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COUNTRIES IN THE PROMOTION OF INDUSTRIAL EXPORTS™
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Co-operation in the Industrial Development Field as a Form of Economic Re-
fations

Co-operation in the industrial field has become an integral part of
the multi-faceted economic relations of the Soviet Union with many coun-
tries of Asia, Africa and Latin America. These relations began half a cen-
tury ago as a fundamentally new phenomencn in international life and
basic features, which the Soviet Union continually strives to retain, de-
rive from the very essence of the Soviet Union's social structure, where
exploitation and the social and economic reasons lying at the root of ef-
forts to oppress other nations have been eliminated. It is perfectly na-
tural, therefore, that the USSR's maln aim in Its economic relations with
recently independent and other developing countries should best be summed
up in the following general terms: to assist to the greatest possible ex-
tent the development and progress of friendly states and help to solve
the problems of partner states through the fullest and most mutually ad-
vantageous utilisation of the rational elements of the internaticnal di-
vigsion of labour.

This alm also includes the promection of the development of develop-
ing countries' production rescources, which are the basis for their nation-
al economy; the creation of the most rational structure for various bran-
ches of Industry; the speeding up of the rate of economic growth; the
achievement of economic independence;and the raising of the standard of

living of the people. At the same time, it is the function of these

* Paper presented to the Export Group Meeting on Industrial Co-ope-
ration between Developed and Developing Countries for Experts, Unilted Na-
tions Industrial Development Organisation, 10 Octcber 1969,
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economic relations to promote the solutlon of certain problems in the de-
velopment of the national economy of the US5R and to enable each parciei-
pating country to save naticnal expenditure of labour by exchanging goods
and services in accordance with differences in national produccion condi-
tions (that is to say, one country may be in a better peositicn to produce
certain goods or services than its partner) and consequently in accor-
dance with deviations of national costs from international costs.

These general aims of the USS5R's economic links with developing coun-
tries also apply in full, of course, to co-operation in the field of in-~
dustrial development. In this case, however, the aims are made more spe-
cific in order to take into account the special features of this branch
cof the economy and the needs and possibilities of the partner countries,
Analyais of Soviet experience shows that among the aims of co-operation
in the industrial field are the promotion of the growth of production ca-
pacity by the construction of new enterprises and the extension of exis-
ting ones, the study and exploitation of natural resources, and the train-
ing of skilled personnel - one of the most important of production resour-
ces. The logical result of the achievement of these aims 1s an increase
in the general productivity of labour, progressive gquantitative and qua-
litative changes in foreign trade, and increases in employment and in na-
ticnal income.

It is perfectly obvious that the development of fruitful co-operation
and the achievement of the desired objectives are possible, given certain
conditions, the most important of which, in our view, are the following:

a. External economic potential;

b. The observance, in all relations, of principles corresponding

to the interests of the participating countries;

c. The selection of directions and types of co-operation which cor-

respond with the nature and objectives of such co-operation.

Let us see now to what extent condltions existing in. the participa-
ting countries correspond to the aims of co-operation and promote its
development, Normally, there are two sides 1n such co-operation: cne cf
them the Soviet Union and the other the developing countries, each of
which participates in the capacity of an independent partner. It is quite
pessible, however, and In many cases more advantagecus, for co-cperaticn

to be on a multilateral basis. In considering the conditions for
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co-operation, therefore} it is necessary to draw a distinction which takes
into account the roles of the ‘countries in their mutual relationships.

In our view, economic conditions should be placed in the foremost po-
gsition among these varlous conditions. This is no arbitrary view, as in
the final amalysis such conditions determine the possible limits of the
exchanges of goods and services and the financial and other forms of re-
lationships. The most important elements in external economic potentlal,
in our view, are those such as the volume of export goods which are of
interest to the partner country, or the possibility of 1ncreasing or ar-
ranging for the production of such goods; a sufficiently high scientific
and technical level of the country which is providing economic and tech-
nical assistance; readiness on the part of the countries requiring such
assistance to accept it on an equal basis and to make use of it effec-
tively:; and the existence of transport facilities, communications, and
means of moving the goods ta be exchanged.

Consequently, what are needed are goods which are of mutual interest
to the partners in the exchange and are available in quantities sufficient
when added to other means of payment, for the immediate or subsequent (in
the case of credit) payment for the gonds or services to be provided in
return. Experience shows that deliveries of goods and sérvices free of
charge should only be resorted to as a temporary measure, if there is no
other course, as they cannot form a satisfactory basis for both partici-
pants for normal, developing long-term economic relationships.

The scope of co-operation in the industrial field is determined
above all by the requirements and possibilities of the developing coun-
tries themselves and the policy followed by their governments in this
field. At the same time, the Soviet Union's capacity to supply the mate-
rial elements for enterprises and to provide finance naturally constitutes
a limiting factor. It is therefore entirely understandable that, in dif-
ferent countries, different branches of industry, different types of en-
terprises, and even sometimes work unconmected with industrial enterprvi-
ses, may be the subject of co-operation. Cenerally speaking, however, co-
operation usually covers the most important extractive and manufacturing
branches of industry, which produce both the means of production and con-
sumer goods. These include such branches as electric power generation,the
petroleum extraction and refining industry, the gas industry, tue coal in-

dustry, the chemical industry, ferrous and non-ferrous metals production,
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machinery manufacture and metal working, the radio industry, the textile
industry, the footwear industry, the canning and food preservation indus-
try, the sugar industry, the pharmaceuticals industry and others. An im-
portant part is also played by co-operation in agriculture and transport,
in the surveying of natural riches and water power resources, and in the
training of national key personnel (specialists and skilled workers). A
matter of considerable practical importance in this connection is that of
the relations between different spheres and forms of economic co-opera-

tion.This question will be considered in the next section of this report.

Selection of Branches for Industrial Co-operation

The question of the selection of the branches and objectives for co-
operation is extremely complicated. It is often very difficult to give a
definite "simple' answer to the question of what branch is to be selected
and what objectives are to be given priority in 1it, when the developing
country in question has so many other important and pressing preblems to
be solved. For instance tne creation of modern national industry; the
raising of agriculture to the level necessary to meet not only the grow-
ing needs of the population and of industry, but also increasing export
requirements; the development of transport, the provision of employment;
the improvement of the balance of payments and of the external trade
structure; and So forth. In order to solve each of these problems, the
developing countries need certain amounts and proportions of financial
resources (in-national and foreign currency), material resources {means
of production), and human resources trained to carry out administrative,
organisational and technical duties).

In selecting the branches which it 1s intended to develop and the en-
terprises which are to be established or extended, the following criteria
are taken into consideration to varying extents:

{a) The new or extended enterprise must receive its raw material
requirements from national resources and must make possible the
most effective utilisation of these resources in the national
interest;

(b) There must be an adequate domestic market for the sale of most

or at any rate a substantial part of the new enterprise’s
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production; the comstruction of enterprises which are intended
to work wholly or predominantly for export cam be justified on-
1y where production conditions are favourable and there is a
steady demand for their products on foreign markets;
(¢} The enterprise (industry) which 1s to be set up must be of im-
portance to the national economy and must actively promote the
.growth of other enterprises (branches) by processing their pro-
ducts, supplying them with power, means of production, or raw
material, or building up stocks, while at the same time it must
assist in developing the national economy as a wholej
(d} The enterprise must make a highly effective contribution to the
national economy. It must consequently require relatively small
specific capital investments (Investments per unit of  produc-
tion) and it must cover costs as quickly as possible, while at
the same time it must act as a fulcrum and multiply the efforts
being made to secure the economic independence of the country.
These criteria are not, of course, of universal application, and a
comprehensive survey of conditions and resocurces of the country in ques-
tion must be made in each specific case. Thus, in countries with rich and
varied natural resources, with a large population and with a vrelatively
high level of development (India, for example) the majority of branches
of mudern industry can be developed to some extent or another. In coun-
tries, however, where there are rich or even unique deposits of specific
minerals (such as petroleum, copper, or bauxite) it is most advantageous
to wive priority to enterprises for the extraction, enrichment and pro-
cessing of such resources. Such an approach will also be highly effective
in building up resources for the development of other branches. In other
countries which have particularly favourable conditions for cultivating
Ccrops or raising animals and producing commodities based on these resour-
ces, there is every justification for givipg priority in the initial sta-
pes to enterprises for the industrial scale processing of these types of
raw materials and cemmeodities, thus improving the possibilities for their
export, increasing their value, facilitating rransport and reducing ex—
penditure on their production.
It does not follow, however, from this that it is necessary to con-

tinue far a long j-ricoe to give prierity in such countries Lo the



CO-OPERATION BETWEEN THE USSR AND DEVELOPING COUNTRIES 105

extractive industries,light industry and the food industry. Om account of
their ability to cover their original costs relatively rapidly, enterpri-
ses in these branches are of considerable importance for the solution of
the problem of building up resources in the initial stages of dindustria-
lisation, but they have relatively little influence on the growth of other
branches of industry and of the economy as a whole. Moreover, a certain
level of power generation and machinery manufacture 1s needed for the nor-
mal functioning even of enterprises in these branches. Indeed, power ge-
neration and machinery manufacture are the most important prerequisites
for sclentific and technical progress and the comprghensive development
of the economy. The ready availability of power and the provision of wor-
kers with suitable power-driven equipment exercise a decisive influence
on the productivity of labour. As experience shows, the development of
power generation in advance of needs creates favourable conditions for
the development of other branches of induatry. This 1s why changes in the
priority given to the development of the various branches of industry are
inevitable as developing countries grow up economically.

