the situation existing in
the middle 70s, before beginning the de-
ployment of SS-20 missiles. But were these
missiles so necessary at that time? What-
ever the answers, it is illogical not to pose
such questions.

I think greater openness in discussing
Soviet defence and foreign policy will
make a new thinking more convincing
and wunderstandable to the broad public,
and our home discussion will become
more mature. In addition, Western ana-
lysts, whose task is to guess about Soviet
military capabilities and who wuse this
widely for anti-Soviet aims, may lose
their jobs.

Mass media play a great role in cultj-
vating peaceful notions in the Soviet
public. We see now the beginning of the
process of the revaluation of some methods
in the work of international journalism
in' the USSR and the appearance of cri-
ticism of covering foreign events. Most
often we hear reproaches in thematic
monotony of materlals. That is true, but
I believe that excessive attention to the
homeless and hungry in Western count-
ries is not the chief drawback of our jour-
nalists. In the long run, we have in this
case only an exaggerated attention to
existing problems. A worse thing is that
we often receive rather inaccurate cover-
ing of important international events in
the press.

_Some time ago 1 listened to the com-
mentary on the Korean war of 1950-1953
in the "Chronicles of the Crimes of Im-
perialism’ on the radio  programme
“Mayak" (Beakon). All the time the com-
mentator spoke about "American aggres-
sion” against KPDR and did not say a word
about the fact that the invasion was per-

formed under the UN flag and military
units (though symbolic}) of England, Fran-
ce, Australia, Belgium, Colombia, Cana-
da, Ethiopia, Greece, the Netherlands, New
Zealand, Philippines,. Thailand, Turkey,
Luxemburg and South Africa took part in
it. Why did he ignore these facts essen-
tial for understanding the situation? Was
he lazy to consult the textbook of history?
Or did he consider that their mentioning
would justify the crimes of imperialism?
In that case it would be more honest to
speak his doubts. It was said so many
times that history must not be corrected
by discarding the real facts. Just imagine:
the perplexity of a Soviet person, who
after this commentary will hear, for
example, over 'Voice of America” that
the Korean aggression was a "UN inter-
national mission”.

Or take the burning events of today.
1 cannot understand, reading the Soviet
press, although 1 want to very much, the
role of Libya in Chadian affairs. ...

TASS interpretations of many important
foreign policy statements of Western
leaders sometimes resemble the vast po-
lemic commentaries to difficult-to-read
texts from which only few lines were
Jeft. From year to year we read about the
»US uncontrollable increase in military
expenditure” and about the excessive
swelling of its military budget although it
reduces it in real terms during several
years. Is it not worth mentioning to the
broad public that the considerable part of
the American military budget is used for
salaries of servicemen, pensions for the
retired and veterans? The knowledge of
this fact makes it possible to look some-
what calmly at the gigantic figures of US
military spending.

Another example: the press writes
widely about the growing aggressiveness
of American imperialism and analyzes mi-
litaristic statements of President Reagan
and Secretary of Defense Weinberger. At
the same time, it practically does not say
anything about the fact that the greater
part of energy of the present administra-
tion, according to my observations, is
spent for “whistling” and that it is more
decisive in words than in deeds. Much
talk about striviig "to put socialism into
a dustbin of history"” ended in its small-



scale and cowardly actions, if compare
them with the general scope of prepara-
tions, like the occupation of Grenada or
the bombing of Libya.

I, naturally, do not call people to port-
ray the Reagan administration as a peace-
ful one, in fact it is really the most ex-
tremist American government of recent
decades and, apparently, for many years
ahead. But the reduction of military bud-
get, its structure and heavily restricted
capabilities are also facts. Well, an in-
teresting thing is that nobody restricts
their coverage. Soviet scientific journals
write about them and they are analyzed
in Soviet books. But the fact that their
way onto the pages of the mass press is
quite difficult is the result, to my mind,
of some instinctive inner orientations of
many journalists dealing with internatio-
nal affairs which impel them to edit the
real picture and display the inertia accu-
mulated in past years from which they

free themselves with more difficulty than
journalists writing about home affairs.

I believe that the Soviet peace move-
ment s vitally interested in supplying
people with varied internationat infor-
mation based on a true complex of facts.
This will greatly help remove the inner
tension from the conscience of many peo-
ple, unfounded fears and establish the
true scope of real threat. To improve the
positive processes in international jour-
palism, the peace movement could act as
an organizer of a programme for a regular
critical analysis of covering world events
in our mass media.

Another sphere which the Soviet peace
movement can and must use more effecti-
vely the spirit of openness.

One of the dangers of the aggravation
of international tension and increase of
confrontation between capitalism and so-
cialism is that the moods of 'cold war”
fanned by imperialists in Western socie-
ties can to some degree poison us and

draw us into the race in this direction.
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There are already examples of this. Some
of our film makers have responded to the
films in the "Rambo” and “Red Dawn” ilk
with "Single Cruise”. Today it has become
popular and even fashionable to criticize
this film which depicts quite far-fetched
and unreal situation when Soviet people
kill Americans rather naturally and in
great number {by the way, 1 personally
do not know such examples in history).
But where were we when the film was
just released on the screen? Did we pro-
test and call on the public to boycott it?

The duty of Soviet peace activists is to
display vigilance so that no one in the
Soviet Union should stoop to such pole-
mic and waste our moral capital gained
lately.

To sum up, I should like to say that a
new thinking presupposes the existence
of the old one. Old thinking, like all
phenomena in the sphere of social cons-
ciousness, has a strong inertia. It should
not be taken for granted that the truly
revolutionary views of our political lead-
ership on the problems of security, war
and peace, and on global problems will
be understood and accepted by the masses
jmmediately. Soviet people are disposed
to a new thinking. Nevertheless, its dis-
semination and propaganda is not an easy
matter. It requires the revaluation of many
values, revision of habitual notions, in
other words, there is a need for reconst-
ruction. This process has already begun,
it is gaining momentum and Soviet peace
activists moral and political duty is to
make thelr own contribution to it and
make it irreversible.



WORLDWIDE TOPICS

APPOINTMENTS TO GOSTELERADIO, AIN POSITIONS ANNOUNCED
Moscow ZHURNALIST in Russian No 6, Jun 87 p 62
[Article: '"Appointments')

[Excerpts] Vladimir Anatoleyevich Andreyev has been approved as program
director of Central Radio Broadcasting on Foreign Countries at USSR
Gosteleradio. He was born in 1939, graduated from Moscow State
University, and has worked at USSR Gosteleradio since 1967. He has been
a section editor, editor and head of a section, head of the information
section, and since 1979 deputy chief editor of the Main Information
Editorial Office of Central Radio Broadcasting on Foreign Countries at
Gosteleradio.

Igor Semenovich Modnov has been approved as a political observer of the
Novosti Press Agency. He was born in 1930 and graduated from the Moscow
State Institute of International Relations. His journalistic activity
began at the Sovinformburo. He has been an editor and observer at USSR
Gosteleradio. He worked as a Gosteleradio correspondent in the FRG and
Czechkoslovakia and as a representative of the USSR Journalists' Union in
the International Organization of Journalists (Prague, CSSR). Since 1986
he has been the deputy chief editor of the Main Editorial Office of AMN.

Nikolay Mikhaylovich Fedin has been approved as a member of the Board of
the Novosti Press Agency. He was born in 1931 and graduated from the
First Moscow State Pedagogical Institute of Foreign Languages. He has
worked at AW since 1960. He has been an editor-translator, deputy head
of the translators' section, responsible secsretary of the editorial
office, and deputy chief editor of the Main Editorial Office. From 1979
to 1986 he worked as head of the Information Section of the USSR Embassy
in India (Delhi) and as a counsellor. Since 1986 he has been chief
editor of the AIN Main Editorial Office.

COPYRIGHT: Izdatelstvo ''Pravda', '"Zhurnalist', 1937
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COMMENTARY ON TOSHIBA-KONGSBERG AFFAIR

EAST-WEST RELATIONS

Moscow MOSCOW NEWS in English No 31, 9-16 Aug 87 p 5

[Article by Yuri Bandura]

[Text]

THE TOSHIBA KIKAl Co of Japan and the

‘Kongsberg Vapenfabrikk of Norway are in the

news around the world. Rims of paper have been
written about the “Toshiba and Kongsberg
affair” in the two months of the ballyhoo started
by Washington. In recent days though the
“affair” seems to have taken a different turn.

Just to remind you briefly what is’ at issue.
Several years ago the Toshiba sold four
numerical control milling machines to the Soviet
Union. The hardware for them was made in
Japan and the software in Norway. There was
nothing unusual about this commercial transac-
tion in which all the usual formalities were
observed.

It had been long forgotten, but two months
ago, Washington suddenly claimed that the sale
of the equipment had violated restriction rules
imposed by COCOM, the Consultative Group
Cooperation of NATO and Japan for Muititateral
Control of exports of “strategic goods” to
socialist countries, thus doing tremendous harm
(worth 30 to 180 billion dollars!) to Western
security.

The US exploded with militant indignation.
Tokyo and Oslo were branded as traitors of the
interests of the Western camp. The US Senate
amended the foreign trade bill banning Toshiba
and Kongsberg exports to the US for three to five
years. The Pentagon was entitled to claim
"damages” in view of the harm done to the
security of the US and its allies.

The US president, however, condemned this
action the other day in his radio address to the
nation saying: “lt's a little like closing the barn
door when the horse is trying to get back in.”
The barn in this case is COCOM,and Japan and
Norway are the two horses.

Why this change of heart at the White House?
This is perhaps because the whip-cracking ‘in
America was heeded both in Tokyo and Oslo.
Washington's allies publicly admitted their
“guilt” and confessed their sins, and promised

never to do it again. They did it knowing all along
that they had committed no offence.

More than a year ago Japan's Ministry for
International Trade and Industry looked into
Toshiba's contacts with Soviet foreign trade
associations and did not discover any violations
of COCOM rules. Similar investigations in
Norway this spring came to the same conclusion.
Can it be since then some new facts have
surfaced? Yes, they have.

+ Speaking before 200 Japanese industrialists
the other day Professor H\1 Karatsu of Tokyo
University said that, back in 1979, Pentagon
experts discovered that the noise from the
propeller screws of Soviet submarines had
sharply decreased. But that was at least three
years before Toshiba signed the contract for
delivery of its equipment to the USSR. Naval
directories published in the US and Britain last
year also indicate that there was a three-year gap
between the reduction of propeller noise and
deliveries of Japanese equipment to the USSR.

The facts are so convincing that the
“repentant sinners” are starting to beat a retreat.
The Japanese diet was informed the other day of
the view shared by the government that “a
certain connection (between the delivery of the
equipment and the reduced noise — Yu.B.)is not
ruled out, but that there is no hard proof.” The
government today is supported by the japanese
military whose spokesman told journalists: “The
United States’ claim about the milling machines
link with propeller screws of Soviet submarines
is exaggerated... it would be difficult to discover
a direct link between their sale and the reduced
noise.”

In other words, the White House started
a brawl with the allies over “colossal damage to
Western security” where, in fact, there shouldn't
have been a brawl. But why? There are different
opinions on this.

An Antenne-2 commentator feels that the
three-year ban by the Senate on Toshiba
deliveries to the US was a result of the fact that
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“the US deficit in its trade with Japan is reaching
considerable proportions (it was 59 billion dollars
last year — Yu.B.). For this reason, Washington
would be pleased to scuttle Japan's major
company”, which as a matter of fact exports to
the US each year goods worth four billion dollars,
According to the Nihon Keizai Shimbun, the
mouthpiece of japan’s business world, Japanese
industrialists think that Toshiba is a victim of
a preemptive blow: “conservative hawkish
officials of the US Defense Department are
cashing in on the Toshiba incident while there is
a’growing sense of crisis over japan’s high-tech
breakthroughs.”

But this seems to be only part of the story.
Ronald Reagan knew what he was talking about
when he mentioned “the horse” trying to get
back in. When, last November, the US asked the

.COCOM member-countries {all NATO countries
-excluding iceland and including Japan) to widen

the lists of goods banned for exports to socialist
countries, the allies balked. The “horses” were
unwilling to stay in the “barn”, where they were
denied economic “fodder”. It was after the
November meeting that-Washington started to
create a scandal around Toshiba and Kongsberg.