A no less difficult problem is that of defining the optimum size of
the enterprise to be constructed. It is well known that large enterprises
are usually in the forefront of technical progress, utilise the latest
achievements in theilr branch of industry, and provide the best condlitions
for high productivity of labour. At the same time, however, large capital
investments are required in order to establish them, they need a large
market for the sale of their products, and they require highly qualified
adminisfrative and technical management staff, Moreover, they use fewer
workers, relatively speaking, per unit of capital investment and per umnit
of production than small enterprises. The establishment of small  enter-
prises therefore has more effect on the solution of the problem cf employ-
ment for a given volume of production. Out of the host of possible s0l-
utions, the basic criteria for the selection of the slze of enterprises
are usually the desired volume of productiﬁn af the geoods in questien,
the optimum technical parameters, the supply of raw materials, the market
for sales, and the transport services available. Preference is given Lo
large.enterprises mainly when this is of decisive significance from the
point of view of the introduction' of the latest technolegy, the attain-

ment of high productivity of labour, and the achievement of the greatest
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possible effectiveness of capital investment. This is particularly so in
the case of iron and steel works, chemical works and hydro-electric power
stations. In many branches, however, modern production technology and ef-
ficlency are also attainable in relatively small enterprises.

The Soviet Union's co-operation with developlng countries stands out
as an active factor in the promotion of the growth of the national econo—
my of these countries. This is shown clearly by the fact that such co-ope-
ration results in the creation of new production capaclty, opens up depo-
sits of minerals, trains production and management staff, and alse cre-
ates the most favourable conditions for the normal processes of develop-
ment in the branches involved. These effects of co-operation result from
deliveries of means of production, the provision of technical deccumenta-
tion and know-how, the training of staff (both in the USSR and on the
spot), the surveying of natural resources, and increased purchases from
developing countries of goods produced by them for sale on foreign mar-
kets. Of particular importance to a number of countries are purchases of
products which, for various reasons, they have had serious difficulties
in selling on other foreign markets.

Thus, in 1966 for example, the Soviet Unlon suppllied developing coun-
tries with about 2,000 metalworking machine tools, over 8.5 million rou-
bles' worth of power production equipment, 3,600 tractors, 427,000 tons
of iron and steel section, and about 1.5 million tons of cement.l The
USSR's deliveries of machinery and equipment were predominantly to deve-
loping countries carrying out a consistent policy of industrialisation.ln
particular, 90.6 millien roubles' worth of such goods were delivered to
India and 120.6 roubles worth to the UAR in 1966.2

In the period from 1955 to 1967, over 60,000 Soviet specialistsawere
sent out to give technical assistance in the construction of enterprises
and to carry out geological and other work in develeping countries. Wor-
king side by side with national personnel, they eagerly transmitted to
the latter their experience and knowledge. Thus, during construction work
and during the execution of other types of work, natioﬁal personnel are

trained both in bullding trades and in the trades needed for the operation

1, "Foreign Trade of the USSR in 1966". Statistical Survey, Moscow,
1267,

i. Ibid., pp. 242 and 306.

3. "Forzign frade', 1967, Wo. 11, p.21.
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of enterprises or the carrying out of geological surveys and planning
work. In addition, specialists are alse trained directly in appropriate
Soviet enterprises.

The growing Soviet purchases cf goods in developing countries are
conslderably extending the lattetr's possibility of importing goods for
their industrial development and for the satisfaction of the needs of
their peoples. Thus, imports of cotton into the USSR from developing coun-
tries rose from 18.7 thousand toms in 1955 to 166.3 thousand tons in 1966;
over the corresponding period imports of wcel rose from 12.5 thousand
tons to 27.1 thousand tons, imports of natural rubber from 34,000 tons to
311,000 tons, and imports of raw hides from 3.3 million hides to 21.5
million hides.4 There were also considerable increases in imports of cof-
fee, cocoa beans, tea and fruit. Moreover, the exports of India, the UAR
and many cther developing countries to the Soviet Union contain each year
an increasing proportion of locally-made manufactured goods such as tex-
tiles, footwear and other items, Over 47 million metres of cotton textile:
wore imported into the USSR from these countries in 1966.5

veliveries of goods from developing countries are also of great im-
purtance to the USSR, although their role in satisfying the Soviet Union':
total vequitements varies considerably. In the case of goods which are
produced  in large quantities in the USSR itself, such as cotten, woel,
raw hides, wtoe., imports from developing countries only represent a small

part of vequirements. Thus, for example, almost 6 million tens of raw cot

. . ; 6 . .
ton were preduced in the USSR iu 1966, which comes to about 2 million
torts when converlLod into cotton fibre. In the same year, the total im-
ports of such muterial from developing countries did not even amount to

10 per ceat of the USSR's own national production; bul in evaluating the
importance of rhese imports it must be borne in mind that in this parti-
cular cave Imported raw material is of particular significance in  satis-
fving yuality requivements, as g large proportion «f the cotton imported
it tony staple covton, In the case of a number of commodities which are

eitivzr not produced at all in the USSR, such as natural rubber, cocoa

4. "Foreign irade of the Soviet Union in the Post-War Years",Supple-
ment to the Journal Fereign Trade, No.ll, 1965 and Ho.8, 1966.
1967, No.8, p.55. ,
Foraion Frade, 1967, No.3, p.56.
6. "The USSR in Fiqures, 1966", Statistics Publishing House, Mos-
cow, 1967, p.57.

w
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beans, cofee, etc., or are only produced in quite small quantities, in=
dustrial and consumer requirements for the country are satisfied mainly
through imports from developing countries. The main limiting factor  in
respect of the imports of such commodities into the USSR is not the capa-
city of Soviet market, but the magnitude of the counterpart purchases by
the developing countries of Soviet goods, the proceeds from the sale of
which are used entirely for paying for imports from those countries. The
overcoming of such a limiting factor is entirely in the interesta of the

countries co-operating with each other.
Co-operation in the Field of Industrial Development

At the present time, USSR co-operation with developing countries in
industrial development is influenced by a number of favourable and unfa-
vourable factors. Among the first factors, in addition to the high tech~
nical and economic potential of the USSR already referred to, are such
important considerations as the peace-loving and friendly foreign policies
of the USSR, which meet with the understanding and support of the govern-
ments of many developing countries, the Ebmmunity of objectives of the so-
clalist states in their relations with the developing countries, and the
planned nature of the Soviet economy, which enables the queries. and sug-
gestions of the developing countries to be taken into account in the .in—
terests of all concerned. ‘

Among the unfavourable factors, the most cutatanding are thé  extef-‘
nal and internal circles whose interests are not served by cn-qéeration
with the USSR, as 1t does not correspond with their own aims of maintain-
ing their own positions in newly indepeﬁdent states and other “developing
coyntries. The development of co-operafion is also hindered by such phe-
nomena as the under-development of the economic and social structure of
many developing countries, the lack of experience of certain Soviet orga-
nisations in the establishment of relations with countries with a diffe-
rent level of development, and disparities between supply and demand as
far as the range and technical characteristics of available goods are
concerned. ' .

The USSR's experience in co-operation with developing countries in

the industrial field gives grounds for agserting that the obsolete
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economic and social structure left over from the phst in such countries
is a sericus and prbtractéd hindrance to their industrialisation and to
co—operation in this fileld with countries which are ready to glve econo-
mic and technical aid. The low level of productive forces and demand, the
predominance of a natural and peasant eccenomy, arid the remnants of feudal
institutions seriously limit the expansion of tlhie internal market and
nmake more difficult the establishment of interconnected (integrated) in-
dustry, the effective utilisation of large electric power and hydraulic
works (especially irrigation systems), and the comprehensive development
of the whole national economy- .

Because of this, great efforts are called for from government autho-
rities at all levels in order to achleve, in such still undeveloped eco-’
nomies, full loading and planned and effective operation of the new large
and medium scale modern industrial and power—production enterprises so as
to ensure that these enterprises do not remain isolated phenomena,but are
fully integrated into the structure of the whole economy and serve,as ac-
tive catalysts for its dynamic development. Failure to solve,or errors in
tackling, the mase of problems connected with the need to  ensure that
these new enterprises are guaranteed the raw materials they need, a cons-
tant supply of production workers, and proper outlets for selling their
products, create considerable difficulties in the operation of such en-
terprises and lower their profitability, thus leaving openings for attacks
by possible opponents within the state sector against industrial develop-
ment and co-operation in this fileld with the Soviet Unien.

It should be noted that under-development of the economic and socilal
structures of developing countries has a negative influence on co-opera-
tion in the industrial field both at the stage whan enterprises are being
constructed and when they are being operated. Indeed, in many cases the
achievement of normal operation of enterprises is a more difficult matter
than their construction; as it calls for much greater organising efforts,
co-operation by planning, financing, supply and marketing bodles, and al-
~ 50 appropriate experlence and co-ordinated work by the entire management,
technical and prodﬁction staff of the énterprises. It is perfectly obvious
that the co-operating partner countries capnot turn a blind eye to
the existence of an obsolete economic and social structure and the diffi-

culties which srise from this. As the establishment of a properly
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developed ecconomic structure is a relatively lengthy process, however,
addirional measures must be taken by the partners to enable the objectives
of their co-cperation to be achieved in the existing conditions.

The form which co-operation is to take is determined by the nature
of the co-operation, its objectives and the actual conditions in which it
is organised. 1ln order to analyse this, let us examine these factors from
varicus points of view under such main headings as: the participants in
co-operation relationships, the principles of organisation of such rela-
tionships, the status of jointly-constructed facilities, and the utilisa-
tion of the results of co-operation.

As far as the nature of the participants is concerned, the basic
form of co-operation is co-operation at the government level, where the
conduct of negotiations, the drawing up of agreements and the settlement
of any problems is effected in the name and on the instructions of the
governments of the countries concerned. Relations are also frequently car-
ried on at the level of government institutions, non-government instcit-
utions (banks) and commercial organisations {foreign trade corporations
and firms). The nature of the participants in co-operation relationships
is determined to a considerable extent by the fact that the Soviet Union
co-operates with the developing countries predominantly in the field of
the establishment of industry in the state sector of the economy . There
has not been any extensive establishment of economic links with private
firms. Such links are usually established directly between Soviet foreign
trade organisations and firms in the partner cauntries, and in such cases
technical assistance in the construction of industrial enterprises and
the execution of other work is provided on a commercial basis.

As [ar as organisational principles are concerned, the predominant
form of co-operation is the joint execution of work by personnel from the
Soviet Union and from the partner country. Broadly speaking, the [ollow-
ing principles are used as a basis for the division of functions between
the specialists: the Soviet specialists carry out, for the most part, en-
gineering and technical work calling {or a high standard of training ' and
considerable experience, while the local specialists carry out adminis-
trative and organising functions. If there are qualified national specia~
lists, they like the Soviecr specialists, carry out work of an englneering

or technical nature and form part of the technical staff of the various
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gections and of enterprises as a whole. As for the necessary manual wor-
kers, for the most part they are recruited by the management of enterpri-
ges on the spot, and the only manual werkers sent from the Soviet Union
are skilled tradesmen who cannot be recurited locally.

Another form of co-operation used 1s the ''contract” system, whereby
the government or an institution of the partner country acts in the capa-
city of a purchaser and the contracter is a foreign trade organisation of
the USSR. There ate two distinet forms of such co-operatlon: the first
form is when the Soviet organisation carries out certain limited  work
such as prospecting, planning, etc. with its own resources; while the se-
cond is when the Soviet organisation undertakes the entire work connected
with the execution of the project itself and presents the entire pro-
ject to the partnmer country in completed form. Depending on conditions,
the Soviet organisation may either carry out the work entirely with its
own resources and facilities, or it may bring in iocal firms as sub-—con-
tractors.

Use is also made of a form of co-operation where Soviet organisa-
rions act only as executing agents or suppliers of equipment for a pro-
jeet, without actually taking part in the construction work.

A particularly important form of co-operation is the training of
cadres. This includes the transmissien by Soviet specialists and workers
of their own experience and skill to their local colleagues on an indivi-
dual basls directly at the work place, the group training of WO
kers in variopus trades by Soviet personnel on bullding sites; and exten-
sive assistance in the organisation of trade and techincal schivols,train-
ing centres, medium level technical schools, and higher education estab-
listments. The various forms of assisting the training of cadres within
the developing country itself are supplemented by in-plant training of
citizens of the country in Soviet industrial plants, on-the—job training
courses for management and technical personnel in Soviet enterprises and
planning orpanisations, training at courses speclally organised for the
purpose in the USSR, and also training in Soviet middle and higher educa-
tional establishments.

As far as the status of jointly-constructed facilitiles and the prin-
ciples of utilisation of their output and of other results of co-opera-

tion are concerned, the established practice is that the enterprises
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constructed, the goods they produce, and the results of geologlcal pros-
pecting surveys and other work are the entire property of the developing
countries to which the USSR extended its co-operation. The asslstance of
the Soviet organisations usually ends after the completlion of the  cons-
tructlon process, the starting-up of an enterprise, and the achlevement
of smooth production operation. The Soviet organisations do not receive
any profits or other income from the activitles of the enterprises cons-
tructed with thelr assistance. The adoption of such a form of co-opera-
tion, of course, does not rule out the possibility of using other forms,
particularly those such as mixed enterprises or enterprises operating on
the principle of the "division of production'. In recent years, increased
attention has been paid te such forms of relations, as under certain con-
ditions they have some advantages over other forms.

"This classification of forms of cd-operation is given only for the
purpose of analysis. In practice, however, it is very difficult to diso-
late any form entirely from the others. They are all closely interwoven
and often overlap with or complement each other. A particularly wide va-
riety 18 to be observed among the forms of co-operation in training cad-
res.

There is also great variety among the conditicns of co-operation as
applied to individual countries, although these conditionms have many dim-
portant characteristics in common. We will therefore concentrate primari-
ly on the most important general features. Firastly, Soviet assistance 1in
industrial development 1s never accompanied by any economic,political or
other conditions which infringe on the sovereignty and national interest
of rhe developing country which is a partner in co-operation. The parti-
cipants in such co-operation take part in 1t as soverelgn and equal part-
ners who voluptarily assume certain specific obligations and responsibi-
lities which are to be carried out in an agreed period of time and to an
appropriate standard.

Secondly, the division of the relative extent of participation of
each side is carried out according tc a scheme which has been perfected
in practice. The obligations of the Soviet Union {or Soviet organisations)
usually include whatever the developing countries cannot do with thelr
own resources and facilities, namely: the executlon of the work connected

with the preparation of an industrial  project for construction
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{investigation of the site where the enterprise is to be buillt and the
source of raw materials, planning, etc.); the supply of materialas which
cannot be found on the spot, together with the necessary construction ma-
chinery; the supply of production and technological equipment; the tech-
nical direction of the building and fitting-out work; the starting-up and
adjustment of equipment; the introduction of modern production methods to-
gether with the transmission in thils connection of technical documenta-—
tion, and the training of the necessary national personnel.

The obligations of the developing countries, for their part, consist
primarily of making available the necessary sites; organising the produc-
tion and delivery of local buillding materials; carrying out the recurit-
ment of local personnel {specialists and manual workers) and setting up a
building collective; administering the work to be carrled out, and provi-=
ding funds to cover all expenditures in local currency as well as payment,
at agreed rates, for the materials, machinery and equipment delivered
from the USSR and the services of Soviet aspecialists and manual workers.

A third important general characteristic 1s the possibllity given to
the developing countries of repaying Soviet lecans with home-preduced
goods, including the products of enterprises constructed with the parti-
cipation of the USSR. Finally, a general feature of the conditions of co-
operation is that the prices for Soviet equipment and machinery and for
the goods produced by the developing countries and delivered by them in
payment or as repayment of loans granted by the Soviet Union are estab-
lished on the base of world prices.In fixing the prices by agreement,how-
ever, every effort 1s made o exclude fluctuations in prices on the world
markets which are due solely to competition or to fortuitous causes.

In addition to the general conditions, the two sides may establish,
by mutual agreement, single (individual) conditions. In some cases these
may be connected with the establishment of enterprises for the extraction
and production of bullding materlals or the provision of transport faci-
lities, while in others they may be connected with changes in the make-up
of deliveries pald for in national and foreign currency (particulary when
the developing country cannot find sufficlent money for its share of the
expenditure) or may be connected with the entrusting of particular work
to local planning and construction organlsations, etc.

The conditions for co-cperation between the US5R and a given
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developing country are the result of bilateral discussions between duly
authorised representatives of the partner countries, and they are embo-
died in the documents {(agreements, memoranda and contracts) signed at the
conclusion of such discussions. Agreements are normally signed by the
duly authorised representatives of governments. The memoranda referred to
supplemgnt, enlarge on,or clarify an agreement. Concrete obligations for
the supﬁly of equipment, the provision of services and the execution  of
specific work are contained in contracts which are signed in putsuance of
agreements or memoranda prepared jointly by foreign trade organisations
of the USSR and authorised crganisations or firms of the partner ceuntry.

Agreements for economic and technical co-operation may be divided in-
to two types: general agreements and specific agreements. The first type
ol agreements as a rule cover a number of branches of the economy and
many enterprises, while the second type of agreement covers only a single
large project. Thus, for example, the Bhllai steelworks was the subject
of a Soviet Indian agreement for economic co-cperation, signed in 1955,
while the Bokaro steelworks is the subject of a similar agreement signed
in 1965. Another specific apreement was that signed between the USSR and
the UAR and concerned primarily the construction of the Aswan High Dam.
Such division of agreements, however, does not significantly modify their
intrinsic nature, and we will therefore deal here with the most important
features met with in both general and specific agreements.

On the basis of the established aims of the co-operatlion, agreements
normally specify the branches of the economy or the enterprises for which
the two sides are to join forces te develop or establish, while each part-
ner country's obligations in order to achieve the desired results are al-
so stated, As well as the above, agreements usually alsoc contain provi-—
sions obliging each side to keep the other informed of the progress of
work and deliveries, while many agreements contain undertakings to give
maximum encouragement to the participation of organisations and firms of
the developing country in the execution of the prospecting, planning and
construction work and the delivery of machinery and equipment. An impor-
tant component part of agreements is that specifying the size of the
lcans to be made by the Soviet Union and the conditions under which they
are to be granted, used and repaid.