It is hard to say if the US will succeed in
extorting from japan and Norway “compensa-

"tion” for “damage done to security”, something

neither Tokyo nor Oslo are guilty of. But

‘Washington's hopes for greater COCOM restric-

tions have increased because its partners have
proved accommodating. While the din from the
trumped-up “affair” was growing, the US raised
before its allies prospects of making the COCOM
restriction rules an international agreement (at
the moment COCOM is an organization based
on a gentlemen’'s agreement) which would
provide for punishment of those who violate
it. Assistant Secretary of Commerce for Trade
Administration Paul Freedenberg said that the
governments of the COCOM countries have
plans to address to their parliaments at the end of
the year a proposal on linking the COCOM rules
with their legislation. .

Washington's goal is patent: to drop an “iron
curtain® on the economic exchanges of the
Soviet Union, and other socialist countries with
the West, to put a brake on our process of
perestroika, if not to disrupt it.

But this process continues anyway. The New
York Times admits that as far as the system of
control over exports of “strategic goods” is
concerned, the Administration has let it become
a “monster that swallows jobs and profits® At
the moment the US lists as “strategic” 40 per
cent of goods produced by civilian industry, and
the annual losses due to the restrictions run into
nine billion dollars a year. The US cannot carry
the burden single-handed, so it is trying to put
the “horses” into the COCOM barn.




CZECH VIEW OF INCREASING CEMA INTEGRATION
Budapest CMEA in English No 1,. 1987 pp 52-55

[Article by Jaromir Matejka]

The significance of direct links bei-
ween the econoniic organizations ¢!
the CMEA member countries w.s
stressed already in the Comprehens:.2
Programme of Socialist Econom::
Integration. Since then a number 7
measures have been taken for ihe
development of that form of cooper..-
tion. Recently it has become eviden:
that the wide and all round appiic.-
tion of such measures is most urger:.
Direct connections between
economic organizations  of
countries must be considered as oz
of the fundamenial ways of Lifun:
socialist economic integration to :n
essentially higher level mezung th2
requirements of the present process »f
economic intensification. Howaeva:,
the actual state of direct relauons
does not vet correspond to the potan-
tialities and needs of the soc:alist cor-
munity.

The degree of the progressive ri2
of direct links is determined o 2
series of circumstances. Direct rz.:-
tions are. first of all. irreplacaatie
means for the transiton rom
traditional forms of cooperation. w.a
the predominance of the excharge 1
goods. to modern, ntegrited
cooperation affecting all spherzv f
gconomic and social activities of 12
organizations involved. Such inter..-
tions can embrace not oniv forzi:n

e

our

trade activities but also scientiic
research. construction work. -

change of technologies. combinat:on

of available resources. the establis?
ment and. utilization of capacites.
joint decision on marketing poiic
and sale. date processing etc.. inciud-
ing the social and cultural sphere.
Cooperation so to speak covers ail tae
stages and embraces all the aspects of
the process of reproduction.

The nature and aims of direct links
between the economic organizations
of the CMEA member countries
entail an important distinctive feature
and that is the eiimination of any kind
of mediatory acuvity by any body or
organization. Such direct contacts are
objectivelv indispensable. moreover
theyv are the condition of initiative for
integration on the level of productive
economic units. The point 1s that
direct contacts are the sole mode of
cooperation enabling organizations
to do their job concretely and in detail
and to respond to changes with the
proper speed.

However. the right of organizations
to establish direct links must be coor-
dinated with the operation of the
cconomy as & whole and be in confor-
mity  with the economic accounting
responsibility of the organizations for
the effectiveness of the measures of
internationai cooperation as well as
for the fulfiiment of their obligations
under existing economic agreements.
cle.

Direct links of economic orgunizi-
tion~ can manitest themselves in the
following wavs
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agreements and  contracts on
imternational  specialization  and
cooperation, the results of which are.
as o rulean mmproved division of
labour. structural changes in  the
cconomies of the CMEA member
countries. ncreasing  the  social
productivity of labour and the saving
of uime:

- combination of means for com-
mon targets (in production. research,
R & D. marketing etc.) while main-
tuining the organizational forms and
structures of the parties to the agree-
ment:

— estabiishment of new organiza-
tional units (for example joint centres.
institutes. working places etc.) subor-
dinated to the parties 1o the agree-
ment i.e. to the appropriate cconomic
and scientific research organizations:
the establishment of fucilities with
jomnt efforts or the foundations of
international economic organiziations
goint enterprises. associations and
societies).

All those forms of direct contrac-
tual relations cannot be categorically
detined since in the course of their
realization they may intertwine. be
combined. or metamorphose. Their
common characteristic must be the
long-lasting economic effect resulting
from international cooperation and
specialization in the different spheres
of economic. scientific and technical
activities. The independent corporate
bodies entering in contractual rela-
uons can be different organizations



findustrial or transport enterprises
and financial. scientific research and
design organizations).

Due to the fact that direct links are
established between economic or-
ganizations in the CMEA member
countries  with centrally  planned
cconomies. it is highly important to
designate their place in the national
or coordinated management systems.
their compliance with the aims and
targets of state plans and interstate
agreements. as well as with the coor-
dinated plans. etc.

It is also necessary to shape the
conditions under which such connec-
tions can be realized in concrete cases
of direct and everyday relations be-
tween economic organizations. This
does not exclude informing central
authorities ubout such connections or
their sanctioning. especially when new
international economic units are to be
established.

In the Czechoslovak economy all
such progressive forms of improving
cooperation between organizations
are given particular emphasis in the
present stage of transition to the
intensive way of development. Their
utilization is one of the fundamental
conditions of the -effectiveness of
structural policy and of the corres-
ponding development of mutually
complementary production structures
in the cooperating countries. This is
highly important for the formation of
the structure of the engineering
industry. electrical engineering and
metallurgy and in particular for struc-
tural policy related to $pecialization
within the engineering industry (units,
component parts. etc.) which cannot
be arranged without direct connec-
tions between economic organiza-
tions. their initiative and responsibil-
ity. ’

Direct links can play an important
role in the reduction of the economic
dependance of the countries of the
community on imports from capirtalist
countries and in assuring the neces-
sary conditions for more rapid scien-
tific and technical progress. A number
of modern and timely requirements
for the development of priority as-
pects such as robotization and
electronization.  biochemistry. and

gene-engineering as well as for the
greater mass production of consumer
durables and others can be met. as a
rule. only by uniting the efforts and
resources of several CMEA member
countries and their economic or-
ganizations. This process is par-
ticularly important for Czec}}o-
slovakia due to the extremely wide
range of goods manufactured in the
country. which at present cannot be
provided with the necessary com-
prehensive research basis. and due to
indeqyate production in a number of
industries because of small series
production or deficiencies in mass
production etc.

Many vears of experience of the
continuously growing participation of
the Czechoslovak economy in social-
ist integration certfv that such
problems cannot be solved by the
cooperation of the central authorities
alone. Extensive and all-round direct
links between economic organizations
are also necessary.

At present the application of exten-
stve direct links between economic or-
ganizations has just been started. The
socialist countries are looking for
ways of a common approach to the
concept of direct links and their or-
ganizational forms. their role in the
integration process. and the practical
conditions of economies open to each
other which are indispensable for
direct links over a wider scale. Even
the most extensive form of coopera-
tion. being at present specialization
and coproduction. goes through
numerous phases. It often fails to
transcend limits of barter or is con-
fined to production. Sometimes it
does not even result in a growth or
specialization which might create a
springboard for the intended struc-
tural changes.

There are practically no direct links
in the mass production of cars.
television sets etc. though we do not
reach the world standard of either
labour productivity or technical and
economic parameters in those fields.
The majority of joint organizations
come into existence through an ex-
tremely complex chain of mediators.
in particular on behalf of the top
central authorities which have to

overcome the barriers due to the
internal mechanism of management
or its divergencies in the CMEA mem-
ber countries. Besides. that. the joint
organizations are, in many cases, not
of the independently accounting type.
This diminishes the responsibility of
economic  organizations for  the
efficient realization of agreements. In
addition.  their interest is also
weakened by the uncertainty in the
operating conditions of that form of
direct connection:s.

This situation can be explained by
a number of reascns. The first is diver-
gencies in the national economic
management systems of the CMEA
member countries. Economic units
tlike to central authorities), when or-
ganizing direct cooperation. proceed
from different economic criteria and
parameters. suchi as criteria  of
efficiency. compu.sory indexes in state
plans, prices. rates of exchange.
nature of incentives. credit facilities
ete. It also invoives differing inter-
pretations of the degree of economic
independence of organizations. inter
alia as regards investments foreign
trade activity, ete. This is why the
wider and closer the envisaged
economic cooperation between or-
ganizations (for instance. cooperation
not only in production but also in
research. investments. foreign trade.
etc.. or in the establishment of a joint
organizational un:1). the more diver-
gencies have to be overcome and the
greater number decisions by the res-
ponsible centra. authorities are
needed.

Consequently. the immediateness
of links is lost. this proves that. as
direct links are concerned the coming
together of the structures of the
economic mechanisms has not vet
been sufficiently rzalized. As a matter
of fact. we have here two aspects. con-
ditional on one another. and related
1o one and the same process: the
further systematic development of
socialist economic integration. The
coming together of the structure of
the economic mechanisms is not only
an essential condition of the whole
development of direct connections on
the level of both central authorities
and organizations. but also its objec-
tively necessary result. On the other




hand. direct connections  will
stimulate the coming closer of struc-
tures, joint management instruments
coordinated at a central point are
necessary mainly to assure that the
2conomic units speak the same lan-
cuage and act in accordance with the
:nterests of both economies concerned
and that of the community as a whole.
The coming together and improve-
ment of the nationsl management in-
struments can onls be realized con-
currently.

Secondly. the management systems
themselves also have some elements
retarding the establishment of direct
‘inks between economic organiza-
tions. For example in the Czecho-
siovak economy the indexes of
efficiency (profit and loss) of foreign
trade with the CMEA member
countries still do not have the neces-
sary effect on the total results of or-
ganizations of independent economic
accounting (associations, enterprises),
n particular on wages. So the neces-
sary economic pressure aimed at the
2fective development of direct con-
nections is not present.

Thirdly. integration and direct links
are also hampered by a series of sub-
sidies and the redistribution processes
balancing a significant portion of the
divergencies between wholesale and
contractual prices. primarily in ex-
ports or creating éifferent correlations
of those prices in exports and imports.
For example, when it comes to retail
prices higher taxes can be levied on
:mported consumer goods than on
similar domestic products. Such prac-
uce isolates. to a certain degree.
Jdomestic and contractual prices.
diminishes their role in planned struc-
tural changes (to be realized by means
of cooperation) specialization and
other direct connections). Besides
that. the significance of imports from
socialist countries as an instrument of
economic competition on the domes-
tic market is also reduced.

Fourthly. there are some problems
in the integration mechanism itself.
They mainly consist of the absence or
non application of real exchange rates
or coefficients between national cur-
rencies (between the levels of domestic
wholesale prices of the CMEA mem-

ber countries) and the mutual non-
convertibility of national currencies
even into transferable roubles. And
yet exchange rates are necessary for
comparatibility of the results of activ-
ity by national commodity producers
of any given economic unit.
consequently. also for the solution of
a number of economic questions by
way of direct links.

That is the reason for the
inadequate role of coordination of the
balances of payments within the
framework of the one-sided quan-
titative approach of  balancing
bilateral payments and the inflexible
control of mutual trade through
quotas in which a considerable
quantity of coordinated traded goods
are expressed in natural quantities.

Consequently. specialization and
cooperation based on direct links are
held back by the necessity to balance
the values of imported and exported
products. as well as by the lack of
authority of the cooperating or-
ganizations to freely dispose of goods
under given instructions. Little
flexibility and delayvs in deliveries un-
der those restrictions and quotas (of-
ten together with their exclusive sale
through foreign trade organizations)
weaken the chances of cooperation. in
particular where. due to the influence
of scientific and technical progress.
the structure of the users’ demands
and other factors rapidly change ex-
isting conditions.