As a rule, loans are designed to cover the payment of Soviet
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organisations for survey and planning work, delivery of equipment, expen-
diture on the dispatch of Soviet specialists to developing countries and
the cost of maintaining citizens of the developing country sent for train-
ing in the USSR. It can easily be seen, therefore, that the funds provi-
ded under Soviet loans go te pay those expenditures of the developing
countties which must be made in foreign currency. This serves as a star-
ting point for determining the size of the loan, which depends basically
on the amount necessary to cover expenditures of foreign curremcy on the
projects to be carried out jeintly. This principle 1s alsoc retained in
essence when the two sides, as sometimes happens, first of all decide the
amount of the loan and then define the project to be carried out with it.

That Soviet loans are in full accord with developing countries objeé—
tlves' of establishing their own national industries is shown not only by
the extremely low interest on the loans (2.5 per cent per annum) and the
relatively long basic repayment period (12 years), but also further fa-
vourable conditions, namely, repayment of the loans does not begin imme-
diately from the moment they are used, but usually a year after the comp-
letion of all deliveries or the start-up of the enterprises built, while
facilities are available for the utilisation of goods preduced in the de-
veloping country to pay off the loans. In many agreements, repayment is
in national currency: loan repayments are paid inte a special account of
the Bank of the USSR at the national bank of the developing country,where
they are used for paying for locally produced goods purchased by Soviet
foreign trade organisations. Some agreements specify the goods which are
to be delivered to the Soviet Union in repayment of loams.

The participating countries undertake to do everything they can to
further the fulfilment of the agreement which has been signed. A major
practical step in this direction is the signing of contracts defining the
volume of deliveries of equipment, the amount of work to be done on each
project or secticn of a project, the period in which this is to be done,
the basic technical requirements, prices and other condltions. Among the
measures taken to ensure proper fulfilment of agreements are: the mutual
provision of information, systematic meetings of representatives of the
partner countries at various.levels, the incorporatlon of guarantees in
the ééreements, and, in the case of contracts, penalties for the non-ful-

filment of agreed conditions of delivery.
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Over 70 per cent of the total volume of economic and techmicel as-
sistance provided by the Soviet Union to developing countries goes on in;
dustrial development. Long~term leoans {totalling over 4 million roubles)7
have become & component part and an important condition of the majority
of agreements on industrial development co-operation concluded between the
Soviet Union and developing countries. Under a number of agreements, how-
ever, co-operation is carried on under normal commercial conditions (i.e.
without long-term loans). A careful study of the 1ist of industrial pro-
Jects carried out in developing countries with the assistance of the So-
viet Union enables us to draw the conclusion that many of them could not
have been carried out without long-term Soviet loans. Moreover, under pre-
sent conditions broad economic co-operation with several developing coun-
tries at the lowest level of development would be extremely difficult or
even practically impossible without such loans.

This state of affairs goes a long way towards shaping the role of So-
viet loans in co-operation for development. In actual fact, however,thelr
role is more varied, and Soviet loans fulfil the following functions:

(a) They are an important source of external financing for pro-

grammes of industrial development;

(b) They mobilise the financial and other national resources of de-
veloping countries for industrial development;

{c) They serve to introduce technically advanced capltal equipment
and production know-how;

(d) They promote increases in employment, production and national
income;

(e) They exert an influence on international credit relations, and
particularly on the credit policies of Western powers towards
developing countries.

Two important methodological conclusions can be drawn from the above,

The first of these 1s that the significance of credit cannot be Judged
simply by the total amount of loans made. The important thing is obviously
the effect which the use of these loans has on the industrial development
and the whole economy of a country, The second conclusion 1s that in eva-
luating the results of co-operation the whole effect derived from the

utilisation of the loans must be taken into account, as the loan given by

7. Foreign Irade, Wo. 11, 1967, p.19.
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the country which is providing essistance and the expenditures and efforts
of the country which is recelving the loan are essential pre-requisites

for attaining the objective of co~operation. The granting of loans stimu-

lates and supports the efforts of the developing country itself, but the

effectiveness of loans itself depends to a large extent on the expendi-

tures and efforts made by the recelving country. Therefore, wherever pos-

sible the extent of participation by each partner must be specified.

It is not difficult to see that the importance of Soviet loans as a
source of foreign currency for industrial development i1s particularly evi-
dent in countries which have quite extensive economlc co-operation  with
the USSR in this field. Thus, for example, Soviet loans provided ovver 30
per cent of the capital investments and over two-thirds of all the funds
received from external sources for the executlon of the first five-year
plan (1956-1961) in Afghanistﬁn, and according to available estimates they
form approximately half of the funds received by Afghanistan in the form
of forelgn aid in the period covered by the second five-year plan for the
country(1962~1967}. Soviet loans enabled India to make substantial capi-
tal investments in the state sector of industry during the second (1956 -
1957 - 1960/1961) and third (1961/1962 - 1965/1966) five-vear plans. So-
viet loans enabled the United Arab Republic to cover all its forelgn cur-
rency requirements in connection with the construction of the Aswan hydro-
electric complex and many Industrial enterprises, while Soviet loans ac-—
counted for approximately 30 per cent of the country's entire expendi-
tures in foreign currency on industrial development during the five- year
plan (1960/1961 - 1964/1965)B

In the initial stages of industrialisation, the capacity of the in-
ternal market frequently lags behind the growth of production because of
underdevelopment of connected branches, the competition of foreign goods,
and the iradequate purchasing power of the population.

Econcmic co-operation with the Soviet Union in industrial develop-
ment not only considerably increases the resources available for satisfy-
ing the internal needs of developing countries, but also serves to expand
their exports of industrial goods. Thus, the output of the Bhilal steel-

works 1s not only scld on the internal market in India, but is also

8. Forgign Trade, 1967, No.9, p. 4, and also D.G, Chertkov, R. N.
Andreasyan and Yu. L. Mozhaev, The USSK and the Developing Countries,Mos—
cow, 1966, pp. 23-24.
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exported to Asian countries (including Japan) and to Europe. Some enter-
prises, such as factories for the production of canned goods and julces
in a number of African countries (Guinea, Mali etc.)} produce part of their
output with a view to export, as the requirements of the internal market
are satisfied mainly by fresh meat, fish, vegetables and fruit.

As a means of promoting the Industrial exports of developing count-
ries, increasing significance is being assumed by the provisions contained
in many co-operation agreements for the repayment of Soviet loans by |
means of deliveries of goods produced in the developing country,including
finished goods, such as textiles, faotwear, clothing and underclothing,
handicraft goods, everyday consumer goods produced by cottage industries,
and also, in the case of India, electrical goods. Recently concluded ag-
reements on the delivery of goods provide for the range of Soviet imports
from the developing countries which are its partners in economic co-ope-
ration to be broadened through the inclusion of industrial goods. Purcha-
ses by the helper country of part of the production of industrial enter-
prises constructed with its assistance are becoming an important factor
in keeping up levels of production and prices and consequently ensuring
the profitabilicy of the enterprises. The Soviet Union is already impor-
ting from its partner countries in co-operation iron and steel sections,
natural gas and some other goods produced in enterprises constructed with
its assistance.

The need to change the position of developing countries in the inter-
national division of labour by increasing their share of world exports of
finished goods, together with existing difficulties in the sale of such
countries' industrial products on their internal and external markets,
raises the important question of striking the correct balance between the
construction of new enterprises operating primarily for the internal mar-
ket and enterprises whose output is destined mainly for export. It is ne-
cessary to set out in this matter, of course,from the assumption that the
capacity of the internal market of developing countries and the part it
plays in the demand for the industrial goods produced in these countries
will increase during the process of economic growth. The solution  of
the problem of a limited internal market, hovwever, which for many develo-
ping countries is one of the main obstacles, and for some of them the

main obstacle to industrialisation, is only possible on the hasis of
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the comprehensive development of the economy and radical social and eco-
nomic transformations designed to raise the level of prosperity of large
sections of the population at the same time as ensuring economic growth.

These factors largely predetermine the type of co-operation to be
used in industrial development especially as regards the form, scope and
conditions of participation of the partners, the branches of industry to
be developed and the slze of the enterprises to be established, and the
ensuring of normal functioning of the enterprises, including the sale of
their output. Cut of the whole range of possible variants, preference is
given, as may be szen from analysis of the experience of the USSR in its
relations with developing countries, to the variant which corresponds Lo
the greatest extent with the interests and capabilities of the participa-
ting countries and ensures that priority is given to achievement of the
most efficient utilisatlon of the resources and efferts of the developing
country itself, to the establishment of an adequate intermal market or a
reliable external one, and to the achievement of high effectiveness of co-
operation., This means that the types of co-operation selected are predo-
minantly those where the resources and efforts of the Soviet Union deo not
replace, but supplement as effectively as possible, those of the develo-
ping country and are an essential prerequisite for the soiution of the ac-
tual industrial development problems of che developing country.