The quite unbalanced state of
resources and demands has an
additional retarding effect on direct
links in various spheres of the econ-
omy of some countries. weakening the
positions of customers and users in
direct links, so that. at the level of
national economy. a lack of the
necessary collective stimulation of the
effectiveness of innovation tendencies
is felt i.e. the stimulation of the
integration of the activities of
economic organizations aimed at the
all-round satisfaction of demands.
For example. it is sometimes known
in advance about a planned product
that there will be a shortage in it and
the product will be realized with
worse technical and economic
parameters or at a higher price than
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analogues on the market of developed
socialist or capitalist countries.

That may lead to a situation in
which the further development of
direct links becomes less important
from the viewpoint of economic units
then from that of the state. This can
be overcome only partially by obligat-
ory objectives by the state plan. In
addition. theyv are sometimes in con-
flict with the interests of the organiza-
tions of independent economic acc-
ounting.

An obstacle of common activities
between economic organizations of
several countries may also be the
simultaneous deficit in mobile reser-
ves in all fields, for example. the ab-
sence of possibilities for investments
of the joint utilization of various
resources. including currency reserves
for technical development and trade.
All that. together with the strict
limitations on material. financial and
fabour resources and given a rigid ter-
ritorial system. the foreign trade
monopoly and other factors restrict
direct cooperation between organiza-
tions of the countries of the commun-
.

The establishment of uniform con-
ditions for the evolution of direct
links between economic organizations
of the CMEA member countries is
certainly a lengthy extremely intricate
process. In addition. the coming
closer of the management systems of
the CMEA member countrics and im-
provement of the mechanism of their
mutual cooperation. postulate not
only the existence of such conditions.
It is necessary to have a uniform
mechanism incorporating alt forms of
interaction of the countries of the
socialist community including direct
connections both on the level of
central bodies (joint plunning activity.
coordination of economic policy, etc.)
and between economic organizations
of the socialist countries.

The comprehensive approach to
the establishment of the svstemic
preconditions of all-round develop-
ment of direct links between economic
organizations of the CMEA member
countries seems to require the coor-
dinated solution of the following
problems:



— improvement of the . national
systems of planned management by a
definite orientation towards integra-
tion. The measures to be taken to that
end are e.g. the mutual coordination
of domestic and foreign conditions
(especially contractual. world and
domestic wholesale prices); evalua-
tion of the effectiveness of foreign
trade relations according to the
criteria of the plan, in planning
processes as well as in economic acc-
ounting; authorization of organiza-
tions to place their products to the
socialist world market. exclusion of
elements weakening or retarding
integration (subsidies, taxation in-
cluding. differentiation in taxes on
home-made and imported com-
modities); elaboration of flexible
structures and forms of cooperation
etc.:

— the coming closer of the struc-
tures of the economic mechanisms of
the CMEA member countries par-
ticularly in the fields decisively affect-
ing cooperation. It concerns the
approach of viewpoints concerning
the criteria of efficiency and the means
of economic stimulation of foreign
relations. the degree of economic in-
dependence of organizations (especi-
ally in the sphere of capital invest-
ments and foreign trade activities.)
the system of deductions. taxes and
prices, and credit facilities etc.:

— improvement of the integration
mechanism. primarily by increasing
the role of the transferable rouble. the
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rates of national currencies and their
exchangeability, coordination of
balance of payments and the relevant
exchange policy, multilaterality of
accounting, the functions of credits
and interest rates of the international
banks of the CMEA and their reser-
ves. the legal aspects of international
economic relations etc.;

— assuring the conditions for the
all-round development of the integra-
tion of the socialist economies. in par-
ticular of the conditions for a higher
degree of mutual openness through
the observance of their domestic and
foreign trade balance so as to allow
the elimination of deficits in different
fields of production and trade and the
accumulation of reserves for the in-
crease of supply of goods on the
socialist world market: the excessive
number of restrictions on the mutual
trade imposed by domestic limitations
quantitative and vaiue quotas in trade
must be graduaily reduced. while
mutual trade shouid be utilized for
economic  competition  between
economic organizations of the CMEA
member countries.

The definition of general conditions
for the establishment of direct links
between economic organizations and
their successful development are an
integral part and one of the main
ways of the improvement and bring-
ing closer the economic mechanisms
of the CMEA member countries and
of the further development of the
socialist integration mechanism.
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ECONOMIC MECHANISMS OF EUROPEAN CEMA COUNTRIES ANALYZED
Moscow PLANOVOYE KHOZYAYSTVO in Russian No 3, Mar 87 pp 110-116

[Article by S. Shavleyev and 0. Ivanovskaya, candidates of economic sciences,
under the rubric "Socialist Eccnomic Integration”: "An Analysis of the
Economic Mechanisms of the European CEMA Countries"]

[Text] The economic construction experience of the countries of the socialist
commonwealth is becoming increasingly varied and productive in terms of
results. Purposeful improvement of the economic mechanisms governing the
functioning of the economy reflects the objective striving of the socialist
state to create the organizational and economic¢ prerequisites to ensure a
steady strengthening of the national economy, a considerable acceleration of
rates of socioeconomic and scientific and technical development, maximum
efficiency in the use of material, labor and natural resources, and an
orientation of economic growth toward a steady rise in national well-being.

These processes are characteristic of practically all the European CEMA member
countries. At the same time, considerable importance is being ascribed to
creating an effective system of economic responsibility on the part of
enterprises for the rational utilization of production resources, to raise the
interest of all elements in the national economy in the effective utilization
of both live and social labor. And this is understandable, inasmuch a shift
of the economy to the path of intensive development presupposes, as an
obligatory condition, an improvement in the way existing scientific and
production potentials are used, an increase in the output of final production
calculated per unit of expended resources.

A commonality of ideas and a gradual equalization in the level of economic
development of the European CEMA countries is making it both possible and
necessary to a draw the structures of their economic mechanisms closely into
line with one other, without denying the peculiar features of their
functioning. In solving this problem, a large role is being played by study
and mutual application of the experience which has been accumulated by the
socialist countries in the spheres of planned management of the economy and of
improving economic mechanisms. The objective basis for the study and mutual
utilization of our international experience derives from the uniformity of
productive relationships which exist in the socialist countries, from the
commonality of their basic problems of social development, and from the
orientation of their economic growth toward the solution of problems of
improving national well-being.
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A characteristic trend in the development of the economic mechanisms of the
socialist countries can be described as being a growing diversity in the
specific forms and methods of economic management within the bounds of a
increasingly strong commonality of basic management principles. The new
edition of the CPSU Program stresses that "the importance of the experience
accumulated in the socialist countries is not a transitory thing. The past
decades have enriched the practice of building socialism and have clearly
revealed the diversity of the socialist world. At the same time, the
experience of these decades testifies to the enormous significance of the
common natural laws of socialism... Utilization of these common natural laws
under the specific conditions existing in each of the socialist countries --
this is the basis for their confident movement ahead..." (1)

The significant changes happening in the last two decades in the managerial
mechanism of the European CEMA countries has served as a stimulus to rapid
development of comparable studies in this area. Such research is increasingly
aimed at discovering the most progressive elements of management experience
and determining the potential and the conditions for applylng these elements
in the mechanlsms of other countries.

The fact is that, at the same time that general natural laws exist, specific
practice is characterized by differences which find expression in ways and
means of socialist economic management and which are conditioned by the
special characteristics of the countries involved. Among these specific
characteristics, we should first of all mention the achieved level of social
and economic development, the degree of involvement in the processes of the
international division of labor, their territorial and sectoral production
structure, management traditions they have developed, and the specific
features of the historical path they have followed. Besides this, these
differences are determined also by the specific way in which problems of
economic development are reflected in the economic policy of the fraternal
communist and workers parties and of the governments of the socialist
countries.

The variety of specific historical ways and means of administering economies
represents the basis for a wealth of collective experience in socialist
economic management. But administrative solutions that have already justified
themselves in the practice of particular countries cannot be effectively
applied, without careful analysis and creative interpretation of international
experience, to the conditions which exist in other countries. Such an
approach makes it possible to move ahead with greater confidence, to
experiment in a purposeful way, to seek out the most acceptable organizational
and economic solutions, and to improve specific parts of the overall system
for planned management of a socialist economy.

At the present time, the economic management practice of various countries is
characterized by an increase in the operational management independence of the
primary cost-accounting units of the economy, and this presupposes a
strengthening, not a weakening, of centralized, planned direction of the
national economy. Experience shows that the effectiveness of centralized
planning and administration is not related to an increase in the number of
indicators, directed from above, that govern the activity of economic
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production units. Real effectiveness here depends, first of all, on how
successfully, in their plans, the central economic management organs solve the
strategic problems of social and economic development, determine the most
important macro-economic proportions, and select ways and means of exerting an
influence on the primary cost-accounting units (prices, financial and credit
levers, long-term economic norms, conditions for entering foreign markets,
etc.). This problem and ways for its solution, as is known, was examined at
the June 1986 CPSU Central Committee Plenum, where it was indicated that "on
one hand, we must continue to strengthen centralized principles in managing
the national economy... And, on the other, we should do our utmost to expand
the rights and economic independence and to increase the responsibility of
enterprises and associations for the results of their activity." (2)

The basis for strengthening centralized management in the CEMA member
countries lies in improved national economic planning (the core of the entire
mechanism which underlies the functioning of a socialist economy). It is
precisely in improvement of the system of planning that the greatest reserves
for accelerating the social and economic development of the CEMA member
countries can be found. Achievement of this goal is, to a significant degree,
tied to an increase in the role of long-range planning, which is called upon
to ensure that all spheres of the national economy are pointed toward a single
goal and the formation of its territorial and sectoral structure. The
necessity of increasing the role of long-range plans and of broadening
planning horizons is determined by the magnitude of the social and economic
problems confronting the socialist commonwealth, and by their complex
character. Increasingly full use of the achievements of scientific and
technical progress, which, under conditions of intensification, has become a
decisive factor for the development of production, also demands the
development of systematically implemented technical and economic measures for
the long-term future. In this direction, we should particulary single out the
importance of expanding planning horizons and of formulating a system of
mutually-related plans that includes prognoses, the working out of long-range
programs and goals, long-term (15-20 year), 5-year and current (annual and
biannual) plans, as well as complex, special-purpose programs and basic trends
for social and economic development during the period to the year 2000.

Note should be made of the balance method of planning, which has become
widespread in the European CEMA countries. In the GDR. for example, central
economic planning organs are working out a system of balances which includes
more than 1000 of the most important types of products. Recently, micro-
electronic products, robot equipment, automation equipment, and biotechnology
have become the basic subjects of balancing at the national economic level. At
the same time, the GDR State Planning Commission is being held increasingly
responsible for the development of production balances, particularly for those
sectors upon which acceleration of scientific and technical progress depends.
On the basis of the national economic balances, combines in the GDR are then
working out from 600 to 1000 material and value balances. The strengthening
of balance methods of planning is looked upon here as a basis for ensuring the
equilibrium and stability of plans, both on the level of combine activities,
and on the scale of the entire national economy.
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The strengthening of the planning system, the increase in its effectiveness
and stability, and the transformation of the 5-year plan into the leading form
of national economic planning in the European CEMA countries are contributing
to the growing role which is being played by conceptual preparation of plans.
Thus, in Hungary, they have evolved the practice of intensive pre-planning
development of a large number of concepts and variants (up to several dozen)
relating to the most important problems of social and economic development for
the 5-year plan.

In the GDR, an improvement in the scientific basis for making long-term
economic planning decisions is being ensured by the development of concepts of
scientific and technical progress, which are finding expression in sectoral
and national economic development concepts and are being adopted in the form
of a state plan for development of science and technology. The tasks set by
this plan are being passed on to the combines and their enterprises by means
of directive indicators (commodity production volume, effectiveness of
scientific and technical measures, a production renewal coefficient, savings

of raw materials, supplies, power and human labor, profits from the sale of
licenses).

And so, analysis of the experience of developing the economies in the CEMA
countries testifies to the fact that, when examining the objective factors
which determine the limits of centralism in the planned management of the
economy (and, correspondingly, the extent of the relative management
independence of enterprises), it is necessary to make a distinction between
the level of socialization of the means of production (formal and real) and
the effectiveness of the practice of centralized management of economic life,
and the objective necessity for it.