Under the most frequent type of co-operation for the construction ot
industrial enterprises, the Soviet organisations undertake the financing
of all expenditures in foreign currency {which amount to approximately
half of the total expenditures), the delivery of the necessary equipment,
and the execution of the work comnected with the planning and technical
supervisien of construction. There are other variants, however, such as
the agreement signed with India for the construction of a steelworks at
Bokaro, where the country receiving assistance itself undertakes cercain
addirional tasks: in this case the desipgn of certain installations loca-
ted cutside the actual works. On the other hand, under agreements with a
numbe: of countries the Soviet organisations themselves carry out all the
work connected with the construction and starting-up of the projects con-
cerned. The improvement of the ecconomies of the developing countries and
of these countries' technical level inevitably brings changes in the tyrpes

of co-operation adopted, with a trend towards an increase in the
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participation of the developing countries both In the financing of pro-
jects and in the actual execution of the construction work and the fit-
ting out of the enterprises bullt. At the same time,practical considera-~
tions cell for the introduction of new forms of co-operation correspon-
ding to a greater degree with the conditions and requirements of all-
round co-operation.

One such form of co—operation which has, in our view, & sufficiently
broad economic basls for its incorporation in the relations of the USSR
and other Socialist countries with developing countries is closer co-ocpe-
ration in actual production. What is meant by this is the Jolning of ef-
forts and rescurces by two or more countrles, or the establishment by them
of mutually interlinked industries (firms or enterprises) with the aim of
achieving higher quantitative and qualitative economic, production and
technical results in the interests of all the participants.

In the practice of international economic relatlons, varilous types
of co-operation cunnected to varying degrees with manufacturing have be-
come qulte widespread. These types of co-operation, which display the
greatest variety in the nature of the relatlons between the partners and
the spheres and objectives of co-operation, can be divided up, very arbi-
trarily, into co-operation in the wide and in the narrow sense of the
word.

The first category (''wide' co-operation) covers not only the joint
production of goods and the establishment by each of the partners of mutu-
ally complementary enterprises, but also broad exchanges of experience,
scientific and technical achievements, and so0 on. The most important fea-
ture of co-operation, which is confined to actual production (the second
type), on the other hand, is participation in the production of goods by
supplylng parts and component units or carrying out operations which am-
ount to a continuation of the production process. Co-operation can take
place at variocus stages of the production process, such as in the prepa-
ratory work, the building of enterprises or the organisation of the pro-
duction process itself. In actual reality, of course, there is close in-
ter-weaving of co-operation proper with primarily productive or commer-
cial functions. It would therefore be more correct, in our view, rather
than trying to classify every specific case of co-operation in one of

these two categories, to classify it on the fundamental content of the
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relationship.

In the practical application of the economic relations between the
Soviet Union and developing countries, the predominant role is played by
co-operation in the wide sense of the word, with a few limitations in the
actual field of activity., Co-operation usually reaches fulfilment
with the starting-up of an enterprise and the launching of production on
a sound basis, and does not cover actlvitles connected with the actual
day-to—day production of goods. Co-operation in the jolnt production of
goods has become more frequent in recent’ years., Enterprises operating om
this basls have been established, in particular, in Afghanistan and Iran.
(more details of this are given below). Suitable fields for co-operation
in production are the extractive and processing branches of industry,
power production, agriculture and cransport and communicatiens. An impor-
tant prerequisite for the advantagecus and effective functioning of such
co-operation in the extractive branches of industry and in agriculture is
the existence of the basic differences in production conditions {climate,
location and constent of minerals, ete.} between the co—operating coun-—
tries. In processing industries, however, differences in proauction con-
ditions may constitute a factor either stimulating co-operation or hinde-
ring it. The significance of structural, production and technical factors
will increase in proportion as co-operation is develcped.

The actual scope of co-operation in production 1s governed primarily
by the economic and technical level and external economic potential of
the partners. As the differences in levels of development stand at pre-
sent, it can scarcely be expected that the nature and extent of partici-
pation In co-operation by the Soviet Union and its partners should be eq-
ual. Indeed, this is not necessary for the achievement of the desired re-
sults. It is perfectly natural cthat in view of its exlsting capabilities
the US5R should undertake the technical management of the process of es-
tablishing enterprises and of their functioning in the initial stages of
thelr activities, as well as a certain proportion of the financing and of
the marketing of goods produced in which it has an Interest.

The advantages of co-operation in production are obvious.Such a form
of co-operation enables the developing country to: (1) speed up the estab-
lishment eor expansion of the manufacture of products for which local con-

ditions are favourable and alsc speed up the training of its own
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specialists and workers through the wider economlc and technical  assis-
tance of the USSR and other industrially advanced Soclallat countries;(2)
increase its export resources and the proceeds from its exports, while at
the same time improving its position in the world market through the in-
clusion among its exports, especlally to the stable socialist market, of
goods produced under co—operation; (3) somewhat reduce the time needed to
pay off external debts, since the goods produced through co—operation can
serve not only as a means of repayment of loans connected with the cons-
truction of production facilities, but also as & meansa of repayment of
other obligations.

The advantages of co-operaticon in production for the Soviet Unien
and other soclalist countries are: (1) substantial improvement in the re-
liability of the supply of certain goods from the developing  countries;
(2) some reduction in the amount which must be spent on providing econo-
mic aid to developing countries, since the goods supplied under co—opera-
tion agreements can partially replace goods which, 1f manufactured by
the country providing aid, would call for greater expenditure; {3) 1in=-
creases to some extent in exports of machinery, industrial equipment and
materials through the despatch of such items for the construction and ope-
ration of enterprises set up under co-operation agreements.

The effective utilisation ot the above-mentioned advantages of co-
operation in production 1s a factor in increasing the effectiveness of ex-
ternal economic links and, through them, the effectiveness of the manu-~"
facturing industry of each of the participating countries. However, such
a form of economic relations between countries also has its problems and
unsatisfactory aspects. These are, in our view, the fact that co-opera-
tion in preduction presupposes accompanying economic assistance ﬁhose ob-
jective must naturally be the establishment of a given enterprise,so that
to some extent this restricts the developing countries' freedom of move-
ment in the utilisation of assistance, and the fact that certain difficul-
tles also arise in the establishment of conditions mutually écceptable
and advantageous to each partner country regarding their respective par-
ticipation in the egtablishment of the enterprise, the ensurance of a nor-
mal level of production, and the sale of the godds produced. These diffi-
culties can, however, certainly be overcome. They simply show the need

for comprehensive and careful preparatory work in the course of which a
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real evaluation must be made of the effectiveness of the propesed co-ope-
ration and the way 1t affects the aolufibn of each partner's problems.

Out of the many examples of the Soviet Union's co-operation with de-
veloping countries in industry, all of which contain features of joint
operation to some extent, we would like to single out the relations es-
tablished with Afghanistan and Iran. We are selecting these examples be-—
cause they show production co-operation proper, clear assistance 1n the
expansion of exports, the satisfaction of mutual interest in the products
produced, and finally a comprehensive approach-to the utilisation of na-
tural resources and conditions.

Thus, with Soviet assistance, large deposits of natural gas have
been found in northern Afghanistan, the extraction of the gas has be-
gun, and a factory is being built for the production of nitrogenous fer-
tilizers, for which this gas ia the raw material. Such part of the extrac-
ted gas as cannot be used in AfghEnistgn for industrisl processing or as
fuel 1s delivered to the Soviet Union, for which purpose a gas plpeline
has been built. In the USSR, toc, part of the gas will be delivered to a
plant for the production of nitrogenous fertilizers. Deliveries of gas
and fertilizers to the USSR will not only serve to pay off the loans made
for the construction of the various enterprises, but will at the same time
permit an expansion of normal exports. After the loans have been paid off
deliveries of these goods will form an important means of obtaining ex-
port earnings to pay for imports of Soviet goods.

In Iran, projects for the construction of a steelwork, a machinery
manufacturing factory with a capacity of 25 to 30 thousend tons of machi-
nery per year, &4 main gas pipeline, a hydroelectrlc complex on the river
Araxes and a number of other facilities are being carried out in co-ope-
ration with the Soviet Union. In our view, two of the above projects are
of particular interest from the point of view of co-operation. The Saviet
Unlon is gilving assistance in the constructien of the northern part of a
large main gas pipeline with a total length of 1,100 kilometres which will
run from south to north (the northern sectionr, which includes a branch to
Tehran, will be about 600 kilometres long; the other sections are being
built with the participation of French and English firms).

The construction of this gas pipeline will enable gas to be supplied

not only to the central areas of Iran, but also to the Soviet border, thus
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ensuring its constant export to the USSR. Gas deliveries to the USSR for
1970 are set at 5 billion cubic metres, while for 1974 the figure 1s set
at 10 billion cubic metres per annum. Earnings from the export of this
gas will go mainly to pay off long-term loans receilved from the USSR for
the construction of industrial enteyprises and other projects, as well as
for the purchase of needed Soviet goods.

A special feature of the co-operation in the construction of this
gas pipeline is that the Soviet organisation concerned is acting as geﬁe-
ral contractor with full responsibility to the client (National TIranian
0il Company). As general contractor, it is responsible for bringing Ira-
nian firms into the constructicn work on an agreed basis in the capacity
of sub-contractors responsible to the general contractor for the comple-
tion of their work on time and to given standards. Financial transactions
with lranian firms acting as sub-contractors are carried out in national
currency from the funds contributed by the Iranian National Qil " Com-
Pany to cover the general contractor's expenses in the country, while the
sums payable to Soviet organisaticns for the supply of equipment,the cost
of providing specialists, etc., are covered from a long-term Soviet loan.
Conditions have thus been created for co-operation in production,with or-
ganisations from the two countries operating together under unified tech-
nical direction and supervision on an agreed basis.

The hydroelectric complex being built on the river Araxeé,which runs
along the Soviet-Iranian frontier, is unique from the polnt of view of co-
operation. It comprises a hydroelectric power generating scheme and a
water storage dam. The hydroelectric power system on the river Araxes con-
sists of a dam 38 metres high and 920 metres long with a 42,000 kilowatt
capacity hydroelectric generating station, while the water storage dam is
designed for irrigation purposes and forms a reservoir planned te contain
1,150 billion cublc metres of water. The cost of construction of the hy-
droelectric system and the dam is divided between the two countries on &
30-50 basis. On completion of construction, each side will become pro-
prietor of its own part (half) of each project, which has been construc-
ted with this in view. Thus, the hydroelectric station has &4 turbo-gene~
rators, each of 10.5 thousand kilowatt capacity (2 units for each side),
but electric power will be exchanged as necessary. Water will also be

drawn from the reservoir for irrigation on an equal basis.
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In order to improve the quality of the construction work, a techni-
cal inspection service and laboratory manned by Soviet and Iranian specia-
lists has been set up. The Soviet side is paying the expenses in connec-
tion with its share of the cost of this 1tem out of 1ts own resources,
while the Iranian share is being covered from a long-term made by the So-
viet Union. Iranian firms are being brought into the conatruction WOTK.
The cost of the work carried cut by them will be pald by the Iranian side
and allowances will be made for this when calculating the repayment of
the Soviet loan. The advantage of this type of co-operation, te our mind,
lies primarily in the complete identity of Iinterests of the twe sides,
each of which receives an equal share of the output in the form eof elec-
tric power and irrigation water, so that not only complete equality, but
alsc obviously equal mutual advantage Is assured.

For all the advantages of speclalised production, there are subsatan-~
tial obstacles 1n the way of its wide incorporation in the enterprises
set up in co-operation with the USSR. The main limlting factor acting
against such speclalisation 1s the market: the internal market of develo-
ping countries cells for many goods, but only in small quantities, while
there are difficulties standing in the way of the sale of the i1ndustrial
products of such countrles on external markets. The evolution of a new
division of labour between thé Soviet Union and the developing countries
which are its partners in co-operation is a complicated proceas wherein
the gradually developing speclalisatlon of such countries 1s clesely in-
ter-linked with the changes taking place in their economles,

In the process of co-operation, several ways and means of developlng
the division of labour among participating countries have appeared, asmong
them:

(a) The conclusion of long~term agreements for the mutual delivery

of goods;

(b) The more ratlonal utilisation of the existing unlversal division
of labour, primarily through increasing the degree of process-
ing of the traditienal exports of the developing countries;

(¢} The establishment of enterprises producing goods in which the
co-operating partner countries are interested and the expansicn
of construction of enterprises for the converalon or subsequent

processing of goods supplied under co—operation agreements;
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(d)} The establishment in the partner countries of enterpriges for
the production of supplementary or mutually complementary pro-
ducts;

(e} The improvement of transport conditions by the establishment of
joint regular steamshlp lines and other measures to ensure re-
liable communications.

Let us take as an example Just a few of the practical steps which
have already been taken in this direction. Thus, a substantial increase
in the degree of processing of traditional export goods, with a corres-
ponding Increase in export earnings, is given by on-the-apot canning of
fruit, meat and fish. The output of the canning factories bullt with So-
viet asgigtance in Iraq, the Republic of Guinea and the Sudan is intended
for sale on both the internal and external markets. The same sort of
thing has taken place as a result of the construction in Ceylon of a fac-
tory for the production of automobile tyres and tubes. Natural rubber can
now be exported not only in the raw form, but also as finished articles.

Side by side with this, in a number of countries the nature of pro-
duction is being altered to suit market demand. In India, for example,the
output of wagon building plants used to be intended primarily for the in-
ternal market, but because of cuts in the volume of new rallway construc—
tion and difficulties in the modernisation of tolling stock, more impor-
tance is now attached to the external market. In accordance with the
wishes of the Indian government, the Soviet Union has agreed to make subs-
tantial purchases of railway wagons in India. A draft agreement on nea~
gures to be taken for co-operation in this field was signed in 1968 du-
ring the second session of UNCTAD. These large Soviet orders for wagons
will help the Indian wagon building industry to maintain its increase in
production and make full use of exilating production capacity., According
to a survey by the Indian Institute of Public Opinion, the Soviet orders
will enable India to reach its 1970/1971 target for the export of pro-
ducts of the machinery manufacturing and metal-working  iIndustries two
years ahead of time.9

Great attentlon is paid to the problem of prices in economic co-ope-
ration between the USSR and the developing countries. A special feature

this problem is that it cannot be solved for any long pericd, as constant

9. Foreign Trade, 1968, No.5, pp. B and 16.
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changes are taking place In the factors influencing the levels and trends
of prices., The economic basis of prices in international relations ig in-
ternational costs, which serve as an expresslon of the generally required
expenditure of labour (either human labour or labour embodied in capital
and materlals) for a given level of production. Under the influence of a
number of factors {the relationshlp between supply and demand, the degree
of monopolisation of production and demand, sharpening of the interna-
tional situation, natural shortages, etc.) however, prices constantly de-
viate from the international level.

The level and period of validity of prices for goods which are to be
exchanged by countries in the process of co-operation are determined by
agreement between the two sides and are specified in the agreements and
contracts. The starting point for fixing of these prices 1s the price le-
vel on the main trading markets over a relatively lengthy period or the
prices charged over a period for similar goods by their largest exporters.
In this connection the two sides make every effort to eliminate any subs—
tantial influence of factors of a speculative character or connected with
moncopolisation of the market or short-term phenomena in the world economy.
The prices agreed are fixed for a year or longer, thus eliminating any de-
pendence of them on events which may take place during the agreed period.

As frequent fluctuations and movements of prices on the world market
have a negative influence on the economics of many developing countries
and not frequently cause them additional difficulties, it is entirely na-
tural that they should try to find some stable basis for prices in their
relations with the socialist countries. As the past two sessions of UNCTAD
have convincingly shown, the Soviet Unilon consistently advocates the
taking of measures on a broad international basis to stabilise commodity
prices, primarily by the conclusion of international stabilising trade
agreements. Analysis of the varlous questions connected with movements of
prices on world markets gives grounds for concluding that under present
conditions it is not artificial commodity prices based on some higher le-
vel, but rather the diversification of the exports of developing count-
ries, the increase of the proportion of those exports accounted for by
finished goods and other goods with a higher degree of processing and
conseéquently higher value, and the conclusion of long-term trade  agree-

ments, which are the real ways to improve the trading conditions of the
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developing countries. The readiness of the Soviet Unilon to ensure in dts
co-operation with the developing countries a further expansion of imports
of the latter's finished and semi-finished goods, including processed ag-
ricultural commoditieslU is entirely in accordance with this approach.

The considerable expansion and deepening of econemic relations bet-
ween the socialist countries and the developing countries is, in our view,
an extremely effective way of radically reducing the negative  influence
of world market trends on the establishment of prices for use In co-ope-
ration between the Soviet Union and these countries, and it is also a
very effective means for the further improvement of the economically jus-
tified levels of prices. It would be wrong, however, to consider the
problems of prices in internaticnal eccnomic relationships only from the
point of view of trade exchanges, as these exchanges themselves are a
(secondary) derivative of production. It is really this latter which con-
tains the material basis for price relationships on the external market.
It should be noted, in this connection, that by promoting the improvement
of the general productivity of labour in the developing countries  which
are 1ts partners in co-operation, the Soviet Unien at the same time ex-
erts an influence on the formation of prices which is in the interests of
the developing countries.

Another extremely important problem - that of the effectiveness  of
co-operation is closely interlinked with the problem of prices. Correct,
aconomically justified prices for goods and services are, of course, one
of the conditions determining whether each partner receives the advanta-
ges he should from co-operation and whether such co-operation glives good
results or not, and this is naturally reflected in the degree of effec—
tiveness of proper co—operation. We will deal below with some questions
of the evaluation of such effectlveness.

The effectiveness of co-operation at the inter-state level is the re-
sult of the interaction of economic, pelitical and social factors. It de-
pends in particular on the objectives of the participating countries, the
correctness of their choice of branches and enterpriaes to be developed,
the form and methods of implementation of the co-operation, and other con-

ditions. As not less than two countries participate in co-cperation, the

10, From the statement by N.S. Patolichev, head of the Soviet dele-
gation, on the results achieved at the second session of UNCTAD; Foreign
Trade, 1968, No.5, P- 7.
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effectiveness of such co-operation must be viewed both as a whole and from
the point of view of each of the partners in 1t. Thus, for developing
countries the effectiveness of co-operation manifests itself primarily in
the growth of their economic potential. It follows from this that  the
only objective criterion for the evaluation of assistance rendered is the
extent of the latter's influence on the development of the productive ca-
pabilit%es of the countrles receiving assistance and on thelr economic
and sccial progress.