Development of the productive forces and intensification of the social
character of production in the European countries of the socialist
commonwealth objectively require a strengthening of real centralized
management of the economy. But this in no way presupposes stricter regulation
of all aspects of the activity of economic production units. At the present
stage, as underlined in party and government documents of the CEMA member
countries, such an approach does not ensure the conditions necessary for
social and economic development -- "scientific and technical progress will not
be sufficiently accelerated if the role of the basic production units -- the
associations and the enterprises -~ is not increased and if their activities
are not reoriented. The center of balance of all operational management
work needs to be shifted to the 1local level -- to the labor
collectives..." (4) :

An increase in the effectiveness of centralized management of the economy in
keeping with the extent of development of the productive forces cannot be
achieved at the present time on the basis of limiting the management
independence of primary production units and of reducing the share of
resources left at their disposal. The effectiveness of this process is
determined by society's ability to solve the key structural problems of social
and economic and scientific and technical development, and not by the quantity
of directive indicators and the amount of financial resources accumulated in
the state budget. V.I. Lenin wrote: "But it would be inadmissable to forget




that, defending centralism, we are defending an exclusively DEMOCRATIC
centralism... We are constantly confusing centralism with arbitrariness and
bureaucratism." (Footnote 5) And further, V.I. Lenin writes: "For
bureaucratic interference in PURELY local (oblast, national, etc.) questions
is one of the greatest obstacles to economic and political development in
general and, in particular, one of the obstacles to centralism with regard to
the serious, the important, the fundamental." (6)

In recent years, a process of broadening the rights and increasing the
responsibilities of economic production organizations has been going on in
practically all the CEMA countries. At its basis lies a fundamental change in
the forms and indicators of planning, in that a distinction is made between
the strategic functions of management and the current and operational ones.
Qualitatively new relationships are being established between the economic
center and the enterprises. At the same time, both a series of general
features and tendencies as well as a considerable differentiation of
approaches to their practical realization can be observed. The most common
elements are the expanded rights of enterprises and associations in
formulating their production programs (with the aid of economic contracts) and
their increased independence in the sphere of wages and economic incentives,
and also in the field of price formation.

The increased independence of economic production organizations within the
fraternal countries is being realized within the framework of various forms of
centralized administration. Thus, in East Germany, Romania and
Czechoslovakia, this is being done on the basis of traditional directive
planning. In Bulgaria, centralized planning is being combined with rather
broad use of indirect (parametrical) methods of regulation. In Hungary and in
Poland, most national economic sectors are not being assigned directive plan
quotas (although the management's economic planning organs the right to do so
and use it in cases of necessity). In Hungary, the direct assignment of
quotas in physical terms, with capital investments specifically earmarked for
corresponding development of productive capacities, is being maintained within
the basic sectors (the extracting industry, power, metallurgy, heavy machine
building, and the like).

Large combines have a special role in the economy of the GDR. They bear
responsibility for realizing directive plan quotas, for balance work, for
developing and carrying out plans of scientific and technical and of economic
development, for the social development of their collectives, for satisfying
the national economic requirements for their respective products, and also for
meeting foreign needs. In recent times, there have been changes in the system
of management at the level of the combine. This is no longer an organ which
stands above the enterprises. Within each combine, a leading enterprise has
been designated and its production determines the profile of the combine. In
order to fill this function, such an enterprise must have the scientific and
technical and the economic potential, as well as a level of production
efficiency, that will permit it to set the scientific and technical and the
economic policies for the entire combine as a whole. Moreover, there is an
increasingly evident tendency in the GDR toward an averaging out of the
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conditions under which the combines function; equal or closely similar
requirements for economic operation are being formulated on the level of
industry as a whole and of its large sectors.

Within the USSR, beginning with the 12th Five-Year Plan, there has been a
fundamental increase in the independence of enterprises and associations in
the area of foreign economic activity. The resolution of the CPSU Central
Committee and the USSR Council of Ministers "On Measures for Improving the
Management of Foreign Economic Relations" envisages the creation at
enterprises and associations of foreign currency withholding funds for the
financing of export-import operations. By using these funds, as well as of
foreign currency credits from the Foreign Trade Bank, they are able to update
production on a more timely basis by importing machinery and equipment when
necessary. At the same time that their rights have been broadened, the
economic responsibility of entérprises and associations for fulfilling plan
quotas or export agreements has also grown. In the case of unsatisfactory
export activity, damage caused to partners is reimbursed from the enterprises!'
own funds. Besides this, the CPSU Central Committee and USSR Council of
Ministers resolutions" On Measures for Improving Management of Economic and
Scientific and Technical Collaboration with the Socialist Countries" gives
Soviet associations and enterprises broad rights with regard to establishing
and developing direct ties with enterprises and organizations in the fraternal
countries. Moreover, the decisions they make independently include
practically all aspects of collaboration: determination of the extent of joint
activity and the economic conditions for carrying it out, agreement on prices
for goods and services being produced, etc. Practically all earnings
(including foreign currency earnings), received as a result of joint activity,
remain at the disposal of the enterprises.

One manifestation of expanded economic independence in Bulgaria is the fact
that directive plan quotas do not fully load the productive capacities of
economic organizations. Enterprises are permitted to plan and to accept
orders on their own for a part of those products they produce which enjoy a
demand on the domestic and foreign market. The availability of reserve
capacities creates conditions for realizing plan quotas and allows Bulgarian
enterprises to more actively demonstrate initiative in assimilating scientific
and technical achievements, in developing new technological processes, and in
shifting over to the production of new products, and to better satisfy
customer demand. They make it possible for an economic organization to reduce
the negative consequences of miscalculations in planning and material and
technical supply, and also of spontaneous factors. At the same time, the
enterprises are provided with an additional incentive for rational utilization
of funded production resources, with the aim of applying the part of them that
is saved to the production of independently planned output.

It should be particularly emphasized that the socialist state retains
sufficiently effective means at its disposal to control the activity of the
economy's basic production units, especially its financial and credit levers.
Besides this, state organs establish the scale of the independent activity of
enterprises and associations: specifically, they are the ones that determine
the extent of the productive capacity of a given enterprises which is free of
a centralized workload. '
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Hungary has accumulated many years of experience (beginning in 1968) in the
broad application of indirect methods (prices, finances, credits, etc.) of
extending state plan quotas to economic organizations and enterprises. The
national economic plan contains a special section which stipulates the
development of a system of economic regulators. With the help of these, the
organizational and economic conditions are created for enterprises, under
which the plans that they develop independently are coordinated with the
control figures of the national economic plan. At the same time, the country
is retaining quota assignment for certain of the most important types of
production, for import and export activity, and also for investments.

The orientation of the Hungarian economic mechanism toward broad autonomy of
the basic units of the economy has also turned up a number of difficulties. In
pursuit of their own current interests, Hungarian enterprises, in the
distribution of their profits, have leaned heavily toward increasing the funds
they have available for material incentives, to the detriment of long-term
development strategy. As was noted at the 13th VSRP Congress, the result of
this has been that "it has not been possible, as is necessary, to expand
production of new, profitably-sold goods, and to increase the competitive
qualities of products. One of the decisive reasons for this lies in the
unsatisfactory technical development of production, in the slow practical
application of scientific achievements." As a result, "...funds allocated for
development have been considerably reduced..." (7)

In countries where directive methods of managing the economy have
predominated, there has recently been a substantial reduction in the number of
directive plan quotas (with the exception of the GDR) along with an increase
in the role of indicators which reflect the effectiveness of economic
activity, output quality, and final national economic results. When
evaluating activity on the level of ministries, associations and enterprises,
increasing importance is being assigned to indicators of the fulfillment of
contract obligations, of net production or its modification, of the
utilization of production resources, of income, and the like. There is a
gradual rejection of the use of general volume indicators in an authorizing
and estimating capacity. At the same time, all the European CEMA member
countries set mandatory production of basic types of output in natural terms
according to sales trends, which is called upon to ensure current equilibrium
in the development of the economy. The production program tasks of
enterprises and associations are spelled out in more detail in East Germany
and Romania. In the GDR, directive quotas are assigned directly to combines,
without going through the ministries, and indicators in physical terms
encompass the final results of the combines' activities.

The increasingly broad scale of social production and the increasing
complexity of inter-sectorial relationships -- all this requires a widespread
planning network which ensures both vertical and horizontal mutual
relationships. At the present stage, indicators which characterize the ties
of specific producers with specific consumers are assuming great importance
for all the European CEMA member countries. Contracts, as one of the most
important instruments of management, are becoming widespread everywhere. 1In
such countries as Hungary, Bulgaria and Poland, the contract, to a large
extent, is being used as a basis for developing the independent product
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assortment plans of economic organizations. In the USSR, the GDR,
Czechoslovakia and Romania, contracts are usually concluded on the basis of
corresponding planning acts or other normative documents.

In the procéss of the interaction of the state plan and the economic contract,
two mutually related tendencies can be traced: on one hand, the contract is
emerging as a form for specifying plan quotas, their transformation into
economic obligations and an effective means of control over the fulfillment of
the latter and, on the other, as an instrument for the formulation of national
economic plans. The economic contract is being used most intensively in those
circumstances where centralized planning is accomplished according to
consolidated indicators or on the basis of counter-plans of the enterprises
themselves. Their role in planning has grown particularly in circumstances
when the national economic plans of the European CEMA member countries are
oriented toward the achievement of final national economic results.

Measures are being taken in all the countries of the socialist commonwealth to
increase economic responsibility for the fulfillment of contract
obligations. (8) Extensive systems of measures to exert administrative and
economic pressure on violators of delivery discipline exist in Bulgaria,
Hungary and Poland. These countries are consistently implementing the
principle of full compensation by contractors for damages they cause. When
one of the sides fails to pay penalties in accordance with a contract,
competent organs (arbitration and financial organs, and others) have been
given the right, at their discretion, to recover them from income. Thus, in
Bulgaria, a regulation has been introduced which obligates the guilty party to
reimburse both the direct losses borne by a customer and also the income that
he did not receive as a result of a violation of a contract. Moreover, in
specially agreed-upon cases of contract nonfulfillment, payment of forfeits or
reimbursement -of losses can be demanded in foreign currency. Besides this, a
producer who fails to deliver one or another product on time is obliged cover
the foreign currency expenditures of consumers of the imported products, on
the basis of its own foreign currency fund or a limit fixed by it.

Under the influence of the modern scientific and technical revolution, a
steady strengthening of the ties and dependencies among a large number of
sectors is occurring and an expanding process of economic integration is going
on in the national economies of the CEMA countries. Under these conditions,
the important shifts which are taking place in certain elements of the
national economy are having a fundamental influence on the development of
other elements of the economy and on the functioning of the socialist economy
as a whole. By force of the given circumstances, the problems of ensuring a
dynamic balancing of social production and an increase in its effectiveness
require improvement of planning methods and the all-round solution of
important state-wide intersectoral and territorial problems. '

Conditioned by -a large number of factors in the national economic development
of the European socialist countries, problems of improving the quality of
inter-sectorial and inter-regional management are appearing at various levels
of the management hierarchy and are being expressed in various organizational
and economic ways. Among these problems are the formation and development of
territorial production complexes, the creation of associations of the inter-
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sectoral type, the development and realization of complex state-wide programs,
and the singling out of inter-sectorial national economic complexes as the
basic subjects of centralized planning. In a number of countries, increased
attention is being given to working out the strategic aspects of the
development of sectors, regions, and large economic complexes; steps are being
taken for their closer coordination within the 5-year plan (special sections
of the plan or separate indicators); the process of developing plans is being
organized so as to include participation by appropriate specialists from
sectoral ministries and local organs, program developers, etc.

The mastery of methods of planning by groups of mutually related sectors,
which as a rule are united by a commonality of purpose and by the presence of
close economic production ties, is becoming an important trend in the
improvement of planning in practically all the CEMA countries. Thus, in
Bulgaria, Hungary, Romania and Czechoslovakia, the fuel and power sectors are
being planned as a single inter-sectoral complex; in Romania and
Czechoslovakia, the same is being done with metallurgy and machine building
and in Bulgaria, Hungary and Czechoslovakia -- with agriculture and the food
industry; In East Germany the lumber industry is also included in this
complex; in Romania -- water resources management; and in Poland one ministry
directs the food industry and procurements.

The formation of inter-sectoral national economic complexes is conditioned by
the necessity of further improvement in the effectiveness of social
production. However, the possibilities which arise in connection with the
formation of complexes for planning the use of their output are no less
important. This aspect is particularly significant because it makes it
possible to direct the activity of inter-sectoral complexes toward final
national economic results. In the activities of the latter, with appropriate
organization, planning from the sectoral standpoint is successfully being
combined with planning from the program-goal (programmno-tselovoy) point of
view. At the same time, the territorial aspect of planning is being
fundamentally strengthened, inasmuch as planning is being extended from the
complex's production sphere to also include the consumption sphere, where the
territorial factor is particularly important.

Orientation toward final national economic effectiveness also requires that
sectoral and regional interests be overcome entirely in the development of
national economic plans. This can be achieved only by way of an essential
strengthening of the role of central planning organs and by a strengthening of
the program-goal approach in management, ensuring the priority of public
interests in the solution of important state-wide problems. As analysis of
the practice of national economic planning in the fraternal countries has
shown, the program-goal method is also being used as a specific methodological
approach to putting together the state plan as a whole. In this function, it
first of all presupposes steps to ensure the goal-orientation of the plans.
This can be seen in the fact that, in compiling their plans, practically all
the European countries of the socialist camp have designated a special stage,
during which development goals are formulated and principles of economic
policy, aimed at their achievement, are defined.
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The increasingly active role of composite planning, the increased role being
played by the indicators of the composite sections of the plan, is also an
expression of the program-goal approach to constructing the national economic
plan. Particularly important in this direction is the introduction of methods
for determining rates and proportions of national economic development from
ultimate social needs and the improvement of methods for justifying the
structure and scales of nonproduction requirements as an initial basis for the
formation of composite plan indicators. The program-goal approach is also
increasingly finding expression in the fact that certain sections of the
national economic plans of the CEMA member countries are taking on a program
character. The indicators of such sections are being given a precisely
expressed goal orientation; they are being structured in such a way that the
relationship of goal indicators with resource indicators is being established
through a system of planning measures which are precisely aimed toward the
given goals.

The generalization and systematization of collective experience in perfecting
economic mechanisms in the European CEMA member countries testify with total
clarity to the fact that an organizational and economic prerequisite for
achieving the strategy of accelerating social and economic development lies in
the establishment of a system for managing socialist social production, in
which necessary agreement and balance are achieved in the relations between
centralized forms and methods of managing the economy and the operational
cost-accounting independence of its primary elements. To a large degree, the
efficiency with which the economic mechanism functions at all levels of the
national economic hierarchy, the establishment of a unity between strategic
and current decisions, the increasingly full development of creative activity,
and the initiative of labor collectives and of individual labors will depend
upon how this problem is solved. Study of the leading experience of the
fraternal socialist countries in this field will allow selection of the best
organizational and economic solutions.

FOOTNOTES
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periods, and particular ways of realizing them are indicated; in its
development, great attention is given to questions of increasing the
effectiveness of foreign economic activity.
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7. "The 13th Congress of the Hungarian Socialist Workers Party, Budapest 25~
28 March 1985", Moscow, Politizdat, 1985, pp 25, 31.

8. Inasmuch as the obligations, fixed in economic contracts, are based on
plan quotas, their fulfillment comprises an unalterable condition of the
fulfillment of the state plans themselves. In this connection, contract
discipline is an important supplement to plan discipline. The responsibility
for fulfilling the plan and the responsibility for fulfilling the economic
contract form a single legal economic responsibility.

COPYRIGHT: Izdatelstvo "Ekonomika". "Planovoye khozyaystvo". 1987

13032
Cs0: 1825/190

22



SOCIALIST COMMUNITY, CEMA

ROLE OF PRICE FORMATION IN CEMA TRADE COOPERATION
Moscow DENGI I KREDIT in Russian No 4, Apr 87 pp 20-27

[Article by V. A. Uspenskiy, candidate of economic sciences and A. Yu.
Zhdanov: "An Important Factor in Increasing Cooperation Among Participating
CEMA Countries"]

[Text] The intensification of their mutually advantageous economic
cooperation is the most important factor in accelerating the social and
economic development of the socialist countries. Serious attention was
focused on the problems of comprehensively improving this cooperation at the
27th CPSU Congress. At that congress M. S. Gorbachev noted, "Today the fates
of the world and of social progress are linked more closely then ever before
with the dynamism of the world socialist system's economic and political
development" (1)

The foundation of the system of mutual foreign economic ties among
participating CEMA countries is their direct cooperation in the production
sphere. This cooperation is accomplished through the coordination of national
economic plans and agreements and also economic policies. The entire system
of economic cooperation among participating fraternal socialist countries is
accomplished through their trade and financial relations and the cost
categories that are inherent in them. Under these conditions the role of cost
instruments is not only not reduced, but on the contrary, is continuously
increasing. This then causes them to become a powerful stimulus in
developing all types of cooperation, strengthening the integrational process
and improving international socialist production relationships.

Prices on their mutual trade (the contract prices) are an important element in
the mechanism for economic cooperation among participating CEMA countries. In
accomplishing their functions, contract prices facilitate the improvement of
the international socialist division of labor and serve as an instrument for
the planned effect on increasing economic intensification in participating
CEMA countries. Socialist countries had taken a course toward actively using
trade and monetary relationships and this was again confirmed at the Economic
Conference of Participating CEMA Countries: "The mutual trade pricing system
that is in effect and currency-monetary cooperative instruments will be
further improved and the collective currency, the converted ruble, will be
strengthened" (2)
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It has become necessary to improve trade and currency cooperative instruments
among socialist countries because the bulk of their foreign trade is in mutual
trade among socialist countries. For example, in 1984 this amount varied
from 53.6 percent for Hungary to 97.6 percent for the Mongolian People's
Republic. (3) Therefore the results of foreign economic cooperation among
participating CEMA countries depends to a great extent on the correct use of
cost factors.

A characteristic feature of price formation in mutual trade among
participating CEMA countries is the use of world prices as a basis for
contract prices. Prices in the world trade market are first "cleansed" of the
spontaneous, market influence of the capitalist market. The primary method
for this cleansing is to average world prices over five years and then
stabilize the accounting base of specific prices for one year. This use of
world prices in mutual trade among participating CEMA countries is creating a
number of specific problems whose resolution urgently demands special
examination and analysis.

The development of specific price proportions and also conditions for trading
in the world socialist market is an urgent task. The fact is that the effect
that mutual socialist country trade prices have on accelerating scientific and
technical progress is, to a great degree, their structural effect on the
national economy and especially on the structure of commodity turn-over.
Contract prices and their level and correlation must correctly reflect
progressive changes in economic proportions and the differentiation in the
technical and qualitative level of the product. 1In this case prices actively
promote the development of a contemporary trade structure in the internal
exchange among socialist countries, i.e., a correlation between two primary
trade groups (fuel and raw materials and finished industrial goods) in which
the share of goods with the highest level of processing, and therefore the
results of increased labor effectiveness that are caused by that processing,
is increased. In addition, every marketplace also has correlational changes
in the exchange and demand for interchangeable, similar goods during which the
consumer demands of the socialist countries are satisfied by goods that meet
their most urgent needs.

Thus contract prices promote the structural reshaping of national economies
and also change intra- and inter-industry proportions. These then accelerate
the process of intensifying socialist production. If foreign trade prices,
and especially the prices of machines and equipment, do not reflect the goods'
qualitative characteristics and technical-economic parameters, these prices do
not make the producer and exporter constantly improve their product.
Therefore socialist countries are actively getting the direct producer of
export products to take part in these foreign economic ties and are getting
them materially interested in this process through the use of pricing and
financial methods. The most wide-spread of these methods are price mark-ups
on export products and shifting part of the profits from foreign trade
transactions.

In addition, foreign trade organizations in socialist countries watch to see

that there are no violations in the established base averaging period. The
fact is that prices on machines and equipment are sometimes established for a
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time period that is very close to the time that a given foreign trade
transaction takes place, i.e., for a two- or three-year and even a one-year
period for averaging world prices. This is linked to the fact that the five-
year period exceeds the time for renovating and modernizing export products
from capitalist firms. This makes it difficult to select analogs in the
world' capitalist market. These same difficulties do not apply to the
selection of a pricing series for fuel and raw materials over a five year
period. The use of two or three years of prices instead of five to establish
contract prices on machines and equipment when there has been an increase in
world prices leads to an increase in the accounting base for these prices
since a five-year period is used for fuel and raw materials. At the same
time, when there is a drop in world prices, increases in past years are
shifted to contract prices. It is possible to use various extrapolation
methods that permit data from a two- or three-year period to be expanded to
five years. However these methods are very labor consuming and are not
accurate enough. It is obviously advisable to reduce the base period for
averaging world prices on all goods. In addition, it is beneficial to
regularely reexamine prices in the world socialist marketplace and especially
to establish lower contract prices on obsolete machines and equipment without
further reexamining and correcting those prices because of fluctuations in the
world price. And base price averaging should be used only with new products
from socialist countries and should consider the product's level of conformity
to world models.

When calculating the base for contract prices it is important to have those
prices correspond to the total cost indicators of the socialist countries. We
must use world prices with a consideration for the production structure that
has and is being formed in socialist countries, foreign trade, the level and
correlation of expenditures and labor productivity, and also production
quality indicators. Structural differences in the labor expended on the
production of similar goods demand that world prices that have been selected
as the base be coordinated with the correlation of contract and internal
prices. This contract price correlation must correspond more to the
proportions of wholesale prices which reflect the proportion of national
socially necessary labor costs that will be the stimulating effect of foreign
trade prices on optimizing the level and correlation of labor expenses.

Two of the problems from the total gamut of problems in "cleansing" world
prices are especially important in developing prices for the world socialist
market place: first, retaining the real cost of mutual requirements and
obligations among socialist countries and second the profit nature of prices
on fuel and raw materials. The importance of these problems is conditioned by
the following factors. First, it is necessary to "cleanse" world prices of
the inflation effect to develop optimal levels and proportions of prices in
foreign trade among socialist countries; this "cleansing" determines the
total price fund in the marketplace. Moreover, the establishment of prices on
fuel and raw materials is the first step in determining production prices and
any errors in this area will automatically be shifted to the prices of
finished goods. And finally, both of these problems are among those that have
been least developed in economic literature, whereas reality urgently demands
that they be resolved as soon as possible.
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The first problem arises in connection with the possibility of introducing the
inflationary effect in world prices into the world socialist marketplace.
During the bartering process there are differences between the times goods are
sold and the time payment is made because of credit being extended to the
buyer, various production cycles, the seasonal production of some goods and
peculiarities in budgeting and payment relationships. For these reasons the
liquidation of mutual needs and obligations also assumes the liquidation of
their cost and physical volume. A discrepancy between cost and the real-
physical expression of the demands and obligations of socialist countries can
arise during the period between the sale of and payment for goods and because
of this any exporter (seller) or importer (payer) may have losses. These
losses will be express either as the inability to obtain enough trade credits
when obtaining them based on cost as a result of price increases or as
increased trade repayments on the cost of credit because of price reductions.
The solution to this problem assumes the adoption of a third type of
interdependent and coordinated measures -- percentage, exchange (currency) and
pricing measures themselves.

Percentage rates in the world socialist marketplace do not always reflect
changes in pricing factors. Percentage rates on credits to the IIB
[International Investment Bank], IBEC [International Bank for Economic
Cooperation] and on inter-country credits are effected by the possibility of
losses to the creditor-country because of discrepancies between the movement
of contract prices and percentage rates since as a rule average growth rates
for the former exceed those of the latter. The solution to this problem is as
follows. We must increase percentage rates and also provide for their greater
flexibility and differentiation according to the following factors: the
recovery of the given credit agreement; the effectiveness of capital
investments that are associated with it; average annual changes in world
prices for the period that the contract price base was "cleansed"; the average
annual rates in the world capitalist marketplace after they have been
ncleansed" of the speculative effect. It is time we develop special methods
for determining these factors when establishing credit percentages and
formulating prices.