In many-sided co-operation, the effectiveness of such co-operation
cannot be expressed by any such single index. For this purpose, it is ne-
cessary to have a whole system of indices which express, when taken to-
gether, the changes brought about by co-operation and the results
achieved. In order to evaluate the results of trade, the USSR, for example,
uses such indices as the relative effectlveness of exports and imports.The
relative effectiveness of exports means the relation between the pure ex~
port earnings for the goods sold on the external market and the total ex-
penditure on their preoduction in the country. The relative effectiveness
of imports consequently means the relation between the expenditure neces-
sary in the country itself for the production of goods similar to those
imported or their export equivalent (i.e.,goods going to pay for imports)
and the total expenditure in foreign currency on the purchase of imported
goods and their delivery to the country. The product of the first and the
second co-efficients gives the index of the effectiveness of foreign
trade.

gpecific indices of the effectiveness of co-operation in the 1indus-
trial field are the growth of production capacity and output for the ba-
sic types of products, growth in the productivity of labour, and increa-
ses in the number of persons employed, the gross product and the national
income thanks to enterprises established or expanded through co-operation.
These enterprises, in their turn, give rise to other enterprises supply-
ing raw materials for them or using products produced by them. The use of
the products of new enterprises in industrial production has an influence
on the development of the varlous branches of industry involved.In order,
therefore, to make a full evaluation of the effectiveness of co-operation
it is necessary, as far as possible, to take into account also the results

achieved in connected branches.
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The above are some indices for the evaluation or the effectiveness
of co-operation as far as the country receiving assistance 18 concerned.
If we accept the principle of mutual advantage, however, this presupposes
the existence of corresponding advantages of co-operation for the Soviet
Union as the donor country. From the point of.view of the Soviet Union
such effectlveness can be expressed, in particular, by such indices as:
increase in exports of goods for which production conditions are most fa-
vourable in the Soviet Union; improvement in the supply of certaln consu-
mer goods for the Soviet population and the supply of certain types of
raw material for industry through consignments of such goods from develo-
ping countries both as normal imports and in repayment of loans granted,
and economies as a result of the exchange of goods for which production
conditions are different in the Soviet Union and in the partner country.

In practice, both the relative effectiveness of external economic re-
lations (in the form of co-efficlents) and thelr absolute effectiveness,
calculated on the basis of the entire trade exchanges or the total. loans
provided, are worked out. The fact that both partners have every interest
in making their co-operation as effective as possible is one of the most

active stimulants for the further development of such co—operation.
Some Results and Prospects of Co-operation

A litrle more than ten years have passed since the Soviet Union be-
gan really wide co-operation with developing countries in the industrial
field in the post-war peried. It is perfectly obvious that such a short
period of time is completely insufficient for any complete evaluation of
the influence of co-operation on the industrial development of the coun-
tries to which the Soviet Unien is giving economic and technical assis—
tance in this field.

The main results of Soviet co-operation with developing countries in
the industrial field in its widest sense consists, in our view, of the
fact that in the developing countries which are partners in such co-ope-
ration there has been a substantial expansion in the material and techni-
cal basis of industry and the training of local inhabitants as speclalists
and manual workers, there has been a rise in industrial production, the

state sectors have been strengthened (with the overall result of making
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posslble the consolidation of national independence), and the wvolume of
mutually advantageous trade has increased. The effective assistance given
in the establishment of the material and technical basis for industry and
other branches of the economy of developing countries gives every ground
for considering co-cperation as an Important factor in the development of
these countries' productive capacity.

In considering the results of co-operation in the ipndustrial field,
attention was drawn primarily to what has been done or is being done now
to set up enterprises preducing the means of production.This is explained
by the special role of such enterprises in the development of the national
economy, and also by the fact that more than two-thirds of the total vol-
ume of economic and technical assistance from the Soviet Union 15 expan-
ded on the construction of such enterprises. It would be wrong, however,
to draw the conclusion from this that insufficient attention is being paid
in co-operation with the development of the branches of industry pro-
ducing consumer goods. Such an approach would be wrong because, firstly,
in many developing countries, particularly the smaller and more backward
countries, the possibilities for the constructlon of enterprises in the
sphere of heavy industry are limited, while there are very favourable
conditions for the establishment of enterprises in the sphere of light in-
dustry and the food industry; secondly, the national interests of these
countries call for comprehensive development of thelr economies, and
thirdly,in the final analysis industry must culminate in the - production
of goods required or used by the population.

It is perfectly natural, therefore, that an Important place should
be occupled, in the list of projects carried out in developing countriles
with Sovliet assistance, by the construction of enterprises for the Pro-
duction of consumer goods for the population {over B0 such enterprises).
It must also be borne in mind that the power production, iron and steel,
machinery manufacturing and extractive enterprises set up, some of which
were described above, are an extremely important prerequisite for the de-
velopment of various branches of light industry. The textile and footwear
factories, sugar refineries, canmneries, baceries, grain elevators, cold
stores and other similar enterprises which have been built or are in pro-
cess of construction through co-operation will make possible the increased

production of goods and supplies tc satisfy the domestic requirements of



132 TAHQIQAT-E EQTESADI

developing countries as well as for export.

There is every Justification for placing the results obtained in the
training of gqualified national personnel high on the list of the achleve-
ments of co-operation. Experience shows that without such training It 1is
impossible to make effective use of the material and technical basls of
industry created by the jolnt efforts of the co—operating countrles. The
role of human beings as the foremost of all productive resources 1s con—
firmed by the whole history of development of human soclety.

Let us consider some of the large number of data showlng what  has
been done in this fleld of work. Thus, in the mass training institutlons
now belng established with Sovilet assistance and.in similar instltutions
set up over the last ten years, some 150,000 citizensll of developing
counttles have recelved vocatiornal training as bullders, fitters, mecha-
nics, production workers, etc., and have become skilled workers and spe-
cialists in industry and other branches.

In evaluating this co-operation we must obviously take account not
only of what has already been achleved or 1s being achieved in the form
of actual prolects and other concrete results, but also of what 1s being
done to create conditions for the subsequent development of lntermal pro-
cesses and mutual economic relations., In this connectlon we would like to
polint out that 1t is characteristic of co-operation that it should 1tself
glve rise to certaln prerequisites for its further expansion and develop-
ment. Among these, we may single out such facters as the establishment or
extension of enterpriges designed to satisfy the requirements of partner
countries or designed to process commoditles and seml-finlshed goods to
the economlc advantage of both countriles; contributions to the solution

of problems; familliarisatlon with the conditions and requirements of part

ner countries, and the establishment of direct links between the organi-
sations and firms of partner countries.

The tendency and structure of co-operation in the industrial field
does not depend only on the capabllitles of the Soviet Union, however,but
also—and indeed to a greater extent - on the situation in the developing
countrles themselves. The most important factors determining the limits
of relations 1n the fleld are, in our view, the following:

(a) The level of development and rate of growth achleved by industry

11. Foreign Trade, 1967, No. 9, p.9.
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in the developing countries;

(b} The economic policy of thelr governments and the place given to
industry as a whole and its separate branches in their long-
term programmes;

{(c) The financial and foreign exchange position of the developing
countries and their ability to finance expenditures in national
currency;

{d) The planned projects' chances of normal functioning from the
point of view of the supply of skilled personnel, market demand
and raw material supplies;

{e) The foreign trade policy of the developing countries and their
willingness to strive to achieve effective co-operation with
the Soviet Union in the development of their national industry.

A factor which cannot fail to have its influnece in the future on
the tendencies and structure of co-operation by the Soviet Unlon with de-
veloping countries is the fact that in many of these countries there is
conslderable under-utilisation of available production capacity,even some-
times in enterptrises constructed only recently. The maln reason for this
is lack of demand for the goods produced because of the extremely strong
competition of the Western monopolies and the great difficulty of selling
developing countries' products on external markets. The difficulty of sel-
ling their own gouds on the markets of Western countrles and paying for
goods imported in return strengthens the tendency in many developing coun-
tries to set up new industries in order to replace imported goads, even
when the construction of such enterprises 1s not justified from the eco-
nomle point of view. In addition, it cannot be omitted from view that for
a number of reasons, and primarily because of faults in the organisation
of production and technical shortcomings, some newly-established enter=-
prises are not giving the results (including the profits) forecast at the
project stage.

Taking these prerequisites and conditions into account, and alsc bea-
ring in mind the evaluations by Unlted Nations experts of the possible
rates of growth of the economy and the external trade of the countries of
Asia, Africa and Latin America, it may be assumed that the co-operation
of the Soviet Union with these countries in the industrial field will de-

velop relatively quickly in the near future. In this connection, some
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changes are possible in the structure of co-operation, such as increases

in the proportion of funds and efforts expended on the construction of en-
terprises producing consumer goods and goods intended for export to the

large and stable markets of the Soviet Union and other socialigt coun—

tries, greater efforts to ensure proper conditions for the normal produc-

tion functioning of enterprises which have been already set up (through

the raising of the level of training of the personnel, the establishment

of servicing and overhaul departments, etc.}, and B0 on.

The construction of individual industrial enterprises is a typical
feature of the initial stage of co-operation, but it is our view that in
later stages of the development of co-operation a considerably larger
role will be played by joilnt action to set up industrial complexes opera-
ting on a vertical or horizontal basis to ensure the most effective uti-
lisation of the natural resources of developing countries and the sale of
the manufactured goods produced.

In order to extend co-operation as widely as possible and secure
maximum effectiveness, it is essential to make constant improvements in
existing forms of relationships and to introduce new ones. Practical mea-
sures to improve co-operation in the industrial field include, in parti-
cular, such measures as the shortening of the time taken to complete pre-
paratory work, to deliver equipment, to construct enferprises and to
bring them into production, the improvement of the qualitative characte~
ristics and competitiveness of the pgoods produced in such enterprises,the
achievement of greater stability in the labour force and the dimprovement
of its level of training, the establishment of a gystem of skilled tech-
nical servicing and overhaul, etc.