The establishment of the converted ruble's real exchange rate vis-a-vis
currencies in which the base prices in the basic world trade marketplace are
reflected and also the regular and timely review of this exchange rate to take
into account the buying power of these currencies and of the converted ruble
have important significance in protecting the world socialist marketplace from
the inflationary effect of world prices. (4) When recalculating world prices
it is advisable to establish an exchange rate for converted rubles based on
the relationship of the annual amounts of exports into the world socialist
marketplace as expressed in capitalist currency and in converted rubles. We
should consider that in recent years the nature of the effect of currency
factors on the price formation in the world socialist marketplace has changed
somewhat. The traditional inflationary growth of world prices expressed in
U.S. dollars has been replaced by their relative stabilization and reduction
because of the increase in the dollar exchange rate vis-vis the currencies of
other capitalist countries. However, this does not eliminate the problem of
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protecting the world socialist marketplace from the inflationary effect of the
world capitalist marketplace. And even more so since, as is known, the
exchange rate for U.S. dollars has again been dropping since February 1985.

First, as before, the real movement of world prices is hidden by the effects
of currency factors; second, the processes that were previously
characteristic for the U.S. dollar are now peculiar to the currencies of other
capitalist countries; third, because of the use of the five-year period for
averaging world prices it is possible to shift the inflationary growth of
previous years.

As regards the pricing aspects themselves, they are primarily linked with the
use of specialty clauses, a practice that has not found wide application in
the world socialist marketplace. At the same time, judging by everything,
there is nothing that counter-indicates the expanded use of special pricing
methods and techniques. In a number of cases trade deliveries to liquidate
credits have been based on pricing conditions at the time credit was advanced.
In actuality this is a "stop-price" method under barter agreements with a
delayed first delivery, one that promotes an equivalent exchange within the
framework of a given credit agreement. And price indexing, a series of the
more reliable methods for cleansing inflationary effects from base world
prices, is also used. One of these methods is eliminating from the base
prices the so-called "inflationary aspect" which is defined as the average
increase in world prices because of capitalist currency depreciation over the
averaging period. This method differs from the correction of the currency
exchange rate for converted rubles since the inflationary aspect is calculated
for every commodity (commodity group) individually. This method is
complicated, but referrentiaal example calculations are always useful.

If calculating the factors that have been indicated and that are a part of the
circle of issues involved in the initial problem has an effect on establishing
the general level and proportions of prices, then the prices of fuel and raw
materials determine the starting point for the movement of prices and more
attention must be focused on these two items.

Of course only certain price formation problems in the world socialist
marketplace, problems that are associated with the use of world prices as a
base for contract prices, have been examined here. The existence of these
problems is the reason for our having to improve the mechanism for price
formation in mutual trade among socialist countries. This need is also caused
by reasons that are characteristic for mutual foreign economic trade relations
among participating CEMA countries. As socialist economic integration
expands, cooperation among the fraternal countries becomes more and more
complex, embraces new spheres of activity and is diffused in all phases and
stages of the production process. This production process goes beyond
national borders and is taking on an international nature in its specialized
and cooperative spheres and its joint enterprises. The labor and material
motivation for its workers are gradually taking on a directly social nature at
the international level. The levels of intensification in socialist country
economies are increasing and are evening out. There are changes in
cooperative methods and practices. The accent is shifting from the exchange
of independently produced labor products to joint production and scientific-




technical activities and the development of direct economic ties between
associations and enterprises. As a result the material integration process is
having an active effect on the development of socialist international cost.
Additional possibilities for the stimulating effect of prices on the process
of social production are being developed. And all of this is making it
necessary. to improve the practice of price formation in the world socialist
marketplace.

The improvement of the price formation system in the world socialist
marketplace is a step-by-step process. The on-going improvement for the near
future is associated with improving a practice that is currently in effect -~
making the best use of world prices and guaranteeing that they are valid,
productive and "cleansed.! And the mechanism for the formation and operation
of contract prices, the combination of flexibility and stability, a system of
rebates and mark-ups, an approach to various trade groups, a system for
coordinating and reviewing prices, their calculations in coordinating national
economic plans, the signing of long- and medium-range contracts and so forth,
is subject to improvement. As regards the more distant future, one can
certainly talk about the gradual creation of prerequisites so that the
internal production conditions in socialist countries, social international
costs and regional socially necessary labor costs, especially in spheres where
there is specialization and cooperation, are more fully considered.

International production specialization and cooperation is one of the most
intense forms of production cooperation and one in which the collectivization
of socialist production is taking place on an international scale. This form
of cooperation has a direct effect on strengthening the intensification of
socialist social production. And the increase in serial production with the
corresponding reduction in inventories per individual country is having an
effect on labor cost levels. Mutual trade of these products is becoming a
part of the international production process within the framework of the world
socialist economic system since cost and real and physical production norms in
these cooperative products require that a strict proportionality in the
exchange of these products in the world socialist marketplace be strictly
observed and since they form the distinct conditions for its realization.

Goods that circulate in the specialized and cooperative goods marketplace are
the result of systematically organized direct industrial cooperation.
Therefore this marketplace has its own characteristic traits and peculiarities
that influencee production intensification. The specialized and cooperative
goods marketplace is characterized by: the mass nature and regularity of the
stream of goods that are mutually exchanged; the conditionality of the
delivered good's production purpose for the specific consumer; the partners'
interdependency on the technical level of the goods being sold; and the
increased importance of the real and physical proportions of the exchange of
goods that make up the total on the total. There are various possible
combinations for international socialist cooperation and for the exchange of
specialized and cooperative products:

1) cooperation among socialist countries on the basis of international
specialization in the production of assemblies and components and the assembly
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of finished products in one of the countries, the organization of counter-
deliveries of finished products from this country into the other countries in
the cooperative;

2) the 6rganization of assembly production of the same item in all the
cooperating countries and a mutual exchange of assemblies and components
according to an agreed-upon program;

3) the exchange of standardized assemblies and components that make up a
set, the assembly of finished products in various countries and a mutual
exchange of the finished product;

4) a division of the technological production process into stages and the
partners' specialization and cooperation on the end product of a given
technological stage, their mutual exchange and also the exchange of goods that
have gone through the entire technological cycle.

The first three variations make economic sense because of their cost effect
from concentrating the production of certain goods in countries with the
lowest level of corresponding national socially necessary labor costs and the
relative reduction as a result of the international socially necessary cost.
As regards the fourth variation, its economic effect is brought about by the
optimum distribution of production close to raw material sources or places of
consumption and the reduction of transportation expenses. This also promotes
a reduction in the level of socially necessary labor costs. Thus
international production specialization and cooperation must have a reducing
effect on the values of cost and price. From this point of view, the most
progressive of these is cooperation on the basis of assemblies, components and
technological stages, i.e., in intra-industrial specialization. Naturally
this makes sense primarily only in those cases when the acquisition of the
assemblies and components that make up the finished product is cheaper for the
producer of the finished product than when he produced them himself.

A specific feature of trading in specialized and especially cooperative
products is that its primary goal is to save social labor and reduce
production expenses and only then give countries two-way commercial advantages
from mutual trade. In traditional foreign trade the operative words are
commercial advantages.

The peculiarities of international specialized and cooperative production and
the specialized and cooperative product marketplace also influence the
specifics of its price formation and make the primary demands on price
formation. Observing these guarantees that cost effectiveness will be realized
from production cooperation. There is really only one real requirement for
prices in the world socialist marketplace. They must guarantee an equivalent,
mutually advantageous exchange. However, since the depth and intensity of
direct production links in the various forms of cooperation are different,
price formation cannot be conducted according to a general schematic. When
trade involves normal trade goods or ones that involve industrial
specialization, the contract price is established only once. But under
cooperative conditions, where the item being exchanged represents part of the
finished product or the finished product itself, the price on this cooperative
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product must be determined many times. The primary times for price formation
are when: formulating accounting contract prices in preparing and concluding
agreements on specialized and cooperative production; determining possible
price changes up to the deliveries of specialized and cooperative goods;
establishing real foreign trade prices for trade contracts. According to
existing rules, prices on specialized and cooperative goods must be
established in agreements covering international production specialization and
cooperation. However, instead of determining agree-upon accounting prices
while working out their agreements, as a rule partners only stipulate general
terms for establishing, revising and refining cooperative prices.

Another important requirement is that prices on assemblies and components that
make up a finished product must be related to the price of that finished
product. The correlation and interconditionality of the values of labor cost
and the cost of the finished products and its component parts require that the
prices on those goods be coordinated and proportional. There is no mechanism
for guaranteeing that this is observed in traditional foreign trade. The
price of a finished product does not have to be higher than the total sum of
the prices on its component parts and the cost for assembling it and putting
it into complete sets.

Associated with the fact that when there is international production
specialization and cooperation planned economic links between national
producers are established not only in the sphere of exchange, but also in the
sphere of production, the areas of application for social labor and the level
and proportion of its cost are also determined in a planned fashion. Under
these conditions labor in socialist country enterprises and cooperatives
becomes a social phenomenon on an international scale and this reduces the
role of world trade marketplace prices in its social recognition in the world
socialist marketplace. On the one hand, contract prices must reflect the
movement of socially necessary labor costs. On the other hand, when prices
are established that are lower than before cooperation they must guarantee
that the partners are materially motivated to develop this integrational form
of cooperation and that the exporter and importer receive a guarantee of
steady economic benefits from the reduction in production costs. The solution
to this two-part task can be reached when contract prices are compared in a
comprehensive manner not only with world prices, but also with the internal
cost indicators in the cooperating countries. Therefore cooperative prices in
the world socialist marketplace must reflect the conditions of the productive
process within the world socialist economic system. This means that the
specific requirements for forming the price of specialized and cooperative
products make it important not only to consider in contract prices the factor
of world prices, but also the national socially necessary labor costs of the
cooperating countries and the regional socially necessary labor costs. This
will promote the further development of the international socialist division
of labor and the valid division of its effect among the countries and will
allow us to avoid many price formation difficulties under production
specialization and cooperation. Many economists are stressing that we must
more fully consider internal production conditions in socialist countries when
developing prices in the world socialist marketplace. (5)
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At the present time the same principles that are functioning in traditional
foreign trade are functioning in the trade of specialized and cooperative
products. The differences in the practice of price formation do not apply to
the cost basis for prices in the various forms of cooperation, but rather to
the specific methods and procedures for selecting base prices and establishing
contract prices.

The primary difficulties in the mutual trade of specialized and cooperative
goods are associated with the problem of selecting representative base prices
for the components and assemblies that make up the finished product and
calculating the cost basis for contract prices. The fact is that there is no
world trade marketplace for the component parts that are delivered within the
framework of international cooperation. These goods are usually circulated
within a firm or within a closed set of firms and so-called transfer prices
are established for them. These prices are a commercial secret in capitalist
firms but even if they are known, they are set at a lower level than if the
assemblies or components are sold openly. When they are sold openly they are
not called component parts, but rather spare parts and additional costs are
included in their price. As a result of this the total price in the world
capitalist trade of components and assemblies for finished articles is several
times higher than the finished product's export price. Therefore the use of
world prices on spare parts as a base for contract prices can lead to a
significant, invalid increase in the foreign trade prices on finished products
from capitalist countries.

It is also difficult to select representative world prices because the world
capitalist marketplace also has a wide assortment of products that have a wide
range of technical and economic parameters. Individual types of machines and
equipment and their components and assemblies are produced and sold by various
firms at different prices and there is no publicized information on the
numerous discounts and surcharges. As a result of this plurality of prices
and goods socialist countries that are partners in production specialization
and cooperation give one another different information on base world prices
where the importer insists on keeping them at the same low level and the
exporter insists on keeping them at a high level. And in any case these
prices have to do with a former period relative to the periods that contract
prices on specialized and cooperative products are in effect. This makes it
difficult to have prices reflect changes in the socially necessary labor costs
and technical-economic parameters that occur as a result of production
cooperation among the cooperating countries.

Specialization and cooperation on an international scale help optimize the
national economic structure of socialist countries, promote a general increase
in labor productivity, and even out the level of labor productivity in the
various countries by developing effective large-series mass production and
replacing ineffective production with importation. The increase and evening
out of the average national levels of social labor productivity and production
effectiveness as a whole first takes place within the specialized and
cooperative spheres. Because of this the levels of individual national
socially necessary labor costs and the values of cost per unit of goods in the
given and associated industries are reduced and evened out.  Each cooperating
country tries to gain economic advantages from participating in the
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international socialist division of labor by savings in their social labor in
the form of costs. These savings are revealed by comparing the production of
goods by individual countries before cooperation or importation or by
comparing contract prices of third party countries. In connection with this,
cooperative prices, an important stimulus for the development of international
production specialization and cooperation, must aid socialist countries toward
expanding specialization by creating guarantees that they will gain economic
benefits. Cooperative prices play an important role in substantiating the
different variations of production cooperation since the advantages from the
countries taking part in international specialization and cooperation are
created in the sphere of material production, but are only realized in foreign
trade. Under these conditions it is advisable to consider the internal
conditions in socialist countries as an additional cost indicator for world
prices.

One of the main methods for harmoniously introducing prices on specialized and
cooperative goods into the system of contract prices that are in effect is to
formulate contract prices and determine correlation and proportions at the
stages of production and not at the time of exchange. At this time actual
prices are not fixed while agreements on production specialization and
cooperation are being prepared and are not even specified in the agreements
themselves. They are specified only when foreign trade contracts are
concluded. This means that cooperative prices are not based on production,
but on exchange. This uniquely isolates contract prices from the specialized
production process. This somewhat reduces material incentives for the
country-partners to develop and expand mutually advantageous production
cooperation.

The process of establishing prices on specialized and cooperative products may
include the following basic stages:

1. Forecasting long-term trends in the economic and scientific-technical
development of socialist countries, changes in their national and
international socially necessary labor costs and fluctuations in world prices.
These forecasts are the basis for selecting and substantiating future rational
trends in international production specialization and cooperation that are
associated with structural changes in the economies of the partner countries.
As a component part of economic forecasts, cooperative price forecasts made it
possible for cooperating countries to determine the a priori trends in
production cooperation that are best for them.

2. Calculating cooperative prices when developing and coordinating
national economic plans. These prices are used to calculate the effectiveness
of each proposed specialization and cooperative variation which then creates
the basis for the selection of specific areas of cooperation and
specialization. At this stage cooperative prices are linked with the prices
of other forms of cooperation. This helps prepare the introduction of
specific price conditions into agreements on specialization and cooperation.

3. Calculating price factors when concluding long-term agreements on

specialization and cooperation. These agreements stipulate economically based
criteria for possible price changes caused by the reduction of production
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costs through masterihg specialized production, increasing serial production
and also through changing technical and economic parameters and qualitative
characteristics of the goods.

q, Reallzlng agreements on production specialization and cooperation by
concluding and carrying out foreign trade agreements and direct economic
contracts between enterprises and ministries that are taking part production
cooperation among socialist countries. Final prices are defined in these
contracts. At this stage the calculated and actual effects from international
socialist specialization and cooperation are eompared.

Thus by going through all these stages cooperative prices are successively
changed from forecast prices (the first stage) to reference point prices (the
second stage), maximum prices (the third stage) and then contract prices (the
fourth stage). The price formation system that we have examined allows us to
link all the various forms of cooperation among socialist countries in the
area of planning, production and foreign trade activities and to provide clear
cost reference points and stimuli to inténsifying social production.

And the improvement of those blocks of national economic mechanisms which
service foreign economic links plays an important role in inecreasing the
effectiveness of mutual cooperation among participating CEMA countries.

At the present time our country is radically restructuring the mechanism that -
controls forelgn economic activities. The goals of this restructuring, its
tasks and the routes to resolving these urgent problems are defined in
resolutions by the CPSU Central Committee and the USSR Council of Ministers on
"Measures to Improve Control of Foreign Economic Ties" and "Measures to
Improve the Control of Economic and Scientific-Technical Cooperation with
Socialist Countries," and resolutions by the USSR Council of Ministers on the
sequence for creating joint enterprises and international associations that
include USSR participation.

We must fundamentally restructure the system of cooperation with socialist
countries and move it from primarily trade links to comprehensive production
specialization and cooperation. To do this we are essentially changing the
procedures and methods for international economic ties and enterprises and
associations and ministries are beginning to participate directly in these
activities. And progressive forms of cooperation such as direct economic
ties, Jjoint enterprises, and international associations and organizations of
socialist countries are begin developed. All aspects of foreign economic
activities are being changed over to total cost accounting, currency
reimbursement and self-financing.

And new economic levers for ‘integrating production, scientific-technical and
trade cooperation between the USSR and participating CEMA countries are
appearing.

The basic forms for this include the following: contractual price formation
among the participants with direct ties; the allocation by price formation
functions of the direct participants in export-import activities, increased
interdependence between foreign trade and internal price formulation; the
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ecreation of currency funds at enterprises, associations and ministries;
recalculation coefficients for currency earnings in national currencies; a
reduction in the role of budgetary (irreversible) subsidizing for exports and
imports, the issuing of currency credits, and the granting to enterprises of
the right to regulate their currency earnings.

Soviet associations and enterprises have been granted the right to coordinate
prices on cooperative goods and on services that are provided. These prices
for product components must be linked with the price on the finished product
and must be determined in accordance with the principles that are in effect
and that are governing mutual trade among participating CEMA countries, i.e.,
they must consider world prices. The results of export-import activities are
directly considered in the general review of economic activities by
enterprises and associations. This review is done in actual contract prices
and the accounting interdependence between them and the internal prices is
established with the help of the currency coefficient. Under these conditions
the real significance of contract prices and hence world prices increases as
criteria for evaluating the work effectiveness of direct participants in
export-import activities.

The experience of participating CEMA countries shows that there are two basic
aspects to strengthening the interdependence between internal and foreign
trade price formation. First, the level and correlation of contract prices
are considered when establishing internal wholesale prices on export and
import goods. Second, they can and must be considered when formulating
internal prices on individual goods and groups of goods, regardless of whether
they are goods used in foreign trade. This interdependence allows us to
istribute the progressive influence of the international socialist division
of labor in the production cycle chain throughout the entire national economy
in all levels of the economic operation.

Under present conditions currency earnings are reflected in the volume of
profit for the primary cost accounting chain. Currency funds are being set up
in enterprises and associations and a fixed part of the earnings from exports
and all earnings from activities within the framework of their direct ties are
being put into those funds. The volume of these currency withholding funds
depends on the effectiveness and competitive abilities of the goods that are
being produced. Enterprises and associations now must themselves earn the
currency assets necessary to develop, technologically reequip and renovate
production. For example, enterprises and associations use only their own
funds or funds that they have borrowed to pay for the importation of
materials, machines and equipment. Thus currency funds make up the material
foundation for expanding the rights and increasing the responsibility of
primary cost accounting links in the area of foreign economics ties.

Under these new management conditions, the USSR Foreign Trade Bank is allowed
to extend to enterprises, associations and organizations credit in foreign
currency and converted rubles for up to four years. The reason for this is
the desire to create and develop export products, the earnings from which
will serve as a source for paying off currency credits.

34




The practice of socialist management vividly shows that financial-trade
relationships have not lost their importance. On the contrary, they have
become an important factor in the progressive development of industrial forces
in each of the fraternal countries and of the entire socialist cooperative as
a whole. This applies primarily to all those countries that have a very
significant share in the total volume of foreign trade among participating
CEMA countries: the GDR -- 12 percent; Hungary -- 9.9 percent; Czechoslovakia
-- 9.1 percent; Poland ~- 8.6 percent; and of course the Soviet Union -~ 44.9
percent. (6)

The Political Report by the 27th CPSU Central Committee Congress focused
attention on the fact that there can be undesirable consequences from
underestimating financial-trade relationships in the planning management of an
economic system. This hypothesis fully applies to the sphere of
international socialist production relationships. The creation of an
effective, adjusted mechanism for financial-trade relationships and its
inherent cost instruments will help improve all forms of economic cooperation
among the countries of the socialist fraternity, will intensify their economic
integration and help intensify savings in all fraternal countries. The
dialectic for developing financial-trade relationships includes the fact that
their disappearance in the era of total communism will occur by increasing
their use at the stage of developed socialism.

It is precisely for this reason that we must not weaken our attention on the
problems of scientifically substantiating the development of financial-trade
relationships both at the national level and at the level of the world
socialist economic system. We must further study the entire system of cost
instruments, to include prices. As M. S. Gorbachev stressed, "We must make
prices very flexible and link them not only to costs, but also to the consumer
properties of goods, the products' effectiveness and the degree of balance
between the product being produced and the population's social requirements
and demands." (7)
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SOCTALIST COMMUNITY, CEMA

POSITIVES, PROBLEMS IN CEMA JOINT VENTURES DISCUSSED

Moscow FOREIGN TRADE in English No 6, 1987 pp 11-15

[Article by Viktor Durnev, Cand. Sc. (Econ.)]

[Text]

The current phase in socialist
economic integration presupposes
new progressive forms of cooper-
ation in economics. science and
technology. Attention has been
drawn to this fact more than once at
the recent congresses of the CMEA
member-countries’ communist and
workers’ parties and in their pro-
gramme documents, as well as at
the CMEA Summit Economic Con-
ference and regular sessions.

Such new forms are particularly
necessary for implementing the
Comprehensive Programme of
CMEA Member-Countries’ Scienti-
fic and Technological Progress
Until the Year 2000 (CPSTP) as
many of its provisions cannot be
accomplished within the
framework of existing foreign
economic relations.

Establishment of CMEA joint
ventures in various economic sec-
tors is one of such forms of produc-
tion, scientific and technical coop-
eration, which is now receiving
close scrutiny.
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As compared to other forms of
cooperation such ventures have
their own specific features. They
are based on common socialist
property, have an authorized fund
composed of its founders’ contri-
butions and are run according to
the plans formulated and approved
by them. They are self-supporting
and have a relevant mechanism to
accomplish this function.

After deduction of taxes and out-
lays for replenishment and renewal
of assets the profits are distributed
between partners in proportion to
their share in the authorized capi-
tal.

Jointventures have their working
staff, management and executive
mechanism and enjoy the right of a
juridical person. Their activities are
governed by the laws of the country
in which they are sited.

Joint ventures make it possible
to improve labour efficiency and
organization, keep the develop-
ment priorities envisaged in the
CPSTP, introduce advanced tech-




nology and techniques, economize
on capital investments and raise
the quality of products, including
those intended for export.

How effective this form of coop-
eration is in helping the CMEA
countries solve their specific
economic problems can be judged,
for example, from the activities of
the following ventures already in
operation: the Hungarian-Polish
coal waste dump utilization enter-
prise Haldex (founded in 1958); the
Polish-German cotton-spinning
mill, Friendship (1972); and the
multilateral shipping company,
Interlighter (Bulgaria, Hungary, the
Soviet Union and Czechoslovakia,
1978).!

Joint ventures clearly illustrate
how successfully interested coun-
tries can collectively solve their

various economic problems
through pooling their scientific,
production and labour resources.

For instance, the Haidex enter-
prise assists in applying the Hun-
garian-developed coal waste recov-
ery techniques whose application
in Hungary is not profitable
because of insufficient coal
resources whereas in Poland where
coal waste dumps are plentiful the
reverse is true. Among other things
the Friendship spinning mill has
also enabled Poland to provide
employment for the population of
the town of Zawiercie where the
enterprise is located.

Joint ventures help CMEA mem-
ber-countries satisfy their require-
ments for products in short supply,
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save on capital investments and
foreign exchange. For exampie,
each Friendship mill partner
receives annually 8,000 tons of high
quality yarn which means less
imports of textiles from Western
countries for their light industries.”

The Haldex enterprise supplies
Poland and Hungary with some
500,000 tons of highly calorific coal
perannum and helps Poland econo-
mize annually up to 35 million
zlotys in capital investments and
almost 135 million zlotys in coal
waste storage. Poland also uses
part of its wastes to make cement
and ceramics. Most of its ceramic
industry uses this raw material.?