In co-operation, as in any other dynamic process, improvement of the
established forms is closely interlinked with the introduction of new
ones. Among these forms of co-operation, together with the long-term eco-
nomic agreements covering trade exchanges and co-operation in the. cons-
truction of industrial enterprises, use is now being made of such forms
as the setting up of enterprises operating on the principle of Progres-—
sive assembly, the establishment of technical advisory and planning bu-
reaus, the training of local personnel to be technicians and instructors,
the organisation of planning and construction firms operating as sub-con-

Lractors, and the establishment of joint and other enterprises pn the
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basis of co-operation. The essence of these forms of co-gperation, in our
view, 1s quite obvious and the only thing which calls for explanation is
the principle of progressive assembly. This is a term used to designate
enterprises which begin the production of machinery and equipment by as-
sembling it from parts and components delivered from the country provi-
ding assistance. The proportion of parts and components manufactured in
the develuping country itself, however, is gradually increased until the
machinery or equipment produced consists entirely or predominantly of lo-
cally made parts.

It appears to us that, generally speaking, the present principle of
the organisation of co-operation on a bilateral basis will be maintained
in the future, although it is tp be expected that the part played by mul-
tilateral co-operation with the participation of several socialist and
developing countries will increase considerably., As far as co-operation
on a broad international basis (within the framework of the United Na-
tions and other representative organisations) is concerned, this does in-
deed have its advantages, as In such a case it 1s possible to build up
large funds by relatively substantial contributicns by each participant.
The experience of international economic organisations shows, however,
that the absence of specific interest in the industrialisation of deve-
loping councries on the part of countries which play a prominent role in
such organisations greatly detracts from the possible advantages and in-
fluences the utilisation of the funds which have been built up in 2 man-
ner which is not to the benefit of industrial development. The most ac~
tive efforts are therefore necessary by all member states of the United
Nations to transform co-pperation on a broad international basis into a
really effective means of assisting the industrial development of the
countries of Asia, Africa and Latin America.

The above brings up to the question of the selection of the most
appropriate branches for production co-operation between the Soviet Union
and the developing countries. The branches or enterprises singled out for
co-cperation of this type must obviously satisfy at least the following
conditions: firstly, they must produce goods which are of interest both
to the Soviet Unlon and the developing country (for satisfying the home
demand of the latter or for sale on the markets of other countries). Se—

condly, the developing country must have natural resources and other
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conditions which make possible both the economically profitable  produe-
tion of goods and also effective participation as a partner. Thirdly, the
economic, production and technical capabilities of the Soviet Unlon must
be such as teo enable 1t to undertake the oblligations of co-operation.
Fourthly, the goods produced under guch co-operation must not be more ex-
pensive, comparatively speaking than similar goods on the world market.

On the basis of mutual interest in the goods produced and the other
conditions listed above, a sultable sphere for co-operatien in productilen
between the Soviet Unilon and developing countries in the extractive fileld
of industry could be primarily those branches (enterprises)concerned with
the extraction of tin, copper and other nen-ferrous metals, petroleum,and
the production of cotton and natural rubber. In manufacturing industry,
sultable enterprises for establishment could be those producing cotton
textiles, knitted goods, footwear, refrigerators and other household
goods, and fruit julces and canned goods. More specific details of suit-
able branches or enterprises for co-operation in production can of course
only be worked out by the representatives of the countrles involved, in
the 1ight of their interests and capabilities. ‘

The selection of the forms of co-operation to be used depends to a
large extent on the economic level of the developing countries. Bearing
this in mind, the most advantageous forms of co-operatiom, in our view,
are the following:

{(a) 1In co-operation with develeping countries with the highest
levels of economic development, it 1s perfectly Justified to re-
tain the principle of dividing up obligations so as to bring
about increasing participation by national firms in the execu-
tion of the planning and construction work;

(b) In co-operatlion with countries with a less developed economic
structure it is advantageous to increase the extent of partici-
pation by Soviet organisations to ensure the normal functloning
of the enterprises constructed;

(¢} In co-operation with the most backward countries it is desire-
able to extend the use of the sub-contracting form of co-opera-
tion and to hand over the project in completed form;

(d) Co-operation in acutal production is possible with the most

highly developed countries in the flelds of extractive and
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manufacturing industry, while in the case of the less developed
countries it 1s possible mainly in the extractive branches of
industry;

(e) In certaln clrcumstances it 1is advantageous to carry on co-ope-
ration in the form of joint enterprises, subject, however, to
the operation of these joint enterprises in accordance with the
laws 6f the countries where they are located, the preservation
of complete equality in the management of the enterprises and
the just distribution of the results of their operation,and al~
8o the preferential right of the government of the developing
country to acquire the share of the foreign partner.

We consider that the establishment of joint enterprises can help the
establishment or extension of modern industrial enterprises in developing
countries through the more active use of the economic and technical capa-
bilities of the partner when the developing country does not have enough
resources of its own and lacks assistance in other forms, Co-cperation in
the form of joint enterprises has the advantage that in such cases the
foreign partner has an interest in bullding up such enterprises as more
reliable sources of the products it needs and in reducing the risk of lo-
sing the investments 1t has made. At the same time, good technical manage-
ment of the enterprises is assured and the training of national personnel
1s facilitated.

The difficulties in setting up joint undertakings are connected main-
ly with the fact that the interests and capabilities of the partners
often do not coincide and the success of the operations of the joint en-
terprise depends to & great extent on the general economic and political
situation in the developing country and the inter-state relations betﬁeen
the partners. The opposition in developing countries frequéntiy uses cri-
ticism of joint enterprises for its own political ends. Joint enterprises
should therefore only be set up after due consideration of the prevailing
conditions and the possible peositive and negative factors. The form of
Joint enterprises which 13 to be preferred, in our view, ie participation
in the production section.

It seems to us that at the present stage of economic co-operationm,
there is likely to be an increase in the importance of technical assis-

tance in the phased training of national personnel, whereby the developed
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country trains for the most part personnel who are later to train thelr
compatriots. There is a need for considerable expansion of technlcal as-
gistance in the establishment of cffices and firms to carry out surveying
and planning work and the setting up of centres for the training of tech-
nical instructors as well as of administrative and technical personnel
for all levels of management, from the shop floor and enterprise level up
to the level of government institutions.

Actual experience confirms the need for industrial specialisation,in
co-operation between industrially developed and developing countries, in
the preduction of various types of goods. The position of the Soviet Union
on this matter is that, as already stated at the first United Nation's
Conference on Trade and Development(1964), it is'ready to co-operate with
interested developing countries in the matter of specialisation and  co-
operation in the production of specific types of goods, particularly
through the conclusion of long-term agreements and contracts, and 1s also
ready to glve the necessary technical assistance for this". In order to
achieve the desired results in production specialisation and co-operation,
1t 1s necessary first of all to take practical steps to eliminate dispa-
rities in standards, technical conditions and specifications. Co-ordina-
rion of the activities of the partner countries in thelr joint production
activities must play an important role in this. Co-ordimation may cover
the bringing into line of the industries and types of products which are
to be speclalised in, the conducting of joint research work, exchanges of
experience and of technical standards, and agreements to produce specla-
lised types of goods for exchange. Long-term (8-10 year) agreements de-
fining the scope of technical co-operation and mutual deliveries of " pre-
ducts are of great importance for specialisatiod and co-operation in in-
dustry as a whole. B ’

The role of UNIDO in these matters should be developed. In the view
of the author, UNIDO could glve very effective asslstance to the  expan-
sion of co-operation in the industrialisation of developing countries.
UNIDO's activities in this field should be directed primarily towards the
following objectlves:

(a) Active assistance in the surveying and utilisation for indus-

trial development of the national resources of developing coun-

tries, and the establishment in such countries of administrative
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financial, credit and other institutions to facilitate their
fruitful co-operation with other states in the indusctrial field,
particulafly in the operation of enterprlses constructed with
external assistance;

(b)Y The conduct of special investigations and the exchange of in-
formation in order to help partmer countries to select the bran-
ches, enterprises and forms of co-operation in the field of in-
dustrial development which will be of greatest mutual interest;

{(c) The undertaking of contlnuous efforts, In conjunction with the
United Nations Conference on Trade and Development (UNCTAD), to
increase the industrial exports of developing countries;

(d) Promotion of the expansion of multilateral assistance in the in-
dustrialisation of developing countries on an equal and mutual-
ly advantageous basis under conditions which are in accordance
with the interests of developing countries and their economic
and social progress.

It is our view that the main obstacle in the way of passible joint
action by the socialist countries and the developed countries of the West
to assist the develeping countries 1s the different appreach by these two
groups to tne problems of the latter countries and the interests of thelr
peoples. There are some examples of joint measures by certain socialist
and Western countries in thils field which are in the interests of all the
particlpants.

We would like to make the following general summing-up: there are at
present considerable possibliities for the further development of economic
co-operation between the Soviet Union and developing countries, and such
co-operation actively assists not only the solutlon of the problems and
desire for progress of the developing partner countries; but also the im-
provement of mutual understanding between peoples and pulitical relations
between states; practical steps towards the development of such co-opera-
tion therefore serve to promete the achlevement of the high ideals of the

United Nations and of its numerous organisations and agenciles.