Partners of the Interlighter ship-
ping company have their freights
transported by the company’s facil-
ities, this saves hard currency and
also earns it as a part of the com-
pany’s profits.

Interested countries’ joint pro-
duction activities make it possible
to achieve much higher efficiency
at joint ventures than at national
ones as more updated and produc-
tive machinery, equipment, tech-
niques and management that actu-
ally represent the integrated best of
each partner’s scientific and tech-
nical potential are used. For
example, the use of most up-to-date
machines, improved organization
of production and a good incentive
system (a special bonus fund has
been set up for best performance)
have resulted in a five and more
than seven per cent increase in per
hour productivity in traditional and



spindleless spinning respectively
at the Friendship mill which is a
much higher indicator than at other
Polish factories of this kind.

Joint ventures have enabled the
CMEA countries to create interna-
tional production infrastructures at
various national economic levels.
For example, an effective unified
transportation system is being set
up based on progressive tech-
niques and latest facilities,
including freight handling mechan-
isms, containers, etc.

The experience of the Inter-
lighter shipping company is a good
illustration. The company operates
200 lighters each of 1,070 tons
capacity, 1,300 containers, two
oceanic lighter carriers and push
tugs. Regular freight traffic is main-
tained between the Danube river
ports and the sea ports of India
(Bombay) and Pakistan (Karachi)
and the Mekong river basin (i.e.
between the Mekong river ports of
Vietnam and Kampuchea with calls
at the sea ports of Saigon (Vietnam)
and Penang (Malaysia).

Transportation by lighters is very
effective because of large freight
handling capacity. For instance, in
the five years between 1978 and
1982 the Interlighter company
moved more than 1,320,000 tons of
the Danubian countries’ cargo. As
compared to traditional traffic
schemes (railways- sea port-sea-
going vessel) this method of trans-
portation almost halves the
delivery time. Another positive fea-
ture about lighters is that they are

general cargo carriers: the sea-
vessel during one trip carries 126
lighters each holding cargoes of
different properties and char-
acteristics.*

It is also essential to point to
some other positive aspects in the
activities of joint ventures. For
example, the experience of the Hal-
dex enterprise which has pro-
cessed many million tons of coal
wastes and freed thousands of hec-
tares of fertile land from waste
dumps and heaps is being studied
in the Soviet Union, Bulgaria,
Czechoslovakia and other coun-
tries. A similar enterprise (called,
Haldex-Ostrava) has been jointly
set up by Czechoslovakia and Hun-
gary. The Friendship mill uses the
techniques of the best spinning
factories in the GDR and
exchanges technological innova-
tions with other enterprises. Polish
workers are taught how to operate
shuttieless looms in the GDR. The
Interlighter has initiated an interna-
tional socialist competition
between its partner enterprises in
Hungary, Bulgaria, Czechoslovakia
and the Soviet Union.

Analysing the functioning of
joint ventures it ought to be
emphasized that all of them are
self-supporting; their profits fully
cover their expenses and are used
to expand their production base
and to raise various funds without
any additional investments by the
partner countries.

" The number of joint ventures in
various nationz! sconomic sectors




of the socialist community coun-
‘tries has been growing. By the late
1985 there were. 11. In 1986 inter-
governmental agreements were
signed on establishing another six.
Extensive feasibility studies on
establishing new joint ventures in
different economic sectors con-
tinue. And this is not just fashion.
Joint ventures are needed as they
greatly assist the member-coun-
tries’ economic growth.

In this connection attention
must be drawn to the fact that in
economic literature and some-
times even in official documents
the concept of a “joint venture” is
often identified with other types of
international economic organiz-
ations. For example, international
economic amalgamations operat-
ing within the CMEA framework
have no common property; they are
set up to coordinate cooperation,
co-production and joint economic
activities in individual industries,
technical development, foreign
trade, etc. The task of joint ventures
is to conduct production activities.
They have their own property
and are self-supporting organiz-
ations.

The CPSTP acted as a booster of
the process of establishing joint
ventures as it mapped out the prior-
ities of the scientific and technical
cooperation (electronics in the
economy, comprehensive autom-
ation, atomic power engineering,
new materials and techniques of
their manufacture and processing,
bioengineering).
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The aims of the CPSTP predeter-
mine a new approach to the forms
and methods of the partners’ direct
cooperation within the framework
of joint ventures. They are not just
cooperating partners. They have to
go the whole hog, i.e. cooperate
throughout the whole science-
technology - manufacture - sales
cycle.

These specific features were
considered when setting up new
joint ventures. Thus, in 1986 an
agreement was signed on estab-
lishing a Soviet-Bulgarian joint ven-
ture to make electronic systems for
motor vehicles. Ilts head organiz-
ations (coordinators) will be the
electrical equipment plant in Plov-
div (Bulgaria), which is part of the
Elprom association and a base of
new joint venture, and the auto
electrical equipment factory in
Kaluga (USSR). The basic aim is to
make microprocessing systems’
components for monitoring, meas-
uring and diagnostic equipment,
sensors and integrated circuits
that will lower fuel consumption
and the harmful ejections of
exhaust gases. New productsareto
be designed and developed by the
partner-countries’ joint teams of
designers.

Agreements have been signedon
the basic principles of setting up
and operating a Soviet-Polish joint
venture to make screw-nut-rolling’
transmissions and a Soviet-Polish
venture to manufacture electro-
magnetic clutches.



Therefore, the process of estab-
lishing 'joint ventures is char-
acterized not only by their growing
number, but also by a wider cover-
age of national economic sectors.
In- the past, ;joint ventures were
mostly in the mining industries;
now they encompass the manufac-
turing sector.

Over the long-term period the
network of joint ventures will tend
to expand and this is explained by
the CMEA countries’ natural desire
to internationalize their scientific,

- technical and production cooper-

ation and enhance their economic
potential. Besides the documents
mentioned late 1986 the Soviet
government concluded agree-
ments on joint ventures with the
governments of the GDR, Hungary,
Bulgaria and Czechoslovakia. The
idea of a joint Soviet-Viethamese
latex-making and processing ven-
ture is being looked into. Very
promising are also the joint ven-
tures on exploring and developing
the sea-shelves in the'south of Viet-

~nam (USSR and Vietnam), the Bailtic

Sea (USSR, GDR and Poland) and

- the Black Sea (Bulgaria, Romania

and USSR).

It stands to reason that the
effectiveness of the new joint
enterprises will largely depend on
the available and relevant prere-
quisites (for example, developed
cooperative and direct ties, scienti-
fic, production, economic and legal
foundations). For this reason care
should be taken to avoid setting up
such ventures by administrative

orders which have not considered
all the above conditions to assure
that this form of cooperationand its
_advantages are maintained.
Unfortunately, we do have nega-
tive experience of this kind. When
the international economic amal-
gamations Interatomenergo, Inter-
textilmash, Interkhimvolokno and
Interatominstrument were estab-
lished, their constitutive docu-
ments set concrete deadlines for
their conversion to self-supporting
enterprises. Only the Interatomin-
strument managed to organize its
activities in such a way as to
recover all outlays through profits.
The rest failed to do so and had to
seek other ways of making their
production activities profitable.
Practice indicates thatitis easier
to set up joint ventures when they
are preceded by good direct ties
between the respective national
scientific, technical and produc-
tion associations, exchanges of
experience and specialists and
information on promising fields of
cooperation in which the national

efficiency indicators could be bet-
tered. For instance, the setting up
of the above-mentioned joint ven-
ture to make electronic systems for
motor vehicles was preceded by
close and effective cooperation
" between the electrical equipment
plant in Plovdiv, the institute of
microelectronics in Sofia and the
Moscow research institute of auto
equipmentin developingelectronic
systems for motor vehicles using
microprocessor equipment.




As mentioned above, effective
operation of joint enterprises
largely depends on the available
organizational, economic and legal
prerequisites.

Much is being done in the Soviet
Unionalongtheselines. Thecourse
for accelerated socio-economic
development  presupposes a
restructure of all spheres of
activity, including foreign
economic relations. On January 13,
1987, the USSR Council of
Ministers approved a decree. On
Questions Concerning the Estab-
lishment in the Territory of the
USSR and Operation of Joint Ven-
tures, International Amalgam-
ations and Organizations of the
USSR and Other CMEA Member-
Countries. The decree touches on
major organizational, economic
and iegal aspects of the establish-
ment and operation of joint ven-
tures. It also helps formulate the
CMEA countries’ common opinion
regarding the activities of joint ven-
tures.

A series of problems, however,
has to be dealt with, caused, firstly,
by inadequate experience in run-
ning joint ventures and, secondly,
by member-countries’ slow pro-
gress in formulating basic norma-
tive provisions, in defining and
coordinating the sources for pri-
mary material and technical assets
and in drafting rules and regula-
tions for joint ventures. Experience
indicates that to avoid ‘‘growth
sickness’ all these problems must
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be tackled before a venture starts
functioning and not after.

Detailed and well-coordinated
feasibility = studies including
investigation into interested coun-
tries’ production, research and
development in a given industry
shouid underlie . economic
decisions on setting up joint ven-
tures. The latter’'s effectiveness
will depend to a large measure on
the objective nature of such
studies. Practice has shown, how-
ever, that some of the current feasi-
bility studies exaggerate the costs
of projects, construction work and
times of equipment deliveries,
housing programmes, etc. This
requires  re-consideration and
postpones the signing of constitu-
tive documents. .

Profit-making, self-supporting
and self-financed joint ventures
must have their own material and
technical base, consisting of vari-
ous production and technical facil-
ities owned by partner-countries.
This base can be formed in different
ways, for example, from the
authorized fund which may be
increased by the partner-countries’
additional contributions, or from a
special fund for production devel-
opment. It can be formed from
national production or other assets
made available by partner-coun-
tries to ajoint venture. It can also be
formed through joint construction
of relevant facilities. For example,
Haldex began from one enterprise
being built on the basis of the part-



ner-countries’ contributions. Today
it has five enterprises: their con-
struction was financed from the
amortization fund. The point, how-
ever, is that these problems have to
be resolved before the constitutive
documents are signed.

Decisions have to be made on
price formation as well. Depending
on the type of deliveries CMEA
agencies make the following
recommendations. Crudes, mater-
ials, equipment and other goods
and material values purchased and
sold by joint ventures in the country
of their residence must be
delivered at prices used by public
organizations and enterprises of
that country. Exports to and
imports from CMEA member-coun-
tries should be governed by the
principles of price formation regu-
lar to these countries’ mutual trade.
Sales in third countries are made at
current world prices. This principle
of price formation was agreed when
drafting normative documents for
the joint. Soviet-Bulgarian and
Soviet-Polish ventures.

It seems that owing to lack of
experience in running joint ven-
tures this principle of price form-
ation can be used only at the early
stage of their operation. In their
further relations with partner-coun-
tries’ enterprises joint ventures
should use prices based on their
production costs.

For instance, Haldex includes in
its annually formed prices the
planned prime cost and the profit
established according to agreed
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“to the
" calculating inputs in coal and other

‘rates, as well as the turnover tax.

Poland and Hungary buy coal at a
price composed of the planned
prime cost and five per cent profit.
Prices for the cement and ceramic
industries’ raw materials include

‘their prime cost plus 10 per cent

profit.

Another problem is the pro-
cedure and terms of exchange of
partner-countries’ currencies in
connection with the activities of
jointventures. The latter’s constitu-
tive documents usually indicate

"that this problem should be solved

by mutual agreement between the
CMEA  countries’ competent
authorities.

Experience shows that currency
exchange requires a whole system

‘of coefficients. A 'system of this

kindis used, forexample, by Haldex
to convert Polish zlotys into trans-
ferable rubles. Coefficients have
been developed for contributions
authorized fund, for

production, for determining sale
prices of coal to the Hungarian
side, etc.

This system achieves greater
accuracy than currency exchange
rates when evaluating money
inputs for production, but too many
coefficients make the evaluation
process very labourious. Also, the
coefficients have to be regularly
readjusted. For this reason along
with their improvement a thought
should be given to other ways of
solving this problem, for example,
to introduce mutual convertibility




of the partner-countries’ cur-
rencies.

Another problem is profit dis-
tribution. Constitutive documents
provide that after deductions for
various f